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Abstract

The global concern about the persistent stagnatidneven decline in economic growth accompaniechibgnic
unemployment, poverty and its resultant problems lea to increased search for strategies whichdcoul
stimulate economic activity in many economies. $rhakiness development has been at the centre sfage
these efforts based on the notion that small basa® form the context within which entrepreneuaztivity
takes place. Small Medium Enterprises (SMEs) haentfound to have a higher potential for job getmma
because of a lower cost per job created. The stiadyprompted by the fact that a large number of ShEhe
manufacturing sector have not been performing whlle others have closed shop yet they are expected
enable the government of the Republic of Kenyactdewe its 2030 vision. The study particularly seutp find

out those key factors that contribute to the failof small businesses in order to enlighten theepreéneurs
about them so as to avoid them. The main factovestigated includes: capital, technology, managémen
franchising, product diversification, and governmpalicies. This paper however concentrates oritalagand
technology. The study was carried out using a dese research design. The sample under studycetected
through stratified random sampling technique iresthg the respondents. The data was the collebtedigh
interviews and questionnaires. Data was analyzedpagsented using descriptive and inferential sttag. The
study found that capital is vital for superior merhance and increase of competitiveness of the. firm
Technology was also found to be important thoughSMEs are mostly manual driven. The recommenalatio
are to have policies governing the finance seatar @articularly in regard to collateral. Governmeah assist
the SMEs by acting as their guarantor having caroet the risk analysis and mainstreaming the SMEs
identification. Higher learning institutions coudso be used for technology driven informationuimation,
dissemination and implementation by the SMEs.
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1.0 Introduction

Most previous studies in Africa treat informal sechs essentially homogeneous in its charactesidtiowever
they are heterogeneous in nature cutting acrossealbrs of the economy. Majority are characterizgdgmall
activities, limited capital and equipment, limitegcess to information, limited markets and emplalyolr
intensive technology (KIPPRA 2002). The SMEs playiraportant role in the Kenyan Economy contributing
over 50 per cent of the new jobs created (Econmuiwey, 2006). Despite their significance, pastistes
indicate that three out of five businesses faihimitthe first few months of operation (KNBS, 2007)he few
firms that have succeeded to grow into large conegahave in a way managed to address, although not
adequately, the major factors affecting the martufatg SMEs. These factors that affect the manufaog
firms are many and varied. If they are addressegasty the firms would perform well, survive andeevgrow
into bigger companies. In addition, they would teemore jobs to the jobless and improve the gemnveetibre

of the communities they serve. In Thika Municipglithere is a big number of unemployed people @ue
redundancy, illiteracy, retrenchment among othetois. Some of the unemployed residents started ohen
small businesses in the hope of earning some Kiimttcome. This led to the creation of more tharc6fhpanies
and over 2000 registered micro and small enterpnsainly drawn from the informal sectors (ROK, 2D06
However, these businesses are not flourishingeasgshould. The question addressed in this studytheasfore
“what are the factors that affect the performantesmall and medium manufacturing businesses in & hik
Municipality”.

2.0 Literature Review

According to Needles (2007), organizations are uated on the basis of the performance excellenieriar
which is a set of standard that is agreeable tplailers. It is known from economic development,thatil a
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certain stage of maturity is reached, economic tmoiw driven largely by industrialization. But instual
development is not simply a matter of productiongess; it is a matter of a well-functioning finaalcsector
(Isaksson, 2001). In both developing and developedntries, small and medium scale enterprises play
important roles in the process of industrializataoxd economic growth (Ogujiuba and luche, 2004)wéier,

the long term growth and competitiveness are comjmed by the constraints on their access to altema
forms of finance among other systematic and in&tital problems in developing countries. Limitedcegs of
SMEs to credit and financial services has beerntifikxth as one of the most important constraintsficaning the
sector in Kenya (Soderbom, 2001). This has ofteh tte poor maintenance or replacement of machinery,
inability to purchase required materials and sewior to expand (Levitsky and Oyen, 1999). Accardim
Evans and Carter (2000) and Whincop (2001), lairgesfbenefit from established capital markets whamall
firms cannot raise funds. Owing to lack of well-dped finances information systems, the finanséator is
the main sources for SMEs external funds.

Technology does not assure SMEs success or coimeeéss, however, SMEs that make effective use of
technology tend to be more competitive than thded tlo not (SME survey, 2007). Technology is a real
business enabler and if competent levels of ICTuntgthave been reached, successful delivery ottmpany
strategies will be enabled. To continue to be cditipe and ensure future growth, ICT infrastructinas to
interface with the needs of the business and hlaeefléxibility to adopt to changing markets (SMEn\ay,
2007). Rogerson (2001) strongly advocate that tlend access to appropriate technology if theyatave a
competitive advantage otherwise their inability decure technology especially at start-up level ithpa
negatively on the entrepreneurship developmentga®dn today’'s world of globalization. Tlhomola (2)
argues that the challenges in the political climateme countries had out of necessity to stealsidiean the
competitors in order to upgrade their technology etmable them meet the challenges of the changing
environment. Successful entrepreneurs had to bentdémgy oriented and willing to adapt to a changing
environment, whereby innovation is a key to surviva

Rwigema et al (2004) advocates that initiative sseatial as the business depends on entreprersmiish.
Managing the complexity, reliability, variety of quucts, integration into existing systems, evemdiag
developments in technologies and the costs relateall of these issues, are some of the challefigesag
SMEs. Innovation is explicitly included in defirotis describing the entrepreneur as a person whadintes
new or improved products, new production technigunew processes, new markets, new marketing or sales
methods, new channels of distribution and promoti@w inputs and raw materials, new or improvedises,

new methods of financing, new technology and mahgrms. On innovation, Williams (2007) notes the goal
today is to embed the innovation culture into eactl every area of the company. Further, he arduaghis is
achieved by providing organizations behaviors, abristics and systems of a growing innovative
organization.

3.0 Research Methodology

This study was conducted through a descriptivearebedesign. Survey was carried out on manufaguBMESs

in Thika Municipality. From 404 manufacturing SMis Thika Municipality (Municipal of Thika 2010) 81
SMEs were selected using stratified sampling methblde method enabled inclusion of all the SMEgarious
sectors like: textile work (both tailoring and kimt), woodwork (both carpenters and upholsteriekers),
metal work, animal feed manufacturers and soap reak€uestionnaires, interviews and document aiwlys
methods were used as the main tools for colleatatg. Triangulation of the tools enabled to baldne®veen
the quantitative and qualitative data collectionftdler explanation of the phenomena under inggdion.

4.0 Data Analysis

Data collected was analyzed with descriptive statisising SPSS which included percentages, meaesand
frequency tables. Factor analysis was undertakenakke the data more manageable by reducing theeroh
variables by reducing the problems of multicolirigaiWhere the degree of association between viasalvere
required, the researcher applied the Pearsontuptaorrelation coefficient (r) which tends to yéetween -1
and +1.
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5.0 Research Findings and Discussion
Performance of SME’s

Performance was a term that was used frequentiglation to the factors that affect it as far asE2Mn Thika
Municipality were concerned. Respondents were as@estate their feelings about the performancetheir
businesses. From their responses, 49.2% considleeedbusiness to be deteriorating while 42.3% mered
their business successful with only 8.5% of th@oeslent saying their businesses were very sucdeBsiither
probe revealed that businesses that were startiogdfserious challenges that made owners condigar t
business as doing poorly within the first year w@frtsup. It also found that most micro and smakibass hit
their peak at the fifth year. After the fifth yeanpst entrepreneurs seem to suffer from what majelseribed as
entrepreneurial burnout as the excitement declifieis. may partly explain why most business as #neymore
than 5 years and above consider their businesdaairag in the process of failing. This finding sesetm confirm
the observation made by Long Necker et al (200&) blurn out may lead to entrepreneurs losing istéreone
business venture and instead look out for othepdppities.

Sources of Capital

The question sought to establish the entreprensotsces of capital. It was found that 47.5% maskeaf their
personal savings, 46.5% obtained their capital ffaends and family while 15% had accessed thepitah
from commercial banks. The remaining 12% of thepoeslents obtained their capital from micro finance
institutions. More importantly, most respondentdi¢ated more than one source of capital with 238licating
their sources as “own savings” and family & friends further 17% of the respondents indicated thay had
obtained further capital from commercial banks. fMdifinance institutions also played a big role witlgard to
provision of additional capital. 60% of the respents had from time to time been involved with thEIN in
provision of additional funds. Most of these entesyeurs would be in groups “Chama’s”, through wHighds
were channeled.

Extent capital affects performance of businesses

The importance of capital on business performancesarvival was stressed by an overwhelming 97.1%e
respondents who indicted that lack of funds/cagiftdcted their performance greatly. A further 2.8f%icated
that capital affected their business to fairly greatent. This indicate the extent of capital reguoients for
SMESs success in their businesses. Growth is nyagathieved through capital for assets procuremtampan
resource, infrastructure and technology. This dmrates with earlier findings that lack of capitfects
performance of business (Levitsky & Oyen, 1999;e3bdm, 2001).

Technology used

The respondents had been asked to indicate thedfyperhnology used in their firms. Results indéchthat
majority of the respondents (84.3%) used manudinelogy, while a further 10% of the respondentsduse
intermediate technology. Only 5.7% of the respotgléad employed computerized technology. The tdolgyo
in use determined the speed and efficiency ofrasfioperation. SME’s in Thika seem to be laggingirim
embracing technology which affects performance eohpetitiveness of firms in the municipality. Fraan
different question, 60.9% those who use manualntgclgy were willing to change to other technologiebey
were assisted financially. This means that findeeels of a firm dictates the technology used ahidnately
performance of the firm.

Extent to which technology used affected performare

The question sought the respondents view on thenextf the level of technology in use affected the
performance of their business. SMEs require teldgyonot only for faster quality processing of puats, but
also for cost saving purposes. Respondents indicdizt they were generally not satisfied with theel of
technology employed by their firms as this affedtegir performance. Majority, accounting for 55.1dicated
that technology used affected their performances very great extent while 27.2% indicated thad thas to a
great extent. 17.1% of the respondents on the ¢itwed indicated that the technology in use onlgaéd their
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performance moderately. This reveals the need donrtology use by the SMEs for success as it enbance
quality of goods therefore increasing SMES comjpetiless.

6.0 Recommendations

The study recommends the government and otherdiabproviders provide training packages to cowshs
areas as book keeping and compilations of busipksss. Lenders, it is has been noted, are pronieeto
favorably biased towards manufacturing SMEs who damonstrated eloquence in areas such as financial
management (including basic book keeping)markedimdjtechnology upgrading.

Banking systems require some security and collab@eause banks do not see SMES entrepreneursestars.

The study recommends revision of collateral lawdacilitate the registration and realization of latdral.
SMEs should be encouraged to join cooperatives twhan easily give loans guaranteed by members. The
government could also in aim of economic developgnam as guarantor while assessing the risks imeblv
which can be cushioned by having laws governingtmee.

The study concludes that technology is an importaator that affects the performance of the SMEshia
manufacturing sector. It therefore recommendséhiction of formal training workshops geared tovgatide
use of modern manufacturing technology. Highernieg institutions can be engaged to save the local
industries by incubating the technologically vialideas and carrying out research on behalf of thiES
Dissemination of the research findings should &iscclearly thought of to ensure information redod $MEs

on time and guidance on implementation should lbésavailed.
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