
I( 
ENVIRONMENT AS A MODERATOR OF THE RELATIONSHIP 

BETWEEN BUSINESS STRATEGY AND PERFORMANCE: 
A CASE OF SMALL AND MEDIUM ENTERPRISES IN KENYA ~ 

By 

Genue Rimui/Mwaura 

M n g m nt R 

l ni it 



DECLARATION 

This project is my original work and has not been submitted for a degree in any other university. 

Signed: , . 
f~ A 

en a ''t I 

Genue Rimui Mwaura 

D/61/P/9147/01 

'J his project has been submitted for ·amin ti n "ith m ppr v. I . th~ ni\ ~r it 

B · 1din t r, ni 



DEDICATION 

To my parents, you saw a vision and made it your mission to accomplish it. Your efforts over the 

years are a testimony of how a small Spackle can emanate in a mighty frame. 

To my late mum, your words of wisdom that "if one desire something the whole world conspire to 

make it happen" were not in vain. 

Ill 



ACKNOWLEDGEMENTS 

Mr. Jackson Maalu, my supervisor whose patience and continuous review has made it possible for 

me to complete this paper. 

To my employer Safaricom Limited, for the great flexibility and financial support. 

Martha, my wife who has painstakingly and dutifully edited and critiqued the paper to ensure 

correctness and quality. Lynn my daughter for her company through out the study. 

I o all managers and staff of the firms whom made up my ample, \ h ha c made thi pap r a 

reality by sharing their experience and impor1ant information \ ith 1111.! . 

Friends, who assisted me during this study, may God almighl) n hl bk ' the'' ork. r ur hands 

and put you on the way of those seeking assistance. I in erd. ppn.: iak . 



ABSTRACT 

For Kenya, integration into the global economy through economic liberalization, deregulation, and 

democratization has been seen as the best way to overcome poverty, unemployment, dismal 

economic growth and general decline in Economic development. Crucial to this process is the 

development of a vibrant private sector being touted in every policy paper, in which the hitherto 

eclipsed Small and Medium Enterprises (SMEs) play a pivotal role. This in Kenya can be likened 

to the calling of a new order of things which Machiavelli noted thus, " there is nothing more 

diffi cult to take in hand, more perilous to conduct, or more uncertain in its success, than to take the 

lead in the introduction of new order of things" 

Most notably, in Kenya, MEs deve lopment objectives hav be n link d to cfG rts ai med at 

poverty alleviation, employment creation and increased economic growth main ly in th~ nt~x t f 

shrinking job opportunities and formal economy as" ell as the d\ indling international in esters 

and suspension of aid on which basis the tenets of energized economic gro\\ th ' a bu d by the 

Government. Unfortunately, Globalisation and Liberalisation brought lMileng~.: that c trap lution 

could not address and new factors had to be introduc d into th pr of m:mag1.:111 nt and a 

r suit many M s h d to scale down th ir ope1 ti n 01 1l ld p II 1 • 

'] 1 tudy furth , , th t, 1[ n u Ill! titi n n I lit\( I 



SMEs, the study revealed, continue to position themselves by leveraging their strengths by 

fommlating and implementing sound strategies despite hash environmental factors . It is therefore 

possible, ifSMEs policies are developed consciously and purposefully with little Government 

attention they can claim their rightful role as engines of Economic development and help achieve 

the millennium goals. This is witnessed by their continued supply of goods to the market that 

compete with large industries despite the hash environmental conditions in which they operate and 

seek to endure. Their potential should be used as an ingrained way of perceiving their economic 

ro le. 

he findings o f thi s study suggest that performances of M s vary wi th choi c o f business strategy 

they adopt and that the relationship between strategy types and the pcrforman c f M " i 

moderated by environment. Therefore, Managers' understanding of the en ir nm nt, ' hi h ha 

become an enduring myth, is of outmost importance. En ironment affecting ' ill need 

constant review and analysis of its effect to the business if the busine rl!mmn ompctiti e, 

fulfil its mission, attain its vision and post a notable bottom lin~.:-P~.:rfonn.m ~.:I h nO\ dt and 

the P d of the developments in th environm nt c. II orr~.: I tim~.: ntinuou p1 upation' ith 

the trategic i sue throu hout 11 ll um~.::nt~,; I t •uid~.: th~.:m . 
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CHAPTER ONE: INTRODUCTION 

1.1 Background 

Businesses of all sizes practice some form of strategic management. Businesses use strategic 

management to formulate as well as implement strategy in order to compete successfully. Sharplin 

( 1985) stressed that strategic management is applied for the purposes of moulding, directing and 

relating an organisation effectively to its environment. Cauwenbergh and Cool (1982) considered 

strategic management as the most critical element of the management of organisations because it 

explains success and survival to a large extent. In recent years the nurturing of Small and Medium 

Enterprises ( MEs) have become the dominant themes of development economics. This re­

discovery of th importance of the spirit of free enterprise wa undoubtedly prompted by the failure 

of centrally planned socialist economies. It was also enhanced by thl! achic nH.:nt r imprc ' ivc 

prosperity by certain East Asian and Western countries as a result of mobilit.ing th crcati c 

erH.:rgies of M and by reaping the benefits of relati,·e ly unconstrained competition. ( udl.!, 19 9). 

·r here is no generally accepted definition of a m II businc ::. b larilicati n fbusim:ssc 

into large-scale is a subjective and qualit ti , judgcm nt. In unttk u~:h a th~.: L \ , Britatn, 

bu in nn nnu I tum ' r .md th~..: numb~:~ l I paid 

• In Brit m, ith. n .mnu.ll turn )\ct I 

nulli n p und r I ith rth n 

In J II· II 

ntrp 



promotion of free enterprise and self-sufficiency by creating and spreading wealth to the grassroots 

level and as a result enhance economic and political stability. 

In many developing economies it has been found that the large-scale enterprises have had limited 

success in generating job-creating economic growth. The concentration of economic power and the 

capital-intensive nature of large business and manufacturing organizations were in many instances 

in direct conflict with more generally held goals of social and economic development. SMEs in 

contrast were found to employ a large propotiion of the human capital. They also provide a 

producti ve outlet for expressing the entrepreneurial spirit of indi viduals and to assist in dispersing 

economic acti vity throughout a country. 

Mac affey ( 1998) shows that the lack of state support for busine acti ities force 'ur i a! 

tratcgics to new heights as entrepreneurs provide missing infrastructure, use sub ti tu te CU lT ncies, 

and pursue unusual trade networks to maintain "the second econom •" in the ab cnce of the first. 

'I he scope of these entrepreneurial enterprises encompa ses large nd mall linn , mo tl in t h~.; 

infonnal ector, becau there is pre ious littl I ft of th ~ t r. Danid (Ill) ' ) qtH! ' t1on 

h th r th upply of labou1 hun an c1pit I) h 

to c.tpit t1 01 th rn, r t d m n I hyp th 

h ld . In thi 

UpJ rt 

nt m Ill 

\II ' ith limit~ I kills and 

ll \llll I d m: ll I r l 

ll Ill I ll.l l 



The business sector in Africa especially SMEs frequently suffer from harassment by government 

officials. Demolitions in Nairobi bear testimony, where even licensed small businesses are 

threatened with demolition and closure. Even within the formal sector private enterprises often do 

not find a conclusive environment within the financial system, reducing tariff restrictions, 

providing adequate infrastructure (Himbara, 1998), producing educated skilled human capital 

(Nude, 1998), ensuring access to technology, and creating markets (Blewett and Farley, 1998). 

Specifically focusing on policy, Himbara (1998:219-232) departs from conventional interpretations 

that hold that colonial governments used restrictive policies to impede the development of 

indigenous African Enterprises and to restrict them to a few types of industries. He maintains that 

uch interpretations arc myths and argues that instead of impeding or b tru ting Afri an 

t.:ntrcprcncur , ritish colonial policy in K nya fo tcrt.:d an mdigt.:n u' t.:ntrt.:pn:ncut ial Ia by 

promoting M sin the informal sector as a base from which an indigcn u capitali m c ultl 

develop. 

overnment policy in Kenya encourag~.:s their p~.:ople to t.: t·tbli h m~.: limn-, .md lar , ' seal 

businessc in comrnerc and industry, but Himb 

for the tep. He attribute th t gnation in th 

"c. pit tli 

r th r th n indi [J 

Ill II 

1 Kxn •, n 1 tH .ltl , n.: not d n.:ad 

th: t imp ~t.: 
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Informal sector in Kenya is considered one of the major contributions to the economy of the 

country. It is reported to have created 500,000 jobs a year. However, little is done to support this 

vital sector to enhance its performance amid environmental constraints. 

Kenya s infom1al sector in the last few years has rightfully earned recognition as a major 

contributor to the growth and development of the economy, especially with slowing down the 

expansion of the traditional fonnal sectors. New People African Feature Service - Issue n. 83 -

February 1999 

While SMEs potential to nan-ow the income gap, generate employment, stimulate economic growth 

and alleviate poverty, which are part of the wider national economic goals, ha been widely 

ackn wlcdgcd by the policy-makers, this ector till remain handi appcd in m r than n wuy. 

l·ailure to remove bottlenecks for the M ~scan larg ly be traced to the b c · i n y th 

government to promote large industrial concerns, main! fore1gn im c tmcnt , at the e. p ns of th 

struggling MEs. But with time, the go emment is increasing! 'coming to term '' ith th' 

inadequacies of the large industrial concerns in addr sing domt.: tic t.:C n 1111 pr bkm and has 

been incorporating policies aimed at boo ting thi 

'J h mo t important example b mg 

prom tin th 

tpp· 1 nt in th I 

ct r n h 

n lhlin 

n 

n 

tor in it d ·umt.:nt . 

-· \ hi h . ddt 1.: 

h .m 
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Importance of the sector in the Kenyan economy can hardly be gainsaid. In a labour force of 14 

million, it is estimated that 61 % of those working outside smallholder agriculture are employed 

here. And in urban areas, 35% of households participate in small business, with the %age being 

even higher, 59%, in smaller urban centres. About half a million job-seekers, inclusive of 10,000 

university graduates, are spewed into the tight labour market annually, but given the sluggish 

growth of the formal sector which employs a mere 1.6 million people, it is becoming patently clear 

that only the enhancement of the informal sector can salvage the situation. New People African 

Feature Service - Issue n. 83 - February 1999 

The promotion of the sector has the stated dual purpose of balancing regional growth and 

increasing income per capita, which has nose-dived since independence, from $470 to $270. 

At th ame time the public sector has b en trimming ff me of it lab ur f r c and mpl ym nt 

has virtually been frozen. espite all the discourse on promoting the 'c t r, fundamental hurd! 

remain on its path, and if the stated goal by the government to achieve the statu' of a n \ ly 

industrialised nation by the year 2020 is to be achie\'ed, mor oncert d dT rl t imprO\ e it are 

necessary. 

Forcm st amongst them is vail bility o re iit t 

hrift by tabli h db n ·ing in tituti 

ntinu 

•h t:n h rt 

in 1 in l~;tms 

m ll ' m.tll hu in s 



The current banking regulations on collateral hamper the growth of micro-finance banking and 

hence legislation should be enacted to facilitate setting up micro-finance banks, which will operate 

on modified rules. 

Further, on the question of donors funding, a report by an International Centre for Economic 

Growth (ICEG), while proposing a widening in the range of donors, says that funds should be 

strictly monitored to ensure at least 60% reach the intended Enterprises before approval by the 

proposed Department of Small Enterprise Development (DSDE), in the ministry of national 

planning and Small Enterprise Development Authority (SEDA). This would also prevent 

duplication of programmes by mushrooming agencies and fit within the national strategy. 

M • also face the problem of lack of quality acce to the r qui itc in~ nnati n. Whil th r ha 

been cf ort to promote information Dow by the go rnment a r commended in 

o. 2, 1992 to adequately redress the situation, this remains a major barri r to th grm th f th~ 

sector. 

In the past few years a number of commendable mon: h ,. b en n.: ord~.:d n tht unt. Th 

Ministry of Planning and ational Oe\'elopmcnt h alkd 

lnfo1mation Manag ment ection to provi 

•i th U: I P toward n i 1\ \l l 

II ntr uh th 1\l In \,llu. hlc I 111 1 

Ill, q 

II tl 
I m m u n. 1 



The Central Bureau of Statistics (CBS) in collaboration with govenm1ent departments, especially 

those dealing with the Sector, are said to be working together towards achievement of this goal. 

In the past the quality and diversity of the MSE products stunted growth of the sector both on the 

domestic market, where most of it is consumed, and the export market. 

But with the help of the Kenya Bureau of Standards (KBS), the sector can boost its sale in both 

markets and achieve its goals, that is, if KBS customise its standards for the sector so that it does 

not present an extra barrier to progress, pariicularly with the globalisation of the economy in mind. 

Quality issue is already being addressed by, among others, KJRDI, who have set up the Leather 

Development entre, Textile Training Institute and the Engineering and Design Development 

'). But more input on this score is needed. Poor quality packaging will also have to 

b<.: addressed. While this has received little attention at policy making level, <.h.: pit 1 li 'Y 

framework existence, the Institute of Packaging (Kenya) i set to establi h a nati nal c lh.:gt.: 

packaging and printing technology. The MEs produce goods that are to a largt: .- tent imilar, and 

more research and support is re-acquired to produce di\ersit 'to all \\ m re c mp titi nand 

expand the market. 

f particular importance is the acquisition o mod m t hn I 

the gra sroots if th ctor is to comp l ntcrp 

m. nd I d K ny.1 lndu trinl R 

hu 

tl d 

tl n nu 
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Infrastructure is another major hindrance to the sectors performance According to most previous 

studies, the variables related to the site of the business establishment are "the" defining 

characteristics of informal sector activity (McCormick, 1988; Owning, 1992, Puma, 1990; King 

and Buddha, 1991). Expressed in another way, there is a systematic relationship between "site" 

and "industry type." This finding stands in opposition to the blanket "infom1al sector" proposals 

which up until now have been advocated by policy makers and others who are interested in 

assisting entrepreneurs in this sector. The paucity of infrastructure in terms roads, electricity and 

water available to SMEs is of great concern to the government of Kenya and the donor community. 

As such, the provision of basic infrastructure wi II surface as essential for the development of the 

thrc industries. 

'I he growth of any ector is largely technology led . However, in thi e tor, the intlu trie 

themselves do not generate their own technological spurts, that i ' m ving t higher r 

technology (Juma et al, 1993). SMEs are moving toward the e. hau ti n of c. i ·tin• tcchn logical 

capacity. Presently these industries use techno log · Jearn d from the fonnal c tor throu •h 

adaptation and adoption. enerally, a Jacko und rsl nding of ~.:ic.:n ~c.; anti \.:11 •itkc.:ring bl!hind the 

technology used is e id nl. 

h mp r d th h . I m m nt 

lit 



all innovation strengthened. The public sector has reserved its procurement tenders for large 

enterprises mainly through complicated tendering process, which knocks out smaller institutions. 

For the SMEs to access these tenders, especially as the public sector privatise some of its functions, 

the process should be simplified and the government should encourage participation of the sector 

through enhancing the flow of information. 

Sessional Paper No.2 of 1992 says the government would promote linkages between big 

enterprises and Small ones for the benefit of the latter. Previously similar arrangement had been 

achieved through Ministry oflndustrial Development initiative, where General Motors and East 

Africa ·inc pinncrs sub- contracted SM s, but this came a cropper when UNTO withdrew it's 

funding. ollaboration of the Kenya hamb r of omm<;r <.;and lndu try (K I) with th r 

int<;rcsted parties is required to enable both sides to enhance such linkage . ctting up ran 

elaborate structure to manage and facilitate MEs to the \ ery le\ el i nece ·ar if the d ir~d goal 

arc to be achieved. This is to ensure that the sector doc not dev lop para II 1 t the nati nul g als of 

development and to keep M s in ham1ony "ith th t- h nging global ·cne. 

It is instructive that environmental is u s r n:cci ing in r :.cd. th:nti n ~.:hi wl1'rc and th 

ctor will have to k ·p abreast ' •ith th d Ill . 

t I, t tl t Kcny n o mm nt tpp I th I • ti I lthi 
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While the World Bank (1992) and others have tended to favour the ROSH implementation strategy 

by assigning the major role to the private sector, there are those who favour its implementation by 

assigning a major role to goverm11ent (Olofin, 1990, Noormohamed, 1985). Assigning the major 

role to the private sector has its appeal in the fact that the private sector has the resources needed to 

implement the strategy. But the proponents of assigning the role to the government are aware that 

in many developing economies, government is the major mover of the economy with only a small 

and sometimes weak private sector. Thus, they argue that assigning such an impotiant role to the 

private sector would not work. Besides, for the strategy to produce an optimal effect on the well 

being of the people, the social environment has to be considered something the private sector may 

not b willing to do. 

Kilby ( 1969) sees M ~s as a quasi sponge for urban empl ym<.:nt and apr vider f in~.:xp~.;n i ~.: 

consumer goods with little or no import content, sen ing an important pre un.:-r<.:l ·a ing and 

welfare-augmenting function. SMEs also contribute to long-run mdu trial 'r wth b produ ing an 

increasing number of firms that grow up and out of the m ll- c tor. Tl11.: cml..'rgcn ~ r' holl 

m dem small/medium-scale K nyan industri is likd#· t be, pictcqui ~ itc for an ' cnduring 

industrialization. How r, d pit gov mm nt 

cti ity, not much pto r h b n 

ll u\ 

ll 



1.2.1 Strategy, Environment and Performance Of SMEs 

Strategic Management according to Ansoff ( 1990) is a systematic approach to position and relate 

the firm to its environment in a way that will assure its continued success and make it secure from 

environmental surprises. Yet no organisation can predict with a degree of certainty how external 

environment will affect the implementation of its strategies to guarantee its anticipated 

performance and growth. The role of strategy is to match external enviromnent with the firm's 

internal capabilities. Organization's exists in the context of complex commercial, economic, 

technological, cultural and social world. An understanding of the historical and environmental 

effects, as well as opportunities and other will exert threats to the organization of any size. 

In the recently concluded econd East Africa Business ummit held in Nanyuki, Kenya, the 

region' leading acknowledged that to achieve any u tainabh.: bu int:: d vc..:l pmcnt and 

growth in the reg1on, the role and success of M.Es was crucial. lnd~.;~d. tht.: Ia k thi · "mi ' mg 

middle" group of enterprises retards the growth and development of the region' econonu s. 

Although the role of the indi idual country's government in improvin th~.: 

commended, delegating this role purdy to th publi uld nh; nth 

abdicating on of th areas \\'h 1 they an m 

In K nya or c <til pi , th tor h th ~.:.ul • the t. 1 • 
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of identifying key areas where the big firms could make the most impact as well as formulating 

time-specific action plans. 

Among the environmental problems discussed that affect performance and growth were: 

Lack of access to capital that the sector suffers from. The fact that lenders are still obsessed with 

collateral, especially for business loans, coupled with the delay in fom1alising rural capital assets, 

were seen as among the key obstacles hampering the sector's growth and development. 

The recent emergence of small micro credit institutions and the role they are playing to support 

MEs was acknowledged, but it was felt that there was still a gap in the financing of projects with 

higher capital demands. 

'I he ector also faces the problem of low level of training in numerou area f bu inc 

management, in addition to the lack of business opportunity a\\ areness. I " tandard of 

entrepreneurial education has resulted in a high business failure rate throu •l10ut th reg1 n. 

The low level of skill and technical competence has lso ontribuh.:d to th~.: c ·t r' lad. or 

innovation, growth and profit bility. 

'lh rol ofthcpubli 

flU 

tl 
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1.2.2 SMEs and Economic Development 

Until the early 1960s, many economists viewed the continued existence of small-scale industries in 

less developed count1ies as justified by scarcity of capital and administrative experience. It was 

often argued that with economic growth, modem forms of large-scale production would in one 

sector after another, supersede the small, traditional type of enterprise. In order to ensure an 

orderly transition, small industries were seen to deserve. support, but mainly in sectors where 

modem methods could not be immediately applied. 

In the mid-1960s a new approach to small to medium-scale enterprise (SME) development began 

to emerge due to several factors. First, there was growing concern over low employm nt elasticity 

of modem larg -seal producti n. It was !aimed that e en with m re ptimal p li i , thi ~ rm 

of industrial organiLatton was unable to absorb a significant prop rti n f th nq iul 1.! ·pnnding 

labour force ( hemey et al., 1974; ILO, 1973 ). econd, there\\ as\\ id ·pr ad rccogmti n that lh 

benefits of economic growth were not being fairly distributed and that th • u c r Jar 1e- cute 

capital intensive techniques was partly to blame 1c on11i k Jl . H u ~.:, tt heme ct a!., 

1974). Third, empirical studi re ·caled th t p \\~o:t~.: not l:lmlin d t 

un rnploym nt, and that mo t o th p r 111 I. ~.: '.rid of m. Jl . .lk 
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dynamic of economic growth. The new objective was not just to stop to retreat, but also to 

promote the small-scale sector (House, 1981; Schmitz, 1982; Giamartino, 1991 ). 

Small-Medium Enterprises (SMEs) play a very important role in the economic and social 

development of both developing and advanced economies. It creates jobs, increases 

economic output and exports, improves income distribution, establishes the foundation of a 

market economy and contributes to economic growth and development. 

lts contribution to the development of the economy is significant, for example, the SME 

sector accounts for 99 per cent of private businesses in Kenya. While the importance of 

large industrial, agricultural, mining and other enterprises for the growth of the economy 

cannot be denied; there is ample cvidenc that the labour ab rptivc capacity f th mall 

business ector is high. M s account for mo t private ector j b . Thee ·pcricn e f thcr 

countries has shown that in periods of recession MEs can partly outbalanc the increas " of 

unemployment. For example, SMEs contribution to Poland's econom durin_! th rc es 1011 

in the mid-eighties substantiates the important contribution of the tor t ccon 1111 

development. he role of M sin th onom 1s I o uni u~.: m · iiI f~.:r nt ' •a ·- in that it 

rcprc ent an cl rn nt of camp titian and unt • ptt vi k 
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peculiar local conditions, and complementary to other small medium business and to big 

enterprises. 

Potential SMEs in Namibia during colonization for instance, were not encouraged or given 

the required support; SMEs that existed during this period were more for survival- a way of 

life- as there were very little employment opportunities for the majority ofNamibians. 

Hence many operated infonnally, mostly in the retail trade and services industry sectors. 

This infonnal way of operation made it difficult to evaluate the economic contribution of 

the ME sector. Ngozi Awa, 1998 

he M Policy instituted by the Government shows the importance attached to this ector 

and th rec gnition given to its role in economic de I pm<.;nt [ uch a r<.;ducing 

unemployment]. It is hoped that this vital ector will no~ be gi en [in tht; n.:al <.;11 e r itj, 
the focus, attention and effective support that it deser es 

·vidence from ast Asian countries suggest that the , IE tot cun loom lar 11! und imp rtant in 

an economy and that when it docs so both th t: onomt ~TO\ th nd d~o:\ d pment and tht.: in, m 

di tribution perform nc s c n b nefit gn: tl '· B : t 
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the SME sector was accordingly much less important than in Taiwan or Japan. Since that time 

however, SME output and employment has increased enormously in Korea. At the same time the 

level of inequality in the country has diminished. This experience is relevant to Africa. 

For developing countries, integration into the global economy through economic liberalization, 

deregulation, and democratization is seen as the best way to overcome poverty and inequality. 

Crucial to this process is the development of a vibrant private sector, in which SMEs play a central 

part. The NARC Government in its Manifesto has acknowledged this, where private sector 

development will be a priority. A learning experience is that MEs make up over 90 per cent of 

bu inl;sses worldwide and account for between 50 and 60 per cent of employment. However, their 

importance in the development process goes beyond th ir trength in number. There i a ri h b dy 

or research on the development contribution of small cntcrpri e . hill; not l;ntirl;l \ ith ut · m 

controversial areas, there would appear to be widespread consen ·us on the foliO\\ ing p int : 

M ·s (partly because of the industrial sub-sector and produ t gtoup c \ cn.:d b th~.:m) tend to 

employ more labour-intensi ve production pro t: ~..: th n 1 r t..: nlt..:rpri c . Al 'OHlin •I • tht.: 

contribute igni fie, ntly to the pro vi ion of pr u ti ~..:mpl ~ ~ lllllllitit..: , tht..: •c.n 1\ll!Oll or 

me m nd ultim"it ly, th r du ti n o 1 . hi m:ll ntctptist:s 
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stability by reducing ex-post redistributional pressure and by reducing economic disparities 

between urban and rural areas. 

11. SMEs are key to the transition of agriculture-led to industrial economies as they provide 

simple opportunities for processing activities, which can generate sustainable livelihoods. 

In this context, the predominant role of women is of particular importance. 

iii. SMEs are a seedbed for entrepreneurship development, innovation and risk taking behavior 

and provide the foundation for long-term growth dynamics and the transition towards larger 

enterprises. 

IV. MEs support the building up of systemic productive capacities. They help to absorb 

productive resources at all levels of the economy and contribute to the cr ation of resilient 

economic ystcms in which small and large firm an.: intcrlinkl:d. u h linkage an.: f 

increasing importance also for the attraction of foreign inn: tmcnt. lm c ·ting tran nati nal 

corporations seck reliable domestic suppliers for their suppl chain·. I hcrc i thu · a 

premium on the existence of domestic supporting industri~.: in the competition for forl.!ign 

investors. M s, as amply demonstrat din intom1 tion and mmuni at ion tt.: hnologics, 

are a significant source of innovation, oft n produ m in ni h~.: markd in a hi 1hl 

flexible nd cu tomiz.ed m nn r. -
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document outlined the reform measures to be undertaken in all sectors of the economy in order to 

stimulate growth and development, specifically through the privatization of state owned 

enterprises. Since then we have witnessed a lot of changes. Almost all large companies have had to 

re-engineer, restructure or discontinue their operations, as their strategies seem not to work amidst 

rapid changes in the Environment, their justification being to improve performance. Govermnent 

has changed focus to Small, Micro and Medium enterprises as the alternative sectors yet the same 

environment that has spelt doom to the large companies have the same impact to this sector. 

ME in Kenya as is the case worldwide plays a crucial role in the Economic development yet no 

policy seems to be developed to not only identify their importance but also to highlight their 

b taclcs, monitor their performance and growth. Thl! sam p licic that' r~; inc i ten c during 

engine for economic growth. What has actually happened in Ken a i th~: chang f F u t wards 

MEs without change of Policy. This macro policy instrument tended to: 

t. Encourage investment in highly protected but ineffi it:nl apital-inten 1\ ~.:: and larg '-S ulc 

industries~ 

.. 
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International experience indicates that any comprehensive SME development strategy should 

contain definite objectives and programs. Being a vety heterogeneous one, the SME sector should 

not be expected that the same policy package would be optimal across all branches, across African 

countries at different levels of development, between SMEs which are subcontractors and those 

which are part of clusters, producers of tradable versus producers of non-tradables. It must also be 

recognized that in some areas, understanding of what good policy may be, remains incomplete for 

lack of policy experiments and careful analysis . These caveats aside, this a sizeable sector that 

cannot be ignored yet all studies done to date have not addressed the sector. 

'1 he M s in Kenya arc operating in an environment that is not conducivt: forth m to implement 

tht:ir tratt:gies and realise a good performance to cnt:rgize tht: ccon mic gr ' th . 1 hi i tht:r G rt: a 

·t:tback for Kenya's economic growth, which leads to variou que ·tion ·. llo\\ can M~ p rut 

when there is no improvement in technology development and transfl!r through partic ipatory group 

extension and private sector de elopment, without new markets for labour intcn.·l\ l! manu fa turcrs, 

ices and agro products, without suppon me ur s t rg ted t pro' idin, ad~.:qu,\tt: infra ·tructurc 

nd development of technical and mana ~.:m nt 
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1.4 Objective Of The Study 

This study seeks to detem1ine the environment as a moderator of the relationship between business 

strategy and performance in small and medium enterprises in Kenya 

1.5 Importance Of The Study 

This study will be beneficial to various groups: 

t. Small and Medium enterprises' entrepreneurs - Give them an insight on strategy 

development and how environment acts as a moderator of the relationship between business 

strategy and performance in small and medium enterprises in Kenya. 

tt. Acad micians - This study hopes to h d light on the nature and operati f M m 

Kenya, add to the body of knowledge and hopefully timulate Curth~.;r re ear h. 

lit. Policy makers - Guide policy makers in poltcy formulation and imph.:mcntati n in Cuturc. 



CHAPTER TWO: LITERATURE REVIEW 

2.1 Environment 

Organizations large and small are environment-dependent. No organization can exist without the 

environment. They depend on the environment for their survival and they have to scan the 

environment in an effort to spot budding trends and conditions that could eventually affect the 

industry and adapt to them (Thompson & Strickland, 1993). Failure to do this will lead to serious 

strategic problem characterized by the maladjustment of the organization ' s perfotmance growth 

(Anso ff, 1984). 

·rwironment can be dynamic (uncertainty of environment) and hostile (intensity of competition) . 

Both these two dimensions can be used to asse s the organintional environm nt of M s. The 

uncertainty of cnvironmc.:nt refer to th e.: five fo rces (competitor , cu t mc.:rs, uppl i r', r gulut r 

and associations) that are likely to inOucnce a busmcss organization. I h degree r un ' ·rtainty r 
these five forces can range between from "predictable" to "mo t unpn:dictabk:" . 

'1 he intensity of competition refers to the competiti\'e factor (pric~.: competition, pr du 't 

competition, technological competition, comp tition in di tribution manpO\\cr, .md raw materia ls) 

that can affect all firms in an indu try a ' ' II, th profit. bilit_ ot th~.:: indtL tr . hr c.m b 

me, urcd through th int n ity of comp titi n m ur n . n 1 in ' r llll "n n " t " '1.:1 

lilt n cump titi n". 
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one that is hard to be imitated by competitor and provides a firm with a competitive advantage. 

The sources of sustainable superior performance lie internally, rather than externally, in simply 

positioning the firm in the right markets the dynamic, hostile and competitive nature of markets 

means that long-term survival of firms is only possible if firms adopts and adapts to successful 

strategies. Businesses can be equated to a species of biological evolution. The process is so 

ruthless such that only the fittest survive and the powerless become extinct. The emerging 

paradigms are a stimulus response to the ever-changing business eco-systems, thus compelling 

firms to fine-tune and revitalize strategic moves for competitive advantage. The new paradigms in 

strategic making, requires thinking in pa~is of whole systems-that is, seeing your business as part of 

a wider economic ccosy tcm and environment. The heart of strategy i to understand th s 

evolutionary patterns. 'I he organization has to be visionary. 

Defining organisational cnv1ronment is not an easy task. 01fferent re ·earc h~:rs ha\ c u ·cd differ ·nt 

approaches, definitions and dimensions of environment in their ludic to 

determine its innuence on organisational perfonnanc . According to Dru 'k r (I )77), 

nvironmcntal innucnces uch as economic ore n t limit t ' h. t m. n, 1 ~:111 nt em do a 

w II a cr at opportunitie for mana m nt' 
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institutions or forces (such as suppliers, customers, competitors, government regulatory 

agencies, public pressure) outside the organisation, but over which the organisation has 

little control, and that these forces can potentially affect the organisation's performance. 

Duncan (1972) defined environment as the physical and social factors that occur outside 

an organisation which are relevant in the decision-making process of the managers and 

are often characterised based on levels of dynamism, heterogeneity, and /or complexity. 

llowever, according to Lenz ( 1980), there is no widely held consensus concerning how 

organisational environment should be assessed and which Aspect Ratings of the environment 

affect performance. Lenz noted that empirical studies generally employ two methods. 

'I he first m thod, which is usually tak n along two dimen ion u h a from tab! t 

shifting and from homogeneous to heterogeneous which, uses per eptual mca ·un.: · t 

assess environmental complexity and uncertainty. The second mcthod u c relati\ cl 

objective measures to assess the relevant environmental factors such demographic 

trends that can influence the goal attainment of an org nis. tion. 

U ing the contingency approach, severn] empiric I tudi h. ptO\ id~.: i th~.: ~.:\ id~.:n c 

th t ugge t environm nt::; r m jor d t nnin nt o p r 
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In further supporting this view, Miller and Friesen (1983) stressed that organisations must not only 

change, avoid or control their structure to deal with additional information 

processing requirements caused by dynamic, hostile or complex environments, but also 

they must review their strategy-making processes to fit environment, structure and 

strategy. However, in the aggregate, empirical studies have not provided support for the 

relationships between business strategy, environment and performance in SMEs (Kim 

and hoi, 1994; Shane and Kolvereid, 1995; Kotha and Nair, 1995; Chowdhury and 

Lang, 1996; hen and Hambrick, 1995). 

It is th refore evident from th above that M ~s may formulat and d vel p their trat gy taking 

into account all environmental factors but at the stage f implementation then; appear m v 

complicated issues that make the Strategy ineffective thereby jeopardi ing their performance 

Table 1: om pari on Rank of En iron mental factor to Bu ine P rformance in K n a 

Rank 

Lacko mand 



2.2 Business Strategy 

Johnson and Scholes (2001 ), defined strategy as the direction and scope of an organization over the 

long term, which achieves advantage for the organization through its configuration of its resources 

within a changing environment, to meet he needs of the markets and to fulfil shareholder 

expectations. Strategy is a multidimensional concept that embraces all the critical activities of the 

firm, in-espective of its size, providing it with a sense of unity, direction and purpose, as well as 

facilitating the necessary changes induced by its environment. The concept of strategy became a 

business vocabulary in the 1950s when the response to environmental discontinuities became 

prevalent. In the early days strategy definition followed the military usage and was seen as "the 

cit:nce and art of deploying forces for battle". 

tratt:gy is a multidimensional concept that embrac~.: all the critical acti iti~.: · fth~.: firm, pr iding 

it with a sense of unity, direction and purpose, as well as facilitating the n~.:c~.:, ·ar hang\.! · indu ·~.:d 

by its environment. Johnson and choles (200 I), defi.ned trateg ' a the dir~ction and fan 

organization over the long tem1, which achieves advantage forth organization thr ugh it 

configure ration of its resources within a changing environment 

and to fulfil shareholder expectation . 
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Thompson and Strickland (1998) pointed out that an organization's strategy consists of moves and 

approaches devised by management to produce successful organizational performance. That 

strategy is a management's game plan for the business. Without a strategy, there is no established 

course to floe, no roadmap to manage by, no cohesive action plan to produce the intended results. 

The 1980s and 1990s have been characterized by discontinuous and unpredictable business 

enviro1m1ent. An organization must restructure itself to meet the new activities and to respond to 

external environment. Restructuring attempts to ham1onize the organization's existing structure to 

the strategy requirements. Change in strategy has become frequent and so has restructuring of the 

organization. Pearce & Robinson (2000) pointed out that at the heart of restructuring trend is the 

notion that some activities within a business value are more trategically criti al t the success of 

the business strategy than others. rgani1.ational n; tru turing i all ab ut changing the 

organization, the equivalent of elf-administered surgl!ry" ith no a~.: th~.;tic ami n insuran c f 

long-term health. 

'I he strategic management literature emphasises on th~.: impon nt rok or bu in~.: trall:g in b th 

large and small firms Da id, 1994 and 19 , 9, , nd Rue and 

llolland, 1989). !·inns u e bu ine tratc 
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Business strategy can be operationalised by using Porter's three generic strategies of low cost, 

product differentiation and niche. This can be chosen by ranking their suitability to the business 

ranging from "least applicable" to "most applicable", 

Previous empirical research on the strategy/performance relationship has mainly focused on large 

firms . These studies provide strong evidence that suggests business strategies are associated with 

the performance oflarge fim1s (Hofer and Schendel, 1978, Wood and Laforge, 1979; Lee, 1987; 

and Kotha and Nair, 1995). Although most of the empirical studies centre upon large firms, a small 

body of research indicates that business strategy can also influence the performance of smaller 

fim1s. 

In the contex t of MEs, Gigli erano (1987) noted f c ti w busi n tra tegie depended 

on the type of business as well as the products they developed. iglieran claimed that 

MEs that adopted particular business strategies seem to achie' t! better p~rr rmance. 

Forrest ( 1990) observed that small firms have to de\'elop new strategies to rea t to th 

changing nature ofbusiness as reflected in such factors in n.: in' compt.:tition, b th 

national and international, the increasing intcrnation li:, tion m. rkd , ~ nd n '' 1[ bal 

comp titors. 
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In an attempt to study the strategic behavior of small firms, Kim and Choi (1994) found 

innovativeness, efficiency and versatility as the three most successful strategy types. 

However, the authors stressed that in selecting the choice of strategic focus , managers in SMEs 

must consider the industrial environment. Porter (1980) noted that a finn can gain its competitive 

advantage by producing value to its customers. Porter emphasised that a firm can gain its 

competitive advantage by perfom1ing the chain of strategically important activities (such as 

production, marketing, sales, service, human resource management, technology development, 

procurement activities) cheaply or better than its competitors. 

Porter concluded that business strategies based on these activities are known as generic strategies. 

uri hcrmorc, according to Porter, the three generic business trategics are low cost, 

differen tiation and focus (niche). In a low cost tra tcgy, the firm atlt:mpt t n.:du 

and increase profit as well as sales by using economie of scale, c pc and It: hn I gy. Jn n 

differentiation strategy, the firm emphasises on de eloping wa •s to make produ t 

appear unique and different. Finally, in a niche (focus) stratcg ·. the firm r cu ' c · on 

product development and marketing effort in a particular m· rket ~.:gmcnt that the firm 

has a cost or differentiation advantag . 
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In developing six business strategies (harvest, build, cash out, niche, climber and 

continuity) for businesses in consumer markets and four (low commitment, growth, 

maintenance and niche) in industrial markets, Galbraith and Schendel ( 1983) concluded 

that only the build strategy type (consumer), growth (industrial) and niche (both) appear 

appropriate. 

The role of strategy is to match external environment with the firm's internal capabilities. 

Organization's exists in the context of complex commercial, economic, technological, cultural and 

social world. An understanding of the historical and environmental effects, as well as opportunities 

and other will exert threats to the organization. According to Kathleen and org ( 1998), there 

are two opposing theoretical perspective ofth environment, the b:~;cutivc in different 

organizations perceive the same environment differently, tlu to tliffercn e ·am ng th~.;ir 

organization's structures anti processes. The second argument is that a' and or cia I pr c~.;:sses 

induce common perception within and among subpopulation of organizati n inhabiting th • same 

environment. 

t 'tegy era ting is ther fore I rg ly in flu n d b ' t p m n r •: ni:tatt n's 

n ir run nt . L ry or , niz tion h, nn nt, '· ni ui 11 ''it I in th sam 
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Environment is the key for finn's success; it can be relatively stable or turbulent. Each level of 

environment has different characteristic requiring different strategies with different firm's 

capability. For survival, an organization may choose to take any of the three strategic postures, 

shaping, adapting, or reserving the right to play. 

According to Courtney (1997), shapers aim to drive their industries towards a new structure of 

their own device, for example setting standards and creating demand for their products. Adapters 

react to opportuniti es the market offers. Win through speed, agility and nexibility in recognizing 

and capturing opportunities in existing markets. Reserving the right to play is a special form of 

adaptati on. Invest sufficiently to stay in the game but avo id prcmatun.! ommitmcnt . 

The different levels of uncertainty confronting finns today an.: ·o high that the need a nc\ way of 

thinking about strategy. Courtney (1997) proposed a' 1ore comprchcn ive tra tcg · T ol Kit that 

offers managers more rigorous and systematic thought bout un crtaint. f'ac.:ing thcir firms. The 

strat gic tool kit involves sc nario-plannin lc hniquc 

and ag nt based mod 1:> (und 1 t 
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major full-time discontinuities (breakthroughs in technology) which appear to have a major impact 

on the organization. 

The strength and weaknesses, which develop in organizational capability mismatch, need to be 

identified and a list of the internal trends developed for example, size, complexity, structure 

systems communications, and capacity, which can have both positive and negative impact on the 

efficiency and/ or on the responsiveness to the environment. 

Internal trend identification is key especially in fast-growing small firms and medium sized fim1s. 

Lxperience has it that at certain sizes, major weakncs c de clop in organizational apability to 

handle new complexities brought about by izc like the I s r control .1nd perspe ti e by th 

founding entrepreneur. 

Although, many studies as noted belO\\' have found that difJ r~.:nt companiL' in diiTL'r~.:nt c untriL: 

tend to emphasise on different objectives, th lit mtur~.: u c.: t fin.m ial prolltabilit • and gro\\ th 

to be the most common m asurcs of org niz tion.l pt:rt m1. n r in rd titm tt) it ~.:nvironn1l:nt Hr 

a Period o time. 
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Schendel, 1983). Abu Kassim et. a! (1989) found sales, sales growth, net profit and gross profit 

Were among the financial measures preferred by the Malaysian manufacturing firms . 

Accounting figures can reveal inefficiency in performance; inefficiency of the firms' strategy and 

general threats caused by macro-economic factors like inflation, interest rate and foreign exchange 

rates. Butt hat is not a II. Threats, 0 pportunities and future strengths and weaknesses should be 

continuously identified. The trends should be regularly reviewed to ensure identification of 

sudden, fast and potentially surprising changes. 

Therefore, the onus is to every M to cont inuo usly apprai c th ~.: en ironment and identify 

issue / factors that can impac t o n p crforman ~.:and a ct/manag t h~m i mm~d i a t ly. 

Ansoff ( 1990) there are fo ur di fferent IM practice 

i. imple environmental impact analy i 

It ana lyses one event at a time and does not con em it elf with thdr int~o:rde1 cnd~nc 

ruing ( 

WOT analysis is necessary through continuou un c.: ill · n 'c ol l'll\ ir mmc.:nt-thcsc can be 

identified from three sources, . tern I cm ironm nt 111d Jkrforman 'c.: 
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iii. Issue Ranking Approach 

Here, impact and urgency of events are estimated and presented as strategic to the top management 

who together with planning staff sort issues into four categories. 

Highly urgent issues of far reaching effect which require immediate attention 

Moderately urgent issues of far reaching effect, which can be resolved during the next planning 

cycle (i.e. Postponable issues). Non-urgent issues of far reaching effect which require continuous 

monitoring (i. e. Delayable issues) issues that is false alarms and can be dropped from further 

considerations (i.e. minor issues). The urgent issues are assigned for study and resolution, either to 

the ex isting organization units or to special task forces. 

tratcgy has sometimes been descri bed a one% theory and n11H.:ty lliiH.: 0 o impk 1m:ntnti n. In 

order to achieve its strategic goals and objectives, an org ni1ation oll~.:n n~:~:ds n t on I a f rmal 

plan fo r implementation of its strategy. but also the capability to 1110\'C a lar 'I: h d r pt..:O j I fr 111 

one attitude to another. The strategic process is rooted in both an .twar nt..: ofcun\:nt rt..:a lit and a 

Powerful vision of what the organization is trying to r . h:. 1 ll,miz,uion that uc' fu ll 

transform themselves communicat a \' I)' 

chi eve, and what part they pl. y in th 

the change proce . 
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through Total quality, process redesign, downsizing or good old-fashioned restructuring 

initiatives). Over the last decade, radical change programmes have spread rapidly from the private 

sector to the public sector, voluntary bodies, charitable organizations and, inevitably, into our 

personal lives. It is probably not surprising, therefore, that organizations have turned their attention 

to the process of change itself and how best to motivate their people to make the desired level of 

change. 

Most of us fear change. Rather than managing change, it is probably more COITect to say that we 

cope with change, we adapt to it as best we can and, ifwe are fortunate, we tum it to our 

advantage. In reality, "managing" the process of chang is an illusion. It uggcsts that w can 

control or limit the effects of outside events, wh1ch arc, in th~,; hort t~,;rm, ltt.:n b~,;yontl our ntrol. 

More seriously, at a deeper level, it ignores our part in crt.:atmg th s~,; c.:v nts in th fir t pia c. ur 

best organizations do not manage changes thrust upon them, they art.: in trumc.:ntal in ·r tltin , th , 

changes. They recognize their place as co-cn.:ators of their de tiny. 

ndiege ( 1995) identi tied a numb r o f: tors th t • f t: t th II. t: ~to I. 1 ht.:sc 

factors include credit, acce ibility, t hni I t I l, 11,\ '<:lllt:ll!, 

marketing infr tructur 

lit, 
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There is no magic template for our actions, which will depend on the complex inter-relationships 

between the factors influencing events. 

Those who pretend that the same kind of change medicine can be applied no matter what the 

context are either naive or charlatans. Financial Times (1996) 

2.4 Relationship Between Business Strategy and Performance 

Good business strategy leads to good performance, as without strategy a firm can only be reactive 

as opposed to being proactive. The following figure I presents the research model of the study. 

The model below demonstrates this relationship : 

l·igurc 1: The Reward• i\Jodcl 

. 
Bu i 11 c'' "' ralc~~ 

... l'l' t'lonu tlll'l' ... 
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contingency approach, the model suggests that business strategy must be aligned to the 

environment if the organisation is to perform well. A firm that adopts a business strategy that fit 

with its environment tends to perform well. A different organisation within a different environment 

will require a particular business strategy. Organisations with a business strategy that does not fit 

the environment will perform poorly and need to change the business strategy. 

The contingency framework views that organizations must adapt to their organisational 

environment in order to survive and prosper. Organisational environment is believed to be able to 

influence organisational performance and growth. This is because the dynamics of the environment 

create uncertainties for organisations. Uncertainties of the organi ational en ironm nt arc threats to 

an organisational performance. If a fim1 is to b rational, it mu t tri c t rcdu un crtainti . Th 

contingency approach suggests that a finn can reduce th unccrtaintrc · b changing it a ti iti, 

and the way it operate. To do so, organisations are demanded t den: I p · tratcgi~.: · that will mat h 

or fit the uncertain environment. In de eloping trategics ·hould tah into a count cri ti a 1 

environmental factors including, \1 

upgrading, Education and raining, upportiY mi 1 - n.; itt 

hump~.:t r (I 34: 19) nl nti m ' tl n•:t·~in, ts 

ot c• · ti 



2.4.2 Environment as a moderator 

The contingency framework views that organizations must adapt to their organizational 

environment in order to survive and prosper. Organisation environment is believed to be ab le to 

influence organizational performance. This is because the dynamics of the environment create 

uncertainties for organizations. Uncertainties of the organizational environment to an 

organizational performance. If a fim1 is to be rational, it must strive to reduce uncertainties. This 

contingency approach suggests that a firm can reduce the uncertainties by changing its activities 

and the way it operate. To do so organizations are demanded to develop strategies that will match 

or fit the uncertain environment. 

In order to test these relationships between bu inc s tratcgy, en 1ronmcnt and pcrforman c thi 

study will develop the following hypotheses 

1. The performance of MEs will vary with the choice ofbu im: · trat~.:~ • ad pkd. 

11. The environment (Uncertainty o em ironm nt nd intcn it of 1.: mpdition ''ill modcrat 

th relationship b tw n bu in 

2.4.3 trat g • a tt 
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II. the Customers, Competitors and Suppliers 

iii. Government 

IV. Political, Economic and Social trends 

v. Technology 

Environmental forces are usually thought of as being outside the control of the Organization 

The relationship between Strategy, the Environment and the SMEs can be depicted as a triangle 

Figure 2 Strategy as a fit 

STRATEGY 

MEs 

A number of comments can be made around thi model. with. ugg~.::IL·c.J 't>ur~~s llf Ac tion: 

1. An Organization trie to affec t it .m·ironm nt through it . tmh:gy: 

o .... l·ormulate . trot y t ur 

ii. S tnat • · i .lff c:c: tuJ h · huth rh I n\ r nm nr And tlu Or • Ifil l Hiun. 

nit r th 



111. The type of Strategy (and Strategic Process) needs to be appropriate to the 

Environment. 

For instance, an unpredictable, rapidly changing environment may need a strategy, which 

has flexibility and no long-term commitments, and a Strategic Process, which can react 

quickly. 

so .... Evaluate the characteristics of your Environment (predictable-unpredictable, complex­

simple, stable-changing) and decide and adopt the right type of Strategy and Strategic 

Process. 

IV. The type of trategy need to be suitabl to the Organization. 

or instance, if the culture or resources of an rganization n; 'tri t the tratcgi pti 11 
, 

then the trategy needs to renect this. 

so .... Evaluate the characteristics of your Organization (ne. ibk- infl 1ble, culture bound 

innovative, inherited strategies and projects tc) and a c~.:pt and adju t ·t1atcg ace rdingl 

(but see below also). 

h rganizati n n d. to b appr pri.u t rh Em inmmt nr anti rh~ Stratqt ·. 

o .... II th ti n 1 1 t ' tl' llh It { lll St .It • I lh 1\ 
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experience ofthe industrialised countries has inspired research on SME development and 

promotion in the developing world. As a result of their belated discovery by policy makers, SMEs 

have acquired new dimensions and are now recognised as an important element of the economic 

recovery programme and at the same time wheels of fortune towards industrialisation in Kenya. 

More specifically, SME development objectives have been linked to efforts aimed at pove1iy 

alleviation, employment creation and increased economic growth mainly in the context of 

shrinking job opportunities in the public sector and fonnal economy as well as the dwindling 

international investors and suspension of aid. 

From the above it is clear that a lot of legislation is in place to try help M --s in all Aspect Ratings 

but in reality there is poor coordination among t the takcho ldcr , In c tm nt Pr m ti n 

entre, Kenya Chambers of ommerce and Industry, Kenya iation r Manu fa turcr , and 

Kenya Government. Apart from internal wrangling, there is a cl~ar lack of in ·tituti nu l ca1 a ity l 

handle the trade support services that SMEs need The e. ·isting framework i n I th panu ea if this 

sector is to claim its position in the Kenya economic developm~.:nt and bri j l~o: the gu~ of th , 

missing middle, compete favourably with the other c l 1 c th~.:it pu'l' nnan c. 



CHAPTER THREE: RESEARCH METHODOLOGY. 

3.1 Population and Sample Of Study 

This study comprises of all manufacturing SMEs in Kenya. Kenya industrial and development 

Research Institute (KIRDI) has published a directory with 696 SMEs manufacturing firms in 

Kenya. (Kenya directory of Manufacturing Industries 1997). This was used to define the 

population. A random san1ple of 50 firms constituted the sample of which 22 (44%) firms 

responded. 

3.2 Data Collection 

The questionnaire was administered via in-depth interviews u ing a structured questionnaire; the 

data for the study was collected through p ronal face-to-fac int~.:r i~.:ws' ith th~o: manager fthc 

various MEs 

The questionnaire was structured in 3 key parts, Environment, Bu inc · trateg ( ·t, 

differentiation and Focus) and Perfom1aJ1ce. 

3.3 Data naly i 

Perfom1ance was e aluated by using the tu 1 fi un.: . It: ' luml:, th~.: .mount Cassels, th 

amount of quity, tht.: numb 1 o mpl rctum n in tm nt ( I) r tu•n l n s:tk ( R ) and 

return on a et (R 

h '10 
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To test hypothesis 1, which was to detem1ine whether, the performance of SMEs vary with choice 

of business strategy they adopt. ANOV A procedure was used. 

Regression analysis was used to test hypothesis 2, which stated that the relationship between 

strategy types and the performance of SMEs is moderated by Environment. 



CHAPTER FOUR: RESEARCH FINDINGS AND DISCUSSIONS 

4.1 Introduction 

This study was set to evaluate the environment as a moderator of the relationship between business 

strategy and perfom1ru1ce. It focused on the small and medium sized enterprises in Kenya. 

This study explored "strategy" the primary tool that business owners or managers now use to guide 

enterprises in their turbulent existence. Effective application of the strategic approach is neither 

simple nor mechanistic. For managers, converting an inspired strategic idea into integrated action 

throughout an enterprise is the most difficult part of the job. A business strategy is a roadmap for 

the business manager, a way of knowing what lies ahead and how the parts are interconnected. 

A business strategy sets forth the mission of the enterprise. It rene t the choi c of th k y 

services that the organization will perform, and the primary ba i ~ r di tin tiv m: in r~;uting and 

delivering such services. Because the mission is the o erriding aim f lh~.: ent~;q ri ~. th tratcgy 

serves as a guide to managers in deciding ' hat to do and "hnt n t to do, and it i th rullying 

theme for co-ordinating diverse acti ities. 

·ntcrprises depend on the environm nt in n dt n to p t b tddin tn.;nd .md ndition' that uld 

v ntually ffcct th industry nd d pl th Ill. ~ ist ami lst v I· ti 1 

e. ll:t nal e;n ir nm nt and th tlllnitic 

n I tluc tl • •t } t m l h lth I h i 1\l II\ tl 
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4.2 Components of Environment 

Environment is the key for firm's success, it can be relatively stable or turbuLnt. Each level of 

environment has different characteristic requiring different strategies with different firm's 

capability. The role of strategy is to match external environment with the firm's internal 

capabilities. This is because Organizations exists in the context of complex commercial, economic, 

technological, cultural and social world. An understanding of the historical and environmental 

effects, as well as opportunities and other will exert threats to the organization. According to 

Kathleen and George (1998), there are two opposing theoretical perspective of the environment 
' 

the Executives in different organizations perceive the same environment differently, due to 

differences among their organization's structures and p rocesse . T h ~,; ond argument is that a 

variety of social processes induce common perception " ithin and among ubp pulation r 

organizations inhabiting the same environment. In thi tudy ~,;nv1r nment ha · b~,; •n di' ided int 

two sections uncertainty of environment and intensity of competiti 11. 

4.2.1 ncertaint of en ironment 

This refers to the difficulty of predicting t:nvironmt:nl du~: t tht: d n: mi m of it mp nc.!nts. hi 

unc rtainty is p gged on t\ o . trern itllllk d ll ,\r lull · 

rnonitodund r tmd th 

lq I . 
Ill ' 
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4.2.1.1 Competition 

All fim1s compete with each other for business. Competition can be defined as those firms that 

have products/services that are similar or can be substituted for the business products in the same 

area. 

The extent of competitive rivalry will depend on: 

1. The number of competitors and their size. 

11. The rate of growth in the industry. 

111. The levels of product differentiation. 

IV. Any entry/exit barriers. 

Fim1s were asked to rate predictability of competition 111 influencing business organisations as 

shown below; 

Table 2: Rating predictability of competition in influencing bu ·ine · · organi ·utiou 

-
Aspect Rating Frequency Perccntng (%) 

Not Predictable 4 IS ._ 

Low Predictable 10 45 .5 

Moderate 5 22.7 

High 2 9. 1 

V ry High 1 4.5 

Total 22 10() 

SoUl (;: R rch D l 
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moderately. About 13.6 seem comfortable in predicting competitors influence. Which is mainly 

duet om onopolistic nature of their business, high level of product differentiation and barrier to 

entries. Some industries are highly concentrated, with only a few competitors. This suggests that 

competitors or competition is very important when a business organization is formulating its 

strategy. Many former monopolies now face competition. As the number of companies in a market 

sector grows, competition increases. Liberalization also increases competition a factor that has lead 

to a lot of exits by many companies who could not adopt in the market. 

The level of competition will be influenced by the number and types of compctiti c tools used by 

competitors. Once a company has analysed its particular compctitiw l:nvironmcnt and d cidcd 

which factors in that environment it can or mu t adapt, it should tlwn bl.: ubll.: to trl.:ngthl.:n it 

market position. 

Monitor your competitors, look at the strategies the 'adopt and apply them to yolll bu in , . 

Information will be available from direct observation or lt:mal ourc 

customers, and trade publications among t oth 

4.2.1.2 u. t m r 

u torner on um 
lh 

I it j 

p nt I an th 

uch a ah: per ·ons, 
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Table3: Rating predictability of customers in influencing business organisations influence on 

business organisation 

Aspect Rating Frequency Percentage (%) 

Low 1 4.5 

Moderate 1 4.5 

High 9 41.0 

Very High 11 50.0 

Total 22 100 

Sour ce. Research Data 

Tab le 3 show that it is easier to predict customers inOuence on business organization. 91.0 percent 

indicated that they could predict customer' inOucnct.: n bu int.: rgani:tati n. hi has 1 d t th 

phrase used by many organizations that customer is the Kmg. 'I hi ·ugge ·ts that u t nh.:r un.: a 

major indication of the business success as efforts an;; gear d to" urd ident1 r ing their need · and 

addressing them. Hence, the more the number of cu tamer a bu ·inl: organizuti n hu ', the 

greater the chance of better performance if a good bond c. it and ust0111l:r tdentJ r \ ith the 

organization. Customers change th ir li e tyl nd d Ill~ nd . l h~.: m.m.t•~.:r hould not on) be 

proactive in gauging th dyn mi mand bl t • 1 l~.: . bk t itkntit • thl:it ta ll: and 

pre er nee a the ci, I on 1111 him 1 t. in th ust 111l:ts 
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accomplish this the manager needs to study and monitor the following factors , which have a direct 

impact on the business. Giamartino, G. 1991 

1. Birth Rate 

II. Age of Population 

III. Population Mobility 

IV. Employment Trends 

v. Labour Skills 

vi. Home Ownership 

vii. Reti rement Age 

4.2.1.3 up pliers 

They are key to any business as they supply the inputs. Rc.;gardlc ! h ' a busi n organizati n 

resolves its make-or-buy problems, some sort of goods mu·t be purcha c.;d. on · c.:qu~ ntl y, i · ·uc.;. r 

dependence on outsiders, choice of specific suppliers, and the logi 'ttcs or upp l ha' t! t b , 

confronted. 

Table 4: Rating predictability of uppli r in influen ing bu ines orgnni ntion . 



Table 4. show that it is possible to predictable suppliers influence on business organization. 54.6 

per cent of business can predict supplier influence on their business organizations. Suppliers are 

business partners who should be carefully selected to avoid negative influence on business. Hence, 

suppliers should be more carefully vetted to ensure continuity in business operations and business 

organizations should expect more help from them. This therefore suggests that suppliers could be 

'partners' with business organizations by ensuring that there is dependable quality, just-in-time 

deliveries and getting involved in designing the work. 

4.2.1.4 Legislation 

Businesses must operate within the I aw. Laws cover starting up business, employee recruitment 

and conditions of service, how goods and services arc advertised and sold and how businesses 

compete within the market. Business organ11ations arc affected directly and indirc tly by politi nl 

legal influences at all levels of government. In addition to en ing a· rcgulat ry b dit: , 

governments also represent a major factor in the private sector through fi Tal polic Ta. ati 11
, und 

government spending can present both opportunities and threat . dL'J ending upon the nature, 

timing, and position of the impacted enterprise and of ou1 ' C li c•tl poli • can ha\ e dramatic 

impact on the overall economic climate o th bu in 

Tabl 5: Rating pr dictability of L gi I lion in influtrH:in • bu int: orJ.::Uth:ttion~. 



Legislation is most of the times already in existence before business operations start. It is therefore 

possible to predict how it impacts on business organizations. This is clearly indicated by Table 5. 

54.5 percent indicated that they can predict highly and very highly how legis lation influences their 

businesses. 22.7 percent can moderately predict its influence on their businesses. This suggests 

that legislation influence can be fairly predicted. It also suggests that assessing and forecasting the 

political legal environment require creativity and sensitivity to industry-specific matters. s MEs 

however, should develop an understanding of possible future policies of the government in which 

they operate as they have many different political agendas as these policies could directly or 

indirectly affect any possible future strategy. A prudent manager should lay strategies to overcome 

this, may be my involving the business in social responsibilities or ponsorship otherwise the issue 

of launching a new product or accessing a new market for c:amplc may be di I li ult. 

4.2.1.5 Busine ociations 

Business Associations represent those bodies fom1ed b the given indu tr pia · ~.:r ·. l~ or c, amp It:, 

The Kenya Association of Manufacturers (KA 1). Th ir work i mainly to lobb • for ra urabl 

legislations and offer forums where memb r can I m from · p~.:ril:nt' c • t.: . 'hangc idea , among 

others. 

abl 6: Rating pr dictabilit ' of Bu in 

or anization 
A pcct Rating 

r aniz tion in influ ndng bu inc 



Table 6, shows that associations influence on business organisations are minimal because they are 

voluntary and therefore members are aware of their agenda. 72.8 percent indicated that they could 

predict associations' influence on business organisations. Therefore, it be suggested that, though 

associations may have an influence in a business, it is not a major factor to consider. 

From the above on intensity of competition, it can be concluded that, in order to achieve success 

the companies have to adequately adjust to meet environmental challenges. Failure to do this will 

cause the company to experience a big strategic problem. This problem arises out of the mismatch 

between the output of the company and the demand in the market place. Strategy is useful in 

helping managers tackle the potential problems that face their companies (Aosa 1998). Strategy is a 

tool, which offers significant help for coping with turbulcnc<..: confronted by busine's firms. 

Strategy requires to be taken serious~}' as a mwwgerial tool, not only for the firm but ul· f r a 

broad spectrum of social organizations (Ansoff ' Mcdonnell, 1990). Pn.: · ·ur<..: gr up · an al·o 

exert great influences over the way businesses operate. Unions 1rc an c ample of a pre· ·urc group. 

Pressure groups, such as Karen and Rangata as o iution K Rl. A IA), operate in th 

consumer's interest to highlight bad bu ine P up m inllu~.:n<.:c.: ~.:rtain d~.: 1s1011 

lik increases 

in prices. 
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respondents were asked to rate intensity of competition caused by these factors on a scale ranging 

from "none" to "very intense competition depending on their views and experience. 

4.2.2.1 Price 

One way to think of pricing is as a competitive weapon. By setting our prices higher, the same, or 

lower than competitor's prices, we are establishing a basic relation to the competitive market. We 

signal to both customers and competitors how we intend to play the game. 

Table 7: Effect of price on intensity of competition. 

,..... 

Aspect Rating Freq uency Pt.:rc ntagc (%) 

t- . ·-
Moderate competition 5 22.7 

High competition 10 45.5 

Very intense competition 7 31.8 

Total 22 100 

·-Sour ce. Resea c ta r h Da 

Price influences greatly th bu in r 77. 1 1 nt indit:llld that pri c. ts a 

major consideration vhil l.l lllJ tition. 'I.thk 7 sh \\ s 

tit 1 price i n. lilt i it 
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4.2.2.2 Product 

The starting point in clarifyjng the mission of almost any enterprise is to define the services it will 

provide. It may design and manufacture a broad range of physical products, or it may merely sell 

advice. But to continue to exist, it must provide some package of services for which some segment 

in society is prepared to pay. 

Table 8: Effect of product on intensity of competition 

,_ 

Aspect Rating Frequency Percentage (%) 

Moderate competition 3 13.6 

High competition 9 40.9 

1-

Very intense competition 10 45.5 

1-

Total 22 100 

Source: Research Data 

Table 8 shows that 86.4 percent indicated that product determint: to u large c. tt:nt the intl!nsity r 

competition. This suggests that the product offered b a busin s organization i u major factor to 

be considered if its survival is to be ensurt::d. That is, the produ t i o ~:ntr.ll while formulating 

business strategies and in beating the competition in tht.: cm ir nmc.:nl. 

4.2.2.3 1 hnol g · 
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T able 9: Effect of technoi02Y on intensity o f competition. 

Aspect Rating Frequency Percentage(%) 

None 1 4.5 

Low competition 2 9.1 

Moderate competition 7 31.8 

High competition 9 40.9 

Very intense competition 3 13.6 

Total 22 100 

Source: Research Data 

Table 9 shows that technology adopted in a business organization play a major role in determining 

its competitive edge. 40.9 percent indicated that technology is very important as a factor of 

competition. This suggests that technology mu t be put into consideration whil formulating 

business strategies. It can therefore b concluded that t chn logy ad pled i imp rtant in beating 

the competition. This collaborates e idence that tcchnologJcal factor · an; probabl the ·inglc 111 •1 

important influences that a ffcct strategic decision-making. ew techno log • not nl brings 11 
1.!\\ 

methodology of production or delivery of services but al o brings about ~.: flici~.:nc and th~.: manager 

should be able to define the best system forth comp n~·· 

It may mean capital outlay in the hort run but t r~.: Utti n i nth~.: lt)n 1 run 1Ps must 

inn '· t i \~.: .md dl1 i~.:nt m, rht 
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Table 10: Effect of distribution on intensity of competition. 

Aspect Rating Frequency Percentage(%) 

Low competition 2 9.1 

Moderate competition 9 40.9 

High competition 8 36.4 

Very intense competition 3 13.6 

Total 22 100 

Source: Research Data 

Table I 0 shows that distribution is a major factor in determining competitiveness in an industry. 50 

percent indicated distribution results into high and very intense compctition.40.9 percent indicated 

distribution results into moderate competition while only 9.1 pcrcL:nt bdic c it results into low 

competition. 

The issue is to get goods at the right time at the right time to m<.:ct <.kmand. 1 aking int a unt 

pcrishibilty and fragility .The situation is made \Vorst by th dilapidated infi·a ·tru tur , unreliable 

rail transport and inadequate reliable fim1s that spc.:cialize '' ith Iran port . I hi i c llaborat~;d by 

the hue and cry that was raised by all bu in~.:ss communit. 'hc.:n • Iomba a road wa a nightmar 

and huge loses were incurred. hi ugg t th 1t \\h i I 

must b tak n into con id rat ion. 
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Table 11: Effect of manpower on intensity of competition. 

Aspect Rating Frequency Percentage(%) 

Low competition 4 18.2 

Moderate competition 8 36.4 

High competition 8 36.4 

Very intense competition 2 9.1 

Total 22 100 

Source: Research Data 

Table II shows that manpower contributes significantly to the competitive edge of a business 

organization. This suggests that it is important to put into con ideration manpower resources while 

formulating business strategies. llence, the organi ation mu t gi.!L tht; bt;Sl if it ha t remain 

competitive. 

4.2.2.6 Raw Materials 

The corporate task is to make the combined ' hole more valuable than th~.: um of th independent 

parts. This therefore calls for maximum utilisation of r " mataial in ord~.:r r r a busincs, 

organization to compete effecti ely. 

1 abl 12: . ffe t of ra\\ mat rial on int n it) f ompt tition. 
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Table 12 shows that 72.7 percent indicated that raw materials contribute significantly in 

determining the competitive edge of a business organization. This suggests that raw materials 

availability and utilization is key while formulating business strategies. 

4.3 Strategy adopted by SMEs 

If the primary detenninant of a firm's profitability is the attractiveness of the industry in which it 

operates, an important secondary determinant is its position within that industry. Even though an 

industry may have below-average profitability, a fim1 that is optimally positioned can generate 

superior returns. 

A firm positions itself by leveraging its strengths. Michael Port<.;r ha' urgu<.;d that u firm' tr<.;ngth 

ultimately fall into one of two headings: co t ad anlage and diff'cr<.;ntiati n. y a1 ]lying th<.; 

strengths in either a broad or narrow scope, three generic trakgic result: c t leader hip, 

differentiation, and focus. These strategies are applied at th bu inc· unit level. The ar called 

generic strategies because they are not fim1 or indu try d p~ndt.:nt. 

4.3.1 o t L ad r hip 
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for a longer period of time. Firms were asked to rate their prices in the market and the responses 

were as listed below; 

Table 13: Rating of prices in the market. 

Aspect Rating Frequency Percentage 

Lowest 5 22.7 

Below average 10 45 .5 

Average 4 18.2 

Above average 2 9.1 

Highest 1 4.5 

r-
Total 22 100 

ource: Research Data 

Table 1 3 indicate that firms set prices that are I O\ compared to their compet1t r ·. .2 1 er 'ent 

indicated that their product prices are below average, while on! ' 9.1 percent indicated that the 

product prices are above average. This suggests that etting price i im1 ortant while formulating 

business strategy. The market prices hapc th compt.:titivt.: t.:ll\ i10nment in th market place. 

Hence, organisations must put into con idcr tion tht.: pri c I imil r 1 uppkmt.:ntar products 
1
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4.3.1.1 Cost of Production 

Cost of production involves all the inputs required to achieve a final product. These include raw 

materials, labour and overheads. The cost of production will affect the price of the product and 

hence, the organisation revenue and profitability. 

Table 14: Rating of cost of production. 

Aspect Rating Frequency Percentage (%) 

Average 12 54.5 

Above average 8 36.4 

Highest 2 9.1 

f-
1-

Total 22 100 

Source: Research Data 

Table 14 shows that the cost of production is considered as U\erag~.:. 'I hi· ugg~.: ·t that th~.: c ·t of 

production though important may not be highly considered whil formulating bu ine · ·trategy. 

4.3.1.2 o t of Materials 

This refers to the direct cost incurr d in pro uring ra\\ m. taial . It ''ill includ~.: th~.: co t of 

purchasing the raw materials and t1 n port ti n. 



Table 15 shows that cost of raw materials is important in determining the performance of a 

business organization. 81.8 percent indicated that cost of raw materials is important in business 

organization. This suggests that the cost incurred in purchasing raw materials will affect the 

performance of a business organization. 

4.3.1.3 Process Efficiencies 

This refers to how effici ent inputs are converted to outputs. The technologies employed, quality of 

raw material s and labour may affect the process effici encies. 

T bl 16 R . f a e atmg o p_roce e ffi' ICiellCieS. 

Aspect Rating Frequency Pcrcl!ntagc 

Below average 2 9.1 

Average 10 45.5 

Above average 9 40.9 

Highest I 4.: 

Total 22 100 

Sourc : Research D ta 

1111J r1 nt m bu in 



The overall conclusion from the above is that though firms have low pricing, they do absorb some 

costs for survival purposes as their production costs seem to e high as well as costs of raw 

materials. However, they seem to recoup the costs through process efficiencies. 

4.3.2 Differentiation 

A differentiation strategy calls for the development of a product or service that offers unique 

attributes that are valued by customers and that customers perceive to be better than or different 

from the products of the competition. The value added by the uniqueness of the product may allow 

the firm to charge a premium price for it. The firm hopes that the higher price will more than cover 

the extra costs incurred in offering the uniqu product. Because of the product's unique attributes, if 

suppliers increase their prices the firm may b abiL: to pass along tlw t to it cu tom r who 

cannot find substitute products easily. Finns were asked to tate hov. different their pr du t. an.: 

from the rest in the market and the results are presented in the table below. 

Table 17: Difference of products. 

Aspect Rating Frequency P~.:rccnt<ll!,t: 

2 

10 

I .. 



9.1 percent ofthe respondents felt there was no difference while 45.5 percent indicated that there is 

slight difference while considering various products. This suggests that a business organization 

may need to have similar products like the ones offered in the market to partly to confuse 

customers with products of already established/household names. This has infact lead to various 

lawsuits where firms complain of copyright infringement by their rivals. According to Porter Firms 

that succeed in a differentiation strategy often have the following internal strengths: 

1. Access to leading scientific research. 

11. Highly skilled and creative product development team. 

111. Strong sales team with the ability to successfully communicate the perceived strengths of 

the product. 

IV. Corporate reputation for quality and innovation. 

These attribu tes cou ld be lacking to most firms hencl! the reluctance to di C!i.:n.:ntiatc. 

4.3.2.1 ustomer View of Product 

The way customers view products of a business organization i important. '1 hi 

view may determine the p rforn1ance oftht: firm. 

\\ of Produ ts 

,_ 
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Table 18 shows that customers view the products as only slightly different. This suggests that in 

general many products from different companies are viewed to be the same. Hence, an emphasis 

should be put in this consideration while fonnulating business strategy. 

4.3.2.2 Communication of the Perceived Strengths 

The strategist's primary concern with communication IS to provide guidance to the finn's 

marketing specialists so that product communication assumes a fom1 consistent with the overall 

business strategy. Communication may be to create awareness, to remind or even to emphasize the 

percei vcd strengths of the product. 

Table 19: ommunication Of The Perceived treneths 

Aspect Rating 

Slightly different 

Different 

Very di ffcrent 

'J otal 

Sourc : Res arch Oat 

1 hi 

th tt mmuni 

th t imp nmt. 

.I p Ill 

p 

II 

Frequency 

13 

5 

4 

22 

lh 

Percl:ntage 

59. 1 

22.7 

18.2 

100 

li I Ill. 1 hi 
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In conclusion therefore firms are not using differentiation strategy being aware that the risks 

associated with a differentiation strategy include imitation by competitors and changes in customer 

tastes. 

4.3.3 Focus Strategy 

The focus strategy concentrates on a narrow segment and within that segment attempts to achieve 

either a cost advantage or differentiation. The premise is that the needs of the group can be better 

serviced by focusing entirely on it. A firm using a focus strategy often enjoys a high degree of 

customer loyalty, and this entrenched loyalty discourages other finns from competing directly. 

Fim1s were asked to state how many segments their products focus as presented in the table below 

This refers to the business organization focusing on certain segments of the market. 

Table 20: Focus trategy 

Aspect Rating- Segments Frequency Percentage 

2 2 9. 1 

3 3 13.6 

4 10 ~r.-

5 and more 7 31.8 

'J otal 22 100 

Source: R e11hDt 
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4.3.3.1 Customer Loyalty 

One of the key components of segmentation is customer loyalty. This refers to a situation where a 

business organization has been able over time to build loyal customers who will consistently buy 

the organizations' products. The responses received from the firms on customer loyalty are 

presented below. 

T able 21: Customer L oya ty 

Aspect Rating Frequency Percentage 

3 6 27.3 

4 12 54.5 

5 4 18.2 

Total 22 100 

'--
ource: Research Data 

customers are important in determining the busme s organizali n 1 ~.:rfl rnu111 b~.:cau ·~,; b~,; ·id , 

giving the firm confidence in its operations they guarantee return' and h~.:n ~.: g d pcr[i nnan e. 

This suggests that business organizatrons should strive to build cu ·tomcr lo all to en ·ur, its 

long-term survival. 

In conclusion it i cl 
th ir n. n \ m. rkct us, !inns 

pur uing a focu ll t 
\\ 1 \\ ith their 

uppli r . I I 
I• hi h 1 
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Some risks of focus strategies include imitation and changes in the target segments. FuJthermore, it 

may be fairly easy for a broad-market cost leader to adapt its product in order to compete directly. 

Finally, other focusers may be able to carve out sub-segments that they can serve even better. 

4.4 Hypothesis One: Determination of whether Performance varies with Business Strategy. 

Performance is the bottom-line that acts as a yardstick against which the ability of the business to 

survive is measured. The bases used for measuring performance are varied but universal. During 

this study the measures used were, growth in sales, Employment, equity, return on Assets (ROA) 

and return on sales (ROS). 

Thorup on and trickland (1998) pointed out that an organi1ation 's tratcgy consists of moves 

and approaches devised by management to produce succ~.: · ful organi;ati nal p~.:rf nnan c. hat 

strategy is a management's game plan for the business. Wtthout a trat~.:gy, thl!r i · n e ·tab li ·lwd 

course to floe, no roadmap to manage by, no cohesn e action plan to pr du c th intcndcd 

performance! 

The primary determinant of a firn1's p rfom1an c is the tt .tcti' ~:nc of th~: indu tr tn , hich it 

operates an important secondary d etem1in nt i u h .1 n i nt!u ·tt m a h U\ 

b low-average p rforn1ance, a fim1 th t i optim UJh:rilt rdurns. 
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Hypothesis 1 stated that perfonnances of SMEs vary with choice of business strategy adopted. It 

was tested using the one- way ANOV A analysis. 

Table 22· Mean and standard Deviation of the external Environment variables . 
!.Environmental variables Mean SD 

(i) Competitors 3.4545 .9625 

(ii) Customers 4.3636 .7895 

(iii) Suppliers 3.0000 1.154 7 

(iv) Regulation 3.1364 1.0821 

(v) Associations 2.6818 .7 162 

7.Intensity of Competition 

(i) Price 4.0909 .7502 

(ii) Product 4.3182 .7162 

(iii) Technology 3.5000 1.011 

iv) Distribution 3.5455 . 579 

(v) Manpower 3.3636 .90_1 

(vi) Raw materials 3.7273 1,_7(-

Source: Research Data 

· able 22 pr~; nt th r uh th d lpll lh un 1t.1itH ll <.:1\\ it mu nt 



T able 23: Mean and S d d D . f tan ar evaa 1011 o fth A e verage p f er ormance Measures 

Performance measures average Mean SD 

Sales (M) 243.8 9.08 

Employment 56.6 20.4 

Equity 56.0 18.6 

ROE 0.34 1.29 

RO 0.05 0.31 

Source: Research Data 

Table 23 presents the mean and standard de iation of the a erage perf nnancc mea ure . 

Table 24: One-way A OY of Bu ·ine trateg ' By ROE rowth 

Variable 

Business Strategy 
I I ichc 

1 ffcrcntiation 

rowth 

Mean Ratio 

3.4654 

2.6364 

2.5455 

1.21 25 

ult 

' ignificant 

0.0 4. 



Table 25: One-way ANOV A of Business Strategy By ROA Growth 

Variable Mean F Ratio Significant. 

Strategy types: 4.2343 0.0456 

Differentiation 0.8405 

Niche 2.395 

Low cost 2.5462 

Growth 6.8710 

Source: Research Data 

The results in table 25 indicate that the A OV betw en th busint: Irate i ~ and th ~ gr wth in 

ROA are statistically significant. At 0.5 signifi nt k\ d the.: -v luc.: tor rr wth in R A i 4.2 . 

his result provides upport for Hyp th I. ignifi ant 

dim rene s in th mean r "th in A II n m li llll nt 'I 1 is that at! pt d tht 

H •tni;.·,ttt n 
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4.5 Hypothesis Two: Determining whether the relationship between strategy types and the 

performance of SMEs is moderated by Environment. 

Strategy prepares the firm to face its complex external environment and corporate capability 

develops responsiveness to anticipate threats and opportunities. The performance of an 

organisation will therefore be influenced the strategy in adopts to address these environmental 

complexities. The speed with which threats or opportunities develop is so rapid such that the period 

systems may not be capable of perceiving and responding to them fast enough, before the threat 

has made a major impact on the firm, or the opportunity has been missed. 

Therefore, finns must tum their attention to crafting strategies that avoid any adversities brought 

by the environment. This hypothesis, sought to find out whether there is a relationship between a 

firms performance and its adopted strategy. 

l lypothesis 2 states that the relationship between stratt!gy type and th~.: pt:rf' rmanc r M .. i 

moderated by environment .The two factors considered here that encompa · l!nvironment an.:! 

uncertainty of environment and intensity of competition. 1ultiplc rcgrl! ·ion wa u ed and the 

product of Environmental factors and business trat g · wa u cd a the mt~.:r.lction tcnn a· defined 

in below. 

'I hi m th d i u d t yi I c n rv ti 
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Z = the moderator variable (environment) 

XZ = the interaction term 

The purpose of the moderated analysis is to determine if adding the interaction term increases the 

explanation of variance [ R square ( R 2)] significantly. T he results of the regression analysis for 

uncertainty of environment are presented in Table 25 below. 

Table 26: Uncertainty of Environment as Moderator 

Dependent 

variable 

a. Average 

ales 

Employment 

Equ ity 

Net profit 

ROE 

ROA 

Without moderator Signf. 

(Rz) 

0.08 0.62 

0.05 0.93 

0.06 0.43 

0.03 0.35 

0.04 0.85 

0.08 0.72 

0.0 

With moderator Signf. 

(>Rz) 

0.48 0.00 

0.0 0.96 

0.36 0.00 

0.12 0.07 

0.09 0. 

0.12 0.09 

0,01 



The results of multiple regression analysis suggest that uncertainty of environment does moderate 

the relationship between business strategy and some of the performance measures nan1ely sales and 

equity (average performance) and growth sales and growth ROA. 

These results suggest that the relationship between business strategy and performance varies with 

the uncertainty of environment faced by the small and medium enterprises surveyed. 

Table 26 presents the results of the regression analysis for the intensity of competition. The change 

in R square (R2) fi·om the restricted regression model without moderator variable) to the full 

regression model (with moderator) is statistically significant at P< 0.05 for some growth 

performance measures (growth sales, growth net profit and growth ROA). The result of the other 

measures were not significant. The stati sti ca lly significant result pro ide some support for 

I Iypothesis 2. 

Table 27: In ten ity of ompetition a Moderator. 

Dependent Without moderator igof. \Vith moderator (>R ) ignf. 

ariable 
(Rz) 

a. erag 

ales 0.08 0. - 0. 0.90 

Lrnployrnent 0.05 0.()0 

l ~qui ty 



b. Growth Without moderator Sign f. With moderator (>R2
) Sign f. 

(R2) 

Sales 0.08 0.27 0.50 0.00 

Employment 0.02 0.93 0.04 0.95 

Equity 0.08 0.43 0.12 0.60 

Net profit 0.01 0.84 0.12 0.00 

ROE 0.21 0.03 0.55 0.00 

ROA 0.20 0.04 0.52 0.00 

Source: Research Data 

The results in table 27 above suggest that the relationship between business strategy and 

perforn1ance varies with the intensity of comp tition faced by mall and medium enterprises 

surveyed. 

External environment therefore requires a proacti e manager '' ho h uld be ubi, t do thl.: 

following: 

1. Identify the phenomena that may have impact on the bu ine . L ok for warning tgns 

11. Determine and identify the external cr1\'ironmc.:nt for trc.:nd .md patkm 

Ill. Jassi fy and evaluate the ob rved phc.:n pp 11Ullitil: 1.1 thtl::lt 

IV. Pr diet future dire tion f chan 

Jud •in utur 

1 I pt 



CHAPTER FIVE: CONCLUSIONS, LIMITATIONS AND RECOMMENDATIONS 

5.1 Conclusions 

The study sought to establish whether the performances of SMEs vary with choice of business 

strategy they adopt and that the relationship between strategy types and the performance of SMEs 

is moderated by enviro1m1ent. The study established that the performance of SME does vary with 

the choice ofbusiness strategy adopted. At .05 level of significance, the F-value for growth in 

ROE is 3.471 indicating that business strategies adopted affects the firms' perfonnance. In 

addition, the business strategies and growth in ROA are significant at .05 level as the F-value is 

4.23. This supports the fact that business strategies adopted affect business perfom1ance. Further, 

it also established that the environment moderat s the relation hip b tw en trutegy types and the 

performance of MEs. The change in R square (R
2

) from the rc trictcd rcgrc i n m del with ut 

moderator to the full regression model with moderator is statisticall ·ign1 ficant at P< .0 G r mc 

growth measures (growth sales, growth net profit and growth R A) lienee, l:nterpri l:S h uld 

formulate strategies that position and relate it to its environm~.:nt in a \\'U ' that will en ure its 

continued success and make it secure from Ciwironmcntal urpri ~.: . Ho\\ ~.:\ ~.:r, a the lindm, 

indicate there is no business entcrpri that n pr di t ith 

nvironm nt will affc tlh impl m nt ti n 

p rforman ·and ro th. But it ill b 

p ibl to nh t h 

hO\ ~.: . tt.:rnul 

it . nti ip: kd 
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aligning business and objectives to ensure that SMEs achieve long-term goals effectively. 

Strategies that need to be put in place to deal with these issues include: -

SMEs like all organizations in Kenya are open systems and operate in an environment, which is 

critical to their survival and success. The environment can be relatively static or turbulent and will 

vary in terms of changeability and predictability. Different enviro1m1ental influences are bound to 

impinge on a firm's performance. 

Changes in environmental influences usually signals the possible need for changes in a firm's 

strategy. vidently, each level of environmental inlluence ha di tin t haracteri ti r uiring 

different strategies and organizational capabilities such as resources, competencies and structures. 

In a fast-paced, continually shifting environment rc ilicncc to tratcgy G rmulati nand 

implementation that considers the environment turbulence i ftcn the inglc mo t important fa t r 

that can distinguish those SMEs that succeed from those\ hich fail. 

The crux of this idea is that you can ha e bu iness stmt g' c , but what about tho , fa t r 

outside the control of M s yet they hav dirc t imp t n tht: ir pt:rform: n ' t: '! n thc thcr hand 

on may ask whether \Viii b th r llh:l11 It I Kt:n .I I thi will 

remain 1 drc·un or ill 'I h 

1 rn lu al to b, I in it hI \ ll II\ 1\ It HI\ 

l i\ II, lltd, 
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A number of important conclusions that can be used to harness Business strategy of this sector and 

improve the performance into a consistently potent force for economic progress and development 

amid volatile environmental conditions deduced from the study can be itemized below; 

5.1.1 SMEs and Environment 

Understanding of the External environment is of outmost importance as most time he may find 

himself at cross roads not knowing which direction to go. Actually the day to day decisions that 

occupy the manager most is not the internal environment but rather how to tackle the external 

environment, which is not only dynamic but also unpredictable. Ranging from law to politics, 

technology to competition external environment needs constant review and analy i of it cffc t to 

the business if the business is to remain competitive and attain its mi ion 

lfyou sample most business missions they do not refer too much to the internal emir nmcnt but 

rather to the external environment and hO\ the busin ss will trukgi e to light it in the quest to 

achieve its competitive advantage. 

Why bother about the xt mal environm nt? 

r. Manager ne d to b aw J1 

II . naly i nh m r: t • 1 I ir du 11 .m.tl 

und t ndin 
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v. Provides time to anticipate opportunities and develop responses to change (early warning 

system). 

v1. The need for analysis increases when a business is large, diversified, requires large 

investment, faces complex markets or has great competitive threat. 

The envirorunent encompasses both the uncertainty of environment and intensity of competition 

and presents a big challenge to the firms especially due to its unpredictable nature. However, some 

Managers are successful in analysing the external enviroru11ent correctly. There can be a number of 

reasons for this: 

1. Ability to organise effective scanning for warning signs and change 

11. Managers' willingness to follow trends 

111. Ability to obtain significant appropriate infom1at10n 

1v. Promptness in responding to external e ents and ab!l1t · to interprd them 

v. Ability to respond quickly to trends 

v1. Motivation of managers to discuss issu s 

VII. Establishing Management inform tion 

busin ss op rations regul rl 

'J he managem nt hould rem mb r l 

I. 

II. .du till ' th lilt 

Ill 

11 n 1'1 r 
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From the study it can be concluded based on individual factors as itemized below; 

5.1.1.1 Competition 

From the interviews, SMEs are confined to their locality and have no access to regional markets 

for example. This makes competition intensive especially after liberalisation as they are forced to 

compete with imports subsidized from other countries especially south Africa. Overall there seems 

to be lack of well-defined and structured marketing channels for SMEs products. The most 

noteworthy factor in the area of business management was the absence of an aggressive marketing 

strategy, the study revealed. When firms are successful in introducing new ways to market their 

products, they can spark a burst of buyer interest, widen industry demand and increase product 

differentiation. COM A, East Africa community are some of the em~;rging mark~;t that uld 

benefit this sector greatly. But whether the Govemment has modified tarifC and tradl! re tricti n, t 

suit them remains to be seen. 

Government's institutional and financial capability to d !iva m rkcting upport i gcncrall , cak 

or may not even exist in certain industri cvidcn cd b ' th p r p rtormanc.:c or th unsm 

industry. trategies for providing m•trk tin upp 11 h ul 11 or port 

murk ting upp r1 to b 

nm n l 



the trade support services that SMEs need. SMEs could form strategic alliances, particularly 

networking with international partners to share information and experiences, with the intention of 

guiding exporters/SMEs to gain access to foreign markets. The government could also facilitate 

SME marketing and promotion activities like trade fairs and missions, conduct market research and 

surveys and help develop new export business, provide databanks and library services to SMEs 

with the intention ofkeeping them abreast of what is in the market, particularly those markets with 

the potential to become export targets. Most SMEs felt that the Government has duty to nurture 

them in return for the expected economic growth from this sector. 

5.1.1.2 M Legislation 

Though, from the study legis lation can be predicted" ith ea c mo t Ml! adapt t th~;m and 

operate within predetermined parameters. However, this is a major detcrn.:nt G r 1 urp 

business planning and forecasting, as legislation is a major variable in long-t~:rm ie" fbu ines, 

operations. SME development requires solid support system where certain! of legi lation affects 

their survival. There are a number of sessional p per published b ' the Ken ·an O\ ~..:rnmcnt but 

this has turned to be a leap service. inn int rvi \\t.:d wac t th~.: \'h:\\ th: tan inv stnh:nt 

promotion center need to bee tabli hed for thi . n .ld\'i~Ol cntcr 

for pro pecti inve tor in ntilm tl th c istin • 

md uid nt Ill hill 
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unfamiliar with the varying situations and needs of specific groups of firms , defined by sector and 

by size. For informed, effective policy at national level this hurdle must somehow be overcome for 

example by providing more complete knowledge for the decision makers and including 

representatives of the SME sector at the policy making table. Policies of a micro-economic nature 

should aim to assist firms in becoming more efficient and competitive. This is confirmed by the 

response from 60% of the respondents who cannot predict how business associations would 

influence their businesses and this is basically due to lack of defined framework on establishment 

of such associations. 

5.1.1.3 ME Technology Development. 

This is an area where most firms are lagging behind. The ffici n y can be improv d by embra ing 

new technology that wi ll guarantee competitive ad antage through minimal ts r pr ducti n, 

through cost cutting in all areas mcluding procurement by for example u ing Jl r. ollcc ti c 

technical support could promote "high-intensity" technologicalleaming uppl in' technical inputs 

directly to firms This could reduce the cost of production whi h sc% of ll' rc..:\ ~::a l d ha\e an 

above average effect on their per onn nc~:: . The tud ' .I on.: c, led th. t m t linn d not have.: 

proper r cords and even me urin p r onn n 
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say that most of this firms do not have a website where they can market or even publish their 

products and even communicating via e-mail was very difficult during the survey. The key to the 

continuing success of SMEs especially those, which produce tradable, is technology upgrading 

which will literally convert them to e-SMEs. The challenge of technological acquisition requires 

activist strategies at both the firm and collective levels, as this is core to competition. 

5.1.1.4 SME Financial Support 

Most firms had a single most problem, that of finance. They operate below capacity not because 

there is no market but they cannot raise capital to expand or posi tion their products in both local 

and export markets. MEs in Kenya, the study revea led arc ofl n "rc idual" bu ines cs with lack of 

access to credit and financ ial means whereby ri ks can b ab orbed and managed. • r .xamplc, 

most SMES revealed that during the last decade when donors had freezcd aid to Kenya rc ·ulting 

into the soaring of interest rates and cost ofborrO\' ing the) suffered a great deal. uring this era 

banks and financial institutions were dealing only with large organization , which an either 

provide co llateral or be able to issue comm rcial p p r:; nd th~.:r finan ial instrument - M •s 

" ere not a priority. hen comes th po t 20 1 nt:r 1 de.: 

fin ncial institutions shi t fr b th m 11 1 t tTl' , th llllmon mt n and 

packa 'C all ort o hi i th cnali uti 
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financial vows. The requirement to float shares in the Nairobi stock exchange for example is by 

itself prohibitive to this sector. Many SMEs could grow more efficiently and many potential 

entrepreneurs could enter the business world with better access to credit. 

5.1.2 SMEs Strategies 

As evident from the study strategies adopted are not necessarily compatible with one another. If a 

firm attempts to achieve an advantage on all fronts, in this attempt it may achieve no advantage at 

all. For example, if a firm differentiates itself by supplying very high quality products, it risks 

undermining that quality if it seeks to become a cost leader. Even if the quality did not suffer, the 

firm would ri sk projecting a confusing image. or this reason, Michael P rtcr argu d that t be 

successful over the long-term, a fi rm must select on ly one of th e thn;c generic tra tcgic ·. 

Otherwise, wi th more than one single genenc strategy the firm will be" tuck in th middl "and 

will not achieve a competitive advantage. 

Porter argued that finns that are able to succ cd at multiple 

separate business units for ach str tcgy. By p rnt in 

diffcn:nt policic and e n difll r nt ultu 

middl ." 

tl 
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faithfully followed a single strategy and then suffered greatly when another firm entered the market 

with a lower-quality product that better met the overall needs of the customers. 

The table below summarise the advantages of each strategy: 

Table 28 Generic strategies 

Cost Leadership Differentiation Focus 

Ability to cut price in Customer loyalty can 
Focusing develops core 

retaliation deters potential discourage potential entrants. competencies that can act 

entrants. as an entry barrier. 

Ability to offer lower price 
Large buyers have less Large buyers have less 

power to negotiate because power to negotiate because 
to powerful buyers. of few close alternatives. of few alternatives. 

Supplier have power 

Better able to pass on becau e or low olumcs, 

Better insulated from supplier price increases to 
hut a diffcrcntintion-

powerful suppliers. focused rirm i better abl 
customers. to pa on suppli~r pric~ 

incrcasc:s. 

Customer's become pecializcd pr duct '. 

an usc low price to attached to differentiating c r~: )llljK't n ·~ pn)\~ t 

defend against substitutes. attributes, reducing thn::at 
of substitutes. 

gain t sub ·titull.: ·. 

Better able to compete on Brand loyalty to keep Ri' Is annot mcd 

di 1\;n:nti~ tion-foLU t:d 
pnce. customers from riv·tl . 

customer rk~.:ds . 

Source: Porter, Michael E., Competitive Str t y: T. chni u nt.J Comp titor 
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enterprises outside their area of expertise. Following conclusion ofthe study, the task ofbuilding 

and maintaining a sustainable business model could never be described as a walkover as results 

published in this report testify. Get it wrong, and you could be staring down the loaded barrel of 

corporate failure. Get it right and you will earn the respect and loyalty of those who matter most to 

your business: your customers, your employees and your shareholders. 

The secret of a sustainable business model for SMEs lies in an organisation ' s ability to identify the 

potential signs of decline and address them through strategies that actively promote longer-tem1 

survival an attribute this study reveals is Jacking. 

All too of1.en, companies rely on short-term wi ns, such as rapid expansion or co t cutting to drive 

thei r businesses forward , forgetting to take a mu lt i-angled view of th opcrati n fr m th 

perspecti ve of their customers, employees, managers or harcholder . 'I hi ' tudy d c w that 

though SMEs know they have a prob lem they still\ ant to prot ct their interc t '' hi le ·uffering. 

ample this "I P who does not bother to notify his clients that tht:ir erver · art: d '' n b, au c the 

servers will be up and running soon enough" or tht: mot r r dt:. !t:r hip ltlt:ndant \\ ho mr nn a 

customer that "the only courtesy c r th comp. ny h 

because th manager i using it". 
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SMEs can boost their chances of success by being vigilant and learning from each other's mistakes, 

keep longer tenn-goals in mind by regularly asking: What is this business trying to promote? What 

does this business need in order to (continue to) be successful? And, how can we track and measure 

that success? SMEs, the study revealed are not concerned with the effects Government legislation 

have on their operations for example until they are forced out of business by the same laws they 

ignored. 

From the study most interviewees confirmed that it is difficult to predict the long-term view of 

their businesses. SMEs in Kenya should not manage by exception by going too far one way by 

focussing disproportionately on soft issues ( ocial responsibility, customer loyalty) or hard issues 

(cost-cutting and cost of production). Managcm nt should be balanced and rclat t all socia l 

economic activities present at a point in time. M s hould b hang<.: hampi n, ah ay 

remember change imposed is change opposed. They should be champion for chang b b •i ng 

adaptable to change and developing the right managers forth JOb, rccogni inno\ at ion a being 

key to success. They should value their employee by putting them lir t and kc~.:p 10\ morulc at 

bay by ensuring that teams arc de eloped and n.:\\ rd d. Th h ull Oi cn up ,1 tw -wa dialogue 

by encouraging staff involvem nt nd p r1i ip. tin by 

instruction are gi n and targ t t with 

calcd i cornrnon • 
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operations. SMEs should keep your approach fluid by sharing ideas and practices across functions 

so that processes remain solutions-driven and by constantly keeping customers and suppliers in the 

loop about changes, which may affect them. 

5.2 LIMITATIONS 

Some of the limitations included the availability of internal environment issues that the SMEs 

could be facing but could not be disclose. Finally, collecting data especially the financial data was 

very difficult especially disclosure of investments for computation ofROI (Return on investments). 

r lence, that section could not be comprehensively analysed as expected. A number of the 

respondents indicated that financial data was confidential and therefore may not be di cl sed. 

Therefore comprehensive data was received from 22 (44~o) M out of 50 e peeled . 

5.3 RE OMME DATIO 

The study was conducted when the Kenyan econom IS 111 r c ion .md tl11.:rdor th~,; 

environmental factors considered ar mor un I1 in in th<.: pt<.: ~.:nt in:umst.m 1.: than in a nonnul 

cnvironm nt. The o rnm nt is fom1UI tin t •dh<.:I \ ith tl<.:vdopm~.:nt partn~.:rs 

that may a I ct M ~ . 'J h tudy t~.:atl .md th~.:sc 

p I ici ar 11 t I. 
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APPENDIX 1. 

INTERVIEW GUIDE/QUESTIONNAIRE 

Designation of Respondent: _____________ _ 

1. Name of Organisation (Optional) 

2. Years of operation.----------------------

3. How many employees does your company have? 

4. What is the ownership of the company? 

Local majority share holding 

Foreign majority share holding 

5. Ilow would you rate the predictability of the environmental fa t r b I win inOu n ing 

your business organization? 

Predictable LO\ 1od rat High I Yt:ry 

Predictable Pn.:di table Pn.:dictJble Pn.:di tabl"' 

Competitors I 2 3 4 5 

ustomcrs I ') 3 4 5 

Suppliers I 2 3 4 5 

I rj htio11 1 2 3 4 5 

A i tl j ll I 2 3 4 5 

, 1 



6. How would you rate intensity of competition caused by the factors below to your company 

None Low Moderate High Very Intense 

Competition Competition Competition Competition 

Price 1 2 3 4 5 

Product 1 2 3 4 5 

Technology 1 2 3 4 5 

Distribution 1 2 3 4 5 

Manpower I 2 3 4 5 

Raw materials I 2 3 4 5 

7. How do you rate your prices in the market (tick one) 

Lowest Below Average AbO\ e ' erag~.: 

8. How would you rate your cost of production (Tick ont:) 

Lowest 

9, 110\ \ ould y u JUt ur urm 
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12. How do Customers view your products different from others (Tick one) 

I Similar Slightly Different I Different Very Different Completely Different 

13. How do your sales team communicate the perceived strengths of your product to Customers 

compared to competitors (Tick one) 

Similar Slightly Different Different Very Different Completely Different 

14. How many segments does your product focus (Tick one) 

11 12 13 4 15 and more 

15. llow can yo u rate your ustomer loya lty wi th 5 being xtremely loya l (Tick one) 

I 1 12 13 I 4 ~5 
16. Please complete for the following tab le based on your company operati n · in K h ' 

1999 2000 2001 _oo_ _oo 

in 


