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CHAPTER ONE 

Introduction and Methodology 

1.1 Background 
Kenya is often noted as the country where the study of micro and 
small scale enterprises (MSEs) was first born under the rubric of 
informal sector some 27 years ago (ILO 1972) Although studies 
of limited scope and objectives have taken place over the years 
it is only m the 1990s that nation-wide studies focused on 
generating baseline data started to be implemented in the coun
try Two such studies were conducted in 1993 and 1995 

The first national baseline survey of MSEs m Kenya was con
ducted in 1993 by Development Alternatives Inc (DAI)-based in 
the Umted States of America-in collaboration with the Kenya 
Rural Enterprise Programme (K-REP) and the Central Bureau of 
Statistics (CBS) as a project of the Growth and Equity through 
Microenterprise Investments and Institutions (GEMINI) study 
series funded by USAID The findings from this study under
scored the important role MSEs play in Kenya s development 
process particularly in the context of generating employment and 
mcome opportunitIes for the majority of poor people throughout 
the country The 1993 survey was followed by a second MSE 
baseline survey carried out in May 1995 under the same institu
tIonal arrangements as in 1993 The 1993 MSE baseline survey 
revealed that there were apprOximately 910 000 MSEs employing 
up to 2 0 million people while the 1995 survey estimated the size 
of the MSE sector at 708 000 enterprises employing up to 1 2 
million people 

SimIlar surveys conducted m Botswana Lesotho Malawi Eritrea 
Swaziland and Zimbabwe underscore the importance of the MSE 
sector in employment creation and income generation for the bulk 
of lOW-income workers In Zimbabwe for mstance a baseline 
survey conducted by McPherson et al in 1998 found that there 
were some 860 000 MSEs outside agriculture and primary pro
duction employing apprOximately 1 65 million persons and a 
further 420000 enterprises in agriculture and mining employing 
an additional 2 2 million persons 

While most of the general conclusIOns of the 1993 and 1995 MSE 
baseline surveys remain valid the need was felt to update and 
expand the informatIon and illl in any gaps in order to make 
reliable estimates of the sector s contribution to the Kenyan 
economy in terms of employment and incomes The 1999 National 
MSE Baseline Survey was implemented as a fully collaborative 
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initiative of three institutions based in Nairobi namely the 
Central Bureau of Statistics (CBS) K-Rep Holdings and the 
International Center for Economic Growth (lCEG) Mrica Region 

1 2 Survey Objectives 
The primary objective of the 1999 National MSE Baseline Survey 
was to update and expand the information generated from the 
1993 and 1995 surveys and improve the reliabIlity of estimates on 
the sector s contribution to the Kenyan economy in terms of 
employment incomes and gross domestic product (GDP) 

More specifically the 1999 survey sought to measure the size and 
structure of the sector by estimatmg the total number of micro 
and small enterprises in the country in order to understand the 
various distribution aspects including type of activity subsector 
classifications rural-urban distribution SIZe of enterprise and 
gender distribution 

The MSE sector is belIeved to be providing the greatest opportu
nity for the absorption of the increasing labour force The 1999 
National MSE Baseline Survey therefore measured the contribu
tion of the sector to employment by analysing the composition 
and structural variations of employment by enterprise activity 
size status ownership skills and education and rural-urban 
aspects 

Considering the prominent role attributed to the sector in terms 
of income generation for the poor the survey also assessed the 
contribution of the sector to income It also conducted a 
macroeconomic estimation of the total labour force and contribu
tion to GDP 

The 1999 National MSE Baseline Survey also analysed issues of 
entrepreneurship and busmess characteristics in the context of 
demand and supply of business support services including 
credit infrastructure (water electricity telephone roads) train
ing and technology Finally the survey assessed business entry 
and closures constraints and recommendations 

1.3 Survey Methodology 
The 1999 National MSE Baseline Survey used household samples 
as a baSis for determining and identifying those economic units 
that were to be interviewed in detail 

The survey covered all economic activities performed by the 
household members as a main or secondary activity whether as 
dependents or own-account workers Where the main activity was 
identified as agrtculture (or fishing or forestry) no more informa
tion was collected on this activity rather the focus was on the 
non-agricultural activities undertaken by farmers i in parallel or 
off-season Thus where the main economic actIvity was non
agricultural and the member own-account or employer then the 
full questionnaire was administered to this activity as well as to 
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the other secondary activitJ.es undertaken by the individual 

The coverage of the survey was natJ.onal and a random sampling 
procedure based on the CBS National Sample Survey and Evalu
atIon Programme (NASSEP) III sampling frame was adopted to 
ensure an appropnate representatJ.on for urban and rural areas 
The rural stratum was further sub-stratified into four agro
ecological zones to take into consideration the diverse economiC 
and demographic characteristics and make the sample more 
representative 

14 Sample Size 
The proportIons of households with enterprises m the strata 
obtained m the 1993 survey (cf Table 1 1 below) were applied to 
arrive at the number of households to be covered Table 1 2 gives 
the derived number of households and clusters for the 1999 
survey Consequently a total of 146 clusters were selected from 
the NASSEP III sampling frame covering 14 408 households 
countrywide This exceeded the 1993 MSEs survey by 33 clusters 

Table 11 Estimated Sample Size for the 1999 Survey 

Stratum Proportion of Estimated Estimated 
households With number of number of 
enterprises households clusters 

(p) (n) 

1 Nalrobl-Mombasa 0223 5392 54 
2 Cities over 10,000 0346 2,876 29 
3 Cities 2,000-10 000 0594 1,033 10 
4 Rural areas 0231 5,107 53 
Total 14,408 146 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

Given that the design of the 1999 National MSE Baseline Survey 
required a complete enumeratJ.on of the selected clusters the 
survey teams interviewed all members of all households withm 
the survey Sites Where the household members were absent 
three call-backs were required in order to have the intervlew 
carned out 
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Table 12 Distribution of Clusters by Stratum In the Three MSE Baseline Surveys 

Stratum Total no 0 1993 1995 1999 Coverage 
clusters In No of selected clusters In 

stratum the sample 

Stratum 1 170 22 12 54 31 8 
Nairobi 120 17 39 325 
Mombasa 50 5 15 300 
Stratum 2 
Cities over 10,000 200 29 19 29 145 
Stratum 3 
Cities 2 000-10 000 14 11 10 1000* 
Stratum 4 Rural Areas 926 35 12 53 57 
Substratum 4 Maize 10 
Substratum 5 Tea/Coffee 13 
Substratum 6 Sugarcane 7 
Substratum 7 Other crops 15 
Substratum 8 Pastoral 8 
TOTAL 1300* 100** 54 146 11 2 

In stratum 3 the master sample compnses only three clusters consequently the additional clusters had 
to be created In the field 
This figure does not Include the 1993 fifth stratum for commercial and Industrial areas 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

Table 13 Distribution of Selected Clusters by Region In the 1999 Survey 

Administrative Total no of No selected Population % of total 
area clusters In clusters In projection 1999 population 

stratum sample (In 'OOOs) 

Nairobi 120 41 2,154 71 
Central 177 12 3983 131 
Mombasa (50) (15) (625) (21) 
Coast 162 23 2,453 80 
Eastern 168 14 5,104 167 
North Eastern 14 1 726 24 
Nyanza 197 16 5,189 170 
Rift Valley 344 29 7273 239 
Western 108 10 3,582 11 8 
TOTAL 1300 146 30,473 1000 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

1 5 DefInItion of Micro and Small 
EnterprIses 

MIcro and small enterprises as defined m tlus survey mclude the 
following cnteria The fIrst is busmesses employing up to 50 
workers Employment here does not necessarily mean salaned 
workers with wages it refers to people working m the enterpnse 
whether they are paId or not The survey made a dIstmctIon 
between micro enterpnses-busmess enterprises employmg up to 
ten workers and mcluding the workmg owner-and small enter
prises-those enterprises employmg more than ten and up to 50 
workers The term mlCro and small enterpnse therefore covers a 
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range of establishments mcludIng informal sector actIVItIes whIch 
employ one or more persons and enterpnses in the formal sector 
employing up to 50 persons Whatever the sIte (home street 
mobile unit) an MSE may be undertaken as a mam actIvity or as 
a secondary actIvity and may be permanent temporary casual 
or seasonal 

A second cntenon of defmmg MSEs IS based on enterprises that 
are essentIally non-primary busmesses 1 e non-farm busmess 
actiVItIes excludIng agricultural productIon animal husbandry 
fIShing huntIng gathenng forestry 

A third cntenon of MSEs IS farm-based busmess actIvities that 
mvolve some form of processing before marketing Thus If 
household members process theIr farm products and sell them 
from the farm from the roadsIde or at a market or If households 
are mvolved m buymg and selling farm-based commodities all 
these activitIes are consIdered MSEs Thus a farmer or the 
spouse who goes to the market to sell roasted maize (a form of 
processmgl at the market-place or on the roadsIde IS operatIng an 
MSE 

CHAPTER Two 

Magnitude and Structure of the 
Micro and Small Enterprise Sector 

There are about 1 3 millIOn micro and small enterprises in the 
country employmg some 2 4 million people The study shows that 
about 26% of the total number of households m the country are 
mvolved in some kind of non-pnmary actIvitIes 1 e MSE actIVI
ties that do not mvolve farming fishing and other pnmary 
productIon 

2.1 Geographical Distribution 
Almost two-thIrds of all MSEs are located in the rural areas thus 
only one-third are found in the urban areas even when urban 
areas are defmed to mclude small or rural towns About 17% are 
found m NaIrobI and Mombasa Table 2 1 shows the locatIon of 
these enterpnses m the dIfferent strata to WhICh the country has 
been dIVIded NaIrobI and Mombasa account for 9 7% of the 
natIonal population 

Out of the total 1 289012 MSEs m the country NaIrobI and 
Mombasa account for 204 280 of them thIS IS 158% Compared 
to their populatIon Nairobi and Mombasa have a relatively hIgh 
number of MSEs LikeWise the rural areas contam over 80% of 
the total population and 65 6% of the MSEs Thus compared With 
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the other strata the major urban areas have a hIgher density of 
MSEs per given population 

Table 2 1 Total Number of MSEs and Their Employment 

Stratum % of nat'l MSEs Workers Mean 
pop Number % Number % 

Nairobi and Mombasa 97 204280 158 394838 169 20 
Other major towns 62 157,533 122 279,133 11 8 1 8 
Rural towns 21 81320 63 135349 56 1 6 
Rural areas 820 845,879 656 1,551,930 657 18 
Total 1000 1289012 1000 2361,250 1000 1 8 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

The average number of people working in each enterprise is 1 8 
In Nairobi and Mombasa the average IS 2 0 and in the rural 
towns it is 1 6 This shows that not only are the enterpnses small 
(as is typical in many developing countnes) but there is not much 
size difference between the four strata Hence their percentage 
number of the natIOnal MSE employment closely resembles their 
percentage of the total number of MSEs 

The fact that the rural areas account for a large share of the total 
number of MSEs IS not unique to Kenya The corresponding 
percentages for other Mncan countries are as follows 69 for 
Botswana 73 for Zimbabwe 77 for Swaziland and 80 for Lesotho 
(one exception IS Eritrea where about 60% of MSEs are found in 
the urban areas) 

2.2 Sectoral Distribution 
Close to two-thirds (64 1 %) of the MSEs are in the trade sector 
This means that a large proportIOn of MSEs IS mvolved m the 
buying and selling of goods and commodities to generate income 
The sectoral distribution of the MSEs is shown in Tables 2 2 and 
23 Manufacturing and services account for about 13% and 15% 
respectively The collective group of bars hotels and restaurants 
accounts for 6% and construcoon accounts for less than 2% of 
the total MSEs Manufactunng accounts for 10 2 % of all MSEs in 
urban areas It is clear from Table 2 2 that the dommance of trade 
IS absolute both m urban and rural locations However while 
service activities are second in the urban areas manufacturing 
activioes are second in the rural areas 

The dommance of trade over the other sectors is not uncommon 
m many developmg countnes though m some other countnes 
manufactunng sometimes dominates the scene due to relatively 
easier access to raw materials partIcularly in the rural areas The 
rural areas account for a large number of the MSEs Thus about 
three-quarters (739%) of the manufacturing group two-thirds of 
both the trade sector and bars/hotels/restaurants sector (669 
and 675% respectively) about half (514%) of servIces and well 
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above two-thIrds (703%) of the construction group are all found 
in the rural areas 

Table 2 2 Sectoral and Urban-Rural Distribution of MSEs 

Sector Urban Rural 

Executive Summary 

Total 
No Col % Row % No Col % Row'lp No % 

Manufacturing 45019 102 261 127745 151 739 172764 134 
Trade 273738 615 331 552410 650 669 826149 641 
Bars/Hotels/ 24888 59 325 51789 65 675 76677 60 

Restaurants 
Services 92937 210 486 98398 11 6 514 191 335 148 
Construction 6,551 1 5 297 15537 18 703 22087 17 
Total 443133 1000 344 845879 1000 656 1 289012 1000 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

2.3 Industrial Distribution 

The dlstnbutIon of MSEs accordmg to the two-dIgIt InternatIonal 
Standards of Industrial ClassllicatlOn (ISIC) IS shown in Table 2 3 
The table breaks down the hIgher groupmg of the MSEs dIscussed 
in Table 22 For example It IS clear from Table 2 3 that the 

Table 2 3 Two-Digit ISIC Groupmg of Urban/Rural MSEs 

ISIC grouping Number Total employees % % urban % rural 

Food and beverage manu 35653 80795 34 
Textiles and leather 63216 87597 37 
Wood based manu 43,450 96431 41 
Paper and paper products 579 11,255 05 
Earthenware manu 10922 28,785 1 2 
Hardware manu 10,096 25268 1 1 
Other manu 10039 13,783 06 
Construction 17,227 34657 1 5 
Wholesale trade 40587 65594 28 
Retail 845010 1,471,298 623 
Bars/Hotels/Restaurants 85851 185252 78 
Passage car service 17265 32139 14 
Real estate 18605 34764 1 5 
Professional services 11332 36434 1 5 
Entertamment 3414 9613 04 
Repair and other services 74766 147,584 63 
Total 1,289,012 2361250 1000 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

Note Any discrepancy from the retail total provided In Table 2 3 IS due to some 
missing data for some observations and due to rounding errors In the database 
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dominance of trade in Table 2 2 IS due to retailmg Thus at this 
more dlsaggregated level of presentation the dominance of the 
rural areas is still eVident They account for at least half of the 
activities in 11 of the 15 groups and in seven cases the rural 
areas contain two-thirds or more of the enterprises Urban 
enterprises account for about two-thirds of the real estate agen
cies and are closer to two-thirds in public transportatIOn services 
In both urban and rural locations retaIl activities account for 
about two-thirds of all MSEs Mter retaIl the urban areas have 
a high concentratIon of repair services whIle the rural areas show 
increased presence of bars/hotels/restaurants m the services 
area in the manufacturing sector the production of textiles 
cordage and leather are important in both urban and rural areas 

Numbers are not enough to gauge the overall importance of an 
MSE group Employment production and income levels must 
also be evaluated employment IS discussed next while indicators 
of production and income will be provided later in this summary 

Tables 24(a) and 24(b) provide a further disaggregation of the 
two dominant MSE activities i e retaIl and repair services 
according to the absolute number of enterprises employment 
and mean monthly income It becomes clear from Table 2 4(a) 
that general retail trade buying and sellmg of agncultural pro-

Table 24 a Composition of MSE Retail ActiVity 

No of No of Mean Incomel 
enterprises employees month (Ksh) 

Food dnnk and tobacco 72865 88,874 4578 
Butchenes 13863 28646 9652 
all and petrol 563 564 9,015 
Textiles soft furnlshmgs, 22916 53,329 7592 

clothmg shoes 
BUilding matenals and timber 8,627 13827 13601 
Photographic and pharma- 843 844 4467 
ceutlcal goods 

General retail trade 253057 542,035 4973 
Livestock 28786 42918 9,298 
Agncultural produce 235,586 354,520 4,197 
Paraffm and charcoal 22232 48471 3229 
Domestic hardware 8,884 11,705 11693 
Machmery tools 562 844 18,000 
Ready-made garments 5097 7,913 14928 
Second hand garments 60102 103961 5256 
Shoes and leather goods 5,987 6835 5,291 
Art and artifacts 860 861 3,934 
Baskets (e g , krondos) 298 298 1500 
Newspapers/Magazines 3,711 6677 5902 
General kiosks and grocenes 98451 155017 3028 
Stationery and bookstores 1720 3,161 8137 
Total 845,010 1,471 298 4995 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 
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duce food and beverages and trade m second-hand garments are 
the four dommant retail actIVItIes 

Table 2 4b Distribution of Repair and Service Activity 

No of No of Mean mcomel 
enterprises employees month {Ksh) 

Repair of footwear, other 5,457 5461 2791 
leather good 

Electrical repair 4028 5771 2,091 
Repair of motor vehicles 4,633 13726 16656 
and motor cycles 

Watch clock and Jewelry repair 845 1970 17,814 
Repair of bicycles 8944 12102 3677 
Other repair NEe 8,944 12765 1667 
Laundry laundry services 9532 16849 5,655 

cleaning and dymg 
Barber and beauty shops 22659 51,355 4,347 
Photographic studios 4011 4594 6091 
commercial photography 

Hunting and tOUrist gUide 1727 1,728 
services 

Personal services NEe 281 1406 100000 
(e 9 tOilet and bath facIlities) 

Other miscellaneous 860 861 21602 
personal services 

Other services NEe 2846 18997 57,041 
Total 74766 147584 7354 

Source NatIonal MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

CHAPTER THREE 

Employment in the Micro and 
Small Enterprise Sector 

3 1 Total Employment 
As shown m Chapter 2 MSEs in Kenya employ close to 2 4 
mIllion workers most of whom are found in the rural areas Only 
a third of the total MSEs origmate in the urban areas (see Table 
2 1) About 95% of those employed are regular workers who 
consist of workmg owners famIly members hired workers and 
apprentIces The remammg 5% are non-regular workers conslst
mg of part-time and casual workers almost all of the non-regular 
workers (97%) are casual workers 

There are 1 7 mIllIon working proprietors or owners (see Table 
3 la) ThIS is about 70% of all the employees m the MSE sector 

9 
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Table31a 

Stratum 

Nairobi and 
Mombasa 

Other major 
towns 

Rural towns 
Rural areas 
Total 

Another 10% are the family members group Thus 80% of the 
total MSE employment involves owners and their family members 
Comparing urban and less urban areas the proportion of working 
owners increases from 56 6% in NairobI and Mombasa to 75 9% 
in the rural areas 

The regular hired group of workers who account for 11 6% of 
total MSE employment are of special interest as they are workers 
with wages Their numbers may have significant implications for 
what is needed to create such paid Jobs About 60% of these hired 
workers are found in the urban areas while Narrobi and Mom
basa account for close to 40% of them 

From the point of view of training future skilled MSE workers (and 
possibly future entrepreneurs) another important group is the 
apprentice group In Kenya the apprentices form the same 
percentage of the total employment as in other countries Thus 
12% for Lesotho 16% for Zimbabwe 20% for Entrea and 5 4% 
for Botswana are not that different from Kenya s 2 2 % 

o strlbutlon of MSE Employment Types 

Regular Workers Non regular worker Total 
Proprietors Family Hired Apprentices Total Part-time Casual 

223668 30347 106495 5620 366130 1405 27303 394838 

183144 23824 47647 6254 260869 744 17520 279133 

95720 10165 12424 1412 119721 282 12800 135,349 
1177 326 179534 105303 39705 1 501 868 863 49199 1551,930 
1679858 243870 271869 52991 2248588 3294 107129 2361250 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

Table31b Percentage Distribution of MSE Employment Types 
Stratum Working Family Hired Appren Part- Casual 

proprietors members regulars tlces time 

Nairobi and 566 77 269 1 4 04 70 
Mombasa 

Other major 655 85 171 22 03 64 
towns 

Rural towns 719 76 93 1 1 02 98 
Rural areas 759 11 6 68 26 01 32 
Total 713 103 11 6 22 01 45 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 
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3.2 Size Distribution of Employment 
As already mdlCated the average size of MSEs is about 1 8 
regular employees In the aggregate there does not seem to be 
much difference between urban and rural localitIes WIth respect 
to average size of enterpnses However there are no MSEs m the 
SIZe ranges above 15 people either in the small towns or in rural 
areas (see Table 3 2) Similarly there are no MSEs m the other 
major towns stratum employing more than 25 people Thus all 
the enterpnses that employ more than 25 people are found m 
Nairobi and Mombasa 

If the SIZe range 1-10 is considered micro in nature then 
nationally more than 99% of the MSEs in Kenya are of the UllCro 

group In fact 97% of the enterprises are found m the size range 
1 to 5 Even m NaIrobI and Mombasa 98% are micro in size 
however the 2% non-micro account for over 4 000 enterprises 
The distribution of MSEs among dIfferent size ranges of employ
ment IS shown in Table 3 2 

Table 3 2 Percentage Distribution of MSE Sizes 

Size Nairobi and Other major Rural Rural Total % 
(persons) Mombasa towns towns areas 

1 686 735 744 6950 701 
2 169 141 185 188 179 
3-5 11 5 93 50 82 87 
6-10 14 1 9 17 31 26 
11-15 09 08 04 04 05 
16-25 03 04 01 
26-50 04 01 
Total 1000 1000 1000 1000 1000 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

3.3 Sectoral Distribution of Employment 
As already indIcated due to the small size of employment per 
enterprise the percentage of employment contnbuted by any 
location or sector corresponds very closely to the percentage of 
MSEs accounted for Trade is agam the most dominant sector 
accounting for about 62% of the total MSE employment ht 
accounts for 64% of the total number of MSEs) However trade 
MSEs are relatively smaller m size than their counterparts in 
other sectors If the last three entries in Table 3 3 are grouped 
together as services then both manufactunng and servIces ac
count for about the same share (about 14%) Less than 70% of 
MSE trade employment IS found m the rural areas The relative 
division of MSE employment is almost identIcal with the relatIve 
dIvision of the MSEs as gIven m Table 2 3 
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Table 3 3 Distribution of Total MSE Employment by Location and Economic Sector 
1-Digit ISIC Urban Rural Country 

Total % % Total % % Total % 
employees urban employees rural employees MSEs 

Manufacturing 92465 11 5 270 249738 161 730 342203 145 
Trade 417725 518 284 1052886 678 716 1 470611 624 
Bars hotels 81334 101 440 103280 67 560 184614 78 

restaurants 
Construction 17720 22 412 25246 1 6 588 42966 1 8 
Transport 25161 31 676 12049 08 324 37210 1 6 
Real estate 34134 42 712 13770 09 288 47904 20 

agencies 
Professional 140781 175 597 94960 61 403 235741 100 
services 

Total 809320 1000 342 1551930 1000 658 2361250 1000 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

3 4 DIstribution of Male and Female 
Workers 

At the nanonal level about half (526%) of the total MSE 
employees are men In each of the stratum too the share of males 
is about the same as the national figure (slightly above half) with 
the exception of the rural towns stratum which shows slightly 
higher than half for women Thus there is no sigmficant dIffer
ence in the share of men and women among the four strata 
Location does not favour one sex over the other in employment or 
business opportunities The percentage distribution of men and 
women in each stratum is summarised in Table 3 4 

Table 3 4 Percentage Distribution of Men and Women In MSE 
Employment 

Stratum 

Nairobi and Mombasa 
MaJor towns 
Rural towns 
Rural areas 
Total 

Male workers 

538 
523 
442 
530 
526 

Female workers 

462 
477 
558 
470 
474 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

Table 3 5 shows the pattern of male workers tending to work for 
male MSE owners and their female counterparts steering towards 
female owners There is a clear pattern as almost 80% of the men 
work in male-owned MSEs and 68% of the women work in 
female-owned MSEs Whether this is by preference of owners 
workers or both cannot be said for sure however there is the 
possibility of sex segregation by the kind of trade or work The 
more traditional an MSE activity is perhaps the more gender 
mediated segregation of workers exists 
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Table 3 5 Percentage Distribution of Male and Female Workers 
Among Gender of MSE Owners 

Owner 

Male 
Female 
Total 

Male workers 

796 
204 

1000 

Female workers 

321 
679 

1000 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

35 International ComparIson 

Country 

571 
429 

1000 

In Tables 3 6 and 3 7 size distnbution of Kenyan MSEs and therr 
distnbution between male and female owners are briefly pre
sented Looking at Table 3 6 about 70% of Kenyan MSEs are one
person unit operatIons as already mdicated (that IS there IS only 
one person workIng m the enterprise) Compared with other 
countnes Kenya has a slightly higher proportion of one-person 
MSEs The proportion for Kenya seems to fall in the middle and 
is the same as that for Zimbabwe 

Table 3 6 Percentage Distribution of MSE Sizes In Select African 
Countries 

Country 1-person 2-person 3-5 6-10 >11 

Botswana 66 16 13 5 5 
Entrea 58 25 14 3 3 
Kenya 70 18 9 2 1 
Lesotho 80 11 7 1 1 
Nlger* 64 25 10 1 1 
Swaziland 68 
Zimbabawe 70 15 12 2 

• The study In Niger covers only two regions which account for a third of the na 
tlonal population 

Source National MSE Baseline Survey 1999 (CBS K-Rep and ICEG) 

In Table 3 7 the focus is on the regional comparison of female 
ownership of MSEs among the different countries From the table 
Kenyan MSEs have the second lowest share of female-owned 
MSEs Only Entrea has a lower share of women owners Much 
higher percentages are shown for Swaziland Botswana and 
Lesotho ThIs outcome in southern Mrica is most likely due to 
male household members gomg to South Mrica as migrant 
workers 

In conclusion Kenya is one of those countnes where employment 
and income generated by MSEs is a very important part of the 
economy In subsequent discussion issues related to patterns of 
change constraints and current production capacity will be 
briefly discussed 
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Table 3 7 Percentage Distribution of MSEs Owned by Women In 
Select African Countries 

Country Urban Rural Total 

Botswana 
Entrea 
Kenya 
Lesotho 
Niger 
Swaziland 
Zimbabwe 

60 
52 
76 
44 
79 
76 

40 
46 
71 
63 
87 
62 

76 
43 
48 
72 
56 
84 
67 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

CHAPTER FOUR 

Estimates and Trends of Micro 
and Small Enterprises in the Total 

Labour Force 

4 1 Total Labour Force and Micro and Small 
Enterprises 

For policy analysis purposes it is important to discuss employ
ment in MSEs within the context of total labour force and 
measure the sector s contribution to the national accounts The 
design of the 1999 National Baseline MSE Survey provides new 
and reliable results which are useful to achieve these aims 

The household section of the MSE survey allows for an assess
ment of the magnitude of the labour force and its trends across 
the past decade (Table 4 1) From 8 558 880 ill 1989 the labour 
force increased to 13 146757 in 1999 With an average annual 
growth rate of 5 % The share of women in the total labour force 
remained quite stable at a high level by Mncan standards (47 9% 
in 1989 and 46 7% ill 1999) In the same years the share of the 
rural labour force was 815% and 810% respectively) 

Table 41 Magnitude and Total Labour Force In Kenya, 1989-1999 

1989 1999 

Total labour force 8558,880 13,146,757 
Annual growth rate 5% 
Urban unemployment 148% 146% 
National unemployment 79% 85% 
Women 479% 467% 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 
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Approxunately 60% of those employed are m agnculture (primary 
production) 66% m mdustnes 9% m trade and 246% m 
services (Table 4 2) 

Table 4 2 Structure of the Labour Force In Kenya, 1999 

Sector Women Men Both % of total 
Number % Number % labour force 

Agrrculture 4,173071 609 3503,515 585 7676587 
Industnes 143,069 20 703362 11 7 846431 
Trade 539,586 79 613645 103 1,153,231 
Services 2,000145 292 1 165,213 195 3165,358 
TOTAL 6,855871 1000 5,985735 1000 12841,607 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

Table 4 3 presents the total populatIOn employed in MSEs outsIde 
agncuIture It IS necessary to take mto account only the mam 
MSE owners because the secondary MSE owners are already 
counted in the total labour force Employment in the MSE sector 
IS then 1 881 010 regular workers or nearly 15% of total employ
ment in the country and 364% of total non-agncultural employ
ment MSEs represent 100% of employment m trade (wInch 
means that there IS an overlap between the formal sector and the 
MSE sector) 354% of the employment m mdustnes and 129% 
of the employment m servIces (a low percentage due to the 
influence of the public and administrative sectors) 

Table 43 Non-agricultural MSE Labour Force 
Women Men Both 

Sectors Total Employed Total Employed Total Employed 
employed In MSEs employed In MSEs employed In MSEs 

Agriculture 4173071 3503515 7676587 
Industries 143069 63372 703362 236668 846431 300040 
Trade 539586 594932 613645 577382 1 153231 1 172314 
Services 2000145 132271 1 165213 276385 3165358 408656 
TOTAL 6855871 790575 5985735 1090435 12841 607 1 881 010 
Total non 2682800 790575 2482220 1090435 5165020 1 881 010 

agricultural 

598 
66 
90 

246 
1000 

%of 
MSEs 

354 
1017" 

129 
146 
364 

" Such a discrepancy Isdue to rounding off errors as one cannot expect to obtain equal figures from the 
households and from the enterprises In a sample survey 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

In the 1999 survey SEs With more than ten workers employ only 
5% of total MSE workers On thIS baSIS an analYSIs of the total 
non-agncultural employment sector and the microenterpnse (ME) 
sector (excluding small enterpnses) leads to a residual balance 
amountIng to more than 3 4 million This balance comprises of 
the modern sector (pubbc admimstratlve and private) whlch CBS 
follows up m ItS armual EconomIc Survey m 1999 employment 
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4.2 Informal Sector and MSEs. Gaps and Overlaps 
Although the 1999 survey focused on MSEs it is also necessary to consider 
the informal sector because at both national and internatJ.onal levels and for 
macroeconomic analyses of labour force and GDP the concept of informal 
sector is consistently and widely accepted Also comparative data are now 
available for many countnes The two concepts are compatible provided they 
exclude incorporated fIrms from their scope and reconcile the microenterpnses 
employing up to ten persons The question might then be raised as to whether 
some of the microenterprises should be counted m the formal sector 

Three arguments can be presented m thIS respect the incorporated 
mIcro enterprises are not included in the definItIOn used for MSEs the 
international definition of mformal sector is very fleXible such that profession
als for instance mayor may not be included depending on natIOnal 
circumstances and practices Thirdly in a sample the size of the 1999 NatJ.onal 
MSE Baseline Survey the probability IS low that professionals or formal 
microenterprises are sigmficantly represented and it can easily be taken as 
negligible at the extrapolation stage 

In 1993 the 15th InternatJ.onal Conference of Labour StatistiCians adopted an 
mternational definition of the lnformal sector m order to improve the measure
ment of the labour force In the same year the fourth reVISIOn of the System 
of National Accounts included the defimtIon of informal sector as a major 
component for the measurement of productIOn m the household sector The 
recommended operatJ.onal cnteria take into consIderatIOn legal status type of 
accounts and number of workers or registratIon While most of these cntena 
are included in the definitIon of mformal sector by the annual EconOlmc 
Survey the 1999 National MSE Baselme Survey defines the mformal sector 
differently 

In this respect the concept of MSE is theoretically broader than the concept 
of informal sector and the survey results inform of the Importance of this gap 
no more than 154267 workers are employed in small enterpnses (SEs) With 
ten or more workers and this is 5% of total MSE employment Practically the 
MSE sector as measured by the 1999 survey is actually smaller than the 
mformal sector for several reasons To begm with It is usual in an enterprise 
survey and espeCIally when the interVIewer does not adminIster the questIOn
naire on the worksite that owners underestimate the number of theIr 
employees (paid unpaid and non-permanent casual and part-tJ.me workers) 
Secondly domestic servants are included m the mternational defmitJ.on of 
informal sector but these do not constitute MSEs m Kenya Also home-based 
workers have not been recorded as MSEs (and they are not actually MSEs) but 
they mayor may not have been declared by the MSEs or formal fIrms whIch 
hire or sub-contract them Consequently this unobserved component of the 
labour force is referred to as the informal-unclassified component or the 
invisible workers 
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m the non-agncultural modern sector IS estImated at 1 468 400 
a fIgure that stIll leaves a balance of 1 9 millIon mVIsible workers 
Most of these unclassIfied workers are women in serVIces (75%) 
Such a result calls for further mvestIgations and Improvements m 
the measurement of the vanous components of the labour force 
mcludmg the modern sector In many countnes home-based 
work has increased as a means for fIrms (MSEs or non-MSEs) to 
sub-contract and escape legal fiscal and SOCIal duties (as those 
workers are not regIstered or declared) Although it IS generally 
agreed that thIS form of employment IS not very developed in 
Kenya it can also be emphaSIsed that knowledge of such struc
tures in the labour force has still to be Improved 

Table 4 4 Total Non Agricultural Employment, Employment m MEs (excludmg SEs) and Residual 
Balance 

Women Men Both Residual Balance 
Sectors Total Employed Total Employed Total Employed Women Men 

employed In MEs employed inMEs employed InMEs 

Industries 143069 81191 703362 204514 846431 285705 61878 498848 
Trade 539586 541 126 613645 547202 1 153231 1088463 1540 66443 
Services 2000145 118081 1 165213 234494 3165358 352575 1882064 930719 
Total non 2682800 740533 2482220 986210 5165020 1726743 1945482 1496010 
agricultural 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

Table 4 5 Components of the Residual Balance 

Residual Balance Modern Sector Unclassified 
Sectors Women Men Both Women Men Both Women 

Industries 61878 498848 560726 53200 321400 374600 8678 
Trade 1540 66443 67983 401000 692800 1093800 1482604 
Services 1882064 930719 2812783 
Total non 1945482 1496010 3441492 454200 1014200 1468400 1491 282 
agricultural 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

This Issue IS Important for the measurement of GDP because the 
natIonal accounts and especIally the accounts of the informal 
sector have to be settled on the labour force In other words 
inVIsible workers are part of an extended defITlItIon of the informal 
sector whIch would mclude workers not declared by theIr employ
ers 

It is generally assumed that the mcomes from MSEs and espe
CIally from microenterpnses (70% of whIch are one-person enter
pnses) are very low and that the potentIal for earnmg a lIVIng for 
mvestment and for growth IS weak The results of the 1999 
NatIonal MSE Baselme Survey gIVe a more balanced VIew on 
average the micro and small entrepreneur generates a gross 
mcome (WhICh mcludes own remuneratIon) of Ksh 6 008 per 
month (Table 4 6) The legal monthly min1illum salary for general 
labourer amounted to Ksh 2 363 m 1999 hence the entrepre
neur s mcome is 2 5 times hIgher than mmimum wage and 
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177 448 
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560726 
67983 
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compared to GDP per capita (K£1 003 in 1998 equivalent to Ksh 
1 672 per month) it is 3 6 times hIgher The lowest average 
income 1s observed in trade and the highest in services As 
expected the average woman s income IS 57% of a man s 

Table 4 6 Average Monthly Income of MSE Entrepreneurs (Ksh) 

Manufacturing Trade Services Mean 

Women 3,634 3455 12,872 4,344 
Men 5,507 5,519 17 523 7,627 
Both 4869 4,370 15,730 6008 

In multiples of the minimum salary 
Women 15 1 5 54 1 8 
Men 23 23 74 32 
Both 21 1 8 67 25 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

Even the salaries paid by MSE entrepreneurs to their hired 
workers are not as low as expected and assumed by economIC 
analysts and researchers the average wage amounts to Ksh 6 496 
(Table 4 7) representing 2 7 times the minimum salary (4 5 times 
in urban areas and 08 time in rural areas) The average MSE 
wage 1s lowest in manufacturing (2 2 times the minimum salary) 
and highest in services (56 times) 

Table 4 7 Average MSE Monthly Salaries (Ksh) 

Manufacturing Construction Trade Services Urban Rural Mean 

3771 5,192 7,852 13,130 10,973 1,845 6,496 
In multiples of the minimum salary 

1 6 22 33 56 46 08 27 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 
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CHAPTER FIVE 

Estimates and Trends in Gross 
Domestic Product 

The National MSE Baseline Survey 1999 had as one of its main 
objectives the compilaton of sunphfied accounts for the MSEs 
Such accounts refer to the incomes of the entrepreneurs their 
operating expenditures mcludmg purchase of raw material and 
payment of wages and taxes These accounts have been duly 
adjusted for seasonal vanatIOns The balance between revenues 
and operating expendItures results in value added while the 
balance between value added and wages and taxes gives the 
entrepreneur s gross income (or operating surplus) (see Table 5 1) 

Table51 SimplifIed Monthly Accounts for Main and Secondary MSE Owners <In '000 
Ksh for revenue and expenditures, In Ksh for value added per enterprIse and 
per worker) 

Manufacturing Construction Trade Services Total 

REVENUE 6031 127 250,593 24,287502 6,771101 37340323 
REVENUE-Stock 6211 582 254,461 26275880 7,225621 39967545 
Vanatlon 

Raw materials 1098,168 35041 2,321 913 1036196 4491,318 
Purchases for resale 3513167 114,034 16659662 1,571,826 21858690 
Rent 81,231 6742 326,053 191 100 605,126 
ElectriCity 8,286 1008 109,396 98331 217,022 
Water 3616 50,424 46,038 100,078 
Telephone 9518 253 47359 82,430 139559 
Insurance 339 20398 117,504 138240 
Transport 181,855 6050 1,155825 232458 1,576,189 
Repairs/Maintenance 50343 1535 361056 312,281 725215 
Other costs 119,160 1412 381743 151,955 654269 
VALUE ADDED 1 145900 88,386 4842051 3385501 9461838 
Salanes and Wages 297,837 75937 527524 550,016 1,451314 
NSSF 357 30424 6,332 37114 
Licences and Taxes 71227 705 532,198 112244 716,374 
GROSS INCOME 776,836 11388 3,751,905 2716,908 7,257037 
No of enterprises 159,553 16949 858596 172,717 1207815 
No of workers 307,289 34217 1435319 355,502 2132327 
Mean size of enterpnse 1 9 20 1 7 21 1 8 
VALUE ADDED 7182 5215 5639 19601 7834 

per enterprise 
VALUE ADDED 3729 2583 3374 9523 4437 

per worker 
GROSS INCOME 4869 0672 4370 15730 6008 

per enterprise 
Stocks at start 917741 45,865 15250377 1,977,461 18,191444 
Stocks at end 737,286 41997 13261999 1522,941 15,564,222 
Stock variations 180455 3,868 1988378 454520 2627222 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 
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At the aggregate level GDP IS obtamed by summmg up all value 
added generated by the economic units but at mdIVldual level 
these accountmg procedures highlight the mcome earned by the 
mIcro and small entrepreneurs 

Coming to the estImatIon of the contributIon of MSEs to GDP a 
gross estimate is generated by simply applying the value added 
per worker in MSEs to the total number of workers in MSEs 
According to this procedure the contnbutIOn of MSEs would 
represent 189% of the current GDP in 1998 (and 255% of non
agncultural GDP) 

In order to improve the procedure two separate estImates have 
been generated One on the baSIS of the results of MSEs owned 
as a main activity and a second one WhICh considers secondary 
owners The contnbution of the MSE sector then drops to 184% 
of GDP and to 250% of non-agricultural GDP This estimate stIll 
leaves the Issue of the mvisible labour force If the unclassified 
labour force were taken mto account say on the assumptIOn of 
a value added per head (WhICh would be one-quarter of the 
average from the survey) then the contnbution of the MSE sector 
(the informal sector in a broad sense) would come to 30 2% of the 
total GDP 

The exercise m Table 5 2 is tentative and does not present 
definitive answers The mVlsible labour force may well have been 
taken into account in the output generated by those enterpnses 
which have not declared them Part of the MSE sector may also 
have been accounted for in the current natIonal accounts If we 
assume that the MSE-informal sector is already taken mto 
account m the current GDP at a level comparable WIth that in 
other African countries (Table 5 3) then it becomes possible to 
measure the underestimatIOn of the GDP However if we assume 
that no account has been taken of the sector then the current 
GDP should be enlarged by the exact SlZe of the measured MSE 
sector and then this sector would represent only 18 to 23% of 
such GDP 

Table 5 2 MSE and Informal Sector Shares of GOP, According to 
Various Defmltlons 

Definition of MSE sector Value added %of 
<In Ksh million) current 

GDP 

Gross estimate 113534 189 
MSE sector main owners 97725 162 
MSE sector main and 111 011 184 
secondary owners 
MSE sector main and 181,857 302 
secondary + Informal 
unclassified 

% of non
agricultural 

GDP 

255 
220 
250 

409 

Source National MSE Baselme Survey 1999 (CBS K Rep and ICEG) 
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Table 5 3 Informal Sector GDP as a Share of Non-agricultural and 
Total Employment In Various Developing Countries 

Country Year % non- % non- % total % total 
agrlc agrlc employ- GDP 

employ GDP ment 

TUnIsIa 1995 487 229 378 203 
Morocco 1986 307 249 
BenIn 1993 928 427 410 273 
BurkIna Faso 1992 770 362 86 245 
Chad 1993 742 447 11 5 310 
Ghana 1988 583 314 
Kenya 1999 716 250 288 184 
Mall 1989 786 417 133 230 
MaUrItanIa 1989 753 144 102 
MozambIque 1994 735 448 76 389 
NIger 1995 585 272 376 
Senegal 1991 760 409 330 
TanzanIa 1991 431 196 215 
Sub Saharan AfrIca* 782 425 184 278 
South Afnca 1995 189 72 166 69 
Korea 1995 169 159 
PhIlIppInes 1996 651 282 
IndIa 1990-91 882 481 344 324 

• Non weighted arithmetical mean (Without South Africa) 

Source Charmes J (1998) Informal Sector Poverty and Gender A ReView of 
Empirical EVidence background paper for the Worfd Development 
Report 2001 Washington DC 

Consequently the thIrd estImate m Table 52 (184% of GDP) IS 

the most refmed and is therefore adopted by the 1999 National 
MSE Baselme Survey as the most reliable estImate of the MSE 
sector s contnbutIon to GDP given that mformatIon on the 
mvisible labour force IS stIll unvenfied 

The methodology used to compute GDP has to be clanfled and 
Improved Just as natIonal accounts need a new momentum m 
order to address the Issues raised by the estImatIon of the 
contnbution of a few challenging sectors For example SUbSISt
ence agriculture the MSE sector and the non-recorded mvisible 
labour force seem to be mcreasmg theIr share to GDP and not 
decreasmg as rapIdly as generally assumed The results of the 
NatIonal MSE Baselme Survey 1999 should gIVe an Impetus to the 
purSUIt of such an objective 
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CHAPTER SIX 

Micro and Small Enterprise Access 
to Support Services 

There are an estimated 260 organisations-pnvate and public 
national and international-with support programmes for MSEs 
in Kenya Some of these organisations focus exclusively on 
enterprise development while others conduct a variety of other 
development activities in addition to MSE support programmes 
These organIsations vary conSiderably m size ViSIbility effective
ness and efficiency with WhICh they deliver serVIces to MSEs In 
an attempt to understand the scope of these organIsations the 
1999 survey enquired about the dlfferent types of assIstance 
received by the MSE operators while m busmess The operators 
cited both formal assistance of a fmancial or non-financIal nature 
as well as informal assIstance from family and fnends In general 
there seem to be consIderable support for MSEs in Kenya 
However as the data from the survey show relatively few MSEs 
receive such support 

6 1 Supply and Demand of Credit 
The 1993 Baseline Survey showed that only 9% of the MSEs had 
accessed credit and that only 4% of this credit was obtamed from 
formalised financial channels (NGO microfinance schemes com
mercial banks SACCOs etc) The survey noted that the bulk of 
the MSE credit (69 1 %) came from informal savings and credit 
associations mostly rotating saving and credIt associations 
(ROSCAs) friends and relatives This finding compares with the 
1995 Baseline Survey WhICh showed that 10 8% of the MSEs had 
accessed credit and that only 34% of those received credit from 
formal sources 

Kenya currently has about 150 organIsations with credit pro
grammes for MSEs Of these 130 are NGOs These orgarusatIons 
serve all regions of the country although there are more in the 
urban areas Evidence on the supply of credIt by these organisa
tions is increasmg but it is difficult to determme precise figures 
on credIt extended to MSEs since commercial banks are under no 
legal oblIgation to report them while some microfinance NGOs are 
reluctant to reveal their portfolios Lack of thls mformatIon IS a 
senous handicap in the estimation of credIt supply This notwith
standing vanous attempts have been made to estimate the 
volume of credit to MSEs 

Table 6 1 shows that only 104% of MSEs have ever receIved 
credIt from any source Overall 896% of the MSE operators 
stated that they had never receIved credit 28% reported having 
receIved loans from NGOs 25% from ROSCAs 15% from family 
and fnends and 1 5 % from commercial banks In Zimbabwe a 
similar pattern emerged 89% of MSE operators have never 
received loans for busmess purposes 10% received credIt from 
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family or friends 1% from formal credtt institutIons and less than 
1 % from money lenders (McPherson) 

As shown in Table 6 1 roughly the same proportIon of MSE 
operators reported not receIving credIt in 1999 as in 1995 though 
the amounts received from the different sources vary As com
pared to earlier years the proportion of loans from formal sources 
in 1999 was more (5 7% as compared to 34% in 1995 and 4% ill 
1993) This perhaps reflects the increase in numbers of support 
organisations providing credit to MSEs Of the formal sources 
NGOs are the most important source of credit This is reflected in 
the number of NGOs focussing their support on the provision of 
credit to MSEs which has increased from 46 ill 1995 to 130 in 
1999 

Table 6 1 Sources of Credit to MSEs (%) 

Source 1993 1995 1999 

None (no credit received) 85 892 896 
Formal credit Institutions, 4 34 57 

including NGOs 
Cooperatives 1 2 
NGOs 28 
Commercial Banks 1 5 
Government 02 
Informal Institutions 5 74 47 
ROSCAs 5 25 
Family and fnends 2 1 5 
Money lenders 01 01 
Trade credit supplies 06 
Total 100 100 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

The demand for MSE credit in Kenya is the least studied aspect 
of the sector To estImate the effective demand for MSE credit one 
needs to survey all sources of credtt for MSEs and establish all the 
loans they have been able to make and those that they have 
rejected due to inability of the entrepreneur to comply with their 
requirements (other than for reasons of inabllity of the bUSiness 
to absorb and repay the loans) 

Most institutions however do not maintam records of credtt 
requests they have rejected Even if one were to obtain such 
information the effective demand picture would only emerge if 
one included latent demand by MSE operators who demand credit 
but for one reason or another (e g self-censorslnp) do not present 
themselves for the credit 

Table 6 2 summarises the distnbution of the loans required by 
size First about 70% of the loans requrred do not exceed Ksh 
20 000 (US$ 285) and 963% do not exceed Ksh 100 000 (US$ 
1428) Nonetheless about 36% of the respondents requITe loans 
that exceed Ksh 100 000 There does appear to exist a slIght 
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Table 6 2 

Amount Ksh 

0-1000 
1001-5000 
5001-10,000 
10,001-20000 
20,001-50000 
50,001-100000 
100 001-500 000 
500000+ 
Total 

difference between the SIze of the loans required by men and 
women About 83% of the women entrepreneurs require loans 
that do not exceed Ksh 20000 compared to about 36% of the 
men Relatively larger loans are required by men and Jomtly
owned enterprises than by women 

Percentage Distribution of the Overall Loan Requirements 

Men Women JOlntly-owned All MSEs 
No % No % No % No % 

3,519 11 4 2,348 72 5868 75 
2,026 66 10831 330 288 09 13145 167 
1 164 38 3,304 101 2,333 76 6,801 87 
4,379 142 10,854 331 4,664 151 19897 253 

11429 371 3,497 106 4,395 143 19,321 246 
4439 144 859 26 2046 66 7,344 94 
3,530 11 5 1,145 35 1,165 38 5,840 74 

303 1 0 00 00 303 04 
30,789 1000 32,839 1000 14,891 484 78,519 1000 

Source National MSE Basehne Survey 1999 (CBS K Rep and ICEG) 

62 Business Support Services 
The second most common form of MSE support is management 
and technical traming The former emphasises basic business 
skills and entrepreneurship Orgamsations that provide such 
training do so to complement the specifIC occupational or artlsanal 
skills that their clients already possess In the case of technical 
(vocational) training the emphasis IS on equippmg workers With 
practical skIlls such as carpentry masonry tailOring or weavmg 
Other MSE support mcludes techmcal assistance (TA) or business 
extension marketing outlets pre-constructed sheds etc TA is a 
broad label that includes assisting MSE operators with routme 
business practices such as bookkeeping and inventory costing 
and more speciahsed techniques of marketing production and 
appropriate technology chOIce In general TA is given on a one
to-one basis at the busmess site A few organisations prOVide 
marketing outlets for their MSE clients products 

As shown in Table 6 3 only 7% of MSEs have received any form 
of non-financial assistance m the last four years (1995-1999) 
despite the increasing number of formal and informal organisa
tIOns m the country offering all types of non-financIal assistance 
The 1995 Baseline Survey also reported that only 7% of MSEs had 
been reached With any form of non-financial assIstance while the 
1993 Baseline Survey reported that only 4% had been served 
Access to non-financial assistance varies by sector Of particular 
note is that 144% of the enterprises in the serVIces sector have 
used non-finanCial assIstance compared to 62% in manufactur
ing 37% in trade activitIes and 34% in construction 
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Table 63 Percentage Distribution of Non-Financial Assistance Received by Urban and 
Rural Enterprises 

Type of Assistance Urban Rural 
No Col% No Col% 

None 393802 936 730218 928 
Management training 4618 1 1 13810 1 8 
Technical training 6304 1 5 12,084 15 
Marketing assistance 5,497 13 8631 1 1 
Materials/Service assistance 7183 17 12084 1 5 
Multiple assistance 2,051 05 6,905 09 
Other 1,174 03 3,453 04 
Total 420,628 1000 787186 1000 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

6.3 Access to Infrastructure 
A major constraint facing many MSEs in Kenya is the lack of 
adequate infrastructure The term infrastructure relates to ad
equate electrical power access roads water and sewerage secu
rity of tenure of premises and telecommunications Good infra
structure has the effect of promoting competitIve pnvate sector 
growth by lowering the cost of doing business 

Access to utilities is a proxy for the quabty of infrastructure 
available to the entrepreneur While easy access to utihties is 
important in all business activities it is particularly critical m the 
manufacturing and services sectors where access to utilIties may 
determine the type of technical processes to be used From 1968 
the Government of Kenya through the Kenya Industrial Estates 
put up hundreds of sheds for MSEs throughout the country and 
these were complete with all required utilities The National 
Council of Churches of Kenya made a contnbution to the infra
structure issue by developmg an "mdustrial area" for small-scale 
enterprises in Nairobi Other more recent attempts at dealing with 
this issue include the Mmistry of Research and TechnIcal Train
ing nyayo sheds These have been a disappointment because they 
were not planned were poorly located and lacked utilities 
consequently their impact has been low More recently the GOK 
with the assistance of GTZ put up 600 sheds in fIVe urban areas 
Generally however MSEs are excluded from the town planning 
process therefore land is seldom zoned exclusively for the needs 
of MSEs The National MSE Baseline Survey 1999 estabbshed 
that infrastructure problems are more acute in rural-based enter
prises 
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All 
No Col% 

1,124020 931 
18428 1 5 
18388 15 
14128 1 2 
19267 1 6 
8956 07 
4,627 03 

1,207814 1000 
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CHAPTER SEVEN 

Problems, Constraints, and Con
clusions 

What are the major problems and constraints faced by MSEs in 
Kenya? In order to provide answers to this question the survey 
asked entrepreneurs to report on the constraints facmg their 
businesses and to rank these accordmg to the perceIved severity 
It should be noted that these problems are the perceptions of the 
MSE operators interviewed and may not necessarily reflect the 
actual underlying problems 

While over 885% of the respondents reported on at least one 
problem (the most severe one) about 74% added a second severe 
constraint and 48 7% designated a third constraint m their 
responses Of the MSE operators interviewed 11 7% reported 
having no business problem at the time of the survey 

Table 7 1 reports on the most severe constraints CIted by entre
preneurs Competition and lack of market problems include not 
having enough customers having too many competitors lack of 
product publicity and lack of knowledge about what customers 
want Lack of credit mcludes lack of operating funds and lack of 
collateral for credit The point is often made that many other types 
of problems are mistakenly identified as issues of capItal poor 
management of inventories of raw material procurement or of 
marketing all appear as a credIt problem Lack of transport 
includes problems involving lack of roads high transport costs 
and poor road conditions Shortage of raw materials inputs 
includes lack of raw materials or high cost of raw material 
Problems such as harassment by local authority offICIalS and 
troubles in obtaining business lIcences are included m the 
category of interference from authoritles Lack of worksites m
cludes problems of unavailable or inadequate business pre1ll1ses 
or high rent Labour unavailabIlity and worker dIshonesty are 
typical problems Lack of electricity mcludes lack or expense of 
electricity connectIOn Just as lack of water includes lack or 
expense of water connection Other problems include poor health 
technology and access to training 

As shown in Table 7 1 access to markets for MSE products as 
well as problems involving access to finance constitute the most 
dominant and severe problems facing most MSEs surveyed in 
1999 More than one-third (34 1 %) of the enterprise entrepre
neurs cited dlfficulties arising from market saturation or low 
demand for products Further analysis shows that market-related 
problems are most severe in urban settings (61 5%) while 385% 
of the rural MSEs cited the problem 

The second most severe constraint reported in the survey relates 
to difficulties in accessing credit due to lack of collateral 184% 
of all surveyed MSEs cited access to credit as a key constraint 
Of these 563% were in urban areas and 437% m rural areas 
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Table71 Most Severe Constralnt(s) Faced by MSE Entrepreneurs 
In Kenya (%) 

Rural Urban All MSEs 

Markets and competition 385 615 341 
Lack of credit 437 563 184 
Poor roads/transport 656 344 72 
Shortage of raw material 494 506 68 
and stocks 
Interference from authorities 192 808 60 
Poor security 402 600 31 
Lack of worksltes 223 777 25 
Lack of skilled labour 505 495 06 
Power interruptions and 100 06 
Inaccessibility to electricity 

Poor access to water supply 592 408 05 
Other 78 91 91 
No problems 8 11 5 11 7 
Total 100 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

Besides markets and credit other problems of significance in
clude transport (72%) inadequate raw materials/stocks (68%) 
mterference from local authonties (60%) poor security (3 1 %) 
and lack of worksites (25%) Problems also vary by stratum 
Location appears to be a major issue determining the nature of 
problems facing MSEs and the severity of each of these problems 
vanes accordmg to location of enterprises For mstance problems 
assocIated with markets competition interference from local 
authoritIes lack of worksItes and poor secunty are predOmi
nantly urban while problems related to accessing infrastructure 
facilitIes (water roads telephones etc) impose constraints for 
rural-based MSEs 

WIth respect to constraints grouped together under the reSidual 
category "other" 9 1 % of the enterprises CIted this as a constraint 
The most important issues relate to aCCIdents bad weather 
household responsibilitIes and personal health Most MSEs op
erate in ways that are closely entwmed with the household thus 
any CriSIS in the household becomes a challenge to the very 
SUrvIval of the enterprise 

In general there were four problems cited by all categones of 
enterprises These relate to markets finance transport and 
legal/secunty concerns It is not surprismg that MSE entrepre
neurs seem to be more constrained by shortfalls of working 
capital (184%) than by shortages of stock or raw matenals 
(68%) These constramts are conSIstent WIth problems experi
enced by MSE entrepreneurs in other countnes For example 
FIsseha and McPherson (1991) and McPherson (1998) report that 
the four problems most frequently CIted by MSE entrepreneurs m 
Swaziland and ZImbabwe are the same as those presented m 
Table 71 
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Problems facing MSEs vary by sector While access to market 
opportunities is the most severe problem affecting all sectors it 
is most severely experienced by the trade manufacturing and 
construction sectors While inaccessibility to electricity and poor 
access to water supply are severe problems for the manufacturing 
subsector they are cited less frequently by the other subsectors 
Interference from local authorities insecurity and lack of space 
appear to be trade subsector problems Construction enterprises 
did not report any problems related to access to electricity water 
or space The service subsector faces constraints linked to capital 
and interference from local authoritIes 

For the most part the pattern of problems reported in 1999 is 
quite similar to that reported in the 1993 and 1995 Baseline 
Surveys However the problems of lack of markets and competi
tion appear more acute in 1999 as compared to the situations in 
1993 and 1995 This may be attributed to the economic downturn 
of 1999 and mcreased competition due to entry of many operators 
particularly in the low return MSE activities Fewer MSE entre
preneurs cite input difficulties (most commonly the high cost of 
inputs) in 1999 than in 1993 and 1995 and a lesser proportion 
report lack of capital as their most pressing problem perhaps 
reflecting the fact that the problem of markets is more actively felt 
in 1999 than in 1995 

Table 7 2 Most Severe BUSiness Problems Reported by MSE 
Entrepreneurs (%) 

No problems 
Markets 
Capital 
Inputs 
Interference from 

local authorities 
Transport 

1993 
18 
301 
142 
247 
48 

7 

1995 
66 

242 
327 
137 
41 

11 2 

1999 
11 7 
341 
184 
68 
60 

72 

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG) 

In order to help meet the Job demand of the country and improve 
the quality of life for the lower income class the government as 
well as various development agenCies have designed a number of 
support mitiatives targeting MSEs and their contribution to 
alleviate the twin problems of unemployment and poverty Thus 
in the last seven years there have been three nation-wide surveys 
of MSEs in Kenya and a number of similar studies limited in 
scope and coverage The 1999 National MSE Baseline Survey 
attempts to improve the empincal approach both by relating each 
MSE to each household member and by collecting data that would 
help estnnate the contribution of the MSE group to GDP 

The 1999 NatIonal MSE Baseline Survey shows that there are 
close to 1 3 million MSEs employing apprOximately 2 4 million 
people About two-tlnrds of the total number of MSEs are in the 
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trade group (wholesale and retail) A groupmg of the MSEs into 
the two-digit ISIC shows that retail trade wood-based products in 
manufacturmg reparrs m services and bars hotels and restau
rants m the catermg group dominate the landscape of MSEs in 
the country With the exception of the repairs group the remain
mg three mdustnes are found in the rural areas 

Not only are almost all of the MSEs of the micro sub-group (I e 
those with total employment of ten people or less) but about two
thIrds of them are found m the rural areas In fact about 70% 
of them are one-person enterprise units i e there is only one 
person working in the enterprise Hence about 70% of the total 
employment in MSEs is accounted for by owners workIng m the 
enterprises The average size IS about 1 8 an average that is 
consistent with many other regional studIes of MSE actiVIties 

The distribution of MSEs between male and female owners is 
about equal 51 % are men and 49% are women The dIstnbutIon 
of all workers (including owner-operators) is also about equal 
53% men 47% women 

The study also shows that the average mcome of a typICal MSE 
operator is about Ksh 6008 women earn less (Ksh 4344) than 
men (Ksh 7 627) Furthermore the contribution of MSEs to the 
national GDP is estimated to be about 18% 

In terms of MSE access to support serVIces one must keep in 
mind that the demand for such services may vary by industry 
location size of enterprise and sex of the operator With respect 
to finanCIal access the 1999 National MSE Baseline Survey 
shows that only about 10% ever received credit from any source 
yet lack of credit is one of the constraints most commonly 
mentioned This constraint should be seen against the fact that 
close to 40% of the enterpnses require less than Ksh 10000 and 
that almost 70% requIre less than Ksh 20 000 The maID formal 
institution sources of credit were NGOs whIle the maID informal 
sources were the ROSCAs 

Despite the mcreasing number of formal and informal orgamsa
tIons m the country offermg all types of non-financial aSSIstance 
only 7% of the MSE owners have received any non-fmancial 
assistance The most common types of aSSIstance receIved relate 
to management and technIcal trammg as well as marketIng and 
specialIsed busmess serVIces 

Access to infrastructure including water roads and sewerage is 
reportedly very madequate for industnes utilIties problems re
lated to electricity and telephone are also mentioned by the larger 
and more specialised groups of enterpnses 

The most senous problem mentioned by MSE operators IS the 
lack of adequate market for theIr mdiVIdual busmess Lack of 
credIt bemg second other senous problems include lack of 
secunty and poor cooperation from public authontIes shortage of 
raw materials and problems related to worksite 
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By way of conclusion and from the facts extracted from the 1999 
National MSE Baseline Survey it should be noted that special 
consideration is needed regarding the following issues 

• Given that the majority of MSEs are found in the rural 
areas business support agencIes need to increasingly 
adjust and supply their services to rural-based MSEs 

• Given that demand for individual enterprise products or 
services IS reportedly the most serious problem attempts 
should be made to improve product quality in order to 
effectively compete both in and outside the country and 
that possible support intervention could include selective 
extension services 

• Due to complamts about local authorities and insecurity 
local workshops and meetings could be held to emphasise 
the importance of MSEs to the local economy and their 
contribution to national GDP and hence the need to create 
business relationshIps that would facilitate MSE growth 

• Given that macroeconomic concerns impact enormously on 
the MSE sector the potential of MSEs to generate employ
ment opportunities and incomes can best be realised once 
policy makers resolve key macroeconomic issues 
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