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ABSTRACT 

The major objective of the study was to establish the factors influencing the success of SMEs in 

Gikomba Market in Nairobi. Target respondents were drawn from Gikomba market and it 

comprised of owners of SMEs in the market. A semi-structured questionnaire consisting of 

closed and open-ended questions was used to collect data. The collected data was analyzed by 

the SPSS tool for quantitative variables while qualitative responses were analyzed through 

content analysis. 

The findings of the study indicated that there is need to ensure that all the categories of SMEs are 

directly involved in any planning practices that the City council wishes to put in place. This will 

guarantee balanced growth in the SMEs industry. It will also enhance the spirit of team work and 

promote a learning-oriented culture in the SMEs industry. 

1 his study faced some challenge such as total Jack of response by some respondents or th ~ 

unwillingness by some respondents to provide full info rmation on th ir busin 'SS 'S, time and 

money constraints, and extreme whether conditions which limited th ' depth or th ·stud . 

This study proposes that further research be undertaken in the mea of the ro l ' or Mb in Ken a. 

It is also recommends that further re 'earch be un h.:rtaken 111 order to compare ' lFs in the 

different parts of the country in tt::rm ot halknge the) facl: "hether or not the nrc similar so 

that neces ary action can bl: t. ken • 

study ha b en c rric 

be carri d out in thi 

, 
ll) n p J ul ti n li in 

ly . n I ' itllllut .my dda . l·urthcr, since 'er litt le 

rt Iii . 

tl· it b importan t that inknsi\'l: n:sean:h 

~ s and thl: tit ria ol m .1surin 1 

, , nd intutn lhlllslth Kt:nyan 

m nt Jll II 111 t ullin 1 in l\ t 0''" ut th 



TABLE OF CONTENTS 

Declaration ........................................................................................ . ... ... ........ i 

Dedication .... . ........................................................................ . ... ............... ..... . ii 

Acknowledgement. ........... ......... ................ .............. .......... . . ............................. iii 

List of Abbreviations .............. .... .. ....... ..... ........ . .... .. . ... ............... ...... . ........ ....... .iv 

Abstract. ..................... .. ......................... . ................... ... ..................... . . .. . . . . .... v 

List of Tables .................................................................. ... .... ...... ..... .. ...... . ..... . x 

List of Figures ................................ . ................................................................ xi 

CIIAPTER ONE: INTRODUCTION .................................................................... 1 

1.1 Background ....... ... .... .. .. ........... .... .. . .. .. ... . .... ... ........... . .. . ... ..... . .. ...... 1 

1.1.1 Factors Influencing Organizational ucce s ... .................. ... .. . ... ... ... 1 

1.1.2 mall and Medium ~ nterpri c in ikomba .................................... 4 

1.2 The Research Problen1 . ... .. ... . .................. .. ....... .. .. . .. . ... .... .. . .......... .... . 4 

1.3 The Research bjecti e .................................................. . ....... .. ......... 7 

1.4 Importance of the tudy .................................................................... 8 

IIAPTER TWO: LIT IU'I REI~ '' I ~ ''' ........................................................... 9 

2. 1 mall and 1 liun1 Lnt q ri ~ t: .. ... .. .. .. .... .... .......................................... 9 

2.2 ha, 

2.2.1 

2.2. 

n- . nn m. II ~ .\k l nkrpris~s ................ .... ...... 1 ) 

............ ...... .. .... ... .. .... .... ....... .. . 17 

Jl I I I I I I I I I I I I I I I I .. I I I I I I I I I I I It I I t I I t 1 1 I 1 1 1 1 1 t t 1 1 t 1 11 I 1 1 I I I I 1 • 

··································· ' ,' 

ur .............................................. tl 

I I I I I I I 
1 1 I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I' I I I I I lilt I 



2.3 Characteristics of Successful Business Owners and Entrepreneurs ....... .......... 21 

2.3.1 1-Iealthy .............................................................................. 22 

2.3.2 Realisn1 ........................... ... ................................ .... ... . ....... 23 

2.3.3 Knowing How to Read Financial Statements ... .. ........... .. ............ .. . 24 

2.3.4 Minding the Store .......................... . ....... . . .. ...... . ......... .... ........ 25 

2.3.5 Experience, the Catch 22 of Small Business ..... . ..... . ... .. .... ... .. ... .. ... 25 

2.3.6 Ability to Judge Advice .. . ... . ...................... .... ...... ...... ... ... .... .... 27 

2.3.7 Interested/Motivated to Achieve ....................................... . .... .. .. 28 

2.3.8 Calculated Risk Takers . ... .... . ..... .. . . ................. . ... . .... . ........ ... ... 28 

2.3.9 Self-confident. .... . .... .. . ...... ........... .. .. .... ...... . ... ... ...... ..... . . ...... 28 

2.3.10 Orderly .............................................................................. 29 

2.3.11 Willing to Work Long Hours .................................................... 29 

2.3.12 liard Working and ommittcd ......... ...... ....... .. .... ... .................... 29 

2.3.13 Antistatus ...... .. . .. . .. ................................................... .. ..... . .. 30 

2.3.14 uperior onceptual Ability ...................................................... 0 

2.3.15 ptin1istic ........................................................................... 0 

2.4 Factors Influencing the ucce ·s of mall and tedium :nterpri ·es ................ . 

2.4.1 Planning ............................................................................ 3 

2.4.2 

2.4.3 

2.4.4 

2. .5 

2. 

2 .. 7 

Creati\•ity and Independen ~? .................................................... 4 

Job ati f tion, nd Job bJ 'th ~.: .............................................. 5 

1ark t h: n: ................ .......... .. . ........ ....... . ........................... l 

nd 
. 

tl ll . I I I I I I I I I I I I I I I I I 1 It I I I I I I I I I I I I I I I I I I I I I I I I It I I I 1 1111 l) 

' •• ' •• I. I ••• I I ••••••••••• I I I I ••••• ' •• I. I I' I •• I I'. I' •• I • ' •• I() 

i I iti ..... I •••••••• I •• I. I •• I. I •• I I' ••••• I •••••••• '' 

··················································· 
I I I 

1 
I I I I I It I I I I 1 I I 1 I I 1 I I 1 I I 1 I I I It I It I I I I I I I I 1 1 1 I 1 I I 1 1 Ill 1 I I I I' 

hmq 
I I I I I I I I I I I I I I I I I I It 1 It 1 t t t t t t 1 t 1 II 1 It I I I I I I I I 

II 



2.4.13 Output Goal Approach ........... . ........... .. ........ ... . .. .. . ..... ......... .. .. 51 

2.4.14 Internal Process Approach ..................... .. ... . ...... .. .... . ............... 52 

2.4.15 System Resource Approach ...................................................... 53 

2.4.16 Stakeholder Approach ......................................... . ........ ..... ..... 53 

2.4.17 Loyalty .......................... .. .................... ................. . ............ 54 

2.4.18 Core Ideology ...................................................................... 54 

2.4.19 Re-engineering ..................................................................... 55 

2.4.20 Risk Minimization .... ............ . ................ ... ............. . . . .... . . .... .. 55 

2.4.21 The Workforce ........... . .. ...... .......... . ................. .. .. .. ... .. ..... ... . . 55 

2.4.22 Luck .......................... ... . .. ............. ... ........ ..... .... . . .... . ... ... .. . 56 

CHAPTER THREE: RESEARCH METHODOLOGY ............................................ 57 

3.1 Introduction ........... ......... ........ ....... ............................................ ..... ........................ 57 

3.2 Research Design ...... ............. .... ..................................................... 57 

3.3 Population ................................................................................... 58 

3.4 Sample ................................................................................ ....... 59 

3.5 Data ollection Method.......................................... .. ............ ........... 0 

3.6 Data Analysi Method .............................. .. ...................................... 0 

HAPT R FO R: DAT D DI ' USSIO S .......................... 61 

4.1 Introdu ti n ............................................. ....................... . ... ....... .. 61 

4.2 Ba i P t til. ..................................................... ) 1 

.2.1 
••••••••••••••••••••••••••••·••••••••••••••·••·••·•••••••••••••• l 

····················································· \ 

································· (\ 

t I I I I I I I I I I I I I I I I I It I I It I I I It 1 t t 1 t t 1 1 1 1 1 t I I I I I I I I I I I II I. I I I I I (\ \ 

························· . 
tl n. I I I I I I I I I I I I I I I I I I I It I I I I I I I I I I I I I I I I I I I I I I I Ill I I I I I I 

1 1 1 
I 

1 1 
I 

1 1 1 1 1 1 
I 

1 
I 

1 1 1 1 1 1 1 1 1 1 1 1 " I I I Itt It • It I It I I Itt t t t tIt t t I I I 

Ill 



4.2.8 Monthly Sales Turnover ......... .. . .. ............ . . . . ... . . . . .. . ...... 0 .. .... ..... 68 

4.2.9 Financial Statements ........ . .. . . .... . . .. .. . ... ............... . ................ .. . 68 

4.3 Existence of a Business Plan ...... . .... . .. . . . .. . ........ . ..... . ... . ........ . . .... . . . ...... 69 

4.4 Internal Process Approach ..... .. .............. . ....... . . . ......... . . .. ............. .. ... . 71 

4.4.1 En1ployee Skills . . . .. . . .... . . . . .. ................ . .... . ... .. . ... .. . .. . .. . .. . .. ... .. . 71 

4.4.2 Monthly Salaries Paid to Employees . . . . . .. .... . ...... ... ... . ..... . .. ..... .. .. 072 

4.4.3 Motivating Employees ............................ . . ... ... .. .............. .. . ..... 73 

4.5 Advertising and Promotion ......... . .. . ........... . .. ... . .. ... . . . ... . .. . . .. ...... . . . .... . 74 

4.6 Competitive Advantage . . ... . ... . ... 0 ... . ........ 0 .... . . ... .. . .. . . .. .. .. 0 . . .. ... ... .. ..... 76 

4.7 Market Research ......... .. . . ........ 0 .... . ............ ... . .. .................... . . . ....... 78 

4.8 Information and Technology ......... .. .... .. ..... . . .. .... .. . .. .... ... .. . ... ... .. ......... 79 

4.9 Criteria for Success and the Factors Influencing the Success of 

Small and Medium Enterprises in Gikomba Market in Nairobi ... ...... . . . ... . . . . .. 81 

4.10 The ex tent to which Factors Listed below have ontributed 

to the uccess of mall and Medium Enterpri c in ikomba 

Market in Nairobi .... . . .. . . 0 . . . .. .. . ... .. .. . .. . . ........ ... .................. ... ..... . ..... . 82 

IIAPTER FIVE: UMM RY, 0 L 10 0 R ~ OMMEND TIONS ........... SS 

5.1 Introduction . . . .. ...... . .. .. . .. . ... . .... . ...... ..... .... . .. . ......... .... . .. .. . . ....... .. . .. . 85 

5.2 ummary .......... ....................... ............................... ... .... .. ... . .... . .... 85 

5.3 Conclusion .............................................................. . .. . ............... 85 

5.4 

5.5 

5. 

Limitation 

R c 

I . 

tht.: tu ) .......................................... . ....................... 16 

r I urth r I ~ . r h ................................................ 87 

r P li ti •••·••··•·•·••·••·••·••··•··•··•··••··•····••· l7 



LIST OF TABLES 

Table 4.1: Nature of Business ......................................................................... 62 

Table 4.2: Financial State1nents ....................................................................... 69 

Table 4.3: Existence of a Business Plan .............................................................. 70 

Table 4.4: Regular Review of Business Plan ....................................................... 70 

Table 4.5: Employees Skills ............................................................................ 72 

Table 4.6: Motivating Employees ..................................................................... 73 

Table 4.7: Advertising and Promotion ................................................................ 76 

Table 4.8: Extent of Factors Contribution to Success of SMEs in Gikomba Market. ......... 83 



LIST OF FIGURES 

Figure 4.1: Legal Status of the Business ............................................................... 63 

Figure 4.2: Initial Capital Invested ..................................................................... 64 

Figure 4.3: Necessary Skills Required for a Particular Business ................................... 65 

Figure 4.4: Highest Level of Education ................................................................ 66 

Figure 4.5: Duration in Business ........................................................................ 67 

Figure 4.6: Monthly Salaries Paid to Employees ..................................................... 73 

Figure 4.7: Competitive Advantage .................................................................... 77 

Figure 4.8: Market Research ............................................................................ 79 

Figure 4.9: Awareness ofExistence ofGikomba.com Website .................................... 80 

Figure 4.10: Use ofGikomba.com Website ............................................................ 81 



CHAPTER ONE: INTRODUCTION 

1.1 Background 

Ilolt (1992) perceives the question of how to dramatically improve the chances for ucccss in 

small business as one that has a prescriptive answer: plan well. This, he say , may sound like a 

hollow platitude, but planning includes careful analysis of the external environment and honest 

appraisal of the enterprise and its owner' s capabilities. He emphasizes that, being unprepared for 

externalities, oblivious of internal business problems and unaware of personal shortcomings 

represent a majority of the reasons for failure . 

I Iolt is however cautious to say that, inasmuch as planning is important, it is not a panacea for all 

business ills, and just as important is protection by small business entrepreneurs against 

overplanning. According to him, it· is pos iblc to become paralyzed by "preparation," th ' rcby 

living very little time for "doing". Il e notes further that, because so few businesses plan ' ell , 

business advisers emphasize planning responsibilities, and perhaps the ·orrl: ·t answ •r r ·sts \ ith 

a cautionary not to plan well , but to do o with a ·ense of " hat is net:d d in a pmti ·ular lin • of' 

business. 

1.1.1 Factor Influencing roanizational """' urcc " 

Robey ( 1991) note th·tt th 
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"Organizational success refers to human judgement about the 
desirability of the outcomes of organizational performance from 
the vantage point ofthe varied constituencies (stakeholders) 
directly and indirectly affected by the organization" 
(Zan1muto, 1984, p. 606). 

Hornby (2000) defines success and successful respectively as follo ws: 

"Success 1) (in sth/in doing sth) the fact that you have achieved sth 
that you want and have been trying to do or get; the fact of 
becoming rich or famous or of getting a high social position. 2) a 
person or thing that has achieved a good result and been 
successful" (Hornby, 2000, p. 1351). 

"Successful 1) in sth/at doing sth) - (at sth/in doing sth) achieving 
your aims at what was intended. 2) having become popular and/or 
made a lot of money" (Hornby, 2000, p. 13 51). 

Robey's definition of success acknowledge the claims that various stakeholders make on the 

organ ization, not just the claims of owners or entrepreneurs. It recogn izes that success is j ud ,e I 

by different groups using many criteria, not by ab ·olutc or natura l criteria. Thus, org<~ ni l'.a t io n ll l 

success is not reflected in the achievement of a ·ingle ·tated goal. 

Some economists, most notably 1ilton friedman. hm ~ <.trgued that pro(it ma. imization should 

be the only criterion of success for th bu ·inc. s finn (Friedman, 1970). Other goals such as 

social responsibility and cmployet: wdf~ n: o not nu.' :i t l~.: 'OIL idered if' profits are pursued 

without fiscal con traint an m rk t imp rf~ titm . ' l hnu •h its pur ·hasing power, the public 
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An extensive review of the literature on the organizational success uncovered as many as thirty 

criterion measures that either have been used or that could serve as indicators of organizational 

success. Campbell (1977) provides the following list of indexes of organizational success: 

overall success, productivity, efficiency, profit, quality, accidents, growth, absenteei m, turnover, 

job satisfaction, motivation, morale, control, conflict/cohesion, flexibility/adaptation, planning 

and goal setting, goal consensus, internalization of organizational goals, role and norm 

congruence, managerial interpersonal skills, managerial task skill , information management and 

communication, readiness, utilization of environment, evaluations by external entities, stability, 

value of human resources, participation and shared influence, training and development 

emphasis, and achievement emphasis. 

The criterion shown above, reflect very different biases about what constitutes a good 

organization. For instance, such criteria as the degree of interpersonal competence, teamwork, 

and openness reflect a humanistic model of the organization. thcr criteria such as innovation 

and adaptability, stress the organization's interaction with its en ironment. A focus on profit 

clearly emphasizes economic factors important to ownl;rs. Fach one or thcs • is a h.:gitimatl.: 

approach to evaluating organizational succe , but l!ach rclh.:cts a di I'll: rent bias ttm ard what is 

important (Quinn and Rohrbaugh, 1983). In examining claims about su · ·cssful or 1ani1.ations, 

therefore, the types of criteria used ·hould be Cilrefull) noted . 

Robey (1991) highlights four common ac epte :i way to approach the question or or '<mizational 

success: 1 he output goal appro. ch "hi h 1.: mph. n.:sults as pmlit, qunlit , and 
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1.1.2 Small and Medium Enterprises in Nairobi and Gikomba 

The history of Nairobi goes back to about 100 years. The city originated when a railway track 

from Mombasa to Uganda was being established in 1896. The construction of the railway tracl 

necessitated the migration of labour, especially of Indian origin, into this region. All these 

activities had a growth potential which saw its conclusion in the year 1900, when this region wa 

given the status of a town by the British government. In 1907 Nairobi became the capital of East 

Africa, a position it snatched from Mombasa. The first plan of Nairobi was conceived in 1926, 

al.though, many of its elements were never realized due to economic depression and the Second 

World War. When Kenya gained its independence in 1963 Nairobi remained the capital city of 

the new republic. Since then, the city has witnessed several changes which have turned it into 

one of Africa's leading regional centres. Among the largest and most important markets in 

Nairobi and Kenya as a whole are City Market, Wakulima Market and Gikomba Market. These 

are the best places to shop for vegetables, flowers, local fruits and handicrafts. 

(Travelershub, 2008). 

Gikomba market, the largest open-air market in Kenya, i' situated in amukunji ') llstitu 'ncy, 

near the Machakos Bus tation, off Jogoo Road, neighbouring Industria l an:a and Ea ·tki lh. lt 

was established in the 1960s by the colonial go' ernmcnt ns a market Cor Ji·i ·ans. It specia li ses 

in 'mitumba', or second-hand clothes, but al o sell· fresh fruits. 'egdables, local baskds, shoes 

and household items. The market i open throughout tht: \\ce\... fmm 8:00am to 5: 01 m but is 

especially lively on aturday (Vint, gt: tory _QO . 
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In a joint publication of the African Development Bank and the Organization for Economic 

Cooperation and Development (OECD) Development Centre, Kauffmann (2004/2005), wrote 

that, SMEs are weak in Kenya because of small local markets, undeveloped regional integration 

and very difficult business conditions, which include cumbersome official procedures, poor 

infrastructure, dubious legal systems, inadequate financial systems and unattractive tax regimes. 

Many firms stay small and informal and use simple technology that does not require great use of 

national infrastructure. Their smallness also protects them from legal proceedings (since they 

have few assets to seize on bankruptcy) so they can be more flexible in uncertain business 

conditions. Large firms have the means to overcome legal and financial obstacles, since they 

have more negotiating power and often good contacts to help them get preferential treatment. 

They depend less on the local economy because they have access to forei gn finance, technology 

and markets, especially if they are subsidiaries of bigger companies. They can also more easily 

make up for inadequate public services. 

Kauffmann (2004/2005), continued to write that, Kcnya' MFs ha e little access to linnn ·c, 

which thus hampers their emergence and e cntual grovdh. Th ir main sourc s or ·npital me th •ir 

retained earnings and informal sa ing and loan a ·sociations (tontincs), ' hich ar' unprcdi ·tall ', 

not very secure and have little scope for ri k sharing bccau ·c or thcir regional or s~.:c toral rocus. 

Access to formal finance is poor because of the high risk or dd:wlt among SM : · and du · to 

inadequate financial facilities mall bu inc: in Ken~ a <\11 tardy mcd the condi tions sd b 

financial institutions. which cc a ' ri. k be ·ause l)r pl)Ol' 1Uarantccs and lad\. or 
information about their ability to r p he lmnn..:ial ) stt:m in most or Kcn <l is under 

developed however, , n npital marh ts arc in th ·ir 
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Due to the problems highlighted above, 50% of small businesses fail within their first year and 

within five years, 70% are gone for one reason or another. Yet, some of the most successful 

people in our society made it with a small business As it is with human beings being born and 

dying every minute, so it is with businesses, new ones come up and others run out of business 

every minute. In Kenya, some SMEs start but don' t grow, they remain the same size for as long 

as they are in business. Other businesses begin small but grow only up to a certain limit due to 

the challenges they face . On the other hand, some other businesses start small but they don' t live 

to celebrate their first anniversary because they are unable to overcome their challenges hence 

result in complete failure and the only option left for them is to wind up. Among the major 

challenges faced by SMEs in Kenya which eventually result to failure are: intense competition, 

credit customers, high rent for business premises, lack of capital , high charges on trading 

licenses, lack of advertisement, and difficulty in getting loans from financial institutions. 

Fortunately, the positive aspects of small businesses outweigh the negative factors, encouraging 

thousands of people to start their own companies (Anderson and Dunkel burg, 1983). I lo\ ever, it 

is important to note that only a few businessc actually grow from Ml ~s to become success ful 

big companies. 

everal Management Research Project in th~ area or ' 1Fs hm e been submitt ·d in 1 artial 

fulfilment of the requirements for the Degree of 1a h:r of Business \ dministration ( 1B ) of 

the School of Business, University of airobi. '1 hcsc include h.cssio ( 198 1 ), 'A angai ( 198-), 

Mbuvi (1983), tieno ( 1988) 1uiruri . Kci_!~ lll 1 . h.ilon;i (199. ), luriuk i (. 005). 

Amuor (2006), ndabu (_007) nd 07 mon' mnn othl.!rs. criti ·a! look at thl.!sc 

studies indi ntes that tha h b n n th ·h. lkn '~.:!'/pmbkms l11dnp S 11-s or 

the fact r influcn in , th 
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Since organizational success is judged based on each organization ' s strategy and the various 

goals each stakeholder seeks to achieve, this study endeavour's to review and analyse the 

diversity of goals among a cross-section of small businesses. It is important to note however that, 

these goals will be restri cted to the entrepreneur and not the other stakeholders due to time 

limitation and also due to the fact that it is not possible to trace each and every takeholdcr of 

each and every small business under review. The analysis will be undertaken as part of the 

proj ect to investigate the factors contributing to small business success. 

This research paper discusses the attributes which financially successful and growing companies 

possess. It seeks to answer the following question, "What are the factors at the heart of running a 

business, that make the difference between success and fa ilure?" In other words, "What do some 

owners do or don' t do that enables them to make it, whether it is at the start-up, during the initial 

years, or when the enterpri se is pushing into middle size?" The purpose of thi s study is to 

provide some answers to that question, in terms of fundamental, day- to-day management. At the 

end of this study, every aspirant of ucccss in small bu ' iness wi ll appreciate the 111 ·t that th ' 

survival and ultimate success of any business depend· n ·tarting from scrnt h and uskin 1: 

"Given our strategy, what are the mo t important factors \\hich contribu t · to sue· ss?" " lim do 

these factors relate to one another?" With that in mind, thi · stud ·c ·k.s to ans\ ~.: r th ' qu~.: ·ti on, 

"What are factors influencing the succes · of. ikomba 1mld in Nairobi '?" 

1.3. TheRe earch bj ctive 

'I he objective of thi tu y t bJi h th 1.1 [t)l intlttt:W'ill l tht: StiCL'L:SS of S \l•-; in 

rikomba · rkct in 1 1r 1. 



1.4 Importance of the Study 

The findings of this study will be useful in the following ways: 

Firstly, this study specifically deals with the strategies, characteristics and other activitie which 

small businesses, with their limited financial and manpower resources, can adopt to become 

successful. This is intended to help existing and prospective entrepreneur and small bu iness 

advisers to consider the different goals and types of success which small businesses can achieve. 

Secondly, this study will also be useful to other groups involved in the development of small 

businesses, such as business advisers and counsellors and enterprise agencies, and to teachers in 

educational institutions which run management courses for prospective and established 

entrepreneurs. 

'I hirdly, various profc sional groups invol ed in business de clopment, such ns accountants, 

bankers, solicitors, marketing and management agencies, ''ill appreciut · th' probl •ms or 
developing a successful business from the p r pectiYc or the small business own ·r. 

Fourthly, the government will be able to formulate strategic: and poli ·ies for impro ing business 

conditions, boosting the capacity of . 1 : . improvinl.!. the pcrli.mnan'' or s 1l ·s kuding to their 

ultimate success, expanding the tin· ncial ~.:ctor and tn.:n 1 th~.:nin 1 links bd\ ccn !inns \\hich 

will permanently incrca c t tin. n ~..: .1 ~.: ~nlkr stall:d b 'cline Kaul't'mann) . 

Ultimately, this will mak K 'll) n 1HWm '. 
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CHAPTER TWO: LITERATURE REVIEW 

2.1 Small and Medium Enterprises 

Small and Medium Enterprises or SMEs, also called Small and Medium- ized Enterprises and 

Small and Medium-Sized Businesses or Small and Medium Businesses or SMBs, arc companies 

whose headcount or turnover falls below certain limits. The abbreviation MEs occurs 

commonly in the European Union and in international organizations, such as the World Bank, 

the United Nations and the WTO. The term Small and Medium-Sized Businesses or SMBs is 

predominantly used in the USA (Wikipedia, 2008). 

EU Member States traditionally had their own definition of what constitutes an SME, for 

example the traditional definition in Germany had a limit of 500 employe s, while, for example, 

in Belgium it could have been 100. But now the EU ha started to tandardizc the concept. Its 

current definition categorize companic with fewl;r than 50 employees as "small ''. and those 

with fewer than 25 0 as ''medium" (European ommiss ion (2000 05-06), R comm ndntion 

2003/361/E ':SME Definiti on). By contra t, in the nited ' tales, when "small business" is 

defined by the number of employees. it often refer · to thos~ with less thnn I 00 ·mplo ccs, \\hi I · 

"medium-sized business" often refer to tho ·e with h::: than -on cmplo ces. lllm C\ er. th · most . 
widely used American definition of "micro-busine: ·" by the numb ·r or cmplo ces is the snme as 

that of European mon: less than 10 mploy ·~ . Business cntcrp ri s~.:s or fewer than I 0 

employees often cia s as " mall lie~ II m~.: IIi c" ( 1l ) (\\ tki pcdia, 2008). 

In mo t economi · m II r nt ·11 ri 
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research that much more difficult. It also makes it difficult for manufacturers of products for the 

SME market to get to grips with this market (Wikipedia, 2008). 

Micro, Small and Medium Enterprises (MSMEs) are socially and economically important, since 

they represent 99 % of all enterprises in the EU and provide around 65 million job and 

contribute to entrepreneurship and innovation. However, they face particular difficulties which 

the EU and national legislation try to redress by granting various advantages to SMEs. A legally 

secure and user-friendly definition is necessary in order to avoid distortions in the Single Market 

(Europa, 2008). 

However, what exactly an SME or Small to Medium Enterprise is depends on who's doing the 

defining. Industry Canada uses the term SME to refer to businesses with fewer than 500 

employees, while classifying firms with 500 or more employees as "large" businesses. Breaking 

down the SME definition, Industry anada defines a "small business" as one that has fewer than 

100 employees (if the business is a good -producing business) or fewer than 50 employees (i [the 

business is a service-based busine ). A firm that has more employees than th ' Se ·ut -o!Ts but 

fewer than 500 employees is cia ·sificd as a "mcdium-si;cd business". "micro business" is 

defined as a business with fewer than fhe cmplo) ee ·. In its Hlgo ing resenr ·h program that 

collects data on MEs in anada, tatistic anada ddines an .... lE as nn business 

establishment with 0 to 499 employee and le:s than ·o mill ion in gross ren~nucs. 

(Small Business: Canada, 2008). 

Different countries define 1E dif t.:rl:ntly. In thl bU., imilnt :sy:tem is used to ddine Small 

to Medium ~ntcrpri k\\u than _50 is ·inssifinl as "medium-

izcd ; a bu inc itt I .1 ''small', and, business\\ 1th 

unt Ill Ill b · Ill\ 

m II u1 \I 

lr 



(Laghu Udyog Mantralaya) have been merged into a single Ministry, namely, "Ministry of 

Micro, Small and Medium Enterprises (Sukshma Laghu Aur Madhyam Udyam Mantralaya)". 

(Copyright @ 2006, Ministry of Micro, Small & Medium Enterprises, Government oflndia). 

Worldwide, the Micro and Small Enterprises (MSEs) have been accepted as the engine of 

economic growth and for promoting equitable development. The M Es constitute over 90% of 

total enterprises in most of the economies and are credited with generating the highe t rate of 

employment growth and account for a major share of industrial production and exports. In India 

too, the MSEs play a pivotal role in the overall industrial economy of the country. It is estimated 

that in terms of value, the sector accounts for about 39% of the manufacturing output and around 

33% of the total export of the country. Further, in recent years the MSE sector has consistently 

registered higher growth rate compared to the overall industrial sector. The major advantage of 

the sector is its employment potential at low capital cost. As per available statistics, this sector 

employs an estimated 31 million persons spread over 12.8 million enterpri ses and the labour 

intensity in the M E sector is estimated to be almost 4 time · higher than the largt.: enterpri ses. 

(Copyri ght @ 2006, Ministry of Micro, mall & Medium Fnlcrpri scs, 10vcrnment ol' India) . 

The mall Business Administration (.' B ) tries to define n "small bu ·iness" b th ' number ol' 

employees and annual revenue of the company; howen~r. it makes so man c ccptions an I 

qualifications that the definition is ·ometimes meaningless. A: su ·h. an) compan that meets the 

fo llowing criteri a is considered "small": Th~.: bu inc .. is tinanccd and managed b · the O\\ ncr 

(friends and relatives may al o provide omc of the lin.m ·ing} l he business is indep ~.: ndent (it 

cannot be a subsidiary of an th r om , ny r • 1 .m ·lu:-;~.: )· fhc bu. incss is lo ·a! (most "small 

hu ine e " are u u· lly nfin it r unt. · I ht ompany i:-; "small" rdati\'C tn 
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development, jobs, maJor product development, and communication systems, utilities, and 

energy resources, the country would be little more than a wilderness (Holt, 1992). 

The environment of small business is often defined by the type of business or ervice rendered , 

and in most instances the opportunities for small businesses are defined by the characteri tics of 

a community. "Small businesses" comprise many local enterprises, ervice companies, and 

professional organizations that constitute more than half of all nonfarm employment in the 

United States. This profile of small business is remarkably similar among most free-market 

nations. "Small businesses" include merchandisers to which we turn for a significant an1ount of 

our daily purchases. It also includes "practices" and "personal service" enterprises of doctors, 

accountants, tailors, interior designers, and many others we turn for personal needs (Holt, 1992). 

SMEs are Small and Medium-Sized Enterprises (i. e. firms). Size is usually measured in terms of 

numbers of employees. In Britain, the government defines "small businesses" as those having 

fewer than 200 employees and the medium sized as tho e hav ing between 200 and 500 . With the 

general reduction in the size of organizations, howe er, a business w ith _()() emplo c 'S is nm 

comparatively "large", and it would be better if the definition o r a ·mall busi n~ss could b 

revised downwards. In France and German .. the" ·mall business" is dclincd as hm ing up to lilt 

employees only (Ackroyd, 2002). 

mall businesses ha e difficulty compt.:tin_? h~.:nd-t -ht:. i "ith lar 1 ~-:r comp.mics that cnjl)) the 

benefits of economies of calc. Ho\\t:\ ~.:r m. 1\t:r iirm ' an lind nid1~-:s in man industri ~.:s \\ h~.: re 
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countries, micro enterprises and small-scale enterprises typically comprise the vast majority of 

firms and account for a large share of employment, and exist alongside a few large enterprises. In 

middle-income countries, medium-scale enterprises begin to account for a relatively larger share 

of production and employment. The trend toward larger firm size seems to continue as per-capita 

income increases, although SMEs are relatively more important in some indu trializcd Asian 

countries than in the U.S. and the U.K. In Taiwan, industrial production has evolved during the 

past thirty years from labour. 

Small and Medium Scale Enterprises (SMEs) are a very heterogeneous group. They include a 

wide variety of firms - village handicraft makers, small machine shops, restaurants, and 

computer software firms - that possess a wide range of sophistication and skills, and operate in 

very different markets and social environments. Their owners may or may not be poor. Some are 

dynamic, innovative, and growth-oriented; others are traditional "lifestyle" enterprises that are 

sati sfi ed to remain small. In some countries, ME owners and workers arc (or are perceived to 

be) dominated by members of particular ethnic group , uch as the nati c pribumi in lndon<..:sia or 

indigenous groups in Bolivia (IIallbcrg, 1999) . 

In addition, Hallberg observes that "micro ent rpri ·es" are nonna\1 ra mi! business ·s or s ·lr 

employed persons operating in the semi-formal and informal e ·tors; most han : lilt! ' chance of 

growing into larger scale firms, acce ing bank finance, or becomm 1 internationall compd itiYe. 

Serving them often require distinct institution ·md in. trum~.:nt. su ·h a ' the group based lending 

methodologies u cd by ome mi r finan ~.: in titutil)IL. In ' Ontt.tst. S lh; usua ll · opcr,t lc in the 

formal ctor of the ccon my • nd part idpat~.: m )re fu lly 
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mor li kely th n mi r nt I"J ri 

market . 

I h 

• 
lu at 

.1 k itabh: j)l) · ibi lit , and .' 1Fs nn: 

1111 tith in dotl\~o: s ti 111d inl ttl.ttiun.tl 

u u II. ll th 1\lll l\ J I 11! 

ll lllll 

u 1 r limit 1 m lhun· 



enterprises is usually set between 100 and 250 employees. Since statistical definitions vary, it is 

very difficult to compare size distributions across countries (Wikipedia, 2008). 

However, one should not be overly concerned about the lack of consistency in employment­

based SME definitions, since the number of employees, viewed in isolation from the size of 

markets or the economy, may be misleading. For example, a 50-employee firm in the U .. would 

be considered "smaller" (relative to the size of the U. S. economy) than a 50-employee firm in 

Kenya. Moreover, other characteristics of the firm, such as the degree of informality or the level 

of technological sophistication, may matter more than the number of employees as a 

segmentation factor (Wikipedia, 2008). 

In the eyes of the International Finance Corporation (IFC) SMEs Solutions Centre (SSC) Kenya-

ervices, Small and Medium Scale Enterprises ( MEs) play an important role in the 

industriali sation process of any country. Indeed M ·s arc widely regarded as the engines of 

growth for developing countries. According to a 2004 Kenya 'Ml· Country ,' tudy ·ommissioncd 

by the IF , there are an estimated 22,000 Ml·s in Kenya, represcntin 1 66°/u or all f'ormall 

registered private enterprises. The study defined 'Ml .s as formal!) register ·d lusim:sscs, '' ith ~ 

to 100 employees and with an annual turnO\er of between 1\..shs. 6 mi ll ion amll\. sh ·. 100 milli on. 

While other definitions of M ·s e:ist. a critical charactl'ristic or the ·e businesses is that the nrc 

often too large to be consider\:d micro enterpn:e yet Ito . mall to be large induslr pia) crs. The · 

fall somewhere in between, and ar(; Y\:r) otlen re cn~d 10 as tht• "missinp" 01 "forgotll:n" middlc. 

While SM ·s constitute an nnp rt nt mp 11~111 l11 .111 fonnall) r~: 'lslercd entcrpris~:s, their 

nurnbers arc small in mp n n t th tim lie.: • million mkm-c.:.nlt'rprises in Kenya. 
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still poor, there can be little doubt about their relative significance. There are more than 800,000 

small, medium and micro-enterprises in the country, absorbing about a quarter of the labor force 

of 30 million people. This is in addition to about 3.5 million people involved in some or other 

type of survivalist enterprise activities. The small business sector i highly diver c, with 

structures, problems, growth potential and access to support differing widely between segments. 

These differences relate as much to the economic sectors retailing, manufacturing, mining, e.t.c, 

which relate to the stages of growth of enterprises, that is start-up, expanding or stagnating. From 

a broad strategy perspective the most important distinction is between survivalist activities, 

micro-enterprises, small enterprises and medium-sized enterprises, with the general term "small 

business" and the abbreviation "SMEs", widely used to contrast this sector with big (ger) 

business. Due to the similarity of some of the obstacles facing them, survivalist and micro­

enterprises are often lumped together, whereas many support agencies feel that medium-sized 

enterprises need not be viewed as a category warranting particular attention. 

Free Essay Business ystems in Kenya (1999-2007), ccht;a t.com, d ribcs "micro-cntcrpri · 'S" 

as very small businesses, often involving only the ownt;r, ·omc ll1mil 111l: mbcr s and at th 

most one or two paid employees. The u ually lack 'fmnalit ' in ll! rms or bus in~.:ss li 't: n s~.:s, 

Value Added Tax (VAT) registration, formal business 1 remises, operatin 1 perm its und 

accounting procedures. Most of them haYe a limited capital base and on!) rud imcntar technical 

or business skills among their operators. llowcver, many mtcro enterprises adnmcc in to ' iable 

small businesses. Earning lcveb of micro-enh.:rpri c dil!l:r \\ tdcly, tkpcnding on the particular 

st.:ctor, the growth pha l: of tht:: bu in~.: rdl'\ mt . upplHt. "Small l:llterpriscs" 

constitute the bulk o ' ith cmpll) mu1t 1.111 dn 1 bd\\L'Cn 5 and abmtl 
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employees and capital assets of a substantial amount of about Kshs. 2 million (excluding 

property). 

According to (GOK, 2004), environmental turbulence created imbalance in business ownership 

with the Africans being put in the most disadvantaged position. The gravity of th situation was 

well recognized after independence by the African KANU government which soon embarked on 

formulating policies to redress the imbalances. When Kenya gained independence form British 

colonial rule in 1963, it inherited imbalances which had to be corrected. It was proposed that this 

be done by use of African governments with the principle policies for achieving Africanization 

which would be consistent with the growth and development of the economy. The KANU 

govenunent made plans and had provisions for various programmes for Africanizing the 

economy. To this end , it is probably clearer to know who the "small business people" are in 

Kenya: that the majority of them are Africans occupying themselves as shopkeepers, artisan , 

craftsmen, Public Service Vehicle (P V) operators commonly known a "matatu" operators in 

the transport industry, brake and tyre makers, machinist and repa irers, cobblers, shot.: sd krs, 

laundry and drycleaners and many more invol cd in the so ca lkd "Jua Kali" or informal s ·tor. 

Yet it is these people who are again beset by many problems. 

2.2 Characteri tic of Rural on-farm mall calc i' ntcrpri ' CS 

In the field of economic development few rei ort lrn ~ l ~~n mor~ widd quoted or in l1uentia l 

than the report on the IL mi ion to K 11) tntith:d "bnplo. mcnt lnconH.: and bqualit) : 

Strategy for Incr~.:asing Pro 
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Skills acquired outside the formal school system; Reliance on indigenous resources; Ease of 

entry; Unregulated and competitive markets. 

A survey of 852 small businesses located in market centres in Central Province of Kenya in 1977 

raised some doubts about the generality of those characteristics. Some are undoubtedly true but 

others don' t appear to be so or at least need some qualifying. Each of these characteristics is 

examined in the light of the Central Province data collected by the ILO. 

2.2.1 Family Ownership of Enterprises 

Almost two thirds of the enterprises were operated by their owners in Central Province, 9% were 

operated by part-timers and the remaining quarter were operated by managers . This in itself 

suggests very strong family ownership; but the influence of family ownership, operation and 

management goes even further. Ilalf of the other partners in enterprises own d by partn rships 

were related to the operator while 60% of the managers were related to the 0\ ncr (orten most or 

them were wives). In short, only I 0% of the cntcrpri ·c operators had no family ti ·s with th 

owners. 

1 he family was also the main source of capital needed to ~.:stabli ·h an entL' rprise. or the total 

initial capital investment, 89% wa rai ed by tht.: O\\net. a further .-. .- ~ o was im estL·d b · relati\ es 

whi le a mere 3.4% was loam:d rom bank , n I other 1LWL'rnment loan agencies. I hus, nwn.: 

venture capital wa raise \\ithin tht.: , mil ... l, mil. \'m~o:I hip ,md contro l was ;\l so man i t~ sled 
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characteristic of small business and therefore, it is strongly supported by the Central Province 

study. Indeed, family ties are important not just to ownership but also to labour supply and as 

already stated , as well as purchases and patterns of sub-contracting within the rural non-farm 

sector. 

2.2.2 Small Scale Operations 

Rural non-farm enterprises in most Less Developed Countries (LDCs) are extremely small and 

this was evidenced by the ILO survey of the Central Province of Kenya. Two thirds of the 

sampled enterprises in the market centres were single person operations and the average number 

of paid employees including the operator across all enterprises was 1.8; in only 5 activities was 

the average workforce in an enterprise greater than 3 employees like, dairies, saw-mills, petrol 

stations, motor repairing (garage) and home-made breweries. 

'I he scale is also small by most other mea ures, whether by average cost or month! inputs or 

monthly expenses like salaries. The mean va lue of monthly sa les fo r c. ample, or most or th ·sc 

businesses was about Kshs. 25,000. ince only one third of the enterpri ·cs ·los ·don Sundu , thi s 

implied that most of its operations were open cwn day· u we~.: k . 

As might be expected with this level of operation: Ill term: or output and sales, man 

entrepreneurs lacked resources to purcha t: their O\\ n pruni. ~.:: and O\\ n equipment. Indeed, ~n °·o 

rented ei ther land and or the premi s in \ hi 'h tht:y ')IH.luetnl busin~.:ss \\ hik 6'% tmned the 

premises which wen.: oftt:n ju t h lk but 1 nt~.:d th~.: land k:n in' only abtml 13% or the 

cntcrprises \ ith capit, lin uit inrt . 
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(1971) indicate that generally, most of the teclmology used by the informal sector is Jess 

sophisticated than that of the formal sector. In practice, two effects are at work: First is the 

compositional effect in which the informal sector engages in a wide range of labour intensive 

activities which for a variety of reasons are avoided by the formal sector. Usually, these are 

activities which do not lend themselves to mechanization e.g. woodcutting, charcoal making, 

bamboo cutting, bead products, wood and stone curving, hunting, letter writing and translating. 

Second is the competitive effect which applies to those activities to which mechanization and 

mass production is technically feasible, but the market is too small and fragmented to warrant the 

required capital outlay. Thus, the informal sector is competitive in these ' niches ' and may indeed 

undertake work sub-contracted to it by larger formal enterprises. With these types of activities, 

production ranks are usually very short and indeed much of the work is customer ordered. The 

technologies used are also adapted to the situation e.g. posho-milling, tailoring, wood and metal 

working, making of shoes and other leather products. Thus, in comparison to the formal sector, 

the rural non-farm sector uses more labour intensive process of production. 

2.2.4 kill Acquired Out ide th ormal chool ystcm 

'I he term ' informal' was originally u ed to describe an unregul nk d trading and 1 roduction 

system. It has however since been applied to a much wider range of ac tivities including informal 

housing, informal healthcare. informal tran portation and informal educ.1tion. lh.: II has 

suggested that most of the kill , cqui11:d by pt. ctition~.:r in thl' informal Sl'c!or \\ ere acqu ired 

within an informal sy tem of n )( in hot I ant ttainin' colleges. ln lmmnl 
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training predominates in the informal sector. A comparison on the level of education attained by 

heads of all households in the Central Province survey indicated that 5 times as many operators 

had received formal education beyond standard six. 

This would mean that even though basic technical skills are acquired outside the school y tern, 

the broad skill of reading, writing, numerics are acquired within the formal education system. 

Some would argue that the increasing of operators with formal school qualification mainly 

reflects rising expectations and that they serve to exclude peasantry from entering such 

occupations. Literacy is also equally important in reading government reports, newspapers and 

other sources of information, book-keeping or keeping of accounts, making orders and filling 

government forms . These are skills acquired within the formal school system. 

2.2.5 Reliance on Indigenous Re ources 

If resources arc defined to include both capital and labour, then, indigenous resources ar ' indeed 

important to rural non-farm sector e.g. the entral Pro incc or Ken) a sin · cu1 itnl and labour 

outputs are almost exclusively obtained from local ources. The a' crnge month I cost o r inputs 

from wholesale and from other sources may be compan:d and c mtrasted . B) \ tt llll:, we ll over 

three quarter are purchases from the formal s ctor. 'I o s l lllC c. 'k nt , \ irtuall all !'orm · of 

retailing including petrol stations form part of the rural non-ilmn sc ·tor. F en small scale 

manufacturing activities in the local an:a m ke. ub ·tantial pur ·h,tse · fmm the fo rmal sec tnr. But 

there is one activity group n, mely tht: prim. r. 

the indigenous re cure arc o n h !min I) 
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capital needed to start an enterprise varied considerably from one activity to another. There are a 

number of activities for which the capital cost entry are minimal e.g. wood carving, charcoal 

making and a number of craft based industries like stone carving, e. t. c. 

However, the income and profits earned from these kinds of activities were correspondingly very 

small. But for much bigger activities, the cost of capital was very hi gh averaging about K hs. 

50,000 or more. One of the ways of raising this kind of money was either through title deed of a 

"shamba" or sale of a "shamba" (land) . Coupled with this, a second problem has to do with 

business enterprise and management skills. These enterprise and skills are required not only to 

start a bigger business but more so in the successful running and operation of such a business. 

2.2.7 Unregulated and Competitive Markets 

Accord ing to the Central Province survey, there were a number of activi ties in the same line o f 

busi ness operations wi th very min imal barriers to entry. It pr scntcd the picture thnt th small 

business sector is entirely unregulated. The basic regulation for the en terprise opcmtion wns that 

they obtain a trade license from the local authority. lhe wen: n:r cas) to t btain although som • 

respondents claimed that they were difficult to secure .. 1ore than 90° o of sampkd bus in •ss 

enterprises were licensed but there wer also unliccJL'Cd cntrcprcn~.:urs like loca l bars and some 

successful bicycle repairers. ne of the difticulttc · en ·mmtcrcd "as the problrm or obtaining 

loans from either the bank or government en ie -. ll11.:re wa. much \"lriabilit in some line.:; of 

business but overall, rdailing app • n:: It b m r~.: ~.:t 111I tith ~.: than m:mufadurin' and rcpai1 ing 

In the primary extraction ' I ' llk, 1 dll)] t.llilHls and repair shops, tht•s~.: 
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ideas about some qualities an entrepreneur should watch out for in himself because some 

entrepreneurs have had some success due to these qualities while others have had failure due to 

lack of them. As the saying goes, "Prevention is better than cure", synonymous with the saying, 

"Forewarned is forearmed ". 

2.3.1 Healthy 

In reference to health, (Anderson and Dunkelberg, 1993) are emphatic to state that business 

owners cannot "afford" to be sick. They do not have sick leave, and they often have no one to 

replace them. They have to be in business, "day in, day out", "year in, year out", "in ' sickness ' 

and in health", where sickness is in inverted commas because there is no room for sickness in the 

body of a business owner since "he holds the business in the palm of his hand". Inasmuch as 

' 
Anderson and Dunkelberg did not use the terms, "phys ical health", thi s is what they were 

referring to. 

In reference to health on the other hand, Torrence (1992) uses th t ~.: rms "m ~.: nt n l heu lth.'' 

' 
Accord ing to him, the first thing that comes to mind when th inking nbout tho ·e "ho sur '\.! ·d ·d 

versus those who fai led is mental health. He acknm\ ledgt:s that he i · Yer wd l a war· or the ra ·t 

that the most quoted reason for failure is poor financial management or inadequate li nanci ng, but 

he believes that a company's financial condition i frl' lUL'ntly a ·onsequetH.:e or troubk rath~.:r 

than a root cause of it. What he mean by u c:~.: s or t: ilur~.: i n lt ju t sta ing in business or 

going bankrupt, but achieving on ' bu in r 1 1 n.l ll:tl or fall in' short ol' tlK'm. 
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2.3.2 Realism 

According to Torrence (1992), this is the ability to make realistic judgements about the 

marketplace. He gives an example of two retailers he worked with, both being hit hard by 

depressed sales in Washington D. C. area, retailing during the 1970s and early 1980s. lle says 

that both were multimillion dollar chains which were household names in their industry and both 

Were seriously pressured by the increasing competition from larger businesses which had moved 

into the area a few years back. One of the businesses failed; the other survived and was, at the 

time he was writing his book, operating quite profitably. He observes that, one of the critical 

differences between the owners was how they reacted to developments in their sales volumes. 

According to him, both were involved in massive expense cutbacks to stay in business and both 

had suffered heavy losses which had eroded their capital. The owner who failed struggled for 

nearly two years to hang on, but he never mated sales. When initial months were less than 

projected, he expected to make up the difference in the peak sale months. Instead of making 

single massive cuts to reverse the losses, he ' a ' ah ays endi ng the year with a bitter 

disappointment. ales seemed to drop faster than he cut, unti l the compan 's resom<.:es \\ r so 

depleted that there was nothing left but to declare bankruptC). 

1 orrence points out that the other owner reactt.:d d ci. i' L'l) to the :ales disappoi ntment b 

reducing his annual projections to make them con 1 'lent with the initial trend then cuttin' 

expenses to bring them in line with the n;Vt.:nuc he ·ould 1\:,l tmabl t.: pe 't. l k adds that the 

first remedial year was e. ·cruciating tht.:t ' cr li . c l c. fen 'Cs and \Hitc-orrs !'rom 

closed stores which force l a lo , th u d on~: II om I he JWC\ ious ' t.: ar. l ie •ot s 
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the decisive action to save his business. The unsuccessful entrepreneur on the other hand, never 

faced reality. He let his feelings about the future influence his decisions, with the result that he 

never acted decisively enough. He bet on his hopes and the consequence was disaster. 

2.3.3 Knowing How to Read Financial Statements 

A successful entrepreneur must know how to read financial statements (Torrence, 1992). 

According to Torrence, a small business is perhaps the only activity in society where what 

happens is what happens, short and sweet. In his view, as an entrepreneur, you either made profit 

at the end of the year or you didn' t. As such, no matter what you say, what your politics are, on 

matter who you know - if you sustained a loss, it was a loss, and the consequences are 

Immediate. This is synonymous with the fan10us saying "Call a spade, a spade, not a big spoon". 

This means that something should be known for what it is. This also means putting something 

"in bl ack and white" which means stating something and making it plain so that what has been 

stated remains as it is, nobody can change it meaning. 

Torrence observes that in a large corporation. multitude · of manager!) make de<.: isions duy in and 

day out, but there is no direct tie-in with the O\ erall corporak 1 ro!i t. ,'omdimes th · 'hier 

Executive himself seems disengaged from the proce ·. I k give · e amp! 's or t \\ o large 

companies which the American goverrum;nt wa · pre sured into bai ling out in time · of crises, 

namely, Chrysler and Continental Illinoi . He i. qm k to .1dd that. thei\.' "ere compd ling n~<lsons 

r or the government to do so in both t ut th~.: p )int i. th.11 no small business C\ ~.:r has that 

luxury. A small bu inc th, t g ut bu in ut l)f lusin~.: k:n in • not even a 1 ippk 
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receive inaccurate statements but lack the aptitude to sense their inaccuracy, only to find out later 

that what was reported to be profit was really a loss, sometimes a tragically large loss. 

Torrence concludes by likening not knowing how to read financial statements with flying a small 

plane without instruments through thick clouds over a mountain range. lie notes that the 

successful entrepreneurs he had met grabbed their financial statements each month and read 

them carefully, ensuring that they understood every bit of information recorded in them. 

2.3.4 Minding the Store 

"Minding the store" is a simple act, but a profound one. It is a characteristic that sets apart those 

who succeed from many of those who fail (Torrence, 1992). As a matter of caution, Torrence 

points out that he had met many bankers and business owners who took vacations or attended to 

other things rather than paying attention to their business, which in his view wa the most 

1111 POrtant thing .. frequently, according to him, such were the signs of forthcoming financial 

trouble. 

Torrence emphasizes that "paying attention to the business" also kmm n as "minding the store" 

takes care of many problems which can torment those \\ ho:e attention has \\ till kred to other 

things, whether those things be vacations. Ia\\ uit . indu ·try assoL·iation '' ork, or other business 

ventures outside the main business. ·· 1inding the tore" i s. non mous \\ ith the sa ·ing, "First 

things, first", which mean that fo r 
.,, . 

11s, however, from a prac tic 
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businesses that constantly did things wrong, and others were in a class of successful 

entrepreneurs who learned business because it was in the family-parents or grandparents or aunts 

or uncles who were astute entrepreneurs themselves. 

According to Torrence, life experience is also a contributing factor. In line with this, he notes 

that some business owners in their late twenties or early thirties had gone under because they 

couldn' t handle business problems at the crucial time. He is optimistic that, perhap a decade 

later they might have known themselves better or they might have had a deeper perspective on 

life 's priorities or better still, perhaps they would have been able to stand up to those tough 

decisions requiring patience and a kind of emotional endurance that comes from knowing for 

sure that they are inevitably going to fail at some things, and that though it does matter, 

ultimately it doesn ' t matter. As a matter of fact, according to him, a more experienced eye sees 

deeper into trends and is able to interpret what is happening. 

Torrence encourages prospective aspirants of success in small bu incss by saymg that , a 

successful entrepreneur doesn ' t always ha c to have been succt!ssful th roughout th 1 ·ri od h · 

has ru n his enterprise. He backs this statement b) noti ng that ·ome or the mos t su ·e ·ss ful 

entrepreneurs he had known had experienced great trouble at some 1 oi nt in thei r busin ·ss 

careers. According to him, business owners who have had real problems ~110\\ \\hat troubl l.! is 

and they always anticipate it. while on the other hand the one \\ ho hme bree:red through 

successfully all the way don't think they an e, r~ri~n ·~.: trouble. 
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nobody can tell them what it is like. They can only find out themselves. This is synonymous with 

the saying, "Experience is the best teacher". 

2.3.6 The Ability to Judge Advice 

Torrence (1992) believes that a successful entrepreneur has the ability to distinguish good advice 

from bad advice. According to him, it is rare to find a business owner who can operate without 

counsel. In fact, he is categorical to note that, some have succeeded partly because of the help of 

an extremely astute advisor or set of advisors. He is, however, cautious to note that, many 

advisors, lack the necessary insight into what really makes a small business work, even if they 

are frequently exposed to those types of companies. He is quick to add that simple exposure does 

not equal knowledge. Further, there are those who will never have the knack of it, though they 

may be in a position to act as advisors. CPAs, lawyers, bankers, and consultants all look and talk 

alike, but some are more astute about small bu iness management than most of their proCession. 

According to Torrence, an entrepreneur needs advice but he must lx: able to •valuate \ h th r 

that advice is sound or not. In line with this statement, he adds that, too oltr..:n th · •uidancr..: from 

outside professionals has led to serious busines · problems. because the alh isor, no t!Hilh:r ltm 

qualified he was in that profession, simply did not under ·tnnd the guts or how a small bu-;incss 

lives or dies. I Ie points out that, when the advice was nccL'ptL' I on authorit rather than being 

Weighted, sifted, and tested within the own r' min I, h~.:artbrcak frcquu1tl ensued. 
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2.3.7 Interested/Motivated to Achieve 

According to Anderson and Dunkelberg (1993), entrepreneurs' businesses give them a sense of 

"drive" or "inspiration". Business is their reason for waking up, going to work, and ultimately, 

Working very hard. They have a very high sense of interest in their businesses. The greatest 

motivator to entrepreneurs is clearly defined strategies, goals and objectives which they must 

Work diligently to achieve. According to Foley and Green (1989), it is essential for the 

entrepreneur to remain interested in the product or market. Boredom or lack of challenge is a 

sure road for failure. 

2.3.8 Calculated Risk Takers 

Owners and entrepreneurs are willing to take moderate, calculated risks if they feel that they can 

influence the success of their businesses. They are willing to venture into new markets with new 

products, or old markets with new products without fear of failure (Anderson and Dunkelberg, 

1993 ). They believe that they have "the power to rise up like eagles and sore great heights". 

They are not afraid to fall. They have a strong belief in God that "by I lim, the cun <.:rush a troop, 

and by Him, they can leap over the wall". 

2.3.9 Self-confident 

· uccessful entrepreneur ar~? un: about thdr ' n. hilit) to do thin's and b~.: successful. 'I he · arc 

ccr1ain that their bu inc ' •ill tum ut 
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2.3.10 Orderly 

Successful entrepreneurs are well organized in a neat, careful and logical way (Anderson and 

Dunkelberg, 1993). They see order in chaos. They also organize their time and priorities. They 

behave well and they are peaceful. They are always polite. 

2.3.11 Willing to Work Long Hours 

Anyone who wants to succeed in business cannot expect to work eight hours a day, five days a 

week (Anderson and Dunkelberg, 1993). Most successful entrepreneurs have been on record to 

have worked and to be working from 6am to 1 Opm, seven days a week. They are as "busy as 

bees or termites'. They work " tirelessly" . The words, holiday and vacation do not feature 

anywhere in their vocabulary. 

2.3.12 Hard Working and ommittcd 

Successfu l business owners always remam focused on their objecth e · ( nderson and 

Dunkelberg, 1993). They cannot afford to deYiate from their planned acth itie ·. The are alwa · 

willing to work hard, giving the best of their time and energ) to the businesses, belie ing 

strongly in their success. They "wake up bu ine ~~ . breathe business. eat business, drink business, 

think business, talk business, do bu in s and . kep busmes ." 'l his means that business tal es 

fir t priority in their live . 

vital for the 

and lcep th company" n 

hould b ·com mitt d n 

ccording to · 

pm nt 

h u . 

hard \\l)t-k and commitment nrc 

n ·. I h~· ~.:nll~.:pt~.:n~.:m nnd his famil "eat, drink 

mmitm nt lllllll niot stat t'. II ~.:mpln ~.: s 



2.3.13 Antistatus 

Successful entrepreneurs Jay their hands on anything they believe will lead to the success of their 

business. This includes sweeping and mopping floors, cleaning windows and dusting furniture 

(Anderson and Dunkelberg, 1993). They are "Jacks of all trade", meaning, they do anything and 

everything to ensure that their businesses are getting all the necessary attention in order to secure 

their success. They do not discriminate between tasks simply because they have employed 

people to carry out those tasks. They are "here, there, everywhere". Status comes later; 

2.3.14 Superior and Conceptual Ability 

Successful entrepreneurs have the ability to form new ideas or plans in their minds (Anderson 

and Dunkelberg, 1993). They understand the changes occurring in the dynamic environment in 

Which their businesses operate and as a result formulate strategies in response to these 

~:nvironmcntal changes. ·r hey tart their bu incs ·cs from " ·cratch". Ihis m~.:ans that the stnrt 

literally from nothing and with nothing in terms of as ·cts, both non-current and 'li t-rent, and th 

huild their businesses to become multinationals, i.e. they ·tart" ·mall" but they ar' ubl' l) "think 

big". 1hcy are people of vision. As such, they write their vi ·ion and mak~..: ilt1lain, th •n "run" 

with it, stopping at nothing until they reach their de tiny. i.e. nducYc their goals and objective · 

Which must be in line with their bu ines trategy: 
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into cosmos" but they do not just sit down and wait, they work hard and believe God for the very 

best. 

2.4 Factors Influencing the Success of Small and Medium Enterpd e 

Foley and Green (1989) note that, despite the large number of small businesses and their diverse 

range of activities, they do all have one thing in common: in one way or another, they arc all 

striving to be successful. Success in business can be interpreted in many different ways. The 

most commonly adopted definition of success is financial growth with a high level of profits. 

However, other definitions of success are equally applicable and many businesses set themselves 

alternative goals. Some entrepreneurs regard success as the job satisfaction they derive from 

ll1aking a product; this group usually includes skilled craftspeople and artists. Others gain 

satisfaction and attain success by developing new products; this group may be characterised as 

rnv<.:stors and fashion designers. Some groups of work~.:rs such as co-opcrati\'es and commtmit) 

busin<.:sses organize themselves with different employment structures to achieve altcrnati\ c 

goals. 

In addition, Foley and Green note that, many ob. ervl!rs nnd small businL·ss "ritl'rs adopt thL· 

traditional view of business success which equate financial gw" th and a high IL'vd of profits 

With success. The diverse range of criteria "hich an l e a loJil.·d to d ·finl..' :uCL'L's L'tm kad Ill <In 

or 1 1 lc~e observers to view a company a un u ~ ful ' hut tht: "llt'l 01 man.1 1l'l's rt·gard it as 
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to know what they want to achieve so they can adopt the appropriate strategy to become 

successful. It is advisable for all entrepreneurs to come up with business plans which clearly 

specify goals and outline strategies to achieve them. There are different criteria for success an 

entrepreneur should consider before deciding which will be the most appropriate for his or her 

company. It is therefore advisable for every entrepreneur aspiring to succeed not to adopt any 

precise definition of success because the balance between factors such as financial rewards 
' 

independence, creativity, job satisfaction and happiness is dependent on the attitudes [ each 

individual. It is for each entrepreneur to balance between the factors and decide on the goals for 

his or her business. 

In conclusion, Foley and Green note that, despite the much publicized growth for small 

businesses in the United Kingdom - there was a net increase of 140,000 between 1980 and 1984 

- it is probable that few become successful whatever the criteria for success. The number of 

business failures - companies which for one reason or another cease trading - is high. Between 

1980 and 1984, 690,000 businesses ceased trading, rl.!prcscnting ncar!) halt' th ' t tal numb rot' 

companies in the nitcd Kingdom. v~.:r 0% of com panic which start in L usincss c~.: n s trndin , 

Within four year . These figures suggest that the likelihood or sun h HI. kt nlom: Stl t: ' ss, is lm 

for many companies. However, a· th is rc ·carch papct dead in li ca l ~.:s that. lit ~.: ·!Inn ··.· of 

survival and success can be enhanced if enlrepren ur · haYc a cl m and rcalt sti · idea of'\\ hat th ~.: 

want to achieve and their company adopt ~ appropriate 01 czt~tin' J IOC~.: iurcs. 
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2.4.1 Planning 

Foley and Green (1989), identify the need for adequate business planning as the main attribute 

which contributes to success. According to them, it is believed that it is only by the owner or 

director clarifying what he wants to achieve that he can plan for the future and develop a ·tratcgy 

or trading pattern to achieve the desired level of success. Busine s planning i · particulmly 

valuable by companies which have achieved a high level of financial success. Even for 

companies striving for success in ways other than financial , such as maintaining an optimum 

size, planning for the future and the adoption of goals and objectives is a beneficial exercise. 

In Foley and Green 's view, whatever a company's criteria for success, business plans and 

performance targets provide a bench-mark against which to evaluate success. Company strategy 

and operating patterns can be evaluated against plans to assess wheth r element are beneficial or 

detrimental to success. Companies operating on a day-to-day basis respond to problems as the) 

arise. 1 his approach makes them prone to unfavourable trading patterns. Business plans and the 

regular appra isal of company pcrfonnancl.! against dl:sired tar •ds can a\ id this probk·m. 

In conclusion, foley and reen ·a· that the n!\ 'lc\\' or a bu incs · plan, "hi ·It ~ hould h 

undertaken on a six-monthly to yearly ba i . a: how a c '1111 any ha p ' I 1\.mn · i 'tguin ·t u set 
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2.4.2 Creativity and Independence/Innovation 

Foley and Green (1989), note that many people are dissatisfied in their current job working for 

someone else. Some feel restricted because they have no control over the type f worl they do, 

others believe their creativity is being stifled by the organization in which they w rk. As a result, 

some decide to do something positive about either or both of these problems and start their own 

business. Usually, this is a carefully considered decision. Sometimes the push to leave work i so 

great that the decision is taken with little consideration of the longer-term con equences and the 

business is simply a method of escaping from existing unsatisfactory situations. Even in this 

case, companies can become successful, but the decision to start in business obviously needs to 

be considered carefully. 

According to Foley and Green, starting in business may allow entrepreneur to realize their 

creative or innovative potential, but at some point, products have to be so ld and income 

generated to provide funds to run the bu incss and plan for future dc\clopmcnt. For Cashion 

<.ksigners, COmputer software de igncr ', potter~ and ot!H.:r t peS Of craftS( 'OpJc for \\hi •h 

changing styles and variety in output an: a ncc~.:~slt)', th~.: cr~.:ati\ e work in In ·lopin 1 pmd\1 ts 
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their creative talents regularly in the development of th bu in· ·. I· 11 th in\'~: ·tor tlr inno\ utor 
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others competing to serve the company' s customers. The entreprenew- is therefore free to do 

whatever he or she wants; but if the company is to become successful, it will be dependent on 

customers. Serving their diverse needs and requirements - when, where, how and at what price 

they require- is a considerate constraint on the independence of any small business. 

World Bank (1990) observed that the advantage of small scale enterprises lies in the fact that 

most are taken by entrepreneurs who are often characters within enterprising personality and 

mnovative spirits. Entrepreneurs are therefore by nature creative, which in effect leads to 

venturing into ideas that lead to economic development and scientific discoveries. Schollhammer 

and Kuriloff (1998) pointed out that the early English entrepreneurs demonstrated a key 

ingredient of the enterprising personality and innovative spirit. According to them, small scale 

enterprises were involved in developing inventions for commercial use and in applying new 

scientifi c discoveries for productive purposes. Their success proved the work of doing new and 

useful things or doing old things in newer and better ways. In their efforts, they set a base for 

entrepreneurs who were to follow; th is innovation must b the central characteri sti c for 

cntreprencur endeavour. 'I his lo r the foregoing shou ld portray the e tent or thl: importnnce or 

SMI~s to any country although the; cmpha ·is \'aril: · with the countr ·'s J~:,d or '~o nnmic 

development and other sophistication to pcopk: life t ·ks. 
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2.4.4 Market Share 

In the 1970s much of strategic management dealt with size, growth, and portfolio theory. The 

PIMS study was a long term study, started in the 1960 and lasted for 19 years, that attempted to 

understand the Profit Impact of Marketing trategies (PIM ), particularly the effect of market 

share. tarted at General Electric, moved to Ilarvard in the early 1970s, and then moved to th · 

trategic Planning Institute in the late 1970s, it now contain decades of information on the 

relationship between profitability and strategy. Their initial conclu ion wa unambiguous: The 

greater a company's market share, the greater will be their rate of profit. The high market share 

provides volume and economies of scale. It also provides experience and learning curve 

advantages. The combined effect is increased profits (Buzzell and Gale, 1987). The studie 

conclusions continue to be drawn on by academics and companies today: "PIM provide 

compelling quantitative evidence as to which busine s strat gies work and don't' ork" 

Previous research indicated that a 10\: market shan! strategy could also be 'ery profitable. 

Schumacher (1973) Woo and oop~.:r (1982) L~.:v~.:nson (1984). and I.H~r rrn,crso {!00!) 

showed how smalll:r nich<.: players obtained v~.:r ' hi •h n:turns. By th~.: ~.·art · !9HOs th~.: parndt). ic:tl 
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is that, before beginning production, or selecting a specific marketing alternative, he should 

consider some general marketing principles and develop a marketing strategy. This is because 

the producer who develops a sound marketing strategy, and considers marketing as important as 

production, definitely has economic advantage over those producers who don't. In addition, 

Salazar says that, developing a marketing strategy involves three clements: Determining present 

situation; Determining final marketing goals; Developing a logical plan for getting li·om the 

present situation to the final goal. 

Further, alazar says that, in order to maintain and increa e sales, companie need to provide the 

market with what it requires. To do this effectively and profitably, companies need to know their 

market and identify what their customers require. In his vie\ , market re earch does not need to 

be highly sophisticated, but it is essential that some market research be undertaken before 

developing a company or entering a new market. In conclusion, he says that, in order for a 

company to be successful , there is need for continuous monitoring of the market. 

MSU l:xtcnsion Department (2004) \ rite that. to r tht.: entrepreneur or sm·1ll business O\\ nt.:r, 

marketing is a matter of determining demand, matchin I a pmduct or sen ic~..: '' ith custtHlll' r 

need and promoting tho e attri but~: ·in th • markdpl ttl: to produ ·~: sak s. In a llition, n1:uh·tin 1 

i not a one-time event, but an on-going pro . 1 p ·ci ltc Ill rkctin I 1 hn out linin' ·on ·r ·t 
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cheapest. In turn, the enterprises compete to produce at the lowest cost in the market, sacrificing 

the quality aspect. The result is a market that views domestic products as vastly inferior to 

foreign-made ones. Faced with this disadvantage and despite import controls imposed by the 

government, the small and medium firm finds itself always on the defensive. It has to prove that 

the quality of its products is, at least, comparable to that of the imported competing brands. 

Further, the small firm has to contend with the shift from import controls to import liberalization 

in many developing countries. This could bring about intense competition resulting in price 

cutting. 

MSU Extension Department (2004) concludes by saying that at the international level, small 

firms are faced with increasing protectionism in the markets of the developed world. Strict 

product and quality standards have been prescribed making it doubly difficult for small firms to 

penetrate the market. The long distances also translate into higher shipping costs making their 

products less competitive. Finally, the large volume demands and consistent high quality deter 

the small firms from serving this market. 

Alan Pickering, Harry Nicholls and Peter Lovell in Foley and· Green (1989) agree on the 

importance of marketing for company success. According to them, in order for SMEs to maintain 

or increase sales, they need to provide the market with what it requires. To do this effectively 

and profitably, SMEs need to know their market and identify what their customers require. 

Market research does not need to be highly sophisticated, but it is essential that some market 

research is undertaken before developing ~ small business or entering a new market. Alan 

Pickering notes that very business ought to be market-led rather than product-driven. 

According to Wikipedia (2008), the 1970s saw the rise of the marketing oriented firm. From the 

begirmings of capitalism it was assumed that the key requirement of business success was a 

product of high teclmical quality. If you produced a product that worked well and was durable, it 

was assumed you would have no difficulty selling it at a profit. This was called the production 

orientation and it was generally true that good products could be sold without effort. This was 

largely due to the growing numbers of affluent and middle class people that capitalism had 

created. But after the untapped demand caused by the Second World War was saturated in the 

1950s it became obvious that products were not selling as easily as they had been. The answer 
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was to concentrate on selling. The 1950s and 1960s is known as the sales era and the guiding 

philosophy of business of the time is today called the sales orientation. In the early 1970s 

Theodore Levitt and others at Harvard argued that the sales orientation had things backward. 

They claimed that instead of producing products then trying to sell them to the customer, 

businesses should start with customers, find out what they want, and then produce it for them. 

The customer became the driving force behind all strategic business decisions. This marketing 

orientation, in the decades since its introduction, has been reformulated and repackaged under 

numerous names including customer orientation, marketing philosophy, customer intimacy, 

customer focus, customer driven, and market focused. 

2.4.6 Advertising and Promotion 

Salazar (2008) wrote that, aside from developing the product, pricing it right and making it easily 

available to the consumers, small enterprises also promoted their products. The main objective of 

these firms in promoting their products was to inform their buyers about their product and to 

stimulate a demand for them. Some intended simply to sustain the interest of the buyers in the 

product while others had the higher goal of substantially increasing their share of the total 

market. 

In addition, according to Salazar, the promotion mix employed by the small companies varied 

depending upon the need of the individual firm and its capability to shoulder the corresponding 

costs. Generally, a combination of two or more approaches was used by the firms in all industry 
. . 

subsectors. Personal selling was the most widely used promotional tool prior to making a sale. 

Typified by an oral presentation of a product to a prospective buyer, it was the cheapest and the 

simplest approach. Another means by which a product got known to a customer is tlu·ough "word 

of mouth" testimonial. This however did not constitute a deliberate effort on the part of the 

entrepreneur to promote his product because it is purely voluntary on the part of the customer. 

Further, Salazar noted that, the other approaches used were samples, store displays, 

billboards/store signs, telephone canvass and direct mail. Other promotional tools utilised by 

more progressive firms were advertisement placements in magazines, journals/newspapers, radio 

and television spots as well as participation in fairs. In Palawan, personal selling was top at 45.9 
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per cent followed by word-of-mouth by 45.4 per cent. Considering the limited resources and 

expertise, small firms in their advertising and promotion came up with material which did not 

meet market demand. In conclusion, Salazar suggested that some form of assistance in drawing 

up programmes and preparation of even such simple things as brochures was required for small 

scale enterprises that are breaking into locations outside their immediate vicinity. 

Kantor (2006) writes that for a small business to be successful, the entrepreneur needs to conduct 

market research to see if there is a market for his product. According to her, an entrepreneur 

should keep his market research simple and cost effective, making it objective (beyond friends 

and family); and monitor repeat sales. An exan1ple is to put out samples or to sell small 

quantities of a product for customers to try. The entrepreneur should look for opportunities to 

distribute his product in the market. Options include selling direct (on the farm or oft), selling 

wholesale, mailing order, roadside stands, internet and specialty retailers. She suggests that 

entrepreneur should consider working with brokers, or distributors once his business has 

expanded beyond the territory it can serve. The entrepreneur should consider wholesalers due to 

the fact that a growing number of specialty food wholesalers deal with small quantities. In 

addition, the entrepreneur should think about collaborating with other small scale entrepreneurs 

to help promote each others products. According to her, packaging is critical because label and 

packaging designs represent the business so the entrepreneur should ensure that they are 

appealing. Finally, the entrepreneur should seek out advertising and promotion opportunities that 

will fit within his budget. Examples include sending out samples, offering tasting opportunities, 

handing out sales literature, or merchandisin~ at some point of sales purchase locations. 

2.4.7 Competitive Advantage 

Michael Porter is probably the most influential strategist to date. He introduced many new 

concepts including; 5 forces analysis, generic strategies, the value chain, strategic groups, and 

clusters. Porter (1998), in 5 forces analysis, identifies the forces that shape a firm's strategic 

environment. It is like a SWOT analysis with structure and purpose. It shows how a firm can use 

these forces to obtain a sustainable competitive advantage. Porter modifies Chandler's dictum 

about structure following strategy by introducing a second level of structure: Organizational 

structure follows strategy, which in turn follows industry structure. Porter's generic strategies 
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detail the interaction between cost minimization strategies, product differentiation strategies, and 

market focus strategies. Although he did not introduce these terms, he showed the importance of 

choosing one of them rather than an entrepreneur trying to position his company between them. 

He also challenged managers to see their industry in terms of a value chain. A firm will be 

successful only to the extent that it contributes to the industry's value chain. This forced 

management to look at its operations from the customer' s point of view. Every operation should 

be examined in terms of what value it adds in the eyes of the final customer 

Kay (1993), took the idea ofthe value chain to a financial level claiming that adding value is the 

central purpose ofbusiness activity, where adding value is defined as the difference between the 

market value of outputs and the cost of inputs including capital, all divided by the firm's net 

output. Borrowing from Gary Hamel and Michael Porter, Kay claims that the role of strategic 

management is to identify the firm's core competencies, and then assembling a collection of 

assets that will increase value added and providing a competitive advantage. He claims that there 

are 3 types of capabilities that can do this; innovation, reputation, and organizational structure. 

The 1980s also saw the widespread acceptance of positioning theory. Although the theory 

originated with Jack Trout in 1969, it didn't gain wide acceptance until Al Ries and Jack Trout 

wrote their classic book "Positioning: The Battle for Your Mind" in 1979. The basic premise is 

that a strategy should not be judged by internal company factors but by the way customers see it 

relative to the competition. According to them, crafting and implementing a strategy involves 

creating a position in the mind of the collective consumer. They observed that several techniques 

were applied to positioning theory, some· newly invented but most borrowed from other 

disciplines. Perceptual mapping for example, creates visual displays of the relationships between 

positions. Multidimensional scaling, discriminant analysis, factor analysis, and conjoint analysis 

are mathematical techniques used to determine the most relevant characteristics (called 

dimensions or factors) upon which positions should be based. They concluded that preference 

regression can be used to determine vectors of ideal positions and cluster analysis can identify 

clusters of positions. 

Lewis (1999) finds competitive advantage in alliance strategies. Rather than seeing distributors, 

suppliers, firms in related industries, and even competitors as potential threats or targets for 
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vertical integration, they should be seen as potential assistants or pru1ners. He explains how 

mutual respect and trust is the cornerstone of this approach and describes how this can be 

fostered at the interpersonal relationship level. 

Torrence (1992) says that knowing the competition is an integral part of analyzing the market, 

both to establish a market position and to estimate what share of total sales a business might 

capture. According to him, competition has a significant impact on all mru·keting strategy. lie 

goes on to say that the entrepreneur should ask himself these questions: Who are the major 

competitors? What are their strengths and weaknesses? What do we have that gives us a distinct 

advantage against them in the competition for sales? What share of the market do they have? 

What share do we have? 

According to Torrence (1992), underestimating competition spells disaster. Therefore, it is 

importru1t to pay attention to competition because a sudden well-conceived attack on any 

industry by a well-financed, well-run competitor is going to hurt, but the drunage will be even 

greater if the entrepreneur is napping. He concludes by saying that, an entrepreneur must be up to 

date on the changes in the industry which could upset the balance in the day-to-day market place. 

Salazar (2008) noted that in the face of the competition, small and medium enterprises utilized 

their strengths against their competitors. Their competitive advru1tage lay in lower price but 

reasonable product quality. Some industries also made it a point to please their customers before 

and after a sales deal such that they were able to maintain their clientele. This was done by being 

flexible in meeting customer's specification, providing good customer relations and after-sales 

service. Firms that achieved less than 50% of their mru·keting objective attributed their low 

performance to competition. These firms either had limited resources or lacked the capability to 

meet the competition. In conclusion, Salazar· suggested that healthier competition needed to be 

enhanced by a relatively even distribution of mru·ket information. Further that, approaches 

needed to be identified, such as using the radio network or holding of mru·ket familiarization 

seminars in the countryside. 
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The American Express® OPEN Small Business Network (1995-2008), addresses every aspirant 

of a successful small business and says, for your small business to succeed, you need to know 

almost as much about your competitors as you do about your own company and customers. 

Unfortunately, many small business owners make the mistake of waiting until a competitor has 

opened up shop across the street and is cutting into profits to find out who and what they are up 

against. It is important for you as a small scale entrepreneur to carry out competitive analysis 

because it allows you to identify your competitors and evaluate their respective strengths and 

weaknesses. By knowing the actions of your competitors, you will have a better understanding of 

what products or services you should offer, how you can market them effectively, and how you 

can position your business. Competitive analysis is an ongoing process. As an entrepreneur 

focusing on the success of your small business, you should always be gathering information 

about your competitors; look at their Web sites, read their product literature and brochures, get 

your hands on their products, see how they present themselves at trade shows, read about them in 

your industry's trade publications, and talk to your customers to see how they feel about 

competitive products or services. 

The American Express® OPEN Small Business Network (1995-2008) , continues to address 

every aspirant of a successful small business by providing him with steps he should follow when 

analyzing his competitors as follows: Firstly, identify your competition. Every business has 

competitors, and you need to take the time to discern who your customers can approach to get a 

product or service that fills the same need as yours does. Even if your product or service is truly 

innovative, you need to look at what else yo~r customers would purchase to accomplish this task. 

For example, you may be opening a Website that offers online Bingo. Your competition would 

be other Bingo sites, other Web gaming sites, the Bingo hall down the street, and any other 

businesses that are competing for the same leisure-time dollars. Begin by looking at your 

primary competitors. These are the market leaders, the companies who currently dominate your 

market. They are probably the ones who you find yourself bumping up against in your search for 

new customers. If you're a florist, it would be other florists in your neighborhood. If you're a 

computer consultant, it would be other consultants with the same specialty. Next, look for your 

secondary and indirect competitors. These are the businesses who may not go head-to-head with 

you, but who are targeting the san1e general market. Sticking with the florist example, it might be 
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a small local roses-only store, a national floral delivery service, or the flower/plant department of 

your local supermarket or discount store. Finally, look at potential competitors. These are 

companies who might be moving into your market and who you need to prepare to compete 

against. For exan1ple, you might have an independent frozen yogurt stand; you will need to 

prepare to compete against national frozen yogurt franchises, even if they are not yet in your 

market. 

Secondly, analyze strengths and weaknesses. After you've figured out who your competitors are, 

determine their strengths and find out what their vulnerabilities are. Ask yourself questions like, 

"Why do customers buy from them? Is it because of their price, value, service, convenience or 

reputation?" Focus as much on "perceived" strengths and weaknesses as you do on actual ones. 

This is because customer perception may actually be more important than reality. It is a good 

idea to do this strengths/weaknesses analysis in table form. Write down the names of each of 

your competitors. Then set up columns listing every important category for your line of business 

(price, value, service, location, reputation, expe1iise, convenience, personnel, 

advertising/marketing, or whatever else is appropriate to your type of company). Once you have 

this table set, rate your competitors, and be sure to put in comments as to why you have given 

them that rating. You might even want to put strengths in red and weaknesses in blue, so you can 

tell at a glance where each competitor stands. 

Thirdly, look at opportunities and threats. Strengths and weaknesses are often factors that are 

u.nder a company's control. But when you . are looking at your competition, you also need to 

examine how well prepared they are to deal with factors outside their control. These are called 

opportunities and threats. Opportunities and threats fall into a wide range of categories. It might 

be technological developments, regulatory or legal action, economic factors, or even a possible 

new competitor. For exan1ple, a photo developing store needs to know how well its competitors 

are prepared to deal with the advent of digital photography. Or a company that sells over the 

Web should analyze how its competitors are prepared to deal with online security issues. Again, 

an effective way to do this is to create a table listing your competitors and the outside factors that 

will impact your industry. You will then be able to tell how they can deal with oppotiunities and 

threats. 
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Fourthly, determine your position. Once you figure out what your competitors' strengths and 

weaknesses are, you need to determine where to position your company vis a vis the 

competition. Some of this may be obvious from the results of your analysis, but it also pays to 

take a hard look at how your business operates. One of the most effective ways to do this is to 

create a strengths/weaknesses opportunities/threats analysis of your business. Rank your 

company in the san1e categories that you ranked your competitors. This will give you an even 

clearer picture of where your business fits in the competitive environment. It will also help you 

determine what areas you need to improve, and what characteristics of your business you should 

take advantage of to gain more customers. The bottom line: look for ways to leverage your 

strengths and take advantage of your competitors' weaknesses. 

2.4.8 Information and Technology 

According to Wikipedia (2008), active strategic management required active information 

gathering and active problem solving. In the early days of Hewlett-Packard (H-P), Dave Packard 

and Bill Hewlett devised an active management style that they called Management By Walking 

Around (MBWA). Senior H-P managers were seldom at their desks. They spent most of their 

days visiting employees, customers, and suppliers. This direct contact with key people provided 

them with a solid grounding from which viable strategies could be crafted. The MBWA concept 

was popularized by Peters and Austin (1985). Japanese managers employ a similar system, 

which originated at Honda, and is sometimes called the 3 G's (Genba, Genbutsu, and Genjitsu, 

which translate into "actual place", "actual tping", and "actual situation"). 

Senge (1990) collaborated with Arie de Geus at Dutch Shell, borrowed, expanded and 

popularized his notion of the "learning organization". The underlying theory is that a company's 

ability to gather, analyze, and use information is a necessary requirement for business success in 

the information age. Senge claimed that an organization would need to be structured such that: 

People can continuously expand their capacity to learn and be productive; New patterns of 

thinking are nurtured; Collective aspirations are encouraged; People are encouraged to see the 

"whole picture" together. 
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Senge (1990) identified five components of a "learning organization". They are: Personal 

responsibility, self reliance, and mastery - Everybody in the organization accepts that he/she is 

a master of the organization's destiny. Decisions are made collectively and everybody lives with 

the consequences of those decisions. When a problem needs to be fixed, or an opportunity 

exploited, everybody takes the initiative to learn the required skills to get it done; Mental models 

- Every member of the organization needs to explore his/her personal mental models to 

understand the subtle effect they have on the behaviour of the organization as a whole; Shared 

vision - The vision of where the organization wants to be in the future is discussed and 

communicated to all. It provides guidance and energy for the journey ahead; Team learning ­

All members of the organization learn together in teams. This involves a shift from "a spirit of 

advocacy to a spirit of enquiry"; Systems thinking - Everybody looks at the whole rather than 

the parts. This is what Senge calls the "Fifth discipline". It is the glue that integrates the other 

four into a coherent strategy. 

Salazar (2008) noted that, entrepreneurs usually gather information on such marketing factors as: 

Product Characteristics, Total Market, Distribution, Consumers, Competitors and Govenm1ent 

Regulations. The information gathered updates them and helps them to adjust their operations to 

the current market situation. Among the survey respondents, 74.7% were in one way or another 

involved in getting data, the most common of which being the prices of products, consumers' 

buying habits and the competitors ' areas of strength. It had been mentioned earlier that market 

research was only a very minor function of the small firm. Direct contact with people provided 

vital marketing information to entrepreneurs. Thus, the leading source of information was the 

consumer. Other sources included suppliers, salesmen, competitors, middlemen, news releases 

and trade publications. 

Further, Salazar noted that, some entrepreneurs (25%) did not gather information on marketing 

factors, arguing the absence of a need for it in doing business. This could mean that: The 

manufacturer claimed to know everything that is necessary in running a business; His firm 

occupied a quite stable position in the industry; He ran a small company with simple marketing 

requirements. It could also imply an attitude on the part of the entrepreneur of taking on the 

challenges as they come. Another reason was the lack of time to attend to gathering information. 

Othet• reasons were the unavailability of the required information, lack of access to the source of 
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information, lack of money to undertake the activity and uncertainty as to what data may be 

helpful to the enterprise. Again, it may be necessary to have government supp01t in identifying 

market information needs and making this available to the enterprise. 

Hallberg (1999) describes information as a special type of "good" that is public in nature and can 

be a source of market failure. As a public good, information is characterized by both non-rival 

consumption (the consumption of the good by one individual does not detract from that of 

another) and non-excludability (it is impossible, or at least very costly, to exclude anyone from 

using it). These characteristics lead to an tmderinvestment in information in market economies. 

When commercially-sensitive information can be held captive by one or a few firms, it becomes 

a source of market power and imperfect competition. 

In Hallberg's view, for markets to allocate resources efficiently, all market participants must 

have the same relevant information. In the real world this assumption seldom holds, and the 

resulting market failures can create biases against small firms . In credit markets, it is difficult or 

costly for banks to obtain information on the creditworthiness of potential SME clients. If 

lenders perceive the risk of lending to that clientele to be greater than it actually is, they will 

charge excessively high interest rates or refrain from lending to that clientele altogether. 

In addition, according to Hallberg, information asymmetries can also lead to adverse selection, 

where higher-risk SMEs, who are willing to pay higher interest rates, are more likely to apply for 

commercial credits. In markets for non-financial services, it is often argued that SMEs do not 

realize the potential benefits of upgrading their teclmology, management and marketing skills, 

and information systems - so that the services designed to assist them in making these changes 

are under-demanded. 

In conclusion, Hallberg notes that, beyond its nature as a public good and source of market 

failure, the fixed cost of acquiring information can create a cost disadvantage for small firms. For 

example, the ability of SMEs to enter and compete effectively in export markets can be 

discouraged by the high fixed cost of acquiring information on foreign buyers, distribution 

charmels, quality standards, and new technologies. The special characteristics of information and 
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their impact on SME competitiveness suggest that the government has a role to play in providing 

information to SMEs (on markets, teclmologies, ways to improve performance, etc.) and easing 

the flow of information in markets for SME services, particularly financial services (e.g. , 

information on SME creditworthiness). 

2.4.9 Infrastructure and Support Facilities 

According to Salazar (2008), while the regional study showed that small and medium firms 

indicated a minimal requirement for infrastructure and support facilities in marketing their 

products, this was not the case for Palawan. For the larger segment of the small enterprise sector, 

the requirement for such support hardly exists due to their limited geographical coverage, small 

production volume, fast turnover of products, adequate facilities of the firm itself and simple 

marketing procedures. Those firms that wanted to expand required these facilities. Among those 

who mentioned a need, the requirements were mostly for trucking and warehouse/storage 

facilities and for collection points and handling equipment. 

In addition, Salazar indicates that, a look at the internal marketing systems of the small scale 

enterprises raises the issues of the appropriate marketing strategies, pricing, marketing 

organization, competitive strategies, product market, distribution channels, advertising and 

promotion, information network and infrastructure and support facilities for the small firm. To a 

great extent this marketing system cannot operate well without the proper production, financial 

and administrative systems. More importantly, in a situation where the firm does not have the 

iriternal resources to adequately address itself to the demands of the market, to what extent 

should assistance be given to it? And which sector should provide the help - the government or 

the private sector through industry associations? It may be helpful to see how in the Philippines 

such questions have been answered. 
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2.4.10 The Owner Must Be Involved 

According to Torrence (1992), the owner of a small business has work to do. He cannot afford 

the luxury of avoiding the sales effort because of not being good at it, not understanding it, or not 

feeling comfortable with it. Torrence equates this to writing a suicide note to the marketplace. In 

a small company, the owner is the origin of all things, therefore, in Torrence ' s view, turning 

sales over to someone else won' t work. This is because, no one else has the hunger for the 

success of the company that the owner does and no one else has their investment at risk, either in 

financial or personal terms as much as the owner does. If it doesn' t come from the top, it won't 

come, at least not with the intensity and focus which a small company needs to survive and 

succeed. If the owner can manage the sales effort effectively, as a direct participant in the 

program or as the sales manager or as the president directing the sales manager, then the tone is 

set for intensive effort for the staff. If the owner is vague, indecisive, or inattentive, the sales 

effort will drift. As you would expect, the entire entrepreneurs who are most often successful 

with selling efforts are those who have come from a marketing and sales background. Of course 

they have other weaknesses. For those entrepreneurs who have to do their own sales, they have 

to follow the following steps: 

Firstly, know the customer. Effective selling begins with understanding the customer's problems, 

then the entrepreneur showing that he is willing and able to solve those problems. For example, a 

customer who is worried about the price of a product can be shown that the entrepreneur can 

deliver good quality at a price he can afford. If an owner has a good grasp of these issues, that 

ui1derstanding can be passed on to the sales force. 

Secondly, develop a comprehensive, practical , marketing strategy. This will give the sales force 

a sound context within which to work. Their efforts will be supplemented by the other marketing 

activities, and their morale will be enhanced by knowing this. 

Thirdly, negotiate reasonable sales goals with the Sales Manager and/or staff. From a 

psychological standpoint, it is important to gain a mutual commitment to these goals . Such 

superficial agreement, without genuine commitment, doesn' t amount to much. 
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Fourthly, follow up. Establish a dialogue with the manager or staff about the results. Well 

organized weekly meetings can be used to evaluate the degree of success the staff is having with 

the present priorities. Discussions can lead to modifications in any phase of the program, to 

enhance results. 

Fifthly, monitor individual performance. Superior performance needs to be recognized. An 

owner doesn't want the best salesperson to leave unexpectedly. On the other hand, subpar 

performance is costly. Why is a sales person not meeting target? Perhaps some training is 

needed. Maybe there is a personal problem. Perhaps there is a person who will have to be let go. 

Some weeding out has to be done over time to build a dynamic staff. 

Sixthly, develop sales consciousness throughout the company. Some organizations get into the 

rut of being service oriented or production oriented. Success starts with the customer. If everyone 

thinks sales, then, they will be sensitive to whatever they might be able to do to enhance the 

effort - from answering the telephone graciously to putting something extra into the product 

they're making or the service they're providing. They'll cooperate and help the sales staff any 

way they can. 

Seventhly, study companies which have developed successful sales programs. An owner who 

learns what worked for other companies can do the same things or modifications of them. Search 

for quality seminars, aliicles, or books on sales and marketing. The knowledgeable owner is 

better off, and the same goes for the staff. 

2.4.11 Sufficient Capital 

Kantor (1999-2006) writes that for a small business to be successful, the entrepreneur needs to 

start small. He needs first of all, to invest ingenuity, secondly, labour and thirdly, money. 

According to her, an entrepreneur who has a day job should keep it because he needs an 

independent source of income to cover his costs for at least the first three to five years. As if that 

is not enough, thorough research regulations need to be carried out at the begitming because they 

may add costs later on in the course of running the business. In addition, Kantor says that capital 

costs should be reduced by borrowing equipment, buying used equipment, sharing resources with 

other small scale enterprises or using community processing facilities. Fmiher initial labour 
' 
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costs should be saved by seeking help from family and friends, and later on in the course of 

running the business, the entrepreneur should consider hiring outside labour. Finally, the 

entrepreneur should develop a business plan that includes outside financing for future expansion 

of his business. 

2.4.12 Superior Management Techniques 

Japan is a perfect example that small and medium enterprises can grow to become successful big 

businesses. Pascale and Athos (1981) claimed that the main reason for Japanese success was 

their superior management teclmiques. They divided management into 7 aspects: Strategy, 

Structure, Systems, Skills, Staff, Style, and Subordinate goals (which are referred to as shared 

values). The first three of the 7 S's were called hard factors and this is where American 

companies excelled. The remaining four factors (skills, staff, style, and subordinate goals) were 

called soft factors and were not well understood by American businesses of the time. Americans 

did not yet place great value on corporate culture, shared values and beliefs, and social cohesion 

in the workplace. In Japan the task of management was seen as managing the whole complex of 

human needs, economic, social, psychological, and spiritual. In America work was seen as 

something that was separate from the rest of one's life. It was quite common for American to 

exhibit a very different personality at work compared to the rest of their lives. In addition, 

Pascale and Athos highlighted the difference between decision making styles; hierarchical in 

America, and consensus in Japan. Finally, they claimed that American business lacked long term 

vision, preferring instead to apply managem~nt fads and theories in a piecemeal fashion. 

2.4.13 Output Goal Approach 

According to Robey (1991), output goals are probably the most familiar kind of goals, and they 

underlie the most conventional approach to studying success In short, organizations are 

successful if they achieve their production or service goals. This assumes an emphasis on high 

quality, adequate volume to satisfy demand, low cost and low price, and efficient distribution of 

the product or service. Achieving these output goals will enswe a return on the owners' 

investment, continued survival and growth of the organization, and satisfaction of customers' 
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needs for products and services. The output approach is most widely used in evaluating business 

organizations. However, non-profit organizations can also be evaluated on this basis. In Robey' s 

view, the output goal approach neglects matters of employee satisfaction and long-term 

adaptability to external changes. 

2.4.14 Internal Process Approach 

While many organizational processes are responsible for achieving output goals, the internal 

process approach deals mainly with human processes (Robey, 1991). It stresses the importance 

of worker motivation, good communication, team-work, loyalty, and sound decision making. 

According to Robey, if these internal processes are taken care of, output goal attainment should 

pose little problem. Since human performance is ultimately responsible for productivity, this 

position argues, success should be assessed by evaluating the quality of human resource. 

While harmonious internal functioning may be important, it is less tangible and more difficult to 

measure than output efficiency. Managers may get subjective feelings and realize that some 

changes are required. A more tangible approach to measuring internal processes is through 

questimmaires and interviews. For example, the Michigan Organizational Assessment 

Questionnaire (MOAQ) is designed to measure demographics, attitudes, reward practices, job 

characteristics, workgroup functioning, supervision, and compensation administration (Seashore, 

1981). Such measures can indicate an organization's health in a broad manner and indicate 

where internal processes need to be adjusted for greater success. 

Robey feels that an exclusive focus on internal processes is also very limiting because companies 

may begin to suffer from what he calls "county club management" and lose efficiency and 

touglmess. More importantly, they may lose sight of the need to cultivate resources besides 

human ones. As a result, the third approach to success which focuses on the general resource 

pools outside the organization is inevitable. 
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2.4.15 System Resource Approach 

According to Robey (1991), both the output and internal process approach neglect the important 

problem of adaptation to changing environmental conditions. The system resource approach 

redirects the attention to the firm's ability to obtain raw materials and knowledge resources from 

the environment. For example, major oil companies need to discover alternative fuels if they 

expect to remain in business when the world' s crude oil reserves are exhausted. System 

resources also include public support for programs, products, and policies. For example, tobacco 

companies in general are evaluated negatively by the public at large. Over 80% of cigarette 

smokers desire to give up the habit, and less than 25% of the public feel that tobacco companies 

concern themselves with consumer safety and welfare (Cameron, 1986). Maintaining 

profitability in this environment has never been easy, but the major tobacco companies have 

been moderately successful in managing external resources. 

All the three approaches discussed above are important, but all define success too narrowly. The 

fourth approach overcomes this limitation by focusing on the interest of multiple constituents, or 

stakeholders. In doing so, the stakeholder approach reveals its own bias that multiple constituents 

have legitimate claims on the organization. 

2.4.16 Stakeholder Approach 

According to Robey (1991 ), the stakeholder .approach to organizational success takes issue with 

the assumption that the goals or purposes of individuals must be shared. This is contrary to the 

doctrine by Keeley (1984) that organizations need not entail shared purposes, but only shared 

activities, which serve the diverse and conflicting purposes of individuals - profit for some, 

wages for others, e.t.c. Stakeholders include members of the organization and outsiders who 

have an interest in the organization, either directly or indirectly. External stakeholders include 

customers, competitors, suppliers, investors, and society in general. These are all components of 

the task environment. Internal stakeholders include labour, management, and the different 

departments in the organization (Robey, 1991 ). 
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The stakeholder approach thus recognizes multiple interests that often conflict with one another. 

This may pose some difficulty for anyone seeking for single criterion for measuring success. 

However, as stated earlier the definition for success emphasizes the organization's ability to 

satisfy multiple stakeholders, not just one. Managing stakeholder interests in organizations is 

also a balancing act. Sales and profit growth may become primary goals in many companies, but 

the demands of employees, environmentalists, and local communities must also be satisfied. 

2.4.17 Loyalty 

Some researchers realized that businesses were spending much more on acquiring new customers 

than on retaining current ones. Sewell (1990), Reicheld (1996), Gronroos (1994) and Sasser 

(1990) indicate clearly how competitive advantage could be found in ensuring that customers 

returned again and again. This has come to be known as "the loyalty effect" after Reicheld's 

book of the same name in which he broadens the concept to include employee loyalty, supplier 

loyalty, distributor loyalty, and shareholder loyalty. They also developed techniques for 

estimating the lifetime value of a loyal customer, called Customer Lifetime Value (CLV). A 

significant movement started that attempted to recast selling and marketing techniques into a 

long term endeavor that created a sustained relationship with customers (called relationship 

selling, relationship marketing, and customer relationship management). Customer Relationship 

Management (CRM) software (and its many variants) became an integral tool that sustained this 

trend. 

2'.4.18 Core Ideology 

Like Peters and Waterman a decade earlier, James Collins and Jerry Porras spent years 

conducting empirical research on what made great companies. Six years of research uncovered a 

key underlying principle behind the 19 successful companies that they studied: They all 

encouraged and preserved a core ideology that nurtured their companies. Even though strategy 

and tactics changed daily, the companies, nevertheless, were able to maintain a core set of 

values. These core values encouraged employees to build lasting organizations. Collins and 

Porras (1994) claimed that short term profit goals, cost cutting, and restructuring would not 

stimulate dedicated employees to build great companies that would endure. 
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2.4.19 Re-engineering 

Some of the previous researchers felt that internal company resources were the key to success. 

Barney (1991 ), for example, saw strategy as assembling the optimum mix of resources, including 

human, technology, and suppliers, and then configuring them in unique and sustainable ways. 

Hammer and Champy (1993) felt that these resources needed to be restructured. This process, 

that they labeled reengineering, involved organizing a firm's assets around whole processes 

rather than tasks. In this way a team of people saw a project tlrrough, from inception to 

completion. This avoided functional silos where isolated depariments seldom talked to each 

other. It also eliminated waste due to functional overlap and interdepartmental communications. 

2.4.20 Risk Minimization 

According to Foley and Green (1989), developing a business involves taking a risk or risks. Alan 

Pickering in Foley and Green (1989) suggested that financial risks and exposure could be limited 

by creating the broad financial base and reducing personal financial exposure to a tolerable level. 

Paul Foley advocated the minimization of trading risks by not' relying too heavily on one 

customer and carefully considering the consequences of "the big order". This latter point was 

also supported by Lovell in Foley and Green (1989). Harry Nicholls, also in Foley at1d Green 

(1989), provided advice concerning risks which was rather more general in nature. He suggested 

that entrepreneurs be willing to take risks, being tempered by an appreciation of the business and 

the market place. 

2.4.21 The Workforce 

Alan Pickering, Harry Nichollas and Peter Lovell in Foley and Green (1989) as well as Paul 

Foley and Howard Green all agreed on the importance of the workforce. They all noted that the 

quality and commitment of the workforce had a strong influence on success. Their suggestion 

was that the workforce needed to be considered at all times. There was also need to maintain 

their loyalty and commitment. According to them, the development of a profit-sharing scheme 

introduced a method of rewar·ding a loyal workforce for the development of a financially 
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successful company. In addition, they suggested that methods of motivatmg staff were vital to 

success. The co-operative's ability to allow individual members to control their work, acquire 

new skills and change jobs was thought to contribute to the success of the business. 

2.4.22 Luck 

Luck plays an important part in the success of a business. This involves a company finding itself 

with the right product at the right time. To some people, it is lucky if the plan works 

successfully, to others, that is the purpose of planning (Foley and Green, 1989). 
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CHAPTER THREE: RESEARCH METHODOLOGY 

3.1 Introduction 

This chapter focuses on how the research was carried out. It covers the population of the study, 

the sample, data collection method and data analysis method. 

3.2 Research Design 

The research design was a survey of small and medium enterprises located in Gikomba Market 

in Nairobi. The survey design was most appropriate for the study because it provided for 

comparison of similar businesses at the same time across the population in question. Given that 

Gikomba Market comprised SMEs of all kinds, its findings were generalized to reflect the 

factors influencing the success of SMEs in Kenya. 
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3.3 Population 

According to a preliminary survey carried out on 30111 May 2008, the target population comprised 

all kinds of SMEs in Gikomba Market divided into various business categories as shown in the 

table below. 

~ 

._ No. Business Category Total 

1 'Mitwnba' /Second Hand Clothes 200 

2 'Matatus ' /Public Service Vehicles 50 

1- 3 Hotels/Restaurants 50 

I- 4 Fresh Fruits and Vegetables 20 

I- 5 Cutlery/Crokery 30 

1- 6 'Kiosks ' /General Shops 50 

1- 7 Telephone Services 20 

1- 8 Metal Works 30 

I- 9 Pharmacies/Chemists 10 

I- 10 Tailors/Dressmakers 30 

II Local Baskets 20 

f-__ I2 Shoes 
40 

f-__ I3 Coblers 
10 

'-- Total 
560 
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3.4 Sample 

The proportionate stratified random sampling method was the most applicable sampling method 

to pick from the various classes or categories of small business people. A total of 230 out of 560 

small businesses was sampled as shown in the table below. 

r--

f-.- No. Business Category Total Sample 

- 1 'Mitumba' /Second Hand Clothes 200 50 

~-. 2 'Matatus' /Public Service Vehicles 50 30 

f-- 3 Hotels/Restaurants 
50 30 

_ 4 Fresh Fruits and Vegetables 20 10 

1-.. 5 Cutlery/Crokery 
30 10 

f-- 6 'Kiosks ' /General Shops 
50 30 

_ 7 Telephone Services 
20 10 

1-.. 8 Metal Works 
30 10 

r-J Pharmacies/Chemists 
10 5 

10 Tailors/Dressmakers 
30 10 

1--11 Local Baskets 
20 10 

~----.12 Shoes 
40 20 

1-13 Coblers 
10 5 

Total 
560 230 

59 



3.5 Data Collection Method 

This study relied on primary data. Data collection was done by administering a semi-structured 

questionnaire, (see Appendix II), to each category of small business people through face to face 

interviews and drop and pick methods. The questionnaire was adequately prepared and it 

provided for both open and closed ended questions to in order to capture the objective of the 

study. It was divided into two sections, A and B. Section A captured the entrepreneur' s personal 

details, the enterprise's basic details and the factors influencing the success of small scale 

enterprises from the entrepreneurs' perspective. Section B captured the extent to which the 

factors highlighted in the literature review influenced the success of small scale enterprises. 

3.6 Data Analysis Method 

First of all, the data was checked for completeness and accuracy. The pnmary data was 

organized into a descriptive statistical summary for ease in interpretation and analysis. The 

summaries were organized in graphical and cross-tabulation forms. The data was run through the 

Statistical Package for Social Sciences (SPSS) in order to obtain effective results. Mean scores 

were used to analyse the data from both Section A and B of the questionnaire in order to obtain 

an average estimate of the results so as to arrive at a comprehensive conclusion on the factors 

influencing the success of small and medium enterprises. 
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CHAPTER FOUR: 

4.1 Introduction 

DATA ANALYSIS, 

DISCUSSIONS 

FINDINGS AND 

This chapter covers data analysis, discussions and findings of the research. The data is 

summarized by use of descriptive statistics which entails use of frequency tables, percentages, 

rank ordering, mean scores and standard deviation. Out of the 120 questionnaires distributed, 70 

were completed and returned representing a response rate of 58.33%. Data analysis, findings and 

discussions are conducted as indicated by Section A and B of the questionnaire shown in 

Appendix II. 

4.2 Basic Personal and Business Details 

This section of the questionnaire sought to find out the basic personal and business details such 

as entrepreneur's names, business names, legal status of the business, entrepreneur' s source of 

inspiration to start his or her own business, initial capital invested into the business, whether or 
. 

not the entrepreneur had the necessary skills required for him or her to run his or her business, 

entrepreneur's highest level of education, length of time the business had been in existence, 

monthly sales turnover, whether or not the business had financial statements and how often they 

Were prepared. 

It is important to note from the findings that, most businesses in Gikomba market had no names 

because they were not housed in a premise, rather, they were operated in the open air, being 

sheltered by four long wooden sticks which were used to support either an iron sheet roof or a 

polythene roof. This posed a great threat to goods and services during extreme whether 

conditions (sun and rain). Due to this reason, coupled with the fact that most businesses were not 

registered and the fact that there was a high tendency by entrepreneur's to switch from one line 

of business to another in an endeavour to run the most successful business, entrepreneur' s felt 

that there was no need for them to have business names, unlike their counterparts in the Nairobi 
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Central Business District (NCBD) who felt that business names are very important for 

identification purposes especially by customers and the government for registration payment of 

taxes. 

4.2.1 Nature of Business 

The main aim was to find out the classes or categories of small business people in Gikomba 

market. From the findings, it was established that majority of businesses were 'Mitwnba' /Second 

hand clothes (15. 7%) while Pharmacies/Chemists (2.9%) were the least. This is swnmarized in 

the frequency table 4.1. 

Table 4.1: Nature of Business. 

No. Business Category Frequency Percentage 

1 'Mitumba' /Second Hand Clothes 11 15.7 

2 'Matatus'/Public Service Vehicles 9 12.9 

3 Hotels/Restaurants 7 10.0 

4 Fresh Fruits and Vegetables 4 5.7 

5 Cutlery/Crokery 3 4.3 

6 'Kiosks' /General Shops 7 10.0 

7 Telephone Services 5 7.1 

8 Metal Works 3 4.3 

9 Pharmacies/Chemists 2 2.9 

10 Tailors/Dressmakers 6 8.6 

II Local Baskets 3 4.3 

I2 Shoes 
6 8.6 

I3 Coblers 
4 5.7 

Total 
70 100 

Somce: Research Data. 

62 



4.2.2 Legal Status of the Business 

The main aim was to find out the legal status of SMEs in Gikomba market. From the findings it 

was established that majority of businesses (57 %) are not licensed while (43%) were licensed. 

As a result, most SMEs evade paying taxes to the government. This is shown in the pie chart in 

figure 4.1. 

Figure 4.1: Legal Status of the Business. 

Licensed 

43% 

Source: Research Data. 

4.2.3 ·source of Inspiration to Start the Business 

The study sought to find the source of inspiration of small business people to start their own 

businesses. The ;search findings indicated that most of them had been started due to lack of 

white collar jobs which is as a result of the rampant unemployment problem experienced 

tlu·oughout the country and the low level of education experienced by most small business people 

due to their poor backgrounds, having been raised by poor parents and guardians and therefore 

could not further their education and the only option left for them in order to earn a living was to 

start their own business. 

63 



4.2.4 Initial Capital Invested 

The main aim was to find out the initial capital invested into the business so as to determine the 

extent to which it contributed to the success of SMEs in Gikomba market. The research findings 

indicated that most SMEs (28.6%) invested between Ksh. 10,000-30,000, while few SMEs 

(14.3%) invested over Ksh. 50,000. Entrepreneurs felt that the initial capital invested had very 

little effect if any, on the ultimate success of the business. According to them, success depended 

more on the sales turnover and the growth of the business in terms of products and services range 

rather than the initial capital invested. The research findings are as shown in the bar chart in 

figure 4.2. 

Figure 4.2: Initial Capital Invested. 
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Initial Capital Invested 

Source: Research Data 

4.2.5 Necessary Skills Required for a Particular Business 

The main aim was to find out whether the small business entrepreneurs had acquired any formal 

training necessary for them to run their particular kind of business in order to establish to what 

extent their business skills contributed to the success of the business. In my opinion, creativity 

and independence was better when backed by proper education and acquisition of skills 

necessary for success in a particular line of business, whether formal or informal. 
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It was established from the findings that, most entrepreneurs' (66%) did not have while 34% had 

the necessary skills required for them to run their particular kind of business. As such, this 

played a key role in contributing to the success of SMEs in Gikomba market as shown in the pie 

chart in figure 4.3. 

Figure 4.3: Necessary Skills Required for a Particular Business. 

Yos 

33% 

No 

67% 

Source: Research Data. 

4.2.6 Highest Level of Education 

The main aim ·was to find out the highest level of education which the small and medium 

entrepreneurs had attained in order to establish the extent to which their level of education had 

contributed to their success in business. From the findings, most entrepreneurs ( 4 3%) had 

attained Secondary education while very few (9%) had attained University education. Some of 

those who had attained University education were in business because they had always aspired to 

have their own business and be their own boss while others were in business for lack of white 

collar jobs that were in line with their area of study at the University. It was unfoiiunate to note 

that in this era of computers and internet, there were people who could not read or write 

(illiterate) representing (11 %) of the population interviewed. Some attributed this to poor 

backgrounds, having been raised by poor parents or guardians while others attributed it to 
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parents and guardians who no interest in education whatsoever, saying that it was a waste of time 

and money. The end result was a complete struggle because Kenya is multi-cultural and not 

everybody spoke the same language therefore it was important for one to enrol in a school in 

order to learn the common language (English and Kiswahili) in order to communicate effectively 

with customers. The findings of the study are as shown in the pie chart in figure 4.4. 

Figure 4.4: Highest Level of Education 

University education 9% 
Novor wont to school 11% 

College education 10% 

Primary education 

27% 

Secondary education 

Source: Research Data. 

4.2.7 Duration in Business 

An enterprise is not without an entrepreneur. For an enterprise to succeed, its entrepreneur must 

first of all be successful. As seen earlier in the literature review, experience is one of the 

important characteristics of a successful entrepreneur. It is common knowledge that, the more 

one carries out a certain task over and over again, the more he or she polishes his or her skills 

and becomes and expert. An entrepreneur who has been running a particular business for many 

years is experienced enough to be successful in his or her business. With many years experience, 

he or she is able to handle problems as and when they arise and in the best way possible based on 

previous experience handling the same or similar problems. 
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According to the findings of direct interviews and questionnaires answered by the small 

entrepreneurs at Gikomba Market, experience made a great contribution to the success of their 

enterprises because most entrepreneurs felt that since they were selling similar products or 

services, hence resulting in stiff competition, what distinguished a successful entrepreneur from 

one who was considered unsuccessful was wisdom on how to handle customers (both old and 

new) and how to handle problems (both old and new). 

From the findings, those entrepreneurs who had been in business for over 10 years formed a 

majority (20% ), while those who had been in business for between 5 and 10 years represented 

30% of all entrepreneurs, and lastly, those who had been in business for less than 5 years were 

the majority (50%). Inasmuch as the most experienced entrepreneurs were the majority, they 

were the most successful because they had polished their tactics of running the business in terms 

of offering new products to customers, modifying old products and knowing what to sell and 

when, since some products were seasonal. The eldest entrepreneurs who had a huge task of 

convincing customers that their products were of equal or of better quality than their competitors. 

Those entrepreneurs who had been in business for between 5-l 0 years were moderately 

successful while those who had been in business for less than 5 years were least successful. 

Figure 4.5: Duration in Business. 

Over 10 yrs 2p% 

5-10 yrs 
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Source: Research Data. 

Less than 5 yrs SO% 
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4.2.8 Monthly Sales Turnover 

As noted earlier in the literature review, all entrepreneurs are striving to be successful, one way 

or another. Success in business is interpreted in many different ways, the most commonly 

adopted definition being financial growth, characterized by high profits. Usually, a high level of 

sales per month is interpreted to mean a high profit and therefore a high level of success, and 

vice versa. 

According to small entrepreneurs interviewed in Gikomba market, those who earned over Kshs. 

30,000 per month were perceived to be most successful, those who earned between Kshs. 10,000 

and 30,000 were perceived to be moderately successful while those who earned less than Kshs. 

10,000 per month were the least successful, forming a percentage of 40%, 35% and 25% 

respectively. 

4.2.9 Financial Statements 

As noted earlier the literature review, a successful entrepreneur must know how to read and 

interpret financial statements. It is not enough for an entrepreneur to receive well prepared 

financial statements. He or she must be able to understand the implications of each figure to the 

day to day running of the business. 

The main purpose of conducting a research in this area was to find out the extent to which 

financial statements contributed to the success of an enterprise. Most entrepreneurs interviewed 

at Gikomba market did not prepare financial statements and they did not understand what they 

were, but they kept simple records in the most unprofessional way. All they had were records 

showing the day's sales minus expenses resulting in profit, a few creditors and debtors. One 

thing common to all entrepreneurs was that they prepared books of accounts at the end of the 

day, whether they were professional or unprofessional. 
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From the findings, those who did not prepare professional financial statements formed a 

population of 60% while those who prepared professional financial statements formed a 

population of 40% as shown in the table 4.2. 

Table 4.2: Financial Statements 

Prepared Professional Financial Statements Percentage 

Yes 
40% 

No 
60% 

Total 
100% 

Source: Research Data. 

Entrepreneurs who prepared professional financial statements did so themselves, having been to 

local Universities. Those who did not specialize in Accounting or Finance had a chance to learn 

basic accounting knowledge in Financial Accounting which was a core unit, compulsory for all 

students while those who specialized in Accounting or Finance had an easy time preparing their 

financial statements. Entrepreneurs who had no professional Accounting training hired 

professionals on a monthly salary. They gave reasons for lack of professional Accounting 

training such as low level of education due to lack of school fees or lack of interest in the 

Accounting and Finance profession. 

According to the entrepreneurs, despite the fact that unprofessional records were kept, they were 

of the opinion that record keeping (books of accounts) contributed a lot to the success of their 

businesses. This is because they were able to keep track of whether or not they were making 

profits or losses prompting them to act accordingly. 

4.3 Existence of a Business Plan 

As seen in the literature review, planning is the main attribute which contributes to success in 

business. 90% of those entrepreneurs interviewed at Gikomba market had business plans while 

10% did not have business plans as shown in the table 4.3. 
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Table 4.3: Existence of a Business Plan. 

Existence of a Business Plan Percentage 

Yes 90% 

No 10% 

Total 100% 

Source: Research Data. 

For those entrepreneurs who had business plans, they comprised of the business strategy, the key 

people in the business and the talents, expertise or connections they would bring into the 

business, category of business, location of business, financial objective and marketing objective. 

Most of these entrepreneurs were happy to report that they had achieved all that was stipulated in 

their business plans while others had not fully achieved what was stipulated in their business 

plans. Those who did not have business plans did not consider it important. 

Despite the fact that some 1 0% of the entrepreneurs interviewed did not have well laid business 

plans, it is important to note that all entrepreneurs interviewed had goals and objectives which 

included maximizing sales and minimizing cost hence resulting in maximum profit, being able to 

provide basic needs for their families and basic education for their children in the best schools 

throughout the country. 

From the findings, 60% of the entrepreneurs reviewed their business plans regularly, on a six 

months basis, while 40% run their businesses based on the original business plan written before 

the commencement of the business as shown in the table 4.4: 

Table 4.4: Regular Review of Business Plan 

Review of Business Plan Percentage 

Yes 60% 

No 40% 

Total 100% 

Source: Research Data. 
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In the entrepreneurs' opinion, business plans contributed greatly to the success of their 

businesses because they gave them a sense of direction on how to run their businesses and the 

purpose for which they were running a particular line of business as opposed to another. 

4.4 Internal Process Approach 

As seen earlier in the literature review, the internal process approach mainly deals with hwnan 

processes and stresses the importance of worker motivation, good communication, team-work 
' 

loyalty, and sound decision making, since hwnan performance is ultimately responsible for 

productivity. It is common knowledge that a business is not without hwnan beings, be they 

entrepreneurs alone or both entrepreneurs and employees. As such, in my opinion, both 

entrepreneurs and employees need to be treated with care so that they can produce high quality 

goods and services. The research study in this area sought to find out whether or not employees 

had the necessary skills required to run the particular line of business in which they were 

employed, their monthly salaries and whether or not employees were motivated and in what way 

they were motivated in order to establish the extent to which these contributed to the ultimate 

success of the small enterprise. 

4.4.1 Employees Skills 

According to entrepreneurs interviewed at Gikomba market, ?O% of the employees possessed the 

necessary skills required to run a particular line of business while 10% did not posses the 

necessary skills required to run a particular line of business. Those who were not skilled gave 

reasons such as low level of education due to lack of school fees or lack of jobs in their area of 

specialization hence they embraced the first job that came their way since at the end of the month 

what mattered was a salary. The research findings are shown in the table 4.5. 
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Table 4.5: Employees Skills 

Employees With Necessary Skills Percentag_e 

Yes 
90% 

No 10% 

Total 100% 

Source: Research Data 

In the entrepreneurs view and in my view, employees ' skills contributed greatly to the ultimate 

success of a business. 

4.4.2 Monthly Salaries Paid to Employees 

It is common knowledge that employees play a key role in attracting customers through 

politeness, convincing language, cleanliness, quick and high quality service and therefore must 

be motivated in order to achieve the goal of success in business. 

A research conducted in this area sought to find out how well employees in SMEs in Gikomba 

market were paid so as to establish the degree of success of the business and whether this acted 

as a motivating factor to the employees. The research findings revealed that most employees 

(62.9%) were paid between Kshs. 5,000-10,000, 12.9% were paid over Kshs. 10,000 while 

24.3% were paid below Kshs. 5,000 as shown in the bar chart in figure 4.6. 
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Figure 4.6: Monthly Salaries Paid to Employees 
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Source: Research Data. 

In the entrepreneurs' view, the employees' salaries acted as a good motivator to employees since 

on average, the monthly sales turnover amounted to about Kshs. 30,000. They felt that the salary 

was fare enough. 

4.4.3 Motivating Employees 

The main aim of conducting a research in this area was to find out the ways in which employees 

were motivated in order to ensure that they enjoyed their work and given something extra to 

boost their energy towards making the business that employed them successful. The research 

findings revealed that 20% of the employees were motivated while 80% were not motivated as 

shown in the table 4.6. 

Table 4.6: Motivating Employees 

Motivated Employees Percentage 

Yes 
20% 

No 80% 

Total 100% 
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It was established that some of the common tools used to motivate employees depended on the 

business category and included, daily free meals for employees who worked in hotels to enjoy 

with their family members rather than getting home late and beginning to cook. It also cut on the 

employees monthly expenses since they were able to save the money they could have spent on 

cooking items and foodstuffs and use it for other more pressing needs. It also ensured that the 

employees slept early and woke up early hence they were energized enough to face a new day ' s 

work. For those who worked in small enterprises which offered Telephone Services, their main 

motivating factor was free airtime. It is sad to report that in the Public Service Vehicle category 

of small enterprises commonly known as 'Matatus', the main motivating factor was the fact that 

most entrepreneurs was employed elsewhere or were running another enterprises in the Nariobi 

Central Business District (NCBD) hence the driver and the conductor conspired and engaged 

themselves in corruption through theft from these entrepreneurs since they were not fully aware 

of how much their vehicles earned in a particular day, expect the figures presented to them at the 

end of the day which were false. 

The reason for a high rate of demotivated employees was mainly due to the fact that most 

entrepreneurs employed 1-5 employees therefore it was difficult to get an annual leave hence 

employees felt overworked. 

4.5 Advertising and Promotion 

As seen earlier in the literature review, aside from developing products or services, pricing them 

right and making them available to the consumers, it is important for small and medium 

enterprises to promote their products or services in order to inform their buyers about their 

products or services so as to stimulate demand for them. This not only increases the small and 

medium enterprises share of the total market but it also creates and sustains consumers ' interest 

in the products or services being promoted and sold and hence increases sales. Small and 

medium enterprises which promote their products or services sell more than those which don' t. 

The main aim of conducting a research in this area was to find out to what extent advertising and 

promotion contributed to the small and medium enterprises in Gikomba market. From the 
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findings, it was established that store displays played a key role in attracting customers. This 

clearly came out from the time one approached Gikomba market from a distance to the time he 

or she penetrated inside the stalls and finally left after shopping. There were products of all kinds 

at the road side, fruits and vegetables, shoes, second hand clothes, local baskets among many 

others. The products and services 'spoke' for themselves. They sold themselves by attracting 

customers from a distance. 

Personal selling or oral presentation of the product to a prospective buyer was the second 

adve1iising and promotional tool. Small and medium entrepreneurs were shouting at the top of 

their voices in their business premises from every corner of Gikomba market to create awareness 

of their products and services in order to attract customers. They would give the prices of their 

products or services so that entrepreneurs who sold at high prices lost customers to those who 

sold at low prices. 

Word of mouth testimonial, i.e. using customers to inform other customers about products or 

services of the small and medium enterprise was the third advertising and promotional tool. It 

was established that entrepreneurs in Gikomba market were in the habit of requesting customers, 

especially the loyal ones, to inform their relatives and friends of their products and services. That 

way, the constantly attracted new customers and kept old ones (loyal customers). 

Only enterprises with permanent stone structures used stores signs to attract customers. It is 

important to note that these were the only few structures which had names. As earlier mentioned, 

the others were made of four wooden support sticks with polythene or iron sheet roofs hence 

they did not use store signs. Telephone canvass was mostly used by loyal customers to place 

orders in advance especially for meals, vegetables, fruits and fresh juice. 

Free samples, direct mail and advertisement placement in magazines, journal/newspapers, radio 

and television sports as well as participation in fairs were no applicable because they were 

deemed to be very expensive. The findings are shown in the table 4. 7. 
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Table 4.7: Advertising and Promotion. 

Standard 

No. Advertising and Promotional Tool Mean Deviation 

1 Store displays 1.77 0.42 

2 Personal selling or oral presentation 1.71 0.46 

3 Word of mouth testimonial 1.69 0.50 

4 Store signs 1.41 0.48 

5 Telephone canvass 1.34 0.45 

Source: Research Data. 

4.6 Competitive Advantage 

Competition as a key success factor as indicated in the literature review since crafting and 

implementing a business strategy involves creating a position in the mind of the collective 

customer hence a strategy is not judged by internal company factors but by the way customers 

see it relative to competition. Competitors should not be seen as threats but as potential assistants 

or partners. Competitive analysis should be carried out before an entrepreneur ventures into the 

market so as to establish a market position and to estimate what share of total sales a business 

might capture. Every entrepreneur should be able to craft new competitive strategies when 

introducing new products or services into the market or when attacking his or her competitors in 

cases where they introduce new products and services before him or her. 

According to small and medium entrepreneurs in Gikomba mar.ket, most of them (70%) carried 

out competitor analysis before they started their business, 30% did not carry out competitor 

analysis before they started their business as shown in the bar chart in figure 4.7. 
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Figure 4. 7 Competitive Advantage. 

80 

60 

Percentage 

40 

20 

0 
Yes No 

Competitor Analysis Before Starting a Business 

Source: Research Data. 

The major competitors of each enterprise were enterprises in the same business categories 

located in Gikomba market because they offered similar products or services. It is important to 

note that the main source of competition was not in the fact that entrepreneurs offered similar 
I 

products or services but that they were unique in the competitive strategies they implemented. 

In the 'Matatus' business category, competitive advantage was gained by lowering prices, having 

radios so that customers could listen to New Bulletins as they travelled, VCD hip hop Music 

(both local and international), politeness, age of the 'Matatu' whereby new 'Matatus' had a 

greater competitive advantage compared to old ones, high speed .and the wisdom of the driver in 

finding alternative routes where there was least traffic jan1 so that the commuters could reach 

their destination on time and so that they could cover many trips in order earn more money for 

the owner and for themselves through theft (sad to report). 

In the Hotels business category, competitive advantage was gained by lowering prices, having a 

television set so that customers could watch their favourite programmes and New Bulletins as 

they fed, cleanliness, politeness, and quick and high quality service. In the Metal Works business 

category, the entrepreneurs gained competitive advantage by having high technology machines 

rather than using human being (manual labour) for cutting metal, politeness and high quality 

products. In the 'Mitumba' business category, entrepreneurs gained competitive advantage by 
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how unique they were in their application of advertising and promotional tools such as store 

displays, personal selling or oral presentation of their products and word of mouth testimonial, 

politeness and low prices. Each entrepreneur also took advantage of the fact that his or her bale 

of clothes was unique despite the fact that they were all selling clothes. Among the various 

categories of clothes found in various bales were ladies trousers (whether jeans or official), male 

trousers (whether jeans or official), tops (blouses for ladies, shirts for men and T-shirts for both 

ladies and men) dresses, socks, inner ware (for both ladies and men) and babies clothes. 

Some of the problems that competitors had in common included, harassment by the Nairobi City 

Council (NCC), fires which occasionally gutted down their goods and services, poor sanitation, 

semi-structures which comprised of four wooden support sticks and iron sheet roofs or polythene 

roofs which either let in too much heat and dust during the hot season or too much rain and mud 

during the rainy season since Gikomba is an open air market. 

In my view as was m the view of small and medium entrepreneurs m Gikomba market, 

competitive advantage plays a vital role in contributing to the success of an enterprise since it 

creates a distinction between the products and services offered. 

4.7 Market Research 

As seen earlier in the literature review, it is important for an entrepreneur to find out what 

portion of his or her business category he will occupy before he ventures into business so as to 

know what contribution his or her business will make in the market. It is also important to carry 

out market research so as to be aware of opportunities to be exploited in the market and threats to 

be avoided or handled in the market such as competitors. 

The main reason of conducting a research in this area was to find out the extent to which market 

research influenced the success of an enterprise. Entrepreneurs from Gikomba market were of 

the view that market research contributed greatly to the success of an enterprise because one new 

what to implement and what to avoid before venturing into business. The greatest percentage of 
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the most successful entrepreneurs had conducted a through market research before venturing into 

business. The findings are shown in the pie chart in figure 4.8. 

Figure 4.8: Market Research. 

Yes 27% 

No 73% 

Source: Research Data. 

4.8 Information and Technology 

As earlier indicated in the literature review, success m business requires a lot of active 

information gathering <;tnd active problem solving. Entrepreneurs should spend a lot of time 

interacting with other entrepreneurs especially those from the same business category, customer 

and suppliers so as to be able to find out what products to stock in their business and services to 

offer in order to gain competitive advantage over their competitors. 

The research conducted in this area sought to find out the extent to which small entrepreneurs in 

Gikomba market were exposed to new information and how it influenced the success of their 

business. In terms of new information, the main focus of the research was to find out the extent 

to which entrepreneurs in Gikomba market were aware of the existence of the Website known as 

Gikomba.com. 
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From the findings, it was established that 90% of the entrepreneurs were not aware of its 

existence while 1 0% were aware of its existence as shown in the pie chart in figure 4. 9. 

Figure 4.9: Awareness of Existence of Gikomba.com Website 

No 
90'k 

Source: Research Data. 

Yes 

Those who were not aware of its existence attributed their main reason for lack of awareness to 

the fact that they were 'prisoners' of their own businesses since there was no distinction between 

them and their business because they had to be there full time hence leaving no time for 

socialization with other entrepreneurs, suppliers and customers. 

In an endeavour to find .out how many entrepreneurs made use of Gikomba.com Website to list 

their businesses, products, services, orders and contacts, it was established that 90% of those who 

were aware of its existence made use of it while 1 0% did not make use of it as shown in the pie 

chart in figure 4.1 0. 
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Figure 4.10: Use ofGikomba.com Website. 
-------

Yes 

10% 

No 

Source: Research Data. 

From the findings, it is evident that only 10% were aware of the existence of Gikomba.com 

Website and 90% of them made use of it to enhance the success of their business. It was 

established that those who did not make use of it did not know that it was free of charge, said 

that they were 'prisoners' of their own businesses hence had no time to go to Cyber Cafes to surf 

the internet, others attributed their lack of utilization to the fact that they were computer illiterate 

given their low level of education due to lack of school fees while for others it was due to lack of 

interest. 

In my view, information. and technology played a very minimum ~ole, if any, in contributing to 

the success of small and medium enterprises in Gikomba market. 

4.9 Criteria for Success and the Factors Influencing the Success of 
I 

Small and Medium Enterprises in Gikomba Market in Nairobi 

As seen earlier in the literature review, organizational success refers to human judgement about 

the desirability of the outcomes of organizational performance from the vantage point of the 

varied constituencies (stakeholders) directly or indirectly reflected by the organization. With that 

in mind, this section of the research sought to establish whether each entrepreneur interviewed 

considered, himself or herself successful, by what criteria he or she measured his or her success, 
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whether it was a smooth into success or there were any problems along the way, and the what the 

entrepreneurs viewed as the factors contributed to their success in business. 

From the findings, it was established that 90% of the entrepreneurs considered themselves 

successful while 1 0% considered themselves unsuccessful. In general, the criterion used to 

measure success by entrepreneurs in Gikomba market included, productivity, efficiency, profit, 

accidents, growth, absenteeism, job satisfaction, motivation, planning and control. In this case, 

success was based on the more or less of these indexes one had as an entrepreneur. Those who 

had the most of these indexes were considered the most successful while those who had the least 

of these indexes were considered the least successful. 

None of the successful entrepreneurs had breezed through successfully all the way. Some of the 

problems they had to handle along the way included damage of their products by extreme 

whether conditions such as sun and rain, seasonal products such as hot drinks during the sold 

season and cold drinks during the hot season, harassment by the Nairobi City Council, poor 

sanitation, insecurity, stiff competition, low levels of education, and occasional fire outbreaks. 

In the entrepreneurs' view some of the factors which contributed the success of their enterprises 

included, hard work and commitment, wisdom, planning, knowledge of customers tastes and 

preferences and meeting their demands, advertising and promotion, politeness, cleanliness, loyal 

customers, good health, realism and experience 

4.10 The extent to which the Factors Listed Below Have Contributed 

to the Success of Small and Medium Enterprises in Gikomba 

Market in Nairobi 

The research study in this area sought to find out the extent to which the factors influencing the 

success of SMEs visited in the literature review contributed to the success of SMEs in Gikomba 

Market in Nairobi. This was done on a 5.0 scale where: 1 =Not at all; 2=Little extent; 

3=Moderate extent; 4=Great extent; 5=Very great extent. 
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Table 4.8: Extent ofFactors Contribution to Success ofSMEs in Gikomba Market 

Standard 

No. Factors Mean Deviation 

1 Planning 3.89 1.28 

2 Superior Management Teclmiques 3.79 1.25 

3 The Owner Must be Involved 3.40 1.12 

4 Creativity and Independence/Ilmovation 3.36 1.10 

5 Job Satisfaction and Other Objectives 3.31 1.09 

6 Market Share 3.07 1.01 

7 Market Environment 3.06 1.01 

8 Output Goal Approah 3.03 1.01 

9 Internal Process Approah 3.00 0.99 

10 System Resource Approah 2.30 0.76 

11 Stakeholder Approah 2.26 0.76 

12 Advertising and Promotion 2.20 0.73 

13 Competitive Advantage 2.13 0.70 

14 Re-engineering 1.94 0.64 

15 Loyalty 1.81 0.60 

16 Workforce 1.80 0.59 

17 Core Ideology 1.76 0.58 

18 Infrastructure and Support Facilities 1.69 0.56 

19 Risk Minimization 1.64 0.54 

20 Sufficient Capital 1.63 0.54 

21 Information and Teclmology 1.61 0.53 

22 Luck 1.59 0.52 

Source: Research Data. 

For each of the factors influencing the success of SMEs listed in table 4.8 as seen in the literature 

review, small and medium entrepreneurs in Gikomba market were provided with Section B of 

the questionnaire in order to determine the extent to which each of these factors contributed to 

the success of their business. An analysis was carried out, mean and standard deviation obtained 
' 

and the factors ranked in order of highest extent to lowest extent of contribution to success. 
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As Table 4.8 indicates, platming played the greatest role while Luck played the most 

insignificant role in contributing to the success of SMEs in Gikomba Market. According to 

entrepreneurs in Gikomba, planning was the starting point because before starting an enterprise, 

each one of them had to device ways of venturing into the right enterprise so as to ensure 

maximum success such as strategy, goals and objective, raw materials needed to run the 

business, products and services. Whereas most entrepreneurs had written business plans, others 

only had them at the back of their minds. 

According to most entrepreneurs interviewed, luck made the least contribution to the success of 

an enterprise because they felt that any serious businessman or woman should never depend on 

luck to succeed since every business should be opened with an aim, goals and objectives. 
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5.1 

CHAPTER FIVE: SUMMARY, CONCLUSIONS AND 

RECOMMENDATIONS 

Introduction 

This chapter covers the summary, conclusions, limitations of the research and provides 

recommendations and suggestions for further research. 

5.2 Summary 

The main objective of conducting this research \vas to lind out the ractors inlluencing the success 

of SMEs in Gikomba Market in Nairobi. This was aimed at revealing the goals and types of 

success that entrepreneurs were striving to achieve in order to draw a comprehensive conclusion 

between the factors provided by various authors as seen in the literature review and the factors 

provided by the entrepreneurs themselves in order to form an opinion of the factors influencing 

the success of SMEs and to provide information that would be of great assistance to prospective 

aspirants of success in business, financial institutions, professional groups and the government. 

5.3 Conclusions 

Entrepreneurs were of the opinion that the government builds them permanent business premises 

so that they could identify with their competitors from the NCBD and so that they could protect 

their properties and be easily identified by their customers. They said that it was very difficult for 

them to give directions to their customers because their businesses and streets had no names 

hence those who were in the interior of the market lost their customers to those at the roadside. 

Sometimes, they were forced to leave their business in the care of their neighbours to that they 

could go to the 'Matatu' terminus so that they could pick an important customer whom they had 

obtained through word of mouth testimonial. It is common knowledge that the contribution of 

each and every customer counts in business, therefore none should be lost. As such they felt that 

business names played a key role in the success of any business because they attracted customers 
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from a distance and identified businesses based on their various categories (nature of business) 

such as 'Mitumba', Hotel, Telephone Services, 'Kiosks' among many others hence customers 

could easily locate the business that could meet their particular need at any point in time. Aside 

from easy identification by customers, business names would make a great contribution to easy 

identification by the government and the Nairobi City Council to prevent unnecessary loss of 

government revenue through taxes due to tax avoidance by businessmen and women. 

Aside from the business premises, in the opinion of the entrepreneurs, the other main attribute of 

success for SMEs was Planning, followed by Superior Management Techniques and 

Involvement by the Owner respectively. The factors which provide the least contribution of 

success for SMEs were, Sufficient Capital, Information and Technology and Luck.+'In my 

opinion, success is an interplay of many factors since no single factor is totally independent of 

other factors because all factors complement rather than supplement one another. Success is also 

measured by various degrees and is based 011 individualiudgement, incorporating the judgement 

all stakeholders of enterprises rather than the entreprenems themselves. 

5.4 Limitations of the Study 

Several limitations came into play during the research study. Firstly, the time limit was too short 

for such a wide topic which should have been accorded more time so that it could have been 

more comprehensive. Secondly, the entrepreneurs were suspicious of anyone carrying written 

documents and conducting interviews because they felt that their main aim was to find loop 

holes in their business and submit them to higher authorities (The Ministry of Trade, The 

Ministry of Labour, The Nairobi City Council or The Kenya Police) or to their competitors who 

would eventually outdo them and cause them to close down their business. The only booster for 

them to respond to questi01maires and face to face interviews was an assurance to them that The 

University of Nairobi would work hand in hand with the government to ensure that they would 

be provided with the necessary assistance to ensure that they succeeded in business, be it in form 

of loans or education. Thirdly, despite provision of a personal letter, a letter from the University 

and the necessary identification (The University Student Identification Card and the National 
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Identification Card), some entrepreneurs completely refused to respond to the questionnaires and 

interviews. 

5.5 Recommendations for Further Research 

Having studied the opinion of various authors and business advisors, the focus of this research 

was on the opinion of the entrepreneurs of SMEs in Gikomba market Nairobi to find out factors 

influencing their success. 

Since the success of an enterprise acknowledges the claims of various stakeholders such as 

supplier or creditors, employees and customers, as suggested by Robey (1991), it is important to 

conduct a research that will involve these stakeholders in order to come up with a comprehensive 

conclusion on the factors influencing the success of SMEs as a whole. This will provide a wider 

view and will not be biased. 

5.6 Recommendations for Policy and Practice 

The research study established that nearly all entrepreneurs were 'hungry' for support by the 

government in one way or the other, especially financially. Entrepreneurs complained that 

getting enough money to start and sustain their business was the greatest challenge they were 

facing. In fact, before answering any interview questions, they asked the following questions, 

"How will this research help us?" "Will it enable us obtain loans from the government or from 

banks without them asking for collateral?" 

Since the SMEs sector plays the vital roles of provision of employment, economic and social 

development, the seedbed for industrialization, poverty alleviation, personal development or 

rewards, creation of value for the business itself, creation of enterprises, creation of a markets for 

new products and self satisfaction, government assistance is of the essence. Entrepreneurs were 

of the opi~ion that taxes to the National City Council be reduced and that the government builds 

the permanent business premises and warehouses for their products because they had to grapple 

with semi-permanent structures which exposed them to extreme weather conditions hence 
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damaging their products and services during hot and rainy seasons due to dust and mad. This 

would also control insecurity caused by theft and destruction of properties which were long term 

investments through frequent fire outbreaks. It would also help them identify themselves with 

their competitors from the Nairobi Central Business District whom they felt enjoyed greater 

privileges including proximity to customers. 

The entrepreneurs also suggested that the government provides them and their families with 

formal training in their area of interest in business since a good majority of them did not have an 

opportunity to furiher their education to the University level so as to specialize in their area of 

interest due to lack of finances. This. they suggested, could be done in liaison with institutions of 

higher learning in this country especially those located in Nairobi such as The University of 

Nairobi since their businesses were in Nairobi. The entrepreneurs felt that they supported a 

government that did not have their best interests at heart and they were now struggling, living 

from hand to mouth. 

It was obvious from the study that some of the entrepreneurs interviewed did not draw a line 

between them and their business when it came to keeping proper records of accounts. Inasmuch 

as a business is not without its owner, the business entity accounting principle should be applied 

in order to separate the owner's personal records from those of the business so that when the 

owner draws moi1ey from the business for personal use. he is recognized as a debtor and is 

therefore liable to pay the money back to the business. This. is in an endeavour to cut business 

expenses substantially. The owner·s personal expenses should be taken care of from his or her 

salary rather than making drawings from the enterprise 

Since the research findings revealed that most entrepreneurs did not have business plans and that 

those who had them had informal rather than formal plans, not to mention that they were not 

reviewed regularly (on a six-month basis), it is important that all entrepreneurs have formal 

business plans in place and that they review them on a six-month basis since planning came out 

strongly as one of the key attributes which contributed to the success of SMEs in Gikomba 

market. This is due to the fact that consumers' tastes and preferences are constantly changing and 

the 111arket environment is chaotic and constantly changing. 
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APPENDIX 1: LETTER OF INTRODUCTION 

Mercy Njimu 

School of Business, 

Faculty of Commerce, 

University ofNairobi, 

P. 0. Box 30197-00100. 

Nairobi. 

September 2008. 

Dear Respondent. 

FACTORS INFLUENCING THE SUCCESS OF SMALL AND MEDIUM ENTERPRIESES: A 

CASE STUDY OF GIKOMBA MARKET IN NAIROBI. 

I am a Master of Business Administration (M. B. A.) student of the School of Business, Faculty 

of Commerce of the University of airobi. In partial fulfilment of the requirement of the Degree. 

I am carrying out a Management Research Project on the above topic. 

The purpose of this letter is to request you to kindly provide.the required information to the best 

of your knowledge by filling the attached questionnaire. Your co-operation in this exercise will 

be highly appreciated and any information provided will be treated with utmost confidentiality 

and used only for academic purposes. 

Kindly note that my student identification card will be provided for identification purposes. 

Yours faithfully. 

Mercy Njimu. 
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APPENDIX II: QUESTIONNAIRE 

Section A 

Basic Personal and Business Details 

1. What are your nan1es? ........ .. ........... .... ............. .. .......................... .. ..... .. ... ...... ........ .. .. .......... .. 

2. What are the names of your business? .................................. .. .. .. ........ .. .. .. .......................... .. . 

3. What is the nature of your business? ................................ .. .......... .. ...................................... . 

4. What is the legal status of your business? ............................................................................ . 

5. What inspired you to start your own business? .................................. .. ................................ . 

7. How much capital did you initially invest into your business? Kshs ..... . .... . . . ....... . .. . . . . 

8. Do you have the necessary skills required for you to run this. kind of business? i.e. Did 

you go for any formal training to acquire the skills necessary for running your business? 

Yes D No D Please tick in the appropriate box. 

If yes, please specify the nature of training, where you underwent the training and for 

how long? .................. ....... .. ....... ... .... .............................. ... .................................................... . 

9. What is your highest level of education? Please tick in the appropriate box. 

(i) Never went to school 

(ii) Primary education 

(iii) Secondary education 

(iv) College education 

(v) University education 

10. How long have you been in this business to date? .................... .. ...... .. .. .. .............................. . 

11. Please provide your monthly sales turnover (Kshs.) ......... ... . .. .. . .. . .. . ..... .. ..... . ........ . 

12. Does your business have financial statements? Yes D No D 
(i) If yes, natne them .............. .. .............................. . ... . . . ..... . ........... . ..... .. 

I 

How often are they prepared ....... . ..... . ..... . ............. . ........ . . . ..... . .... . .... . .. . 
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Does the person who prepares them have the necessary training required for 

him/her to do so? Please specify . . .. . ... ..... . ......... .. ..... . . . .. . ..... ... .. ... . .. ... . .. . . 

(ii) If no, please give reasons . . ............. . ... . ....... . ........ . ......... . ........... .. .. .. .. .. . 

Planning 

13. Did you have a business plan at the time you started your business? Yes D No D 

14. (i) If yes, what are the contents of your business plan? ........... .... ... ...... ........ ..... ... ..... .... . 

(ii) If yes, have you achieved what was laid down in the,business plan? .................. .... . . 

(iii) If no, please give reasons . ...... . ....... . .......... .. .. . .. . ................. . ............. ... . 

Internal Process Approach 

15. How many employees did you have when you started the business? .................................. .. 

16. How many employees do you have currently? ............................ .. ...... .. .............. .. .............. .. 

1 7. Do your employees have the necessary skills required for them to carry out their duties? 

Yes D No D Tick in the appropriate box. 

If yes, please specify the nature of training, where they underwent the training and for 

how long? .. ... ..... ..... ... ... ..... ........ ...... .......... .... ............... ... ........ ............ .............. ..... ...... ...
.... .. . 

18. How much do you pay as employees ' salaries per month? Kshs .................. .. ...... .... .. 

19. How do you motivate your employees? ................................................................................ . 

Advertising and Promotion 

20. Do you use any promotional tools? Yes D No D 
21. If yes, please specify by ticking in the appropriate box. 

(i) Personal selling or oral presentation of the product to a prospective buyer D 
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(ii) Word of mouth testimonial, i.e. using your customers to inform other prospective 

customers about your products or services. 

(iii) Samples 

(iv) Store displays 

(v) Billboards/Store signs 

(vi) Telephone canvass 

(vii) Direct mail 

(viii) Advertisement placement in magazines, journals/newspapers, radio and television 

spots as well as participation in fairs D 
(ix) Any other/ Specify . ....................................................................... .... . 

Competitive Advantage 

22. Before starting your business, did you carry out a competitor analysis? Yes D NoD 

23. Who are your major competitors? ...... ....... ......... .... ... ...... ... .... ............................................... . 

24. Where are these competitors situated? ... ... .... .......... .............. ..... .. ........... ............. ............... .. . 

25. Is your pricing influenced by your competitors? Yes c=J No 

26. Please specify any competitive advantage you have over your competitors .... . . . ..... . . . . . . . 

27. Please specify any competitive advantage you have over your competitors . .. ... . ... . .... . .. . 

28. Please specify any problems that you and your competitors have in common .... . . . ........ . 

Market Research 

29. Did you do any market research before you started producing to determine the needs of 

the customers? Yes D No D Please tick in the appropriate box. 

30. If no, how did you know what your customers required at the start of your business? 
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31 . If yes, is it the same need you specify today? Yes D No D 

32. If no, please specify any other need .... . .. . . . .. . ...... . ................ . . ... .... . .. .. .... . .... .. . ... . 

33. If a researcher was made available to you, what would you ask them to focus their 

research work on? .............................................. ..................................... ... .... .. ........ ...... ....... . 

Information and Technology 

34. Are you aware ofthe Website known as Gikomba.com? Yes D NoD 

35. If yes, do you use this Website to list your business, products, services, orders and 

contacts? Yes D NoD 

D No D 36. If no, did you know that it is free to do so? Yes 

Criteria for Success and the Factors Influencing the Success of a small and 

Medium Enterprises in Gikomba Market in Nairobi 

37. Do you consider yourself successful as an entrepreneur? Yes D NoD 

If yes, by what criterion do you measure your success? ...................................................... .. 

If no, please give reasons ........... .. ...... . ....... . ........... .. .... . ... . . . ... . ...... . .............. . 

38. If your answer to no. 37 was yes, have you breezed through successfully all the way or 

have you experienced trouble? ..................................................................... .. 

39. If you have experienced trouble, please specify the kind of trouble? .................................. .. 

40. What in your view are the factors that have contributed to the success of your business?.7. 
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Section B 

To what extent would you say each of the following factors have contributed to the success of 

your business? Use a 5.0 scale where: 1 =Not at all ; 2=Little extent; 3=Moderate extent; 4=Great 

extent; 5=Very great extent. 

No. Factors 1 2 3 4 5 

1 Planning 

2 Creativity and Independence/Innovation 

3 Job Satisfaction and Other Objectives 

4 Market Share 

5 Market and Market Environment 

6 Advertising and Promotion 

7 Competitive Advantage 

8 Information and Technology 

9 Infrastructure and Support Facilities 

10 The Owner Must be Involved 

11 Sufficient Capital 

12 Superior Management Techniques 

13 Output Goal Approach 

14 Internal Process Approach 

15 System Resource Approach 

16 Stakeholder Approach 

17 Loyalty 

18 Core Ideology 

19 Re-engineering 

20 Risk Minimization 

21 The Workforce 

22 Luck 
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