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ABSTRACT

Small and Micro Enterprises (SMESs) are importarticles in generating employment and alleviatinggrtywin
the country. However, three out of five SMEs which established fail within the first few montHsoperation
while many of them remain small-sized affairs. Puepose of the study was therefore to investitaeactors
which affect the growth of SMEs located within fderi -urban centres of Eldoret Town. The studyleyed
an explanatory research design to collect data fsamers/managers of SMEs within the Peri -urbariresrof
Chepkanga, Cheptiret, Juakali and Mlango. Theystadlected data, which is both primary and secondia
nature. Primary data was collected using strudtlikert scale type of questionnaires while secopdiata was
collected through analysis of documents. Quanigatiata was summarized using a variety of deseepti
statistics such as the mean, the mode and staddaiation. A Multiple Linear Regression (MLR) wased to
to test hypothesis. The study findings showed thatomers of the business highly affect the grasfitBMES.
Business environment was observed in the findiogaftect the growth of SMEs positively More findm
showed that both business and entrepreneurial ciesistics (positively affect the growth of SMEshuE the
study concluded that customers of the businessnédms environment, and entrepreneur characteriaffest
SME growth positively. Thus, the study recommerigs entrepreneurs should understand their custoamets
improve their characteristics so as to improveditmvth of their SMEs. In addition, government stibsiipport
the SMEs particularly by improving the SMEs opergtenvironment.
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Introduction

Small and Micro enterprises are crucial driverKehya’s economic development, contributing to astel8.4
percent of the country’s Gross Domestic Product PE25 percent of non-agricultural GDP and emplgyin
approximately 17 percent of the total labour fofikarekezi and Majoro) (2002). SMEs are also cestiwith
providing employment opportunities to Kenyans, wille sector estimated to have contributed to ovkr 5
percent of new jobs created in the year 2005 (Ewimcurvey, 2006). While employment creation ie th
formal private sector contracted from 74 thousaegv jobs in 2007 to 23.8 thousand new jobs in 2008,
employment in the informal private sector is estedao have expanded from 7.5 million in 2007 @ million

in 2008 (G.0.K, 2008).

Despite the significant role played by the SMEgha country, they continue to face important husdigith
statistics indicating that three out of five busises fail within the first few months of operatig®enya National
Bureau of Statistics, 2007). In addition, manythef SMEs stagnate, failing to grow and graduateédium —
sized firms (Ferrand, 1999; GEMINI, 1991). Therefdo promote the performance of the SMEs in thantry,

it is germane to understand the factors which erfae their performance. A survey of the literatueeals a
disparate array of factors that have been citegkfdain why certain firms grow while others do ndting and
McGrath (2002) found education of the entreprendardiave a positive impact on performance of firms.
Entrepreneurs with larger stocks of human cagitaierms of education and (or) vocational traininmgye found

to be better placed to adapt their enterprise®istantly changing business environments (King Morath,
1998). SMEs which lacked access to credit wer@domnot to be able to grow compared to those whaxdh h
adequate credit (Oketch, 2000; Tomecko and Don882;1Kiiru, 1991). In a study by Longenecker al
(2006), they found that lack of planning, improfi@ancing and poor management were the main caofses
failure of small enterprises.

Makutsa (1998) found that motivation of workers,grgviding good working conditions, formal signin§job
contracts by workers, and simple appreciation, thassingle most important factor affecting the ssscof
small enterprises in Nairobi. For Malenya (1998)trepreneurial factors, present among the ownfeBVIEs,
were responsible for the observed variations ifioperance rates of micro enterprises in four manufang sub
sectors of carpentry, tailoring, welding and metalrk. On the other hand, Namusonge (1998) fourad th
personal characteristics of entrepreneurs, entneprs’ background, and strategies used by entrepren
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including the type of finance utilized by small amgdium enterprises were crucial in determininggrerance
of small and medium enterprises in Nairobi, Kenya.

From the foregoing, it is clear that there are mdeterminants of business success and performatogever,
the studies cited above have investigated only saspects of business success, giving a pictunecohigruent
and disjointed factors that are not intuitively fusén formulating policy. There is therefore aetkfor a study
that comprehensively and simultaneously investgyaal of these major factors, evaluate their redati
importance and possibly, their interactions on fperformance. The paucity in such comprehensivéies has
been pointed out by authors, notably Nichter andd@ark (2009). Moreover, even studies looking atyo
some aspects of the factors responsible for firmiopmance have not been investigated among the SMEs
located within Peri -urban centres of Eldoret Town. addition, some of the factors that were fotmdffect
firm performance might no longer be relevant, du¢ht changing dynamics of world and national pdiand
economics. For instance, in a study of the chgésrfacing SMEs in Nairobi Municipality, Bowenal. (2009),
found that unlike in past studies, access to credis relegated to fourth place with competition guuebr
security ranking first and second respectively thia same study, the authors pointed out thatitikmany other
developing countries, there is limited researchsailarly studies about the SME sector in Kenya.

A survey of the literature suggests that the mdgierminants of the performance of SMEs may be mposed
into four broad groups: individual entrepreneur releteristics, characteristics of the business, ness
environment and the business customers (Br@tral, 2004; Nichter and Goldmark, 2009). Individual
entrepreneur characteristics, which relate to ddpacthat have been investigated include edusdfurki and
Terrell, 1998; Tan and Batra, 1995), gender (Dogrand Daniels, 1992) and work experience (Parkeg5)L
Certain firm characteristics, such as firm agemfality (or informality), access to finance, techom and
location, have also been found to be associated MBE performance (Mead and Liedholm, 1998, Parker,
1995). The business environment, which referspgpodunities and incentives/disincentives or oldetado
performance, have included factors such as red taperact enforcement, and property rights whilsibess
customer variables that might affect firm performarinclude lifestyle or consumption patterns, paseh
behavior, and demographic characteristics (Liedh@®02; Pisani and Pagan, 2004).

SMEs are important vehicles in generating employtrae alleviating poverty in the country. Howewéaree
out of five SMEs which are established fail withive first few months of operation(KNBS,2007) whibany of
them remain small-sized affairs, failing to gronddeading to a ‘missing middle’ of indigenous mieldicale
enterprises. For the government and other reldvadiies to enact policies that will engender thdgomance
of SMEs, it will be pertinent to understand thetfas that affect the performance of business erisgp A
review of the literature suggests that there araynteterminants of business success and performamoag
firms. Business performance is undoubtedly a cemplhenomenon and both internal and external factor
impact on business performance. However, manyiegutiat have been conducted to investigate treterg
have looked at only some aspects of business suatesy given time, leading to an incomplete ustaeding
on how these factors might interact to affect bese success. Secondly, these studies have not been
investigated among the SMEs located within Pebaarcentres of Eldoret Town. Thirdly, the factivat affect
business success might not be static (Boetead. (2009), being dependent upon external influesced as the
change in world and national politics, technologg @conomics. There is therefore a need for a stuatywill
comprehensively and simultaneously investigatefathese major factors and evaluate their relatiyeortance
on firm performance.

A careful review of the literature suggests tha thajor determinants of the performance of SMEs by
conceptualized to form four broad groups namelyividual entrepreneur characteristics and capadslit
characteristics of the business, business envirohara the business customers. Each of this groapists of
other sub-factors. This study proposed to invagtidhow these factors affected the performanceMESS
located within four Peri -urban centres of Elddretvn and their relative importance. The researghigahat as
peri-urban centres expand SMEs are coming andtkieuseed to have a document to inform their opemedind
survival.The general objective of this study wagestigate the factors which affect the performanicavn of
Kenya.

LITERATURE REVIEW

Theory of the Firm

Ronald Coase (1937) who pioneered in neoclasdiealry of the firm set out the transaction cost thed the
firm to define the firm theoretically in relation the market. It presents an explanation of tha fionsistent
with constant returns to scale, rather than inéngaeturns to scale. He also notes that firmteriactions with
the market may not be under its control (exampleabse of sales taxes), but their internal allocatiof
resources are:-
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market transactions are eliminated and in placethef complicated market structure is substituted the
entrepreneur who directs production. Coase asetsnarkets could in theory carry out all prodeiand that
what needs to be explained is the existence dirine with its supersession of the price mechanism.

These include discovering relevant prices (whicim ¢@ reduced but not eliminated by purchasing this
information from specialists), as well as the cobtnegotiating and writing enforceable contracts éach
transaction (which can be large in case of una@stai However there is the element of incomplessnin
contracts thus calling for renegotiation.

Ronald Coase (1937) identifies some reasons whysfarise and dismisses them at the same time,\iseifsa
some people prefer to work under direction andpaepared to pay for this (but this is unlikely) sime people
prefer to pay for this (but people are paid morditect others). If purchasers prefer goods pecediby firms.

The neo-classical market is instantaneous, forbgidhe development of extended agent-principal (eyae-
manager) relationships, of planning and trust. €da987) concludes that “a firm is likely therefaceemerge

in cases, where a very short-term contract wouldubgatisfactory” and that firms emerge where thisre
existence of uncertainty. He notes that governmegasures relating to the market like sales taamning,
price controls tend to increase the size of firsnsge firms are internally not subject to such $emtion costs.
Coase (2007) defines a firm as “the system ofticglahips which comes into existence when the torof
resources is dependent on the entrepreneur”. Caeslthat the size of the firm is dependent on thsscof
using the price mechanism, and cost of organizatfasther entrepreneurs. These determine amoupitoofucts
produced.

However, Putterman (1996) says that most economaistept distinction between intra-firm and interdfi
transaction but also that the two shade into edlobro The extent of a firm is not simply definegits capital
stock.

.Alchiaun and Demsetz (1972) on team productiorr &évat the firm emerges because extra output isiged

by team production, but the success of this depend=ing able to manage the team so that metprigems
and attendant shirking ( moral hazard) can be @veecby estimating marginal productivity by obsegvior
specifying input behavior.

Such monitoring can only be effective if the monitthe recipient of the activity’s residual incerfotherwise

he should be monitored also). Williamson (2002jeds with this in that he sees team production asraow
range of application, as it overcomes outputs amhot be related to individual inputs.

In Criticizing the theory of the firms Milgrom anBoberts (1988) page 450 “said the incentive —based
transaction costs theory has been made to carmntmd of the weight of explanation in theory of amgations.
We expect competing and complementary theoriesnierge-theories that are founded on economizing on
bounded rationality and that pay more attentiochianging technology and evolutionary considerations

The Concept of Firm Perfor mance

Performance has to be fairly permanent (Nichter @ottimark, 2009). A firm would not be classified a
performance firm on the basis of a one-time sungperformance; rather, performance has to be demabed
over a number of years. A survey of past studiesws that many variables have been used to imdibat
performance of SMEs. Some of these include chamgése number of employees, financial or stock kaar
value, sales and revenues, productive capacilye\a production and added value of productiondfginvili et

al., 1998; Delmar (1997). Thus, a SME whose nundfeemployees or sales volumes and revenues are
continually expanding over the years can be saibetogrowing. Sun (2004) attempts a definition iomf
performance by incorporating the indicators of perfance he thinks important, by conceptualizinggrtse
performance as, “the development process that miger keeps the tendencies of balanced and stable
performance of total performance level (includingput, sales volume, profit and asset gross) opkeealizing
the large enhancement of total performance andttge spanning of development quality and level”.

Mao (2004) gives three connotations of the worceigmise performance, which may be considered aggbei
important properties that characterize enterprisgdopmance. These are the time and dynamic priepeof
performance and the view that enterprise performaadoth an amalgamation of both quality and qgtiant
The time property of enterprise performance presnibat performance is only analyzable over a loggog in
which the long-term development tendency and poésnterprise are observed, and it is not theistaf
enterprise in certain time point. This propertjugher support for the contention that enterppeeformance is
fairly permanent. The dynamic property of enteg@merformance views performance as not beinglalest
process without troubles. In the performance mscenterprise always transits from balance to lanbe, and
the result is to transit from unbalance to balascé from lower balance to higher balancer througibalance.
Thus, enterprise performance is not linear, or éikatchet, but rather that it can go into longquks of ruinous
reversal. Lastly, enterprise performance is aicatibn of quantity (exemplified by increases ofesavolume,
market share, production value, profit and empleyesmd quality (embodied in the enhancement ofrprise
quality, which includes the technological innovatibility from immature to mature production teclugy, the
optimal efficiency of investment and output, thgamizational innovation and reform).
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Individual Entrepreneur Characteristics/capabilities and perfor mance

Some of the individual entrepreneurial charactiesghat have been implicated as determining fierfiggmance
have been education, work experience, and genbhtuitively, it might be expected that SMEs led bgtter
educated people will have faster performance coetpto those that are led by people with inferioucadion.
After all, better educated individuals could be ested to have better technical knowledge and ewsgsight.
Empirical evidence appears to support this conglysnotably studies by Burki and Terrell (1998) arah and
Batra (1995).

However, in developing countries such as Kenyasituation is more complex as it has been obsethatdmost
people who run SMEs generally have low levels afcagion. For instance, in a study conducted by &oet

al. (2009) on 198 SMEs within Nairobi Municipalityhay found that 47 percent of the respondents hatl po
secondary or vocational training, followed by 2@&cent. Only 4.5 percent had reached universitgllor
above. Indeed,the study found no significant iefesthip between the level of education and business
performance. However, the study found out thgp@edents who had received training in their lindoo$iness
were better performers compared to those who had sumgesting that specialized training could spur
performance of SMEs.

It has been postulated that greater work experienag lead to faster performance of SMEs becausiheof
expanded capabilities of SMEs owners and emplogfeesigh the acquisition of skills and knowledge at&b

by expanding the entrepreneurs’ social networkglftér and Goldmark, 2009). For example, Park@fg)
found that Kenyan entrepreneurs with at least Tsygiwork experience expanded their firms moredigghan
those without such experience.

Studies suggest that women own and operate therityagd MSEs in many developing countries becauisthe
ease of entry and their limited access to altereadpportunities (Rubio, 1991). It has also bagggssted that
women face special problems and challenges, sudfispsoportionate household duties, limited rightsd
unequal access to markets (Downing and Daniel2)19Gonsequently, some empirical evidence su¢haif
Mead and Liedholm (1998) suggests that women’s $1@fd to grow more slowly compared to those owned
by men, even when controlling for the placemennofe women in slow-growing MSEs.

Characteristics of the Business and perfor mance
The resource-based view is away that a firm camipered and in the process approach strategyt.féiamel
and Prahalad (1994), look at the firm as a bunélleesources. These resources and their combinatike
firms to deliver products and services in the marke
An example of a firm using a resource based styait®dionda. Honda built its strategy around itesgjth in
building petrol-based engines. It started with lbiciaip-on engines for bicycles, moved to motorisikenarine
engines, generators and cars. Each of these pgsoclumpetes in quite different product markets,|&wutrages a
common resource in the ability to build qualityneébased engines
Resource-based view has been popularized by résdane by Rumelt (1991). Rumelt s research ingatsd
firm profit differentials within and across induss. He found that there were greater differestialthin
industries than across industries. This impliedt thrm specific differences must be contributirg these
differences.

Firm resources are listed by Barney (1986) assaew, capabilities, organizational processes, dittnibutes,
information, knowledge e.t.c. So if resources carabything inside the firm, which ones are moratsgically
important? Barney (1991) put forward a checklisttfos.

He singled out the following as key characteristios a resource to be strategically important fofiren:
valuable (has to deliver value) , rare-that owngdnimny firms cannot deliver any competitive advgeta
inimitable meaning that firms which don’t have tlesource cannot obtain it, and lastly non-substitiet (no
equivalent substitute).

He observes that while resources can be purchasadhieve strategic advantage from a resounesitls to be
developed internally. Internal development of teses however, can take long periods of time anafftsn
unclear how to proceed. This uncertainty and jpeigods adds to its value and performance oncelajgse.
Since business markets change, firm resourcesakst to change over time. This is addressed bghythamic
capabilities perspective (Teece, Pisano & Shuef719This perspective which is an offshort of tksaurce-
based view focuses on how these resources nedthtme overtime to maintain their market relevait®se
resources are what differentiate a business fremoimpetitor.

There are three firm characteristics that have bken widely investigated. They include firm afggmality
(informality) and access to finance (Nichter anddBwark, 2009). Literature suggests that genengdiynger
SMEs grow more significantly quickly than oldemfis (Mead and Liedholm, 1998),( Parker, 1995). Ehisms
to mirror Hankset al (1993) life cycle of the firm, in which the yousrg faster growing firms might be
postulated to be in the second stage of expanskule whe older, slower growing firms could be iretthird
(maturity), fourth (diversification), or arreste@wlopment stages. This is borne out by studigshauggest
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that rapid expansion occurs during the third ydaoperation (Kantiset al, 2004), implying that firms in the

first stage (start up) do not expand rapidly.

Informality refers to businesses that are unreggstéut derive income from the production of legabds and

services (Nichter and Goldmark, 2009). It has baleserved that informal firms may need to “keeprtheads

down”, ruling out large size and rapid performaasewell as close relations with formal firms (Wint&995).

Studies suggest that firms with credit constragmtsv more slowly compared to those with easy actessedit

(Schiffer and Weder, 2001).

HO.: Individual entrepreneur characteristics have nignificant influence on the performance of SMEs
located within four Peri -urban centres of Eldofiewn.

Business Environment and perfor mance
The Political, Economic, Social, Technological @&mvironment (PESTEL) analysis of the macro envirenm
helps to categories factors affecting the envirammeuch include tax changes, new laws, trade dratri
demographic change and government policy changes.
Gillepsie, (2007) distinguishes these factors tbomiing up with: political, economic, social, teclowical,
environmental and legal factors. Political factafer to government policy such as the degreetefwention in
the economy. They include goods and services thergment intends to provide, subsidies to firmmrities in
business support, education of the workforce, healtd quality of infrastructure like roads.
Economic factors include interest rates, tax chapngeonomic performance, e.t.c. These can impathah
higher interest and inflation may trigger highergeademands from employees raising costs. Higharmniec
performance may boost demand for products thuspetiple who have income business can sell more.
Social factors impact on demand for firm’s produasl the availability and willingness of individaab work.
In some countries like U.K the population is agethgs triggering costs for firms who deal in pensio
payments. This kind of population raises demandnfiedicines and other related services for the ©hiis
where SMEs are located their goods are suppostkéointo consideration the target customers. Telogical
factors mean new technologies create new productsnaw processes. Mp 3 players, computer gameisieon|
shopping, bar coding, computer aided design hameeaqp as a result of better technology.
Technology like mobile money transfer (M-pesa) caduce costs, improve quality and lead to innovatio
These can benefit customers as well as firms whrcide products. Environmental factors includeather
and climate change. Changes in weather can aféentifig, tourism and insurance thus impacting om fir
performance. The growing demand for protecting éhgironment and move towards more environmentally
friendly products and processes is affecting denpatterns and creating business opportunities.
Legal factors are those that are related to thal legvironment where firms operate. Introductidnage
discrimination and disability discrimination legifbn in the UK, an increase in minimum wage and
requirements for firms to recycle are examples #ifdct a firm’s actions. Legal changes can affedirm’s
costs and demand, for example if the law affekediiood of customers buying the item or usingdéevice.
The business environment, labeled contextual factoy others, act as a determinant of enterprisineance
because it influences the opportunities availabl&SMEs (Nichter and Goldmark, 2009). Evidencegests
that SMEs tend to grow more quickly during periedsoverall economic performance while they tenddto
poorly during economic downturns (Liedholm, 2002) survey of 500 SMEs in Ghana found that entrepues
perceived their greatest challenges to be inflatidgh interest rates, and the depreciation ofidkal currency
(Robson and Obeng, 2008). This suggests that tstndss environment could be a determinant of firm
performance. When inflation is high, MSEs coulg@&xd slowly because of the reduced purchasing poter
both the owners and the potential customers. Hiigrest rates reduce the ability of the SMEs drmalrt
customers to borrow loans. This reduces the gbdit SMEs to expand and of the customers to buy.
Depreciation of the local currency makes impotis,gource of raw materials for most SMEs, to beepgjve.
It has also been found that the notoriously burdemesregulatory and institutional environment in eleping
countries might stifle business performance (W&hk, 2006). An econometric analysis of firm ledata in
54 countries suggests that financial, legal anduption challenges constrain the performance of SEecket
al., 2005).
HOsz;:  The business environment has no significant ieaship with the performance of SMEs situated withi
four Peri -urban centres of Eldoret Town
Characteristics of the Business Customer and perfor mance
It has been observed that without demanding conssyrespecially the local ones, MSEs may have diffies
in expanding (Nichter and Goldmark, 2009). Thustrang demand for the goods and services prodbged
SMEs could be an important factor in their perfonce For Kenya's SMEs, local consumers are especia
important, as it has been observed that they aselilely to interact with developed country firm#élthough
exports are significant, one of the reasons theg leeen provided for the rapid expansion of firmgauntries
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like China and USA is because of huge populatioitis &lot of disposable income, spurring demandgioods
produced locally.

Studies suggest that the consumer lifestyle/coniomppatterns, purchase behavior, demographic and
geographic characteristics, and whether the custame business or an end consumer might affect the
performance of firms (Nichter and Goldmark, 2009ustomers with high end lifestyles and liberalghase
behaviours are likely to spur more SME performathes those who are more conservative. Customeénglin
urban areas and rich areas may cause stronger MB8&mance compared to those living in more Spartan
neighborhoods.  The age of the consumer mightciaffeeir spending patterns, which might influence
performance of SMEs (Parker, 1995).

The Four Ps (Product, Price, Promotion and Plaaajenwas proposed by Jerome McCarthy in 1960 and is
used widely by marketers. They consist of prodpdte, promotion and place. On product this madgis a
product is seen as an item which satisfies custoeds, it consists of tangibles or intangibles §krvice.
Mccarthy (1995) says every product is subject tlifeacycle of performance, maturity and decline gha
Marketers must carefully research on how long ifieeycle of the product they are marketing is k& be and
focus on different challenges that arise as it ghesugh the stages. He [marketer] must consitemproduct
mix. Marketers should consider how to position pneduct, exploit the brand, and exploit compargoteces

so that each product complements the other. Prathvetiopment strategies should be considered.

The price is very important as it determines thegany’s profit hence survival. Adjusting the pricas an
impact on the market and depending on the produrate elasticity, it affects demand and sales. agketer
has to set a price that covers other elementseofidrketing mix. When setting price the businessmast be
aware of the customer perceived value for the mbduCustomers also compare the prices and valfies o
competing products.

Promotion refers to all methods of communicaticat thh marketer uses to provide information abouptioeluct.
This comprises elements like advertising, publiatiens, personal selling and sales promotion.eSataff are
important in convincing customers and publicizihg product and services

Place which refers to convenience of the locatitiens consumers have access to products is verytampols

the location convenient for distributing the goascan franchising be used to market and sell tioelycts?
This can be considered in order to penetrate th&kahauccessfully

The literature review presented above suggests theatconceptualized determinants of firm perforneanc
individual entrepreneur characteristics and cafiags) characteristics of the business, the busieesironment
and the characteristics of the business custonuendsl @ffect firm performance. However, there idearth in
studies that have simultaneously investigatedhalfactors, and hence, their relative importanceoiseasily
discernible .Further to that SMEs in the subjedi-pean centres have not been researched on . Sty
proposes to fill this gap in knowledge.

RESEARCH METHODOLOGY

The study was undertaken on SMEs located within-Bdsan centres of Eldoret Town. This study emphkbgan
explanatory research design that would enablelleatarequisite information about the factors thrdluence the
performance of SMEs within Peri -urban centres lofoket Town, as they exist within the populationThe
target population consisted of all the SMES locat@tin Peri -urban centres of Eldoret Town durthg study
period. The study sought information from the ommanager of each SME. According to Wareng county
council records there are 450 registered SMEs iepkanga, Cheptiret, Mlango and Jua Kalie study
purposively selected 4 Peri-urban centres of Eblddrke study used Yama (1967:886) simplified forantd
calculate sample sizes. This formula was used ltulede the sample sizes of 222 in the study asvshio
appendicesThe study then employed systematic random samfdicigniques in the selection of the SMEs to be
included in the study. Since random sampling tegpmiis probabilistic in nature, it implies that tlesults were
reliable since each SMEs in each cluster had amletfuance of being included in the study. As alltes
selection bias was reducedThis study used both primary and secondary datéorrhation obtained from the
SMEs owners/managers using questionnaires andwatieer generated primary data, while the secondats
was obtained from existing databases. Reliahilitthe test items in the questionnaire were telstechalculating
a Cronbach alpha during piloting. Where the Crehbalpha value was found to be above the threshiold?,
the items were judged as being reliable.

Data Analysis and Presentation

Both descriptive and inferential tests were usedhim analysis. Data was described or summarizéey us
descriptive statistics such as mean and frequeneigish helped in meaningfully describing the disition of
responses. Various inferential statistics were usédfer population characteristics from the samplPearson’s
correlation coefficient was used to establish retethips between variables.
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A Multiple linear regression model was used to prefirm performance using the four independentataes in
the study: individual entrepreneur characteristitgracteristics of the business, the businesg@ament and
the characteristics of the business customershér&gression model used to test is shown below:
Y = o+ B1Xy + BoXo+PsXz+ BaX, +€
Where; Y - Firm performance
o - Constant
B1,B2, BsandP, - Coefficient indicating effect of individual eepreneur characteristics,
characteristics of the business, the business@mient and the
characteristics of the business customers

X1 - Individual entrepreneur characteristics

X2 - Characteristics of the business

X3 - Business environment

X4 - Characteristics of the business customers
€ - Error term

All the above statistical tests were analyzed usiegStatistical Package for Social Sciences (SP&$3ion

18. All tests were two-tailed. Significant levelere measured at 95% confidence level with siggific
differences recorded at p < 0.05.

RESULTS

majority of the respondents were males, 106 (60%ijenthe females were represented by 70 (40%).ilewh
91(51.7%) of the respondents were single while4Z83%) of them were married. majority of the respamts in
this study were between the age of 21 — 30 ye@r§48.5%) while 40.3% of them were in the 31 — 4@rg age
bracket. majority of the respondents, 102 (58%) lausinessmen/ business ladies i.e. they are indoine
general businesses.

Descriptive statistics and correlation results

The study also came up with an analysis of theetation between the dependent variable and thepament
variables. The results of the analysis were preskeint table 1. This was important in determining #éxtent of
the relationship between the variables as indichyeithe Pearson correlation coefficient r.

The correlation table 1 shows that, there is atpesiand significant relationship between the emeaeur
characteristics and performance of SMEs (r= 0.3&¥h is significant as explained by a p-value 600. ato. =
0.01.This result implies that with 1 % increasdha positive effect of the entrepreneur charadtesisthere is
approximately 32.7% increase in performance of SMiEke table also shows that there is a positive and
significant relationship between business chareties and performance of SMEs (r = 0.532) which is
significant as explained by a p-value = 0.00@ &t 0.01 which indicates that there would be 53.2%tdase in
performance of SMEs with 1% increase in the posigffect of business characteristics. The table legealed
that there is a significant positive relationshgivkeen performance of SMEs and the business emegonh(r =
0.356) which is significant with a p-value = 0.080a = 0.01 which indicates that there would be a 35.6%
increase in performance of SMEs with 1% increagbénpositive effects of the business environmeéhne table
also revealed that the performance of SMEs hadsdiy relationship with the business customers (.513)
which was significant as shown by the p-value =00.@to = 0.01 which implies that there would be 51.3%
increase in the performance of SMEs with 1% in@easbusiness customers. From the above findings we
conclude there is a general positive and significafationship between the dependent variable dmed t
independent variables, the most significant onesrgmthem being business characteristics and bussines
customers. The table above showed that there wgadfisant positive relationship between the entesgur
characteristics and the business characteristiess468) which indicates that entrepreneurial abgristics
influence the business characteristics. Also, thsiness characteristics are also determined bybtiseness
environment (r = 0.313), business customers deterrttie entrepreneur characteristics (r = 0.207) thred
business characteristics (r = 0.426).
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Business
Me Skew  Performanc Entrepreneur Characteristi Business Business
an Std ness e Of Smes Char acteristics cs Environment Customers
Performance 2.2 0.65
of SMEs 756 947 1.168 1

Entrepreneur 26 0.62 -
Characteristics 08 182 0.551 0.327* 1

Business 24 0.54
Characteristics 81 477 1.029 0.532** 0.468** 1
0 0 0
Business 22 042
Environment 957 124 0.309 0.356** 0.092 0.313* 1
Business 24 0.57 -
customers 467 118 0.066 0.513* 0.207* 0.426** -0.011 1

** Correlation is significant at the 0.01 level {@ied).

Source: Survey Data, 2012

Hypothesistesting

The regression results in the table show that edidhe predicted parameters in relation to the prashelent
factors were significanfj;= 0.143 (p-value = 0.027 which is less than 0.05) which implies that we reject the
null hypothesis stating that there is no significaalationship between entrepreneur characteristicd
performance of SMEs. This indicates that for eauih increase in the entrepreneur characteristiesetis 14.3
units increase in performance of SMEs. this implieat improving on entrepreneur characteristicshsas
education background, work experience among othei improve the performance pattern on SMEs. The
study results were supported by Nichter and Gol&n(2009) who postulated that greater work expegemey
lead to faster performance of SMEs because ofxtpareled capabilities of SME owners and employeesith
the acquisition of skills and knowledge and alsoelsgpanding the entrepreneurs’ social networks. e Jtudy
results further supports Parker (1995) findingst tkenyan entrepreneurs with at least 7 years ofkwor
experience expanded their firms more rapidly thersé without such experience

The table also shows thg¢= 0.225 (p-value = 0.003 which is less than 0.05) which indicates that we reject
the null hypothesis stating that there is no sigaift relationship between the business charatitariand
performance of SMEs. This implies that for each indrease in business characteristics, theretis 2.5 units
increase in performance of SMEs. The results ansistent with Schiffer and Weder (2001) study tfias
with credit constraints grow more slowly comparedhose with easy access to credit. The resultniitanks
et al. (1993) life cycle of the firm, in which the youngéaster growing firms might be postulated to bdhe
second stage of expansion while the older, slowewigg firms could be in the third (maturity), fahr
(diversification), or arrested development stagebhis is borne out by studies which suggest thatdra
expansion occurs during the third year of operafiantis et al., 2004), implying that firms in the first stage
(start up) do not expand rapidly.

The value offf; = 0.281 (p-value = 0.000 which is less thar 0.05) which implies that we reject the null
hypothesis stating that there is no significanatiehship between business environment and perfurenaf
SMEs. This indicates that with each unit increasbusiness environment, there is upto 28.1 uniteease in
performance of SMEs. this suggests improving ssnenvironment such as government support, trenspo
cost, interest rate, inflation rate among otheiil,improve performance SMEs. The study resultssarpported
by Nichter and Goldmark (2009) that the businessrenment, labeled contextual factors, by othecs,as a
determinant of enterprise performance becausefliteinces the opportunities available to SMEs. dEwce
suggests that SMEs tend to grow more quickly dupedods of overall economic performance while tteryd

to do poorly during economic downturns (Liedholn®02). The findings further coincide with Robson and
Obeng (2008) findings that entrepreneurs perceiliett greatest challenges to be inflation, higleriest rates,
and the depreciation of the local currency. Thiggests that the business environment could beaesndi@ant

of firm performance. When inflation is high, MSEsuld expand slowly because of the reduced punspasi
power of both the owners and the potential custemétigh interest rates reduce the ability of théES and
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their customers to borrow loans. This reducesatbility of SMEs to expand and of the customers tg.b
Depreciation of the local currency makes impotis,gource of raw materials for most SMEs, to beepgjve.

Bs= 0.391 (p-value = 0.000 which is less thar 0.05) which implies that we reject the null htlpesis that
states that there is no significant relationshipwieen business customers and performance of SMhEis. T
implies that there is upto 39.1 unit increase imfggenance of SMEs for each unit increase in busnes
customers. Nichter and Goldmark (2009) argued ithiads been observed that without demanding conssyme
especially the local ones, MSEs may have diffiegltin expanding. The price is very important atetermines
the company’s profit hence survival. Adjusting thiéce has an impact on the market and dependinthen
products price elasticity, it affects demand arldssaThe marketer has to set a price that coviber @lements
of the marketing mix. When setting price the basdman must be aware of the customer perceived f@iu
the product. Customers also compare the pricevanes of competing products.

The R-square value = 0.48 shows that the modehpateas account for 48% in the change of performanfice
SMEs while the adjusted R-square = 0.468 indicabesit 47%. The analysis of variance attributedhéorhodel
parameters is significant as indicated by the Brat37.682 with a p-value = 0.000 which impliestthihe
variation accounted for by the model parameterpasformance of SMEs is significant.

Table 2: Regression Results

Unstandar dized Coefficients Standardized Coefficients Callinearity Statistics
B Std. Error Beta t Sig. Tolerance VIF

(Constant) -0.862 0.264 -3.263 0.001
Entrepreneur 0.166 0.074 0.143 2.231 0.027 0.779 1.284
Characteristics
Business 0.348 0.114 0.225 3.056 0.003 0.588 1.7
Characteristics
Business 0.337 0.072 0.281 4.666 0.000 0.876 1.141
Environment
Business 0.412 0.067 0.391 6.169 0.000 0.795 1.258
customers
R Square 0.48
Adjusted R Square 0.468
ANOVA (F Ratio) 37.682
ANOVA (Prob) 0.000

Dependent Variable: Performance of SMEs

Source: Survey Data, 2012

CONCLUSION AND RECOMMENDATIONS

In conclusion, entrepreneur characteristics infiaeSME performance, basic education enhances tbmlbv
quality of the owner/manager by providing him/hdthwbasic numeric and literacy skills, thus inciagsthe
chance of performance of the business. Some st(idatkson,1991; Davidson, 1991 and Davidson,1%38e
that the fact that a manager has a higher educdégree or even a postgraduate degree seems tdagérthe
performance of the firm, thus having an impact othlsurvival and performance. The converse arguiisehtt
owner/managers of SMEs who had degrees generdiigaa lower rates of performance than those ledb w
educated.SME owner/managers with more manageradtols experience or prior SME experiences as
owner/manager tend to correlate with greater perdoice. Based on the study findings the study furthe
concludes that SME characteristics, business cestamd business environment affect performanceviiS
Based on the study findings the study concludes SIME characteristics, such as improving SME fugdin
access to loans, increasing sources of loansjriigathe SME manpower, motivating employees, impdouse

of ICT, increasing business size improves the perémce of SMEs. Moreover business environment like
government support and stabilizing the country econenhances the performance of SMEs.
Recommendations

Implication to Theory

In stochastic theory Gibrat's law, argues thatsihe and age of firms has no effect on the perfaoeaf small
enterprises (O’Farrell and Hitchens (1988). Howetlee study shows that business characteristids asidirm
size would be important in performance of SMEsstiwould lead to graduation from micro, small, mediand
eventually to large enterprises, along which infragture improvement and technology up performamoald
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be expected by then, SMEs would have developed tivei muscles and capability to innovate and dgvelo
their own competitive strategies.

Implication to Practice

The study recommends that resources should betéd/@sore into marketing and innovation. At the matne
the biggest investments have been done in new témimn The technology investments had improved
productivity and quality, but marketing and knowdedbf new markets was poor.

Our results are relevant for policy makers and fimanagers of SMEs. The evidence shows that smadl- a
medium-sized firms in these centres still rely oteinally generated sources to support their perdoce and
find it very difficult to obtain external financ&hus, the government needs to pay increased attetatismall-
and medium-sized enterprises and try to createngiromment that will be beneficial for SME developnt.
Further, a better understanding of how firm-spedfiaracteristics impact on local firms’ performaman help
managers engage in more efficient decisions relatélueir capital structure in order to lower thosicof capital.
Implication to Further Study

This project has studied four locations in Peri-irtiCentres of Eldoret Town during a certain pedad their
internal and external factors influencing theirfpemance. To have clear understanding for the SMieat
situation the managers were interviewed throughstiprnaires. During this study the author came sxro
various areas influencing SME performance in Pehidn Centres of Eldoret. Comparing towns would gise
more clear understanding of the performance fadtotsenya. The potential could also be investigatethe
future. Moreover, the study use of questionnairse liaited to likert scale only, it is therefore ionpant to use
secondary data like debt ratios and their effegy@nfiormance of SME using return on asset as auneas firm
performance.
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