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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 1n 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 Kenyas development
process particularly in the context of generating employment and
mcome opportunities for the majority of poor people throughout
the couniry 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 O mullion 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 ;n 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 420 000 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 fill in any gaps in order to make
reliable estimates of the sectors 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 Nawrobi namely the
Central Bureau of Statistics (CBS) K-Rep Holdings and the
International Center for Economic Growth (ICEG) Africa Region

12 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 sectors 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 estimating the total number of micro
and small enterprises in the couniry 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 beheved 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 busimess 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 agriculture (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' in parallel or
off-season Thus where the main economic actwvity 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 activities undertaken by the individual

The coverage of the survey was national and a random sampling
procedure based on the CBS National Sample Survey and Evalu-
ation Programme (NASSEP) HI sampling frame was adopted to
ensure an appropnate representation 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 in 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
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Stratum Proportion of Estimated Estimated Actual
households with number of number of number of
enterprises households clusters households

P (n)

1 Nairobi-Mombasa 0223 5392 54 4 051

2 Cities over 10,000 0346 2,876 29 2,463

3 Cities 2,000-10 000 0594 1,033 10 971

4 Rural areas 0231 5,107 53 4,742

Total - 14,408 146 12,227

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 enumeration of the selected clusters the
survey teams interviewed all members of all households withun
the survey sites Where the household members were absent
three call-backs were required in order to have the interview
carried out
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Table 12  Distribution of Clusters by Stratum in the Three MSE Baseline Surveys
Stratum Totalno of 1993 1995 1999 Coverage
clusters in| No of selected clusters In
stratum the sample
Stratum 1 170 22 12 54 318
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 10 100 0*
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 1 300* 100** 54 146 112

*

In stratum 3 the master sample comprises 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 "000s)
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 18
TOTAL 1 300 146 30,473 1000

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

15 Definition of Micro and Small
Enterprises

Micro and small enterprises as defined mn this survey include the
following criteria The first is busmesses employing up to 50
workers Employment here does not necessarily mean salaried
workers with wages it refers to people working in the enterprise
whether they are paid or not The survey made a distinction
between micro enterprises—busmess enterprises employing up to
ten workers and mmcluding the working owner—and small enter-
prises—those enterprises employmg more than ten and up to 50
workers The term mucro and small enterprise therefore covers a
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range of establishments including informal sector activities which
employ one or more persons and enterprises in the formal sector
employing up to 50 persons Whatever the site (home street
mobile unit) an MSE may be undertaken as a mamn activity or as
a secondary activity and may be permanent temporary casual
or seasonal

A second criterion of defiming MSEs 1s based on enterprises that
are essentially non-primary busmesses 1e mnon-farm busmess
activihies excluding agricultural production animal husbandry
fishing hunting gathermg forestry

A third cnterion of MSEs 1s farm-based business 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 activites are considered MSEs Thus a farmer or the
spouse who goes to the market to sell roasted maize (a form of
processing) at the market-place or on the roadside 1s 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 1n the country are
mvolved in some kind of non-primary activittes 1e¢ MSE activi-
ties that do not mvolve farming fishing and other primary
production

2.1 Geographical Distribution

Almost two-thurds of all MSEs are located in the rural areas thus
only one-third are found in the urban areas even when urban
areas are defined to mnclude small or rural towns About 17% are
found in Naiwrob1 and Mombasa Table 2 1 shows the location of
these enterprises i the different strata to which the country has
been divided Nawobi and Mombasa account for 9 7% of the
national population

Out of the total 1289 012 MSEs in the country Nairob1 and
Mombasa account for 204 280 of them this 1s 15 8% Compared
to their population Nairobi and Mombasa have a relatively high
number of MSEs Likewise the rural areas contamn 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 97 204 280 158 394 838 169 20

Other major towns 62 157,533 122 279,133 118 18

Rural towns 21 81 320 63 135 349 56 16

Rural areas 820 845,879 656 1,551,930 657 18

Total 1000 1289012 1000 2361,250 1000 18

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 1s 20 and in the rural
towns itis 1 6 This shows that not only are the enterprises small
(as is typical in many developing countries) 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 i1s not unique to Kenya The corresponding
percentages for other African countries are as follows 69 for
Botswana 73 for Zimbabwe 77 for Swaziland and 80 for Lesotho
(one exception 1s 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 1s 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
2 3 Manufacturing and services account for about 13% and 15%
respectively The collective group of bars hotels and restaurants
accounts for 6% and construction accounts for less than 2% of
the total MSEs Manufacturing accounts for 10 2% of all MSEs in
urban areas It is clear from Table 2 2 that the dominance of trade
15 absolute both m urban and rural locations However while
service activities are second in the urban areas manufacturing
activities are second in the rural areas

The domiance of trade over the other sectors is not uncommon
m many developing countries though m some other countries
manufacturing 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 (73 9%) of the manufacturing group two-thirds of
both the trade sector and bars/hotels/restaurants sector (66 9
and 67 5% respectively) about half (51 4%) of services and well

6



Executive Summary

above two-thirds (70 3%) of the construction group are all found
in the rural areas

Table 2 2 Sectoral and Urban-Rural Distribution of MSEs

Sector Urban Rural Total

No Col% Row%| No Col % Row% No %
Manufacturing 45 019 i02 261 127 745 151 739 172764 134
Trade 273738 615 331 552 410 650 669 | 826149 641

Bars/Hotels/ 24 888 59 325 51789 65 675 76 677 60
Restaurants

Services 92 937 210 486 98 398 16 514 191335 148
Construction 6,551 15 297 15537 18 703 22 087 17
Total 443 133 1000 344 845879 1000 656 |1289012 1000

Source National MSE Baseline Survey 19939 (CBS K Rep and ICEG)

2.3 Industrial Distribution

The distnbution of MSEs according to the two-digit International
Standards of Industrial Classification (ISIC} 1s shown in Table 2 3
The table breaks down the higher groupmg of the MSEs discussed
in Table 22 For example 1t 1s clear from Table 2 3 that the

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

ISIC grouping Number Total employees % % urban % rural
Food and beverage manu 35 653 80 795 34 289 711
Textiles and leather 63 216 87 597 37 408 592
Wood based manu 43,450 96 431 41 167 833
Paper and paper products 579 11,255 05 1000 -
Earthenware manu 10 922 28,785 12 20 980
Hardware manu 10,096 25 268 11 385 615
Other manu 10 039 13,783 06 122 878
Construction 17,227 34 657 15 46 8 532
Wholesale trade 40 587 65 594 28 447 553
Retail 845 010 1,471,298 623 273 727
Bars/Hotels/Restaurants 85 851 185 252 78 440 560
Passage car service 17 265 32139 14 731 269
Real estate 18 605 34 764 15 751 249
Professional services 11 332 36 434 15 66 8 332
Entertainment 3414 9613 04 820 180
Repair and other services 74 766 147,584 63 68 2 318
Total 1,289,012 2 361 250 1000 343 657

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

Note Any discrepancy from the retail total provided in Table 2 3 1s 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 1s due to retailing Thus at this
more disaggregated level of presentation the dominance of the
rural areas is still eident 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 After 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 1s discussed next while indicators
of production and income will be provided later in this summary

Tables 2 4(a) and 2 4(b) provide a further disaggregation of the
two dominant MSE activities ie 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 selling of agrnicultural pro-

Table 2 4 a Composition of MSE Retail Activity

No of No of Mean income/
enterprises employees month (Ksh)
Food drink and tobacco 72 865 88,874 4 578
Butchenes 13 863 28 646 9 652
Oil and petrol 563 564 9,015
Textles soft furnishings, 22916 53,329 7 592
clothing shoes
Building matenals and timber 8,627 13 827 13 601
Photographic and pharma- 843 844 4 467
ceutical goods
General retall trade 253 057 542,035 4 973
Livestock 28 786 42 918 9,298
Agrnicultural produce 235,586 354,520 4197
Paraffin and charcoal 22232 48 471 3229
Domestic hardware 8,884 11,705 11 693
Machinery tools 562 844 18,000
Ready-made garments 5097 7,913 14 928
Second hand garments 60102 103 961 5 256
Shoes and leather goods 5,987 6835 5,291
Art and artifacts 860 861 3,934
Baskets (e g, krondos) 298 298 1 500
Newspapers/Magazines 3,711 6677 5902
General kiosks and groceries 98 451 155 017 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 in second-hand garments are
the four domnant retail activiies

Table 2 4b Distribution of Repair and Service Achivity

No of No of Mean income/
enterprises employees month (Ksh)

Repalir of footwear, other 5,457 5 461 2791
leather good

Electrical repair 4028 5771 2,091

Repair of motor vehicles 4,633 13726 16 656
and motor cycles

Watch clock and jewelry repair 845 1970 17,814

Repair of bicycles 8 944 12102 3677

Otherrepar NEC 8,944 12 765 1667

Laundry laundry services 95632 16 849 5,655
cleaning and dying

Barber and beauty shops 22 659 51,355 4,347

Photographic studios 4011 4 594 6 091
commercial photography

Hunting and tounst guide 1727 1,728 -
services

Personal services NEC 281 1408 100 000
(e g toillet and bath facilities)

Other miscellaneous 860 861 21 602
personal services

Other services NE C 2 846 18 997 57,041

Total 74 766 147 584 7 354

Source National MSE Baseline Survey 1993 (CBS K Rep and ICEG)

CHAPTER THREE

Employment in the Micro and
Small Enterprise Sector

31 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 originate in the urban areas (see Table
2 1) About 95% of those employed are regular workers who
consist of working owners family members hired workers and
apprentices The remamning 5% are non-regular workers consist-
mg of part-time and casual workers almost all of the non-regular
workers (97%) are casual workers

There are 1 7 milhon working proprietors or owners (sece Table
3 1a) This is about 70% of all the employees m the MSE sector
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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 Nairob: 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 Nairobi 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
1 2% for Lesotho 1 6% for Zimbabwe 2 0% for Eritrea and 5 4%
for Botswana are not that different from Kenyas 2 2%

Table 3 1a Distribution of MSE Employment Types

Stratum Regular Workers Non regular worker# Total
Proprietors Family Hired Apprentices Total | Pari-time Casual

Nairobiand | 223 668 30347 106485 5620 366130| 1405 27303 394 838
Mombasa

Other major | 183 144 23824 47647 6254 260 869 744 17520 279133
towns

Rural towns 95720 10165 12424 1412 119721 282 12800 135,349

Rural areas |1 177 326 179534 105303 39705 1501868 863 49199 |1551,930

Total 1 679 858 243870 271869 52001 2248588| 3294 107129 (2361250

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

Table 3 1b_Percentage Distribution of MSE Employment Types

Stratum Working  Family Hired Appren Part- Casual
proprietors members regulars tices time

Narrobiand 56 6 77 269 14 04 70
Mombasa

Othermajor 655 85 171 22 03 64
towns

Ruraltowns 719 76 93 11 02 98

Ruralareas 759 16 68 26 01 32

Total 713 103 116 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 mdicated the average size of MSEs is about 18
regular employees In the aggregate there does not seem to be
much difference between urban and rural localities with respect
to average size of enterprises 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 enterprises 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 micro
group In fact 97% of the enterprises are found 1n the size range
1 to 5 Even m Nairob1 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 1s shown in Table 3 2

Table 32 Percel'ﬂjge Distribution of MSE Sizes

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

1 68 6 735 74 4 69 50 701
2 169 141 185 188 179
3-5 115 93 50 82 87
6-10 14 19 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 contributed by any
location or sector corresponds very closely to the percentage of
MSEs accounted for Trade is agamn the most dominant sector
accounting for about 62% of the total MSE employment (it
accounts for 64% of the total number of MSEs) However trade
MSEs are relatively smaller mn size than their counterparts in
other sectors If the last three entries in Table 3 3 are grouped
together as services then both manufacturing and services ac-
count for about the same share (about 14%) Less than 70% of
MSE trade employment 1s 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 Distnibution 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 115 270 249738 161 730 | 342203 145

Trade 417725 518 284 |1052886 678 716 | 1470611 624

Bars hotels 81334 101 440 103 280 67 560 184 614 78
restaurants

Construction 17720 22 412 25 246 16 588 42 966 18

Transport 25 161 31 676 12 049 08 324 37 210 16

Real estate 34 134 42 712 13770 09 288 47 904 20
agencies

Professional 140781 175 597 94 960 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)

34 Distribution of Male and Female
Workers

At the national level about half (52 6%) 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 34 Percentage Distribution of Men and Women in MSE

Employment
Stratum Male workers Female workers
Nairobi and Mombasa 538 46 2
Major towns 523 477
Rural towns 44 2 558
Rural areas 530 470
Total 526 47 4

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

12



Table 35 Percentage Distribution of Male and Female Workers
Among Gender of MSE Owners

Owner Male workers Female workers Country
Male 796 321 57 1
Female 204 679 429
Total 1000 1000 1000

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

3 5 International Comparison

In Tables 3 6 and 3 7 size distribution of Kenyan MSEs and their
distribution 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 indicated (that 1s there 1s only
one person working m the enterprise) Compared with other
countries 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 36 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
Eritrea 58 25 14 3 3
Kenya 70 18 9 2 1
Lesotho 80 11 7 1 1
Niger* 64 25 10 1 1
Swaziland 68 - - - -
Zimbabawe 70 15 12 2 1

* The study in Niger covers only two regions which account for a third of the na
tional 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
hagher percentages are shown for Swaziland Botswana and
Lesotho This outcome in southern Africa is most likely due to
male household members gomng to South Africa as migrant
workers

In conclusion Kenya is one of those countries 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

13
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Table 37 Percentage Distribution of MSEs Owned by Women in
Select African Countries

Country Urban Rural Total
Botswana - - 76
Entrea 60 40 43
Kenya 52 46 48
Lesotho 76 71 72
Niger 44 63 56
Swaziland 79 87 84
Zimbabwe 76 62 67

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

CHAPTER FouRr

Estimates and Trends of Micro
and Small Enterprises in the Total
Labour Force

41 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 sectors 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 1n 1989 the labour
force increased to 13 146 757 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 African standards (47 9%
in 1989 and 46 7% 1 1999) In the same years the share of the
rural labour force was 81 5% and 81 0% respectively)

Table 4 1 Magnitude and Total Labour Force in Kenya, 19891999

1989 1999
Total labour force 8 558,880 13,146,757
Annual growth rate 5%
Urban unemployment 14 8% 14 6%
National unemployment 7 9% 85%
Women 47 9% 46 7%

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

14



Executive Summary

Approximately 60% of those employed are i agnculture (primary
production) 6 6% 1n industries 9% n trade and 24 6% 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
Agriculture 4,173 071 609 35083,515 585 7 676 587 598
Industries 143,069 20 7083 362 17 846 431 66
Trade 539,586 79 613645 103 1,153,231 90
Services 2,000 145 292 1 165,213 195 3 165,358 246
TOTAL 6,855 871 1000 5,985 735 1000 12 841,607 1000

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

Table 4 3 presents the total population employed in MSEs outside
agriculture It 18 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
1s then 1 881 010 regular workers or nearly 15% of total employ-
ment in the country and 36 4% of total non-agricultural employ-
ment MSEs represent 100% of employment m trade (which
means that there 1s an overlap between the formal sector and the
MSE sector) 35 4% of the employment mn mdustries and 12 9%
of the employment mn services (a low percentage due to the
influence of the public and administrative sectors)

Table 4 3 Non-agricultural MSE Labour Force

Women Men Both

Sectors Total Employed Total Employed Total Employed % of

employed 1n MSEs employed in MSEs employed in MSEs MSEs
Agriculture 4 173 071 - 3503515 - 7 676 587 - -
Industries 143 069 63 372 703 362 236 668 846 431 300 040 354
Trade 539586 594932 613 645 577 382 1153231 1172314 1017
Services 2000145 132271 1165213 276385 3165358 408 656 129
TOTAL 6855871 790575 5985735 1090435 12841607 1881010 146
Total non 2682800 790575 2482220 1090435 5165020 1881010 364

agricultural

* 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-agricultural employment sector and the microenterprise (ME)
sector (excluding small enterprises) leads to a residual balance
amounting to more than 3 4 million This balance comprises of
the modern sector (public admimstrative and private) which CBS
follows up m 1its annual 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 international 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 countries The two concepts are compatible provided they
exclude incorporated firms from their scope and reconcile the microenterprises
employing up to ten persons The question might then be raised as to whether
some of the microenterprises should be counted in the formal sector

Three arguments can be presented m this respect the incorporated
microenterprises are not included in the definition used for MSEs the
international definition of wformal sector is very flexible such that profession-
als for instance may or may not be included depending on national
circumstances and practices Thirdly in a sample the size of the 1999 National
MSE Baseline Survey the probability 1s low that professionals or formal
microenterprises are signmificantly represented and it can easily be taken as
negligible at the extrapolation stage

In 1993 the 15th International Conference of Labour Statisticians adopted an
mternational definition of the wnformal sector in 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 operational criteria take into consideration legal status type of
accounts and number of workers or registration While most of these crniteria
are included in the definition of mformal sector by the annual Economc

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 154 267 workers are employed in small enterprises (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 begin with 1t is usual in an enterprise
survey and especially when the interviewer does not admimster the question-
naire on the worksite that owners underestimate the number of their
employees (paid unpaid and non-permanent casual and part-time workers)
Secondly domestic servants are included m the mternational definition 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 may or 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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mn the non-agricultural modern sector 1s estimated at 1 468 400
a figure that still leaves a balance of 1 9 milhon mwisible workers
Most of these unclassified workers are women in services (75%)
Such a result calis for further mvestigations and improvements mn
the measurement of the various components of the labour force
includmg the modern sector In many countries 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 1s generally
agreed that thus form of employment 1s not very developed in
Kenya it can also be emphasised that knowledge of such struec-
tures in the labour force has still to be improved

Executive Summary

Table 44 Total Non Agricultural Employment, Employment in MEs (excluding SEs) and Residual

Balance
Women Men Both Resldual Balance
Sectors Total Employed| Total Employed Total Employed Women Men Both
employed inMEs |(employed inMEs | employed i MEs
Industries 143069 81191 703362 204514 846 431 285705 61878 498848 560726
Trade 539 586 541126 613645 547202 | 1153231 1088463 1540 66 443 67 983

Services 2000145 118081 |1165213 234494 | 3165358 352575 1882 064

930718 2812783

Totalnon 2682800 740533 |2482220 986210 | 5165020 1726743 1945482 1496010 3441492

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 Men Both
Industries 61878 498 848 560 726 53 200 321 400 374 600 8678 177 448 186 126
Trade 1540 66 443 67 983 401 000 692800 1093800(1482604 304362 1786966
Services 1882064 930719 2812783
Totalnon 1945482 1496010 3441492 454200 1014200 1468400(1491282 481810 1973092

agncultural

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

This 1ssue 1s 1mportant 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 defimtion of the informal
sector which would mclude workers not declared by thewr employ-
ers

It is generally assumed that the mncomes from MSEs and espe-
cially from microenterprises (70% of which are one-person enter-
prises) are very low and that the potential for earmung a living for
mvestment and for growth 1s weak The results of the 1999
National MSE Baselne 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 minimum salary for general
labourer amounted to Ksh 2 363 m 1999 hence the entrepre-
neurs mcome is 25 times higher than mmmimum wage and
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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 Imgher The lowest average
income is observed in trade and the highest in services As
expected the average womans income 1s 57% of a mans

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 4 869 4,370 15,730 6 008

In multiples of the minimum salary

Women 15 15 54 18
Men 23 23 74 32
Both 21 18 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 0 8 time in rural areas) The average MSE
wage is lowest in manufacturing (2 2 times the minimum salary)
and highest in services (5 6 times)

Table 4 7 Average MSE Monthly Salaries (Ksh)
Manufacturing Construction Trade Services Urban Rural Mean

3771 5,192 7,862 13,130 10,973 1,845 6,496
In multiples of the minimum salary
16 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 simplified accounts for the MSEs
Such accounts refer to the incomes of the entrepreneurs their
operating expenditures mcluding 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)

Table 51 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 6,771 101 37 340 323
REVENUE—Stock 6 211 582 254,461 26275880 7,225621 39967 545

Variation
Raw matenals 1 098,168 35 041 2,321 913 1036 196 4 491,318
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 98 331 217,022
Water 3616 - 50,424 46,038 100,078
Telephone 9518 253 47 359 82,430 139 559
Insurance 339 - 20398 117,504 138 240
Transport 181,855 6 050 1,155 825 232 458 1,576,189
Repairs/Maintenance 50343 1535 361 056 312,281 725 215
Other costs 119,160 1412 381 743 151,955 654 269
VALUE ADDED 1145 900 88,386 4 842 051 3 385 501 9 461 838
Salaries and Wages 297,837 75937 527 524 550,016 1,451 314
NSSF - 357 30424 6,332 37 114
Licences and Taxes 71227 705 532,198 112 244 716,374
GROSS INCOME 776,836 11 388 3,751,905 2716,908 7,257 037
No of enterprises 159,553 16 949 858 596 172,717 1207 815
No of workers 307,289 34 217 1435319 355,502 2132 327
Mean size of enterprise 19 20 17 21 18
VALUE ADDED 7182 5215 5639 19 601 7 834

per enterprise
VALUE ADDED 3729 2583 3374 9523 4437

per worker
GROSS INCOME 4 869 0672 4 370 15730 6 008

per enterpnise
Stocks at start 917 741 45,865 15250377 1,977,461 18,191 444
Stocks at end 737,286 41 997 13261999 1522941 15,564,222
Stock vanations 180 455 3,868 1988 378 454520 2627 222

Source National MSE Baseline Survey 1999 (CBS K Rep and ICEG)
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At the aggregate level GDP 1s obtamned by summng up all value
added generated by the economic units but at mdividual level
these accounting procedures highlight the mcome earned by the
micro and small entrepreneurs

Coming to the estimation of the coniribution 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 contribution of MSEs would
represent 18 9% of the current GDP in 1998 (and 25 5% of non-
agricultural GDP)

In order to improve the procedure two separate estumates 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 contribution of the MSE sector then drops to 18 4%
of GDP and to 25 0% 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 contribution of the MSE sector
(the informal sector in a broad sense) would come to 30 2% of the
total GDP

The exercise m Table 52 is tentative and does not present
definitive answers The mmwvisible labour force may well have been
taken into account in the output generated by those enterprises
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 into
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 size of the measured MSE

sector and then this sector would represent only 18 to 23% of
such GDP

Table 52 MSE and Informal Sector Shares of GDP, According to
Various Definitions

Definition of MSE sector Value added % of % of non-

{(in Ksh milhion)  current agricultural
GDP GDP

Gross estimate 113534 189 255

MSE sector main owners 97 725 162 220

MSE sector main and 111 011 184 250

secondary owners

MSE sector main and 181,857 302 409

secondary + informal

unclassified

Source National MSE Baseline 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 Developmg Couniries

Country Year % non- % non- % total % total
agric agric employ- GDP
employ GDP ment

Tunisia 1995 48 7 229 378 203
Morocco 1986 - 307 - 249
Benin 1993 928 427 410 273
Burkina Faso 1992 770 362 86 245
Chad 1993 742 447 15 310
Ghana 1988 583 314
Kenya 1999 716 250 288 184
Mal 1989 78 6 417 133 230
Mauritania 1989 753 14 4 - 102
Mozambique 1994 735 448 76 389
Niger 1995 - 585 272 376
Senegal 1991 76 0 409 - 330
Tanzania 1991 - 43 1 196 215
Sub Saharan Africa* 78 2 425 184 27 8
South Africa 1995 189 72 16 6 69
Korea 1995 - 169 - 159
Philippines 1996 651 - - 282
India 1990-91 882 48 1 344 324

* Non weighted arthmetical mean (without South Africa)

Source Charmes J (1998) Informal Sector Poverly and Gender A Review of
Empincal Evidence background paper for the World Development
Report 2001 Washington DC

Consequently the third estimate mn Table 5 2 (18 4% of GDP) 1s
the most refined and is therefore adopted by the 1999 National
MSE Baseline Survey as the most reliable estimate of the MSE
sectors contribution to GDP given that mmformation on the
mvisible labour force 1s still unvenfied

The methodology used to compute GDP has to be clarified and
mproved just as national accounts need a new momentum m
order to address the 1ssues raised by the estimation of the
contribution of a few challenging sectors For example subsist-
ence agriculture the MSE sector and the non-recorded imnvisible
labour force seem to be mecreasing thewr share to GDP and not
decreasing as rapidly as generally assumed The results of the
National MSE Baseline 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 orgamsations—private 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 orgamsations vary considerably i size wisibility effective-
ness and efficiency with which they deliver services to MSEs In
an attempt to understand the scope of these orgamsations the
1999 survey enquired about the different types of assistance
received by the MSE operators while in busmess The operators
cited both formal assistance of a financial or non-financial nature
as well as informal assistance from family and friends 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

61 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 obtaned 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 3 4% of those received credit from
formal sources

Kenya currently has about 150 orgamsations with credit pro-
grammes for MSEs Of these 130 are NGOs These orgamsations
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 increasing but it is difficult to determine precise figures
on credit extended to MSEs since commercial banks are under no
legal obligation to report them while some mcrofinance NGOs are
reluctant to reveal their portfolios Lack of this information 1s a
serious handicap in the estimation of credit supply This notwith-
standing various attempts have been made to estunate the
volume of credit to MSEs

Table 6 1 shows that only 104% of MSEs have ever recewved
credit from any source Overall 89 6% of the MSE operators
stated that they had never received credit 2 8% reported having
receirved loans from NGOs 2 5% from ROSCAs 1 5% from family
and friends 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 credit institutions and less than
1% from money lenders (McPherson)

As shown in Table 6 1 roughly the same proportion of MSE
operators reported not recewing 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 3 4% in 1995 and 4% m
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 i 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 - - 12
NGOs - - 28
Commercial Banks - - 15
Government - - 02
Informal institutions 5 74 47
ROSCAs - 5 25
Family and friends - 2 15
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 credit 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 inability of the business
to absorb and repay the loans)

Most institutions however do not maintain records of credit
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-censorship) do not present
themselves for the credit

Table 6 2 summarises the distribution of the loans required by
size First about 70% of the loans requured do not exceed Ksh
20 000 (USs 285) and 96 3% do not exceed Ksh 100 000 (USS
1 428) Nonetheless about 36% of the respondents require loans
that exceed Ksh 100 000 There does appear to exist a slight
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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 20 000 compared to about 36% of the
men Relatively larger loans are required by men and jointly-
owned enterprises than by women

Table 6 2 Percentage Distribution of the Overall Loan Requirements

Amount Ksh Men Women Jointly—owned All MSEs
No % No % No % No %

0-~1 000 3519 114 2,348 72 - - 5 868 75

1 001-5 000 2,026 66 10 831 330 288 09 13145 167

5 001-10,000 1164 38 3,304 101 2,333 76 6,801 87

10,001-20 000
20,001-50 000

50,001-100 000
100 001-500 000

500 000+
Total

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
3530 115 1,145 35 1,165 38 5,840 74
303 10 - 00 - 00 303 04
30,789 1000 32,839 1000 14,891 484 78519 1000

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

6 2 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 artisanal
skills that their clients already possess In the case of technical
(vocational) training the emphasis 1s on equippmng workers with
practical skills such as carpentry masonry tailoring or weaving
Other MSE support includes techmecal assistance {TA) or business
extension marketing outlets pre-constructed sheds etc TA is a
broad label that includes assisting MSE operators with routne
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 prowvide
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 1n 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 14 4% of the enterprises in the services sector have
used non-financial assistance compared to 6 2% in manufactur-
ing 3 7% in trade activites and 3 4% in construction
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Table 6 3 Percentage Distribution of Non-Financial Assistance Received by Urban and
Rural Enterprises

Type of Assistance Urban Rural All

No Col% No Col% No Col%
None 393 802 936 730218 928 1,124 020 931
Management training 4618 11 13 810 18 18 428 15
Technical training 6 304 15 12,084 15 18 388 15
Marketing assistance 5,497 13 8631 11 14 128 12
Materials/Service assistance 7183 17 12 084 15 19 267 16
Multiple assistance 2,051 05 6,905 09 8 956 07
Other 1,174 03 3,453 04 4,627 03
Total 420,628 1000 787186 1000 1,207814 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 private sector
growth by lowering the cost of doing business

Access to utilities is a proxy for the quality of infrastructure
available to the entrepreneur While easy access to utilities is
important in all business activities it is particularly critical mn 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 contribution 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 Techmcal 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 established
that infrastructure problems are more acute in rural-based enter-
prises
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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 facing their
businesses and to rank these according 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 88 5% 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 officals and
troubles in obtaining business lhicences are included in the
category of interference from authorities Lack of worksites m-
cludes problems of unavailable or inadequate business premises
or high rent Labour unavailability and worker dishonesty are
typical problems Lack of electricity includes 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 difficulties 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 38 5%
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 18 4%
of all surveyed MSEs cited access to credit as a key constraint
Of these 56 3% were in urban areas and 43 7% n rural areas
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Table 71 Most Severe Constramni(s) Faced by MSE Entrepreneurs
in Kenya (%)

Rural Urban All MSEs

Markets and competition 385 615 341
Lack of credit 437 56 3 184
Poor roads/transport 656 344 72
Shortage of raw matenal 494 506 68
and stocks

Interference from authorities 192 808 60
Poor security 402 600 31
Lack of worksites 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 8 115 "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 (7 2%) inadequate raw materials/stocks (6 8%)
mterference from local authorities (6 0%) poor security (3 1%)
and lack of worksites (2 5%) 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
varies according to location of enterprises For instance problems
associated with markets competition interference from local
authorities lack of worksites and poor secunity are predomi-
nantly urban while problems related to accessing infrastructure
facilihes (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 responsibilites and personal health Most MSEs op-
erate in ways that are closely entwined 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 categories of
enterprises These relate to markets finance transport and
legal/secunty concerns It is not surprising that MSE entrepre-
neurs seem to be more constrained by shortfalls of working
capital (18 4%) than by shortages of stock or raw matenals
(6 8%) These constramts are consistent with problems experi-
enced by MSE entrepreneurs in other countries 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 n
Table 7 1
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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 mecreased 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 72 Most Severe Business Problems Reported by MSE

Entrepreneurs (%)

1993 1995 1999
No problems 18 66 17
Markets 301 242 341
Capital 142 327 184
Inputs 247 137 68
Interference from 48 41 60

local authorities

Transport 7 12 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 mitlatives 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 estimate the contribution of the MSE group to GDP

The 1999 National MSE Baseline Survey shows that there are
close to 1 3 milllon MSEs employing approximately 2 4 million
people About two-thirds of the total number of MSEs are in the
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trade group (wholesale and retail) A grouping of the MSEs into
the two-digit ISIC shows that retail trade wood-based products in
manufacturing repawrs i services and bars hotels and restau-
rants m the catering group dominate the landscape of MSEs in
the country With the exception of the repairs group the remain-
g three mdustries are found in the rural areas

Not only are almost all of the MSEs of the micro sub-group (1€
those with total employment of ten people or less) but about two-
thirds of them are found in the rural areas In fact about 70%
of them are one-person enterprise units ie there is only one
person working in the enterprise Hence about 70% of the total
employment in MSEs is accounted for by owners working mn the
enterprises The average size 1s 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 distribution
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 6 008 women earn less (Ksh 4 344) 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 enterprnises require less than Ksh 10 000 and
that almost 70% requure less than Ksh 20 000 The main formal
institution sources of credit were NGOs while the main informal
sources were the ROSCAs

Despite the mcreasing number of formal and informal orgamsa-
tions m the couniry offermg all types of non-financial assistance
only 7% of the MSE owners have received any non-financial
assistance The most common types of assistance receiwved relate
to management and techmecal traiming as well as marketing and
specialised busmess services

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

The most serious problem mentioned by MSE operators is the
lack of adequate market for their mdividual busmess Lack of
credit being second other serious problems include lack of
security and poor cooperation from public authorities 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 1s 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 complamnts about local authorities and insecurity
local workshops and meetings could be held to emphasise
the importance of MSEs to the local economy and their
contiribution 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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