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ABSTRACT
Despite the great role that micro and small enterprise (MSE) sector play in wealth
generation, employment creation and poverty reduction and the Government’s effort to
promote the sector, the MSE operators seem to be lagging behind in technology adoption.
This study aimed at finding out the effect of technology adoption on youth led MSE
performance. A descriptive research design was used to carry out the study. Stratified
random sampling technique was employed to select a sample of 119 out of the target
population of 396. A questionnaire was the main instrument for collecting both

quantitative and qualitative data. Quantitative data was analyzed using SPSS software.

From the study, it was revealed that those enterprises which used the four forms of
technology adoption experienced improved enterprise performance. However the study
found that use of appropriate technology was found not doing much to enhance youth led
MSE performance due to insufficient finances and irrelevant skills; that quality
improvement techniques are not being made use of due to lack of relevant skills and
inefficient machines; that conformance to legal requirements is a major handicap to
youth led MSEs due to too high license fee; that financial resource management has
weak effect on MSEs due to insufficient funds and that ability to secure appropriate
business location is hindered by too high rents charged. The study is important as it will
give direction on areas to prioritize the expenditure of the donors and policy makers so

as to effectively promote youth led MSE’s development.
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CHAPTER ONE
1.0 INTRODUCTION
1.1 Background Information
Change is witnessed in every facet of life. In the wake of industrial revolution came in
technological innovations and today, it is the scene of information explosion. The world

has shrunk in size to a global village. Quality has become the buzzword for survival.

The foregoing is a research project conducted in Makueni County and whose aim was to
find out the effect of technology adoption on performance of youth led micro and small
enterprises (MSEs). Technology has been identified as an enabler of economic growth as
well as a means through which SMEs can gain competitiveness through creativity and

innovativeness (Moyi & Njiraini, 2005)).

Makueni County

Makueni County, formally Makueni district is one of the counties that form Eastern
Province and one among the four that comprise the Ukambani Region. It is one of the
counties found in the arid and semi-arid lands (ASALs) of Kenya. According to the
National Vision and Strategy 2005-2015, the ASALs occupy more than 80 percent of the
Kenyan land and are home to over 10 million people (GOK, 2004). Despite their high
development potential, the ASALs have the lowest development indicators and highest

poverty incidence amongst all areas in Kenya. More than 60 percent of ASAL



inhabitants, for instance, live in conditions of abject poverty subsisting on less than one
US dollar per day (GOK, 2004). Reinforcing this endemic poverty is a cycle involving
environmental degradation, insecurity, climatic shocks, diseases and general
despondency. Many development partners have developed interests to come on board to
save the situation, especially in the projects geared towards alleviating youth
unemployment issues as this is the age bracket badly hit by poverty, unemployment and
lack of livelihood (GOK, 2006). As a result, this group engages in vices like crime,
prostitution, forced marriages and unwanted pregnancies among others. Findings from

this research study therefore come handy to provide backup facts about the situation.

The Kenyan Youth
A Kenyan Youth has been defined as one aged between 15 — 30 years (GOK, 20006).
According to the Ministry of Youth Affairs (GOK, 2012 retrieved on 20™ Nov.2012

from http/www.youthaffairs.go.ke), the youth in Kenya number 10.8 million. They

account for about 32% of the population and form 60% of the total labour force.
However, many of them have not been absorbed in the job market owing to the country's
high unemployment level (GOK, 2006). Youth are innovative, enthusiastic, vibrant and
optimistic. If given a chance, they are capable of transferring their acquired technologies

into business enterprises and drive Kenya towards achieving its vision 2030.

Micro and Small Enterprises (MSES)



The Kenya’s Economic Recovery Action Plan of 2003-2007 enshrined in the Economic
Recovery Strategy for Wealth and Employment Creation blue print recognizes the great
role that MSE sector play in wealth generation, employment creation and poverty
reduction (GOK, 2003). The strategy paper goes on to state that the sector contributes
about 18% Gross Domestic Product and plays a critical role in easing foreign exchange
constraint, in penetrating new markets and in stimulating growth and development
particularly in the rural areas. The sector also acts as the seed bed for entrepreneurial
pursuits and complements the process of adjustment in large enterprises by bridging
backward and forward linkages for products and services previously not available in the

market ((Van Vuuren & Groenewald, 2007).

Technology Adoption

Technology adoption is the modification of an existing technology to meet the needs of
specific types of producers or consumers, become compatible with locally available
materials or local tastes and preferences or take advantage of a relative abundance of
labour relative to capital (Van Dijk, 2001). Since most technology occur elsewhere
(mainly through research and development) and later flows away from the centre of
innovation, firms that receive technology developed elsewhere require technological

capabilities for them to adopt and make effective use of the transferred technology.

Youth Led Micro and Small Enterprises



Efforts to initiate youth led MSEs were formally made through creation of policy
documents such as Sessional Paper No. 2 of 1992 on Small Scale and Juakali enterprise,
the 1997 — 2001 Development Plans, the National Poverty Eradication Plan of 1999 —
2015 and the Sessional Paper No. 1 of 2005 on Education Training and Research.
Consequently, entrepreneurship training was made compulsory for youth undergoing
training in all courses offered at tertiary institutions as well as in national universities
with a hope that after the training. These youth will opt for self employment through
starting own enterprises. Youth fund was subsequently launched to give youth the seed
capital required to start their MSEs. Youth are also informally engaging in own MSEs as
a way of earning a living throughout the country. However, due to various reasons, these
MSEs are characterized with low performances and lack of growth and with majority of

them being unable to witness their third birth day (GOK, 2004).

Adoption of Technology by Youth led MSEs

The purpose of technology is to improve productivity of enterprises, and enhance the
quality of goods produced to help the enterprises with-stand local and international
competition (ILO/UNDP, 2000). If technology is well adopted, it is expected to result to
positive enterprise performance which is normally measured in terms of improved
product and service quality, increased production, increased profits and enterprise
sustainability. Youth are innovative, enthusiastic, vibrant and optimistic. They are also

amongst the elite. They are therefore expected to be capable of transferring their



acquired technologies into business enterprises and drive Kenya towards achieving its

vision 2030.

Performance of Youth led MSEs

Despite the central role of youth led MSEs in employment, industrial transformation and
poverty reduction, their competitiveness and growth prospects fall below the levels
required to meet challenges of increasing and changing basis for competition, shifting
patterns of legislation and regulations, tumbling trade barriers and fragmentation of
markets (Moyi & Njiraini, 2005). Further challenges posed by globalization and
liberalization suggest that MSEs must be internally and internationally competitive to
survive and grow (UNIDO, 2002). In a market — oriented environment, one way of
achieving and maintaining competitiveness is by creating knowledge faster than
competitors. In turn, this depends on cost advantages, innovation and the continuous
improvement of products and services — all coming through the capability to generate

and manage technical change (Moyi and Njiraini, 2005).

Quality

Everyone wants good quality. Indeed the worker or the executive who proclaims the
need for low quality has yet to be found. Instead, managers always underscore the role
of quality in their successes in the market — thus acknowledging the importance of

quality as a competitive prerequisite. In Kenya, Jomo Kenyatta University of



Agriculture & Technology (JKUAT) and Strathmore Universities attribute their success

to their commitment to offering quality higher education and training.

To most people, a quality product probably means how good the product looks, how
sturdy it is, whether it performs many functions, how luxurious it may be, and how
reliable it is. This is a subjective criteria that assesses the beauty, luxury and performance
of a product. To quality professionals and enlightened managers though, quality means
only one thing: conforming to specifications for the product or service as laid down by
engineering and management (Oakland, 2004). This definition, widely used by
Americans in manufacturing concerns, is intended to remove the subjective elements of

what quality is and replace them with objective and quantifiable ways of gauging it.

Relationship between Technology and Quality in MSEs

As implied by the new growth theories (also called endogenous growth models)
propagated by Ikiara et al., technology lay emphasis on technical change and
accumulation of knowledge through education, on — job training, innovation and
inventions as drivers of growth of enterprises and economies (Ikiara et al, 2005). MSEs
need to adapt to survive. Central to this is application of technology as a way for
adopting and surviving (UNIDO, 2004), and by extension, it is not possible for MSEs to
grow and become competitive without technological change and accumulation of

knowledge (Buainaina, 2002).



Without access to technology, MSEs lack capacity to produce efficiently, meet
deadlines, upgrade products quality and evolve new products design. It is only MSEs
with the capacity to initiate improvements in products, processes and production
organizations that take advantage of the emerging opportunities (Moyi and Njiraini,
2005). However, as argued by UNIDO (2004), acquiring new technology and applying it
to improve quality and thus get the advantage of competition and sustained productivity
would require basic capacity to assimilate the technology, to manage it and to control

results with it (UNIDO, 2004).

The Kenyan Perspective

In Kenya, much of existing technology is insufficient and cannot produce goods of a
quality or type that enables them to break into new, expanding or more demanding
markets. This is because choosing a technology requires specific skills and knowledge
that MSEs just do not have (Buainain, 2004). The Kenyan’s Sessional Ppapers No. 2 of
1992 and 2005 clearly summarize the problem of technology in Kenya as follows:
“MSEs have restricted levels of technology, in appropriate technology and inadequate
institutional capacity to support adaptation and absorption of modern technological
skills. Such enterprises suffer from lack of information on existing technologies and are
exposed to a weak environment that hampers coordination and transfer of technology.
They have no way of gauging appropriateness of technology. In addition, there is a wide

gap between the suppliers of technology and the end users of technology products.”



Effective transfer of technology is therefore not taking place in the country because

decisions relating to cost aspects rest with multinational corporations” (GOK, 2003).

1.2 Statement of the Problem

According to the Ministry of Youth Affairs and Sports, the youth in Kenya number
about 10.8 million and account for about 32% of the population (GOK, 2012). They
form 60% of the total labour force but many of them have not been absorbed in the job

market owing to the country's high unemployment level (GOK, 2006; GOK, 2012).

A few youth have started enterprises and most of them have been using technologies
acquired from various institutions and in various ways. However, according to Van Dijk
(2001), technology is a resource that can be useful if adapted by firms to improve their
efficiency and factor productivity. Moyi (2005) asserts that technology is a source of
competitiveness and that firms that are able to access, generate and apply technology

have a competitive edge over those that cannot.

Gichira (2002) found out that technology helps MSEs achieve effectiveness of financial
assistance, strengthens communication channels and helps in marketing. Likewise,
Buainainn (2002) asserts that appropriate technology helps MSEs to operate in low-skill
spheres with local materials and resources, and Stevenson and Onge (2005) said an

empowered financial resource woman manager would increase level of viability of the



woman as an entrepreneur. Gichira (2002) concludes by defining technology capabilities
as the information and skills that allow productive enterprises to utilize equipment and
technology efficiently. As a result of efficiently utilization of technology, MSEs become
innovative and achieve improved product consistency and reliability; better packaging
technology for bulk markets; increased output to open up bulk markets and thus

increased marketing independence.

The government of Kenya has done a lot to empower its youth adopt technology so as to
be able to start micro and small enterprise. Among these, the government has encouraged
technical Institutes and other relevant bodies to develop simple goods and production
methods. It has also been disseminating information on new products and production
methods to potential producers as well as revising building codes to favour architectural
and engineering structures that make intensive use of products supplied by MSEs.
Lastly, the government has encouraged the formation of co-operatives as a means
through which MSEs would access information and support on technology, credit, input
and markets (Moya & Njiraini, 2005). However, despite all this, it has been established
that about 80% of the MSEs fail within their first three years due to problems related to
appropriate technology (GOK, 2001). Lack of enough studies targeting youth
entrepreneurs in the MSE sector to date necessitated the carrying out of this study. The
study aimed at showing the effect of technology adoption on performance of youth led

MSE:s.



1.3 Justification

Micro and small enterprise (MSE) sector has been recognized worldwide for its role in
stimulating economic growth, creating jobs, alleviating poverty and uplifting living
standards, (Van Vuuren & Groenewald, 2007). The sector is an efficient producer that
constitutes an important dynamic force in the economy as it requires little capital and is
labour intensive. Youths in Kenya are expected to be the major players in the sector as
they are energetic, ready to work, educated but idle due to high unemployment levels in
the country (GOK, 2006). However, studies have shown that 80% of businesses in the
MSE sector fail within their first three years after start up due to problems related to
technology (GOK, 2001). Likewise, no known studies have been done on Kenyan
youths relating to their technology adoption and its effect on their MSE performance.
This research study is therefore aimed at investigating effect of technology adoption on

performance of youth led MSEs .It was based in Makueni County.

1.4 Research questions
The following are research questions that this study aimed to answer.
1. To what extent does appropriate technology affect performance of youth led

micro and small enterprises?

10



How does quality improvement techniques influence performance of youth led

micro and small enterprises?

. How does conformance to legal requirements affect performance of youth led

micro and small enterprises?

To what extent does financial resource management affect performance of youth
led micro and small enterprises?

How much do ability to secure good business site affect performance of youth

led micro and small enterprises?

1.5 Objectives

General Objective

The overall objective of this study was to find out the effect of technology adoption on

performance of youth led micro and small enterprises (MSEs)

Specific Objectives

Specific objectives were as follows.

1.

To investigate how appropriate technology affects performance of youth led
micro and small enterprises.
To analyze how quality improvement techniques influence performance of youth

led micro and small enterprises.

. To find out how conformance to legal requirements affect performance of youth

led micro and small enterprises.

11



4. To analyze how financial resource management affects performance of youth led
micro and small enterprises.
5. To find out how ability to secure good business site affects performance of youth
led micro and small enterprises.
Significance of the study
To donor agencies
The findings will be of great assistance to donors as they will be able to engage suitable
technology transfer mechanisms and implementers. It will also give direction on
prioritizing the expenditure of the donors and policy makers in consideration to areas
where the strategies should be focused so as to effectively promote youth led MSEs

development

To beneficiaries
Information from this study will be useful to both potential and practicing entrepreneurs
to realize their weaknesses/shortcomings and rectify them to maximize beneficial effects

for their businesses.

To the government
The findings will be of great assistance to the government in its policy making process

as it will improve those inhibitors to technology successes.

To future researchers and scholars

12



The scholars, researchers and students of entrepreneurship development will be given

support information by this study to pursue further studies in the same area or elsewhere.

Assumptions of the study

The study assumed that technology has not brought much impact on the target
beneficiaries and that something need be done to improve its successes. It was further
assumed that the respondents to the interview would provide sincere and honest

information and views.

The study further assumed that the number of entrepreneurs interviewed would be fair
representation of all entrepreneurs who received technology within the years under

consideration.

Definition of terms
This section deals with operational definitions whose role is to indicate the specific
manner in which a term or concept is to be applied. Their use may be different in

another perspective. This study used the following concepts.

Micro and small enterprises (MSEs)
A micro or small enterprise is an undertaking, which employs between 1 and 20

employees, with capital investment of not more than kshs 30 million. Operational and

13



administrative management lies in the hands of one to three persons who usually make

major decisions.

Technology
According to Van Dijk (2001), Technology may be seen as a resource that can be
useful if adapted by firms to improve their efficiency and factor productivity. This study

used the same definition.

Appropriate technology
Is defined as the technology that is suitable to the needs of an MSE operating in the
labour intensive, low-skill spheres and using local materials and resources (Buainainn,

2002).

1.9.4 Technology capability

Technology capability is defined as the information and skills- technical, managerial and
institutional — that allow productive enterprises to utilize equipment and technology
efficiently (Gichira, 2002). It is the ability to make independent technological choices to
adapt and improve upon chosen techniques and product and eventually to generate new

technology, endogenously (Van Dijk, 2001)

Innovative capacity

14



Consists of the skills, knowledge and resources that enable firms to assimilate change

and create technology.

Technology adoption

Is the modification of an existing technology to meet the needs of specific types of
producers or consumers, become compatible with locally available materials or local
tastes and preferences or take advantage of a relative abundance of labour relative to
capital (Van Dijk, 2001). Since most technology occur elsewhere (mainly through
research and development) and later flows away from the centre of innovation, firms
that receive technology developed elsewhere require technological capabilities for them

to adopt and make effective use of the transferred technology.

Effects of technology adoption
If technology is well adopted, it is expected to result to positive enterprise performance
which is normally measured in terms of improved product and service quality, increased

production, increased profits and enterprise sustainability

Enterprise performance
Enterprise performance is the measure of how an enterprise is achieving both its stated
as well as implied objectives. Most enterprise objectives are geared towards improved

productivity, profitability and growth

15



Sustainability
A well performing enterprise is expected to plough back part of its profits so as to invest
more in technology, expand as well as sustain itself even at times when it is

experiencing low productivity

Marketability

This is the ability of a product or service to appeal to customers so as to initiate buying
and sustain repeat buying. Marketability of a product is measured normally on the basis
of its look, its price, place, and the methods used to promote it which should all be

appealing to the customers.

Quality

Quality is often used to signify excellence of a product or service. For engineering firms
quality part indicates that the part (metal) conforms to certain physical dimensional
characteristics as set down in its specifications. In a hospital it may indicate some form
of professionalism. This study however adopts Oakland’s definition of quality as “the

total composite product and service characteristics of marketing, engineering,

16



manufacturing and maintenance through which the product and service in use will meet

the expectations by the customer” (Oakland, 2004).

Financial resources
Financial resources are money and near money items which are used to acquire assets
and other resources of an enterprise. Credit facilities available to an enterprise if at

appropriate terms are also included

The youth

A Kenyan Youth has been defined as one aged between 15 — 30 years. The youth in
Kenya, who number about 9.1 million, account for about 32% of the population. They
form 60% of the total labour force but many of them have not been absorbed in the job

market owing to the country's high unemployment level (GOK, 2006).

Youth led MSEs
These are enterprises started, owned and operated by persons between the youth age
bracket (15 to 30 years). They are small and are usually characterized by low capital due

to inadequate sources of funds. Their major investment in technology is training
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CHAPTER TWO

2.0 LITERATURE REVIEW

This chapter reviews literature relevant to the research problem. It is based on
several research papers and contributions of various authors, National
Development plans, Government sessional papers and other policy documents in
the development of entrepreneurs and small business enterprises through
technology transfer. The review gives special consideration to the extent to which
technology adoption has succeeded in achieving its goals of enterprise growth and

sustainability.

2.1 Development of MSEs Globally

The role and importance of small enterprise sector to economies of countries has been

recognized and documented all over the world. According to Van Vuuren&Groenewald,

the sector is an efficient producer that constitute an important dynamic force in the

economy as it contribute significantly to a desirable expansion of output over time,

stimulating economic activity, creating jobs, alleviating poverty and uplifting living

standards internationally as well as in Africa (Van Vuuren&Groenewald, 2007).
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Likewise, the sector has potential for enhancing job creation through establishment of
industries and initiation of commercial enterprises (GOK, 2001). Equally, small and
medium enterprise sector is one of the most prolific source of employment as well as the
breeding ground for medium and large industries which are critical for Kenya’s
industrialization by the year 2020 (GOK, 2004). As a result, many governments have
increased their interest in this sector with an aim of improving it. A number of strategies
have been implemented to develop MSEs globally with positive results. For instance;
Training was found to have positive effect on entrepreneurial activity in Nigeria and
Germany respectively (Ibru, 2009; Stohmeyer, 2007). Credit and training were found to
have positive effect on entrepreneurial activity in France (Brana, 2008). Credit, training
and social capital were found to have positive effect on entrepreneurial activity in UK

and USA respectively (Carter & Shaw, 2006; Shane, 2003).

2.1.1 Strategies for Development of MSEs in Kenya

The Kenya Government since its inception has developed strategies and promotion
programmes aimed at improving the economy by promoting small and medium
enterprises. These programmes are either financial or non-financial. According to Embu
District Development Plan of 2002 — 2008 (GOK, 2002) and other government policy
papers (GOK, 2006, 2007, GOK, 2009), the Kenyan government has done the following
to promote the MSE sector. First, it has issued new regulations on tendering so that all
government agencies will be compelled to give preferential treatment to bids for MSEs.

Specifically, all district tender boards should give at least 10% of their tenders to MSEs
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in the district (GOK, 2007). Secondly, the government has encouraged technical
institutes and other relevant bodies to develop simple goods and production methods.
Third, the government has been disseminating information on new products and
production methods to potential producers. Fourth, the government has revised building
codes to favour architectural and engineering structures that make intensive use of
products supplied by MSEs; Fifth, the government has established youth fund (GOK,
2006) and women fund (GOK,2007) to provide seed capital for youth and women
enterprises respectively. The Kenyan government has also established industrial parks
for MSES who previously traded in open air markets, one at Muthurwa market in
Nairobi and many others in major towns of the country. Lastly, the government has
encouraged the formation of co-operatives as a means through which MSEs would
access information and support on technology, credit, input and markets (Moya and

Njiraini, 2005).

Likewise, there have been interventions from the private sector to strengthen the voices
of women in as far as women entrepreneurship is concemed. Among interventions
accorded to women entrepreneurs include improvement of their living conditions
through savings mobilization, credit, training provision and information dissemination.
According to Embu District Development plan of 2008-2012, other interventions
include provision of financial services, promotion of entrepreneurship and management
skills, dissemination of information relevant to uplifting women’s socio-economic

status, and building capacity of women groups to effectively manage revolving funds
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(GOK, 2008). Among development partners in this respect are Kenya Women Finance
Trust (KWFT), Faulu (K), Women Economic Empowerment Consort (WEEC) and

Business Initiative and Management Services (BIMAS).

The survival and growth theories, also called endogenous growth models lay emphasis
on technological change and accumulation of knowledge (education, on-job training,
innovation and inventions) as drivers of adoption, survival and growth amongst
enterprises and economies (Ikiara et al. and UNIDO, 2004; and Buainain, 2002). Many
government efforts at enhancing technology transfers have however been piece meal,
only partially implemented and many have actually impended the growth of the sector
and the Kenyan economic development in general (GOK, 2004). Though given much
attention only in the late 1980’s, skills development programmes are not new in the
Kenyan history and can be traced back to about 1925. This is when the colonial office
issued its first statement on education policy. The policy stated that education should
lender the individual more efficient and promote advancement of the community as a

whole.

Just like training, finance and business premises, technology is often seen as an
important factor that influences productivity and competitiveness of MSEs. However it
is not always accessible to them. Consequently, MSEs lack capability to produce
efficiently, meet deadlines, upgrade product quality and evolve new product design

(UNIDO, 2004).

21



2.2 Importance of Youth Led Micro and Small Enterprises

The role and importance of youth led micro and small enterprises in Kenya cannot be
over emphasized. With the ever increasing influx of school drop outs and unemployed
college and university graduates, and without a commensurate increase in the jobs,
youths are likely to pause challenges to the economy. The youth age form a critical
transition from childhood to young adult and ultimately to full adulthood. Youths are
generally delicate and challenging. They are dependent on support and guidance from
their family, community, school and society. A mismatch however exist between the
aspirations of the youth and the employment opportunities available (GOK, 2006). This
therefore calls for a deliberate action of promoting youth owned enterprises which can
act as an alternative to formal employment amongst the youth. With this, youths will
apply their acquired technologies to start and manage own enterprises, earn a living, and

assist in improving the Kenyan economy.

Efforts to initiate youth owned micro and small enterprises have been made through
creation of many policy documents. However, the sessional paper No. 1 of 2005 on
education Training and Research policy frame work recommended that development of
human capital through education and training, promotion of technical and Vocational
training as well as teaching of sciences and Information Technology is important to
trigger the country’s economic growth. All these have strengthened the realization that

the youths are engines of economic development in Kenya. (GOK, 2007).
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Industrialization of the economy is the key to the socio-economic development of
Kenya. Industrialization calls for a human resource base comprising a predominantly
literate and educated population and a sufficiently large workforce with relevant skills,
attitude and values. According to the projection of the 2002 to 2008 National
Development plan, Kenya’s population of 30 million, with an annual growth rate of
about 2.4%, is expected to rise to 37 million by the year 2010. Over 50% of this

population is composed of dependent youth aged below 15 years.

It is estimated in the development plan of 2002-2008 that 59% of Kenya’s population is
under 20years old. (GOK, 2002). There is thus a rapidly growing population of the
youth that not only exerts pressure on employment but also poses a serious socio-
economic problem to policy makers. To solve this looming problem and enable Kenya
to become a newly industrialized country (Nic) by the year 2020 as envisaged in the
sessional paper No. 2 of 1996 on Industrial Transformation and Development, it requires
a very invigorated injection of fresh skills and entrepreneurship. This will in tumn
promote and develop programmes for enhancing employment creation for the youth as
well as provide investors with an abundant qualified labour force resulting in accelerated

economic growth.

Kenya’s population is just under 32 million. GDP in 2005 was reported to be Kshs 850.1

billion resulting in a GDP per capita of Kshs. 26,996. The economy has been
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deteriorating over the past two decades, with low economic and employment growth and
a decline in productivity. The percentage of people living below the poverty line has
increased steadily since 1990 and is estimated at 56 per cent in 2005. Two thirds of
Kenyans live in rural areas and 75 to 80 per cent of employment is in the agricultural

sector (GOK.2003).

Kenya’s liberalization efforts began in earnest in 1994 following its move to a multi-
party system. However, because of government downsizing and the retrenchment of
many large private sector and foreign-owned firms, formal sector employment has been
decreasing. Lack of employment alternatives has thrust a growing number of people into
self-employment activities to ensure a livelihood. Throughout the 1990s the growth rate
of the informal economy considerably outpaced that of the formal sector. From 1999-
2004, the MSE sector was responsible for generating 675,000 jobs annually. Struggling
to thrust the country into a state of economic recovery, the new government has stated
its commitment to “integrating the MSE sector into the national economic grid”, causing
the government to take a serious look at the potential of the informal and micro and
small enterprise (MSE) sectors for driving employment and economic growth

(GOK,2005).

Thus the Economic Recovery Strategy for wealth and employment Creation
acknowledges the role of the MSE sector in generating growth, creating jobs and

reducing poverty (GOK, 2003). The paper expects over 88% of the 500,000 jobs
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promised to Kenyan citizens by the “Narc” Government at inception in 2002 to be
created by the sector. According to the paper, the sector contributes about 18% of GDP
and plays a critical role in easing foreign exchange constraints, in penetrating new

markets and in stimulating growth and development in rural areas.

2.3 Employment Trend in MSE Sector in Kenya

The employment trend of the small enterprise sector in Kenya between the years 2000
and 2003 is noticeable. In 2003, total employment was estimated at 6.4 million persons.
This growth in employment was almost entirely attributable to the increase in
employment in the small firms whose growth rose from 3.3 million in 2000 to 4.6
million in 2003 (GOK, 2004). Tables 2.1 and 2.2 give a summary of employment trends
in Kenya between the years 2000 to 2003.

Table 2.1 Contributions of MSEs to Employment Creation (GOK, 2004)

SECTOR 2000 2001 2002 2003
Public 1743200 1753800 1760700 1742500
Sector

Small and 3353500 3738000 4150900 4624400
Medium

Enterprises

Total 5096700 5492600 5911600 6366900

If the target to industrialization by the year 2020 is to be achieved, then the GOK will
have to aid and encourage MSEs to play a major role in providing the additional jobs.

MSEs in the manufacturing sector offer considerable attraction to people willing to
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invest money, time and effort in building a business. Such enterprises promise bigger
returns on investments especially in terms of employment creation and boosting the

incomes of Jua Kali entrepreneurs and their workers

Table 2.2 Contributions of MSEs to Employment per Sector (GOK, 2004)

SECTOR 2000 2001 2002 2003
Manufacturi 779 900 861 800 934 200 1029 800
ng Sector

Construction 109 500 125900 133 200 139 500
Sector

Services 1924 400 2 145 600 2405 200 2 691 400
Sector

Transport & 95900 106 800 120 600 135 600

Communicat
ion

Community 291 700 329 100 369 500 418 200
& Social

Sector

Others 152 100 169 600 188 200 210 000
TOTAL 3353500 3738 800 4150 500 4624 500

2.4 Technology Adoption by Youth Led MSEs

According to the Ministry of State for Youth Affairs, youths are persons aged 15 to 35
years. These (youths) have considerable potential to contribute to the development of the
nation. They form the largest segment of the Kenyan population. They contribute two
thirds of the economically active population and account for 61% of the unemployed
(GOK 2007). The Kenya demographic and Health survey of 2003 reported that young
people are much more likely to be employed if they have completed their education

(GOK/UNDP, 2003).
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Majority of the Kenyan youth have formal education but no training. Primary and
secondary school graduates account for 82% of the unemployed and university
graduates for 1.4%. 92% of these have no job training other than formal schooling.

(GOK, 2007).

Technology has been looked at “as a resource that can be useful if adapted by firms to
improve their efficiency and factor productivity” (Van Dijk, 2001). When applied to
micro and small enterprises, technology has proved to be the engine of economic growth
amongst “Asian Tigers”. Firms are able to assimilate and adopt technology by
developing technical capabilities which are the information and skills (technical,
managerial and Institutional) that allow productive enterprises to utilize equipment and
technology efficiently (Gichira, 2002). Thus accumulation of human capital in the form

of'technological capabilities far outweighs physical capital accumulation.

Studies undertaken in African countries reveal that Africa exhibits much more inter firm
technological heterogeneity than other developing regions {Biggs, Shah and Srivastova
(1995) as quoted by Gichira (2002)}. They also reveal a weak learning environment
which is attributed to lack of import and export competition. Thus, the most important
investment in new technology that MSEs in Africa can adopt is importation of new

technology in form of franchising, sub contracting and licensing.
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Skills upgrading not only enhances employee technical and managerial skills but also
increases MSEs ability to adopt new technologies. When incorporated in the
introduction of new technology, skills upgrading has been shown to have a crucial
impact on productivity as it involves experimentation, modification and adaptation to the
enterprises (Gichira, 2002). Unfortunately amongst African MSEs, there are more
unskilled workers which reduce over-all incentives for enterprise based training. On
impact of training and investment in technology by firms on productivity, Carter & Shaw
(2006); and Shane (2003) observes that both training and technology investments have a

positive impact on firm value added.

Wanjohi& Mugure (2008) also concurs with Gichira (2002) that firm size and firm age
are the major determinants of investment in training and technology; with old and large
firms investing more. The two papers conclude that accumulation of human capital

increases firm’s productivity through worker training and investment in technology.

2.5 Technology Adoption and Youth Led MSE Performance

The Kenyan Government since its inception has developed strategies and promotion
programmes aimed at improving the economy by promoting small and medium
enterprises. Among key priorities in the Embu district development plan for the period
2002-2008 is enhancement of skills and entrepreneurship training through sensitization

of indigenous entrepreneurs in processing, management and marketing (GOK, 2001).
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To counteract the many challenges posed by globalization, increasing competition,
shifting patterns of legislation and regulations, tumbling trade barriers and fragmentation
of markets, UNIDO (2004) suggests that MSEs must be internally and internationally
competitive to survive and grow. One way of achieving and maintaining
competitiveness in a market oriented environment is to be able to create, distribute and
exploit knowledge faster than competitors. In turn, this depends on cost advantages,

innovation and the continuous improvement of products and services (Gichira,2002).

2.6 Theoretical Performance

The survival and growth theories, also called endogenous growth models lay emphasis
on technological change and accumulation of knowledge (education, on-job training,
innovation and inventions) as drivers of adoption, survival and growth amongst
enterprises and economies (lkiara et al. and UNIDO, 2004; and Buainain, 2002). Skills
training are a major non-financial promotion programmes which seems quite effective in
promoting success to small enterprises. The Kenyan Government has seen it so and
therefore highlighted it in most of its policy documents. Implementers of the
programmes are Non-Government Organizations, private Consultants, Banks, and
government Institutions like Kenya Industrial Estates and Ministry of Research
Technical Training and Technology among others. However, many government efforts
at enhancing technology transfers have been piece meal, only partially implemented and
many have actually impended the growth of the sector and the Kenyan economic

development in general (GOK, 2004).
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Just like training, finance and business premises, technology is often seen as an
important factor that influences productivity and competitiveness of MSEs. However it
is not always accessible to them. Consequently, MSEs lack capability to produce
efficiently, meet deadlines, upgrade product quality and evolve new product design
(UNIDO, 2004). In relation to this, it has been observed that about 80% of businesses
fail during their first three years of the start-up stage due to problems related to

technology (GOK, 2001).

This research study is therefore aimed at revealing effect of technology on quality
amongst youth led MSEs and any inhibitors to their success so as to give
recommendations to relevant authorities on how to overcome some of them if not all. It

is based in Makueni County.

2.7 Youth Enterprise Development Fund

Youth Enterprise Development Fund was conceived by the Government in June 2006 as
a strategic move towards arresting unemployment which is virtually a youth problem
(GOK, 2006). According to the Ministry of Youth Affairs circular (GOK,2007), the
fund had the objectives to provide loans to existing Micro-finance Institutions (MFIs),
registered non-governmental organizations (NGOs) involved in Micro-financing, and
savings and credit co-operative organizations (SACCOS) for on-lending to youth
enterprises; to attract and facilitate investment in micro, small and medium enterprises,

oriented commercial infrastructure such as business or industrial parks and markets or
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business incubators that will be beneficial to youth enterprises. Its aim was to support
youth oriented micro, small and medium enterprises to develop linkages with large
enterprises, to facilitate marketing of products and services of youth enterprises in both
domestic and international markets and, to facilitate employment of youth in the

international labour market. (GOK, 2006).

While allocating the youth fund, the government recognized the fact that skills
acquisition is necessary but not sufficient to improve MSEs’ performance through
technology adoption. Youth enterprise development fund has been in operation for two
years. Unfortunately the group component is inadequate and does not assist individual
entrepreneurs. Individual component of the youth fund through micro financing

institutions is feared due to the bad effects associated with failure to pay bank loans.

2.8 Summary and Research Gap

From the above, it is clear that small enterprise sector is recognized as having potential
to enhance job creation through establishment of industries and initiation of commercial
enterprises (GOK, 2001). It is also clear that much has been done to promote
programmes aimed at improving the Kenyan economy through promotion of MSEs

(GOK, 2006, 2007, GOK, 2009).

Youths have not been left behind. They have been recognized as the engines of

economic development in Kenya (GOK, 2007). Much has been done to empower
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youth’s technological capabilities. Among these, the Kenya’s sessional paper no. 1 of
2005 On Education, Training and Research recommended the development of human
capital through education and training, promotion of technical and vocational training as
well as teaching of science and information technology as important ingredients to

trigger the country’s economic growth.

Industrialization of the economy is the key to the socio-economic development of
Kenya. Industrialization calls for a human resource base comprising a predominantly
literate and educated population and a sufficiently large workforce with relevant skills;

attitude and values. Kenyan youth form this caliber of people.

Technology has been looked at “as a resource that can be useful if adapted by firms to
improve their efficiency and factor productivity” (Van Dijk, 2001). When applied to
micro and small enterprises, technology has proved to be the engine of economic growth
amongst “Asian Tigers”. Firms are able to assimilate and adopt technology by
developing technical capabilities which are the information and skills (technical,
managerial and Institutional) that allow productive enterprises to utilize equipment and
technology efficiently (Gichira, 2002).Thus accumulation of human capital in the form

of technological capabilities far outweigh physical capital accumulation.

Skills upgrading not only enhances employee technical and managerial skills but also

increases MSE’s ability to adopt new technologies. When incorporated in the
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introduction of new technology, skills upgrading has been shown to have a crucial
impact on productivity as it involves experimentation, modification and adaptation to the
enterprises (Gichira, 2002). The current youth fund was started on the government’s
realisation that skills acquisition is necessary but not sufficient to improve MSEs’
performance through technology adoption, thus capital is also essential to finance
investments in technology. Unfortunately the group component of the fund is not enough
and neither does it assist individual entrepreneurs. Individual component of the youth
