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Abstract

Studies indicate that 75% of small enterprises in the world fail during their first 5
years of operation. In Kenya, just about 20% grow to the next size category. Scholars
have prescribed formal strategic management modes, but the small enterprises (SEs)
continue to not only fail but also depict informal strategic management modes.
However, few studies have been done to examine whether the dismal performance
of SEs is due to other factors unrelated to the management of the enterprises,
especially in the context of a developing country like Kenya. The specific objectives
were to identify the strategic management modes employed by the small
enterprises in Kisumu County with specific reference to the Youth Enterprise Fund
beneficiaries in Kisumu County and to assess the factors influencing the choice of
these modes. The study was anchored on Mintzbergs' theories on deliberate,
emergent, and reactive strategic management modes. The study adopted a
descriptive cross-sectional research design. The target population was the 242 small
enterprises run by the Youth Enterprise Development Fund (YEDF), out of which 134
enterprises were sampled using Yamane's criteria. The study adopted questionnaire
and interview methods as the basic data collection methods with the questionnaire
being tested through content validity index and Cronbach alpha's internal
consistency index, respectively. The study found that the basic modes used by small
enterprise were deliberate, emergent, and reactive and that the small enterprises in
Kisumu County used these modes interchangeably but relied more on the reactive
mode of strategic management. The study revealed that the choice of these modes
was dictated by the personal, environmental, and firm characteristics of the
enterprises. The study concludes that continued exposure to formal modes would
only sustain the endemic failure of the SEs because the SEs need formal exposure to
models that address their situation. The study therefore urgently recommends
formalization of elements of reactive strategic management modes and the personal
factors in small firm curricula.

Keywords: Informal strategic management; Deliberate strategic management mode;
Emergent strategic management; Reactive strategic management

Background

The concept of strategic management is viewed differently by scholars of small enter-
prises. Indeed, an increasing amount has been written on strategic management for
small enterprises (SEs), and a number of modes of strategic management have been
proposed. Each of these modes, however, is unique in terms of its composition, logic,
and emphasis, and there seems to be no consensus on how strategic management
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should be conducted or on whether a given plan is suitable for every small business
(Hill and Gareth 2012a). Two contentious modes prevail: the formal strategic manage-
ment modes and the informal strategic management modes.

Formal strategic management modes conform to the conventional wisdom that the stra-
tegic management modes that managers use, the patterns in actions they develop, the posi-
tions and postures they establish, and therefore the performance levels they achieve must all
flow from prescribed models (Menzel and Giinther 2012; Ansoff 1965; Hofer and Schendel
1978; Porter 1985, and more recently, Pearce and Robinson 2011). Some schools of thought,
however, have viewed strategic management as an informal, unstructured, and instinctive
decision-making course that does not bear the rational analytical systems of the classical ap-
proaches espoused to the small enterprises by classical theorists (Carson 1990; Minzberg
1978, 2001; Quinn 1980; Verreynne 2006).

The informality in the management of small enterprises has been the main contention
floated by classical strategic management proponents for their underperformance
(Thompson, Gamble, and Strickland), but as Mintzberg and Waters (1985) and Gibbons
and O'Connor (2005) observe, strategies form very differently from those assumed by pre-
scriptive models espoused by classical theorists and that strategies can be emergent. Hill
and Gareth (2012b) have called for a new paradigm that recognizes the non-equilibrium
nature of small-scale enterprises. According to Hill and Gareth (2008), small firms seldom
have the economic or political power to control their environment. They have to be flex-
ible and adjust to changes in the resource situation of their environment.

Small enterprises are the key engines of employment, alleviating poverty and improv-
ing equality (Gomez 2008). SEs, by number, dominate the world business stage. More
than 95% of enterprises across the world are SEs, accounting for approximately 60% of
private sector employment (BIS 2012; Zainol and Ayadurai 2011; Huang 2011). In the
year 2012, the small enterprise sector created up to 80% of the total employment and
contributed between 18% and 20% to the GDP in Kenya (Government of Kenya 2012).
However, the SEs are characterized by high failure rates (G.O.K. 2003). Other than their
high failure rates, the majority of the SEs are also not growth prone as most start small
and remain small (Mead 1994, 1999; De la Vifia et al. 2005). Further, according to
Pearce and Robinson (2011), small enterprise operations are still predominantly a local
or a regional market rather than a national or international market, and they tend to
have a very limited share of a given market. The equity of small firms is generally
owned by one person or, at most, a very few people whose management style is greatly
personalized. Besides, the small businesses face external environmental forces that are
beyond their control. These forces come in the form of political, economic, social,
technological, environmental, and legal factors and can rarely be influenced by manage-
ment decisions since they are external to the company (Morrison 2006). Further, Sar-
woko et al. (2013) found that performance of small business is to be determined by the
characteristics of the owner/manager. Wang and Walker (2012) postulate that owner-
ship motivations are central to understanding the planning practices in small- and
medium-sized enterprises (SMEs). They found that levels of strategic planning are
higher in SMEs which have owner-managers who are growth oriented and lower in
those which have owner-managers who pursue non-economic personal agendas.

These empirical findings make it imperative that any study on informal strategic manage-
ment take cognizance of the role other factors play in moderating the effect of informal
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strategic management on performance of the small enterprises. To this end, this study quer-
ied whether the performance of the small enterprises could be attributed to factors not re-
lated to strategic management of these firms. While the empirical studies have delineated
factors that affect small enterprise performance, no study has attempted to find out which of
the factors dictate the particular informal strategic management mode a small enterprise
owner would choose in order to leverage the performance of his/her enterprise. This study
therefore attempted to examine which of these factors determine the strategic management
posture a small enterprise takes in pursuit of better performance with specific reference to
the Youth Enterprise Fund in Kisumu County. Kisumu County is one of the 47 counties in
Kenya. It is located in the western side of Kenya. The county was chosen because it typifies
the other counties in Kenya in terms of Youth Enterprise Development Fund (YEDF) admin-
istration. It is also endowed with a myriad of business opportunities ranging from agricultural
to small-scale commercial activities. However, these activities have not yielded much benefit
to the communities in the county.

The government of Kenya established the YEDF in June 2006 as one of the strategies of ad-
dressing youth unemployment. The fund is one of the flagship projects of Vision 2030, under
the social pillar. The fund is a strategy of gainfully engaging the youth, a majority of whom
are unemployed (Republic of Kenya 2007). This vision is to be achieved through provision of
credit and equipping the youth with appropriate skills to creatively engage in economically vi-
able activities (Youth Enterprise Development Fund 2012). Besides ensuring that the youth
have adequate business skills, YEDF also assists the youth in identifying and tapping into
business opportunities while embracing modern business management techniques. To date,
the fund has provided entrepreneurship training to over 200,000 youths and supported two
national business plan competitions in which over 10,000 youth entrepreneurs have been
trained and winners awarded. However, according to Amenya et al. (2011), a majority of
groups still find it difficult to repay their loans. Besides, the YEDF is yet to make an impact in
society. This is despite the famed management training and provision of funds to the small
businesses. The Youth Enterprise Development Fund was therefore a critical case because
the beneficiaries had been offered the conditions recommended by small enterprise scholars
and practitioners for success, namely strategic management training and finance (Karlan and
Valdivia 2011), yet, according to Amenya et al. (2011), the YEDF was yet to make an impact
in society despite the strategic management training and provision of funds. But with a
largely unstructured operational environment, it is not clear which strategic management
modes small enterprises in Kisumu County employ nor are the factors that influence them
to choose a particular strategic management mode obvious.

The main research questions were as follows:

1. What are the major strategic management modes employed by small enterprises in
Kisumu County?

2. What factors influence the choice of the particular strategic management modes
adopted by small enterprises in Kisumu County?

Conceptual framework
Guided by the theory of deliberate, emergent, and reactive strategies of Mintzberg and
Waters (1985), the study will be modeled on the figure below.
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The figure depicts the dependent variable as the informal strategic management mode.
Three informal strategic management modes are pertinent in business management litera-
ture: emergent, reactive, and deliberate (Mintzberg et al. 1998). According to Mintzberg and
Waters (1985), emergent strategies are strategies which appear without preconception, since
many small enterprises tend to focus on daily operations or operational activities, with
strategies emerging from practice. However, in the face of a turbulent business environment
or crisis, the SE manager can employ a reactive mode of decision-making and implementa-
tion. A reactive strategy making and management mode involves unplanned actions by
management due to pressures from the environment that are later adopted as strategies if
the actions were found to work towards the achievement of the goal. Nevertheless, the SE
manager will often come up with short-term deliberate strategies in the course of managing
the small business. In this study, deliberate, emergent, and reactive strategies are conceptu-
alized as the combination of informal strategies that may be viewed as organizational when
they are modeled together as patterns to improve the performance of the enterprise.
Further, deliberate strategies are measured by the presence of formal written down plans
and strict adherence to those plans, while the emergent strategies are measured by absence
of formal plans and reliance on learning from past experiences. The reactive strategies are
measured by both absence of formal plans and reliance on instincts as strategic issues arise.

In small enterprises, successful strategy formulation and implementation is related to the
firm factors, the owner's personal factors, and the external environment in which the small
enterprise operates (Menzel and Guinther 2012). In this study, firm characteristics are mea-
sured by scope of operations in terms of markets served - local, regional, or international;
scale of operations in terms of production or operational capacity; ownership structure in
terms of decision-making system; and size in terms of small number of employees. The
Personal Entrepreneurial Competency (PEC) test is used to measure the owner's personal
factors. The test contains ten questions that have been found to measure the competency of
an entrepreneur. The macro-environment is measured using the political, economic, socio-
cultural, technological, and ecological factors (PESTE model). These are the independent
variables that, if taken cared of, would lead to correct choice of a strategy for this
relationship (Figure 1).

Independent Variable N Dependent Variable
« Firm Characteristics Informal Strategic management
e Scope of Operation MOfieS
e Scale of Operation Deliberate
e Ownership Structure e Availability of Formal
e Size Plans

— e Strict Adherence to Plans
= Personal characteristics

e PEC Emergent
e Absence of Formal Plans

= External Environmental factors
e Political e Experience and Learning
e Economic Reactive

e Socio-cultural

Figure 1 Conceptual framework on the interaction between informal strategic management modes
of SEs and performance. Adapted from Menzel and Gunther (2012).
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Review of studies relating to informal strategic management

There are different studies undertaken on what mode the strategic management
process should take. While deliberate (rational) strategic management modes in
which analysis and extensive access to information play a pivotal role have long
been viewed as the central premise of strategic management theory, their import-
ance to small firms is now being questioned (Lumpkin and Dess 2006). The critics
argue that traditional perspectives present an idealistic view of the strategy-making
process, far removed from the practical and realistic side of day-to-day management
of organizations (Gibbons and O'Connor 2005). Nagel (1984) stated that small orga-
nizations are less likely to utilize conventional strategic management models and
strategic planning concepts than large organizations. Gibb and Scott (1985) also
found an absence of formal strategic management in small businesses for the
organization, in the large company planning sense. In a survey of small engineering
firms in Bangladesh, A. A. Moyeen, Unpublished Work found the reasons for lack
of formal strategic management as follows: (1) small business leaders are often more
focused on day-to-day operations as opposed to management models and strategic
management systems; (2) small businesses have less money to spend on training;
and (3) their competitors generally operate the way they do without using manage-
ment models and implementing improvement systems. Also, entrepreneurs who de-
velop small businesses usually have little desire to establish routine processes and
procedures. On the other hand, large organizations often have strategic planning de-
partments, more people who have encountered management models and strategic
concepts when they completed their management or other college degrees, more
money to spend on training, and large competitors which are strategically focused
and competitively driven.

Leitner (2007) carried out a longitudinal survey of SMEs in Austria in two surveys in
1995 and 2003. The purpose of the research was to find out the role and nature of dif-
ferent strategy-making modes in 91 SMEs. The results revealed that most of the SMEs
had, at the same time in at least one area, a deliberate strategy. Interestingly, only one
company was found to be a pure emergent strategist. The conclusion was that compan-
ies were combining different strategy-making modes simultaneously. These findings are
consistent with the findings of Menzel and Giinther (2012) who also observed a lack of
formal strategic management in SEs in their 2-year in-depth qualitative single-case
study of 65 employees working in a medium-sized enterprise in Germany. They con-
curred that strategy making in small firms is emergent, adaptive, and based on personal
relationships.

In another survey of 500 small- and medium-scale manufacturing concerns in the
United States of America, Metts (2011) investigated the role of adaptive decision-
making and its potential significance in strategy making in small- and medium-sized
manufacturing companies and found that adaptive decision-making plays a significant
role in the formation of strategy in manufacturing SMEs. He proposes an adaptive
decision-making where the managers try to avoid uncertainty by searching for reactive
solutions to existing problems. However, the study was also conducted in the context
of a developed country. Besides, the study did not compare whether the adaptive pro-
cesses led to better performance than other informal modes of strategic management

which this study addresses.
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On a slightly different vein, Sidaya (2006) carried out a study whose main purpose
was to analyze what strategies small and medium businesses actually adopt when con-
fronted with a major crisis such as a fire, flood, or similar catastrophe and determine
what factors proved vital to the survival of the business in Australia. A qualitative ap-
proach was taken, which involved interviews and in-depth analysis of 12 case studies.
To develop a model, many components of earlier models of strategic management were
tested for relevance to the manager during a major crisis in the business. The study
found that the owners and managers of small and medium businesses rated the devel-
opment of a Crisis Management Model (CMM) as a crucial management tool to assist
them to fight for the survival of their business following a crisis. Though the study find-
ings were consistent with reactive strategies in the context of strategic issue manage-
ment, it concentrated only on a one-off crisis management and not on the day-to-day
management experience of small enterprises which this study intends to reveal.

In another survey exploring the adoption of formal strategic management practices
among the small and medium enterprises within Mombasa County in Kenya, Irungu
(2011) found out that a majority (53%) of the SEs had documented their strategy
process in the form of written plans and objectives. However, the communication of
the plans was not elaborated as 53% communicated by word of mouth indicating an in-
formal communication system. The study thus concluded that the extent of adoption
of formal strategic management practices among SMEs within Mombasa County was
still low. This study goes a step further by examining why small enterprises resort to in-
formal strategic management practices. In his study seeking to determine the strategic
planning practices adopted by micro and small business in Kisumu Central Business
District, Mutua (2012) also found that micro and small firms practiced strategic plan-
ning to varied degrees. However, the average rate of adoption of the strategic planning
practices still fell below levels required for spur sustained growth and survival especially
for those firms within Kisumu Central Business District. The study also revealed a gap
between formulation of strategic plans and their implementation. The study noted that
SMEs seemed to over-concentrate on short-term operational issues as at the expense of
long-term strategic issues. Further, in a survey on strategic management practices in
small and medium enterprises at Kariobangi Light Industries, Nairobi, Kiruja (2011)
also concludes that most of the firms surveyed did not have any formal strategic man-
agement mechanisms. These studies revealed interesting findings on the adoption of
formal strategic management practices among small enterprises. These study findings
therefore remain at discovering whether small enterprises practice formal strategic
management or not. However, the studies did not examine whether informal strategies
played a role in leveraging performance of small enterprises, neither did they delineate
factors debilitating performance of the small enterprises employ. This study therefore
goes a step further by examining the influence of each of the factors against strategies
of the small enterprises.

Earlier on, Mintzberg and Waters (1985) had carried out a study which involved 11
intensive cases, including a food retailer, a manufacturer of women's undergarments, a
magazine, a newspaper, an airline, an automobile firm, a mining company, a university,
an architectural firm, a public film agency, and a government fighting a foreign war in
America. Their conclusion was that strategy was emergent, forming patterns of deci-
sions and actions distributed across multiple organizational levels, and only partially
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shaped by managerial intentions and that strategy making in small firms was an informal
process resulting in a pattern of decisions by top management. Similarly, Quinn (1980),
drawing on a survey of ten major corporations in America, demonstrates how top manage-
ment typically forge their strategies for change only gradually as events unfold, keeping their
options open and steering their organizations incrementally towards a consensus view of the
major important goals to be attained. He posits that effective strategies tend to emerge from
a series of ‘strategic subsystems, each of which attacks a specific class of strategic issues (e.g.
acquisition, divestiture, or a major reorganization) in a disciplined way, but which is blended
incrementally and opportunistically into a cohesive strategy. Again, both studies, though in-
formative as to the strategic management modes small enterprises are likely to take, were
undertaken in developed countries with none being done in the context of a developing
country. Further, the studies only explore the nature of strategy making in small enterprises
but do not tie them to performance.

Empirical studies on factors influencing choice of strategic management
mode

According to Cragg and King (1988) and Rutherford and Oswald (2000), the factors that
influence whether a small enterprise chooses a particular strategic management mode
may be due to own personal characteristics; as captured in personal entrepreneurial com-
petency, small firm characteristics; in terms of scope, scale, ownership structure and size,
and external environmental factors; and in terms of political, economic, sociocultural,
technological, and ecological. Each of the factors is discussed below.

Small firm characteristics

Small firm characteristics have been explored by various authors in different contexts.
For example, in Bangladesh, Obaidullah et al. (2011) carried out a survey whose pur-
pose was to find out whether firm characteristic affects the business success in small-
and medium-sized enterprises. Interestingly, the findings of the study revealed that
while entrepreneur's characteristics are significantly related to the business success of
SEs in Bangladesh, the characteristics of small enterprises were found to have no sig-
nificant effect on the business success of the SEs. In contrast to these findings, Monsi-
cha and Nantana (2011), in a survey of 410 travel agencies in Thailand, examined the
relationships between firm characteristics such as corporate image, unique attributes,
service, and service professionalism that influence customer satisfaction and customer
loyalty and found out that the firm characteristics have greater business outcomes, in-
cluding customer satisfaction, customer loyalty, and business performance.

Although the studies help us to understand that a majority of SEs do not perform
well because of the very nature of their firms, they did not examine whether the small
firms were, in fact, not doing well because the nature of the firms militated against be-
ing formal in their management. This study explored whether small firm characteristics
militated against their performance because the firm characteristics made it difficult to
manage the firms strategically. The small enterprises need an all-inclusive intervention
which these studies did not offer and which this study intends to explore.

Further, M. Pasanen, (Unpublished Work) carried out a survey of entrepreneurs of
145 independent SEs in eastern Finland operating in the manufacturing, business
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services, and tourism sectors. Analysis of the SMEs revealed that they constitute a het-
erogeneous group with a large variety of characteristics, though they also have some
common characteristics. However, the study does not conclusively delineate the actual
characteristics of the SEs that predispose them to particular strategic modes.

On his part, Jiang (2009) carried out a case study of SEs in China and Indonesia. The ob-
jective of the study was to find out how strategic management influences SE performance in
Southeast Asia and specifically in China and Indonesia. According to the empirical findings,
they found some common characteristics of strategic management of SEs in China and
Indonesia. Firstly, all the companies interviewed had their decision-making system central-
ized. In most occasions, the general managers or owner made the final decisions. Secondly,
all the companies had a clear vision and mission for the company, and they made sure all the
employees within the organization knew the company's objectives. Thirdly, all of the SEs
used a combination of formal and informal structure during the strategic implementation
process. Fourthly, they paid great attention to government policy and changed their strategies
according to government policy. Last but not the least, they all believed that strategic man-
agement could affect company performance from financial and non-financial aspects. How-
ever, the findings of the study are rather inconsistent with reviewed theoretical literature.
According to Gibbons and O'Connor (2005) and Johnson et al. (2011), small firms' managers
are so inundated with immediate financial problems that they ignore or even misunderstand
the link between sound strategic management practices and business success rendering for-
mal strategic management modes irrelevant to small firm managers. For example, in an em-
pirical review of implications of strategic planning in SEs for international entrepreneurship
research and practice, Kraus et al. (2007) posit that considerable strategic differences exist be-
tween small and large enterprises. Because of their small size, small firms are not structured
formally and the decision-making process is centralized. While important in revealing the
small firm characteristics that are required for small firm performance and the relationship
between formal strategic management and performance of the small firms, the studies did
not explore the connection between firm characteristics and informality of the small firm
management. This study explores the small firm factors that may discourage or encourage
small firms to be informal.

Le Roux (1989) also conducted a survey of 300 SEs in the Greater Cape Town area, South
Africa and found that the managers and owners of SE's value strategic management as a
management tool, but for various reasons, such as a lack of time, they did not devote as
much time as they would like towards managing strategically. The study also found no sup-
port for the assumption that size would be an important factor distinguishing SEs that made
use of strategic management from those SEs that did not use strategic management but ra-
ther the process of strategic management itself was more important than the actual formal
plans and documentation that are normally associated with strategic management in large or-
ganizations. In summary, there is a general dearth of empirical literature on the link between
firm characteristics and informal strategic management modes.

The external factors

Despite their role in terms of their contribution to exports, employment, and economic
growth, there is a wide recognition in the literature about the environmental challenges
and barriers facing SEs (Verreynne and Meyer 2007). These prevent them from growing



Charles et al. Journal of Innovation and Entrepreneurship (2015) 4:4 Page 9 of 22

further and put them in a critical position to face the external challenges that are arising
from globalization, liberalization, and technological change. According to Morrison
(2006), businesses are so affected by external macro-environments that they cannot plan
political, economic, social, technological, environmental, and legal factors facing them.

Gica (2012) surveyed 200 SEs in northwestern Romania and found the external ana-
lysis component of the overall planning indicator to be positively correlated with a
higher level of objective achievement with a confidence level of 99%. The variables used
to measure the external environmental components were the political, economic, socio-
cultural, technological, and ecological factors. The conclusion was that the extent to
which objectives are met is influenced by an analysis of opportunities and threats facing
the organization as well as an assessment of strengths and weaknesses.

Tenai et al. (2009) carried out an exploratory survey on the external variables moder-
ating SE's strategies and competitiveness for international trade in Kenya. The survey
covered 50 horticultural traders in urban and peri-urban areas of Uasin Gishu District
in the month of September 2007. These findings suggest that the nature of the business
environment dictates the way the firm is operated. Hence, the prevailing strategy may
be influenced positively if the moderating factors from both sides positively moderate
it. The strategic management is unlikely to be strong if the firm is weak internally, thus
hampering its ability to capture opportunities and satisfy them in a dynamic and uncer-
tain market. Such opportunities may include credit access, severe price competition,
and learning ability.

The studies investigated the extent to which external factors influence the achieve-
ment of objectives, but did not enquire the influence of the external factors on informal
strategic management modes. The studies therefore concentrated only on the effect of
formal strategic management and did not explore the informal strategic management
practices, neither did the studies explore how the factors moderated the types of infor-
mal strategic management modes being employed by small enterprises which this study
investigated.

In China, Huang (2011) carried out a case study whose purpose was to examine the
process and characteristics of strategic decision-making (SDM) and their influencing
factors in 20 Chinese small- and medium-sized firms. The findings of the study re-
vealed that the steps involved in the SDM process in Chinese SEs are less complex than
the theoretical models; second, Chinese SME owners/managers rely heavily on their
personal networks for identifying opportunities in the business environment and for in-
formation search and advice; third, a firm's ownership significantly influences the de-
gree of participation and the level of political activities in the SDM process; and fourth,
decisions made in Chinese SEs can be implemented quickly partly due to slack legal en-
forcement in China. The purpose of the study was to examine the process and charac-
teristics of SDM and their influencing factors in Chinese small- and medium-sized
firms. However, the study did not delineate informal strategic management modes that
small enterprises have been found to prefer. Further, the study did not reveal the actual
strategic management mode influenced by each of the external environmental variable.

Ghani et al. (2010) carried out a descriptive research study to identify critical internal
and external factors towards firm strategic planning among private housing developers
of Kedah and Perlis in Malaysia and found out that proactive involvement of govern-
ment and its support did have an impact on firms' external critical factors thereby
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creating stable conditions for structured planning. However, the study did not address
whether this proactive environment facilitates strategic management. Besides, the study
dealt only with private housing developers while this study takes a holistic approach to
strategic management of small enterprises. In an exploratory study on government pol-
icy and critical success factors of small businesses in Singapore, Siow and Teng (2011)
also report that the government plays a very critical role in assisting businesses in gen-
eral by providing a conducive environment for the growth and development of the
businesses and this may facilitate strategic planning.

Martinez (2009) surveyed 72 Spanish footwear entrepreneurs in Spain in the year 2000.
The survey was a cross-sectional empirical analysis whose purpose was to test the contribu-
tion of different types of entrepreneurship development programs to new business perform-
ance and growth. The study reinforced earlier research that sound SE policy environment
significantly favors new business profitability and growth. In a multiple-case study design in-
volving three companies, four organizations cooperating with SEs, and two academic institu-
tions, Grimsholm and Poblete's (2010) carried out a study whose purpose was to examine
external environmental aspects of SEs that were hampering the growth of SEs in Thailand
and summarized the factors as lack of access to finance, competition, barriers to trade, lack
of skilled labor, and new technology.

Again, the studies concentrated on the influence of external factors on firm strategic plan-
ning but did not tie the external factors to the informal modes of strategic management. The
studies therefore were important in revealing whether the external environment had an effect
on performance when they engaged in formal strategic planning. However, the studies made
no reference to the informal modes of strategic management. This study attempted to re-
veal how external factors influenced the informal strategic management small enterprises
employed.

Personal characteristics

In a survey on the impact of personality traits on firm performance in Malay family busi-
nesses, Zainol and Ayadurai (2011) concluded that although it is difficult to measure entre-
preneurial orientation (EO) through personality traits due to the many aspects involved,
entrepreneurs who had a higher tolerance of ambiguity than non-entrepreneurs, a higher
level of self-efficacy, a more proactive personality, an internal locus of control, and a stronger
need for achievement were more likely to plan for the success of their businesses. They ob-
served that even in more complex decisions involving the need to develop careful plans,
values played a relevant role. More goal orientation induced a stronger motivation to plan
thoroughly. The higher the priority given to a value, the more likely people will form action
plans that can lead to its expression in behavior, namely, performance. They conclude that
owner's personality has a direct relationship with the performance of firms in Malaysia.

In another study conducted with 147 SE owners in Malang Regency, East Java
Indonesia using the survey method, Sarwoko et al. (2013) found performance of small
business to be determined by the characteristics of the owner/manager. They define the
entrepreneurial characteristics in terms of risk taking, innovation, and proactiveness.
Baba and Elumalai (2011) also investigated the relationship between entrepreneurial
orientation dimension and organizational performance indicators such as product per-

formance, customer performance, and sales growth among SMEs in Labuan. A total of
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101 SMEs were selected. These sampled establishments were involved in service-
related business, retail business, and also wholesale. The study concluded that risk tak-
ing, innovation, proactiveness, and competitive aggressiveness have significant positive
relationship with organizational performance.

Qureshi (2012), confining himself to five research variables, i.e., motivation, family sup-
port, social networking, personal characteristics, and culture, examined the factors that in-
fluenced the small business performance among the males and females in Pakistan. The
analysis was based on a survey of 200 micro businesses owned by males and females in
two cities of Pakistan, namely, Lahore and Faisalabad. The results showed that female-
owned businesses in Punjab-Pakistan were less successful than male-owned businesses
because females possessed less such personal characteristics which were critical for suc-
cess in business. He also found that females encountered barriers in making social net-
works as compared to males. The study also revealed that the culture of the society also
limited opportunities for female entrepreneurs to grow and outperform male-owned
businesses.

Although the studies had far-reaching implications on personal characteristics that
may hinder small business success, they did not address the strategic management as-
pect to performance, neither did they explore if the performance was due to the infor-
mality of their management which this study strives to reveal. This study therefore goes
a step further by exploring the relationship between owner characteristics, the informal
strategic management mode employed, and the performance of small enterprises.

Moog et al. (2011) basing their research on six qualitative case studies conducted in
Germany in 2008 observed that personal or individual orientations of the owners, prede-
cessors, and successors affect the strategy and performance of their family businesses.
They concluded that the individual orientation of previous, current, and future owners of
a family business might be the key to those differences in performance of such businesses.
They also found out that in small entrepreneurial organizations, the strategic decision-
making is vested with the entrepreneur or limited number of trusted individuals. The
strategy formulation for growth is driven by the vision and motivation of the entrepre-
neurs. Again, the two were interested in the determinants of strategic planning and not
the modes of strategic management the small enterprises were using.

In a study carried out in Australia to explain the apparent problem of why SMEs do
not strategically plan, Wang and Walker (2012) postulate that ownership motivations
are central to understanding the planning practices in SMEs. They found that levels of
strategic planning are higher in SMEs which have owner-managers who are growth
orientated and lower in those which have owner-managers who pursue non-economic
personal agendas. However, they noted that many owner-managers of SMEs do not
want to grow and are happy with staying small and at one end of the continuum; some
were simply keeping themselves gainfully employed. They pointed out that although
this was not necessarily a bad thing, many businesses were not ‘entrepreneurial’ and
never engage in active growth activities including strategic planning. Consequently,
ownership motivation, not organizational barriers to planning, must be taken as a
starting point to understanding and solving the issue of why most SMEs do not engage
in strategic planning. However, from the various literature reviewed, it has been pos-
ited that lack of conventional strategic planning is not necessarily a lack of strategic
planning per se (Chia 2007). The two researchers also did not examine the link
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between informal strategic management modes, owner characteristics and, SE
performance.

Using the survey method, Hajipour and Ghanavati (2012) also analyzed small- to
medium-sized industrial manufacturing firms in Tehran province in Iran and found a
relationship between education and small firm performance. They observe that educa-
tion is important in the upbringing of the entrepreneurs. Its importance is reflected
not only in the level of education obtained but in the fact that it continues to play a
major role in helping to cope with problems and correcting deficiencies in business
training. Entrepreneurs need education in the areas of finance, strategic planning, mar-
keting (particularly distribution), and management. The ability to deal with people and
to clearly communicate in the written and spoken word is important in any entrepre-
neurial activity. Although the findings reveal that education as a personal entrepre-
neurial factor affects business performance, this study takes a broader look by
questioning the link between personal characteristics and informality of small
enterprises.

Franczak et al. (2009) also surveyed 857 respondents from 21 small- and medium-sized
companies in the UK and found a strong correlation between culture and organizational
performance. In another study involving a sample of 60 Fortune 1000 firms representing
both dominant and lesser members of their respective industries, Hansen and Wernerfelt
(2007) found a relationship between people factors such as skill, personality, age, and firm
performance. In yet another study involving a sample of 300 employees from SMEs in
Bangladesh, Obaidullah et al. (2011) found out that entrepreneurs' characteristics have
significant effect on business performance of SMEs in Bangladesh. The study was based
on survey methodology through a questionnaire administered on the owners and em-
ployees of small firms. They observed that small business owners must have a missionary
zeal about their products or services, be willing to be personally involved in it, be willing
to stick with the business, and be able to define the market clearly and pay attention to
details. Antecedent influences on owner-managers showing a significant association with
the possession of a business plan included an above average level of education, previous
work experience in a large firm immediately before setting up their firm, and running
firms in sectors outside their previous experience. Not surprisingly, possession of a busi-
ness plan showed a positive association with those owner-managers with a growth orien-
tation. It is concluded that owner-manager characteristics can be important in explaining
the presence/absence of a business plan within the small firm.

Resul i .
Data was collected from 150 respondents, but only 113 returned complete responses.
This formed a response rate of 75%. According to Mugenda (2013), a response rate of
70% or higher is acceptable in social science research.

Study population

The unit of analysis for this study was the small enterprises. The study targeted all the
7,324 small enterprises in Kisumu County (Mutua 2013). The accessible population
was all the 252 small businesses that had been funded by the Youth Enterprise Devel-
opment Fund in Kisumu County since the year 2007 and six district youth officers.
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Sampling design

This study adopted Yamane (1967) formula to calculate the sample size for the youth
groups. The formulae yielded 150 respondents from the population of 242 youth enter-
prises. The study adopted stratified, simple, and purposive sampling techniques to se-
lect the SEs and the individual respondents. Stratified random sampling was used to
select the SEs that had benefited from the Youth Enterprise Development Fund. Simple
random sampling was used to select the individual SEs in each constituency. Purposive
sampling was used to select the six key informants. Therefore, the total sample size was
157 with 150 being the small enterprises run by beneficiaries of the Youth Enterprise
Development Fund and six DYOs. The managers of each of the 150 SEs were included
as respondents for this study.

Data collection methods and tools

The study adopted questionnaire and interview methods as the basic data collection
methods (Additional file 1). Questionnaires were used to gather data from the man-
agers of the small enterprises. The interview method was used to collect data from the
six key informants.

Validity and reliability

The CVI for this study was 81.8%. Further, the principle of triangulation was employed
to collate the results from the questionnaire and key informant interviews. Pre-testing
of the tools was undertaken on 30 leaders of YEDF group beneficiaries in Bondo Town-
ship before administering the full-scale interview to ensure clarity of the instruments.
The internal consistency of the interview schedule was then determined via Cronbach's
coefficient alpha (Cronbach 1951). In this study, the Cronbach's alpha for each of the
variables scales was tested and found to be above 70%.

Data analysis method

This study collected and analyzed both quantitative and qualitative data. Quantitative
data was analyzed using descriptive statistics, multiple regressions, and Pearson's cor-
relation coefficient (r). Qualitative data was analyzed using content analysis.

Methods

The study adopted a cross-sectional survey design. According to Tuli (2012), the
selection of research methodology should depend on the paradigm that guides the
research activity, more specifically, beliefs about the nature of reality and humanity
(ontology), the theory of knowledge that informs the research (epistemology), and
how that knowledge may be gained (methodology). The aim of this research was to
explore the factors that the choice of strategic management modes employed by
small enterprises in Kisumu County with particular reference to beneficiaries of
Youth Enterprise Development Fund in rural Kenya. Being a descriptive cross-
sectional research design, the ontological orientation of the study is that of the real-

ist assumption.
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Strategic management modes employed YEDF beneficiaries
The informal strategic modes were conceptualized as deliberate, emergent, and reactive
strategies. Deliberate strategies were measured by the presence of formal written down
plans and strict adherence to those plans, while the emergent strategies were measured
by absence of formal plans and reliance on past experiences and industry tradition. The
reactive strategies were measured by both absence of formal plans and reliance on in-
stincts as strategic issues arise. The three strategic management modes were proposed
and explained to the respondents. The respondents were then asked to choose which
mode suited their operations most. The results were analyzed and presented in Table 1.
Table 1 shows that most (58%) of the respondents rated the reactive strategic man-
agement mode as the most preferred mode of strategic management (N = 64, mean =
2.58) followed by the emergent strategic management mode (N =40, mean =2.28),
and the least preferred mode was the deliberate strategic management mode (N =9,
mean = 2.22). This shows that although the deliberate strategic management mode has
been the preferred perspective of strategy making and implementation for government
functionaries and other agencies involved in molding small-scale enterprise, this study
revealed mixed reactions to this form of management. Thus, the small enterprises have
a preference for the reactive strategic management mode. The implication of this find-
ing is that, despite their training in formal strategic management, the small enterprises
preferred to make decisions based on their instincts as strategic issues arose. This re-
sounds with the views of Chaffee (1984) and Metts (2011) who also see an organization
as continually assessing external and internal conditions, and this leads to adjustments
in the organization to its relevant environment that will create satisfactory alignments
of environmental opportunities and risks, on the one hand, and organizational capabil-
ities and resources, on the other. This strengthens the hypothesis that although the
small enterprises could be exposed to deliberate strategies where formality of strategic
management is espoused, they do not plan formally, and for those that plan, only a few
follow these plans. Rather, the small business owner operates along market conditions
and reacts to opportunities and threats as they come.

Factors influencing choice of strategic management modes

Having established that the respondents use the three different strategic management
modes interchangeably, the study sought to find out the factors that influenced the re-
spondents to adopt any of the particular strategic management modes. The predictors
were therefore the small firm characteristics (FIRM), the external environmental factors
(ENVT), and the small firm owner's personal factors (PEC), while the dependent vari-
ables were the strategic management modes, namely, deliberate strategic management

Table 1 Views on the most preferred strategic management mode

Strategic management mode Mean Number Percent
Deliberate 222 9 8.2
Emergent 2.28 40 350
Reactive 2.58 64 56.8

Total 245 113 100.0




Charles et al. Journal of Innovation and Entrepreneurship (2015) 4:4 Page 15 of 22

mode (DEL), reactive strategic management mode (RE), and emergent strategic man-
agement mode (EM).

Factors influencing choice of deliberate management mode

Pearson product-moment correlation coefficient was used to investigate the relationship
between the factors that influence the choice of deliberate strategies. Preliminary analyses
were conducted to ensure no violation of the assumptions of normality, linearity, multi-
collinearity, and homoscedasticity. The results of the Pearson's r are presented in Table 2.

Table 2 presents the correlation coefficient between the factors and deliberate stra-
tegic management mode (DEL). There is no significant correlation at p < .05, but there
are significant correlations at p < .01. Table 2 also shows that there is a positive and sig-
nificant correlation between DEL and PEC (r=.348, r* = .0121). This indicates that the
personal characteristics of a manager of a SE play a significant role in the choice of de-
liberate strategic management mode. This finding supports Zainol and Ayadurai (2011)
views when they observe that the entrepreneurial orientation of the owner manager of
a SE plays a significant role in whether or not formal planning and management takes
place in a small business.

There being a significant correlation, the study then proceeded to test the individual
predictors against the deliberate strategic management mode (DEL). The individual
predictors were regressed on DEL under the hypothesis that personal characteristics,
environmental characteristics, and firm characteristics are not significant determinants
of choice of deliberate strategic management mode.

The results of the analysis are summarized in Table 3.

Table 3 shows that the overall regression model is significant (F [3, 109] = 19471,
p =.000) which led to the rejection of the null hypothesis. The study therefore established
that at least one of the factors (FIRM, ENV, and PEC) is a significant determinant of deliber-
ate strategy.

The individual factors were further investigated using ¢ values to determine the significant
determinants since the F value indicated that not all the predictors are significant. The ana-
lysis of t values indicates that only PECt is a significant determinant (¢ [113, 109] = 6.309,
p =.000). But FIRMt (¢ [113, 109] = —.006, p = .995) and ENV (¢ [113, 109] = 1.998, p = .046)
are not significant. A regression model for predicting deliberate strategic management mode
was then generated using the B values and the constant as:

DEL = .351 + .025 % PEC (1)

The adjusted R*> (R*=0.124) indicates the total variance in deliberate strategy ex-
plained by the regression model in Equation 1. It indicates that 12.4% of the total vari-
ance in DEL is explained by PEC.

Table 2 Analysis of factors influencing choice of deliberate strategic management mode

DEL FIRM PEC ENV
DEL 1 077 348* .204*
FIRM 1 132% 340%%
PEC 1 315%

ENV 1
*p <.05; **p <0.01.
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Table 3 Factors influencing choice of deliberate strategy

Model B Beta R R? Adj. R? £ F t Sig. (e)
Constant 351 154 2287 023
FIRM 000 000 014 —006 995
PEC 025 315 004 6.309 000
ENV 020 105 010 1.998 046
Summary 362 131 124 19471

Thus, SEs managed by people who are entrepreneurially competent tend to employ
formal plans and vice versa. For a SE managed by a manager high in personal entrepre-
neurial competence, there is 12.4% chance that s/he will adopt a deliberate mode, but
87.6% of the variance would be due to other factors. This finding supports the views of
Wang and Walker (2012) and De Koning and Brown (2001) when they observe that
strategy formulation for growth is driven by the vision and motivation of the entrepre-
neurs and that levels of strategic planning are higher in SEs which have owner-
managers who are entrepreneurially orientated.

Factors influencing choice of reactive management mode

Having established that personal entrepreneurial competency and environmental fac-
tors are significant determinants of a deliberate strategic management mode, the study
sought to find out which of the factors influenced the respondents to employ the react-
ive strategic management mode (SIMR). Pearson product-moment correlation coeffi-
cient was used to investigate the relationship after preliminary analyses. The results of
the Pearson's r are presented in Table 4.

Table 4 shows that there is no significant correlation at p <.05, but there are signifi-
cant correlations at p <.01. The table also shows that there is a positive and significant
correlation between both RE and PEC (r=.172, r* =.030) and RE and FIRM (r=.196,
* = .038). This indicates that both the personal characteristics of the small business
manager and the small firm characteristics play a significant role as to the choice of re-
active strategic management mode chosen.

The study then proceeded to test the individual predictors against RE. The individual
predictors were regressed on RE under the hypothesis that personal characteristics, envir-
onmental characteristics, and firm characteristics are not significant determinants of
choice of a reactive strategic management mode.

The results are summarized in Table 5.

Table 5 presents the summary of the regression analysis of factors influencing choice
of RE. The table shows that the overall regression model is significant (F [3, 109] =

Table 4 Factors influencing choice of reactive strategic management mode

RE PEC ENV FIRM
REL 1 172%% 093 196%*
PEC 315% 132%%
ENV 340%%

FIRM 1

*p <.05; **p <0.01.
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Table 5 Summary of the regression analysis of factors influencing choice of SIMR

Model B R R? Adj. R? £ F t Sig. (e)
Constant 839 162 5.180 000
FIRM 050 014 3471 001
PEC 012 004 2952 003
ENV -003 011 —304 761
Survey model 246 061 053 8315

8.315, p=.000) which led to the rejection of the null hypothesis. Having established
that the two factors are significant determinants of RE, the study proceeded to investi-
gate the individual factors using ¢ values to determine the significant determinants
since the F value indicated that not all the predictors are significant.

The ¢ values indicate that both FIRM and PEC are significant determinants, (¢ [113,
109] =3.471, p=.001) and (¢ [113, 109] =2.952, p =.003), respectively. ENVt (¢ [113,
109] = -.304, p =.761) is not significant. A regression model for predicting reactive stra-
tegic management mode was then generated using the B values and the constant as:

RE = .839 4 .050 * FIRM + .012 * PEC (2)

The Adj. R* = .053 indicates the total variance in reactive strategy explained by the re-
gression model in Equation 2. This indicates that 5.3% of the total variance in REL is
explained by FIRM and PEC. Thus, 5.3% of the variance in REL is due to PEC and
FIRM, while 94.7% are due to other factors not investigated including errors in meas-
urement. This means that the characteristics of the firm have the greatest impact as to
whether a firm resorts to reactive strategic management mode followed by individual
characteristics of the manager of the small firm. The smaller the enterprise, and the less
entrepreneurially competent the SE manager, the more likely s/he will employ a react-
ive mode of strategic management and vice versa. This finding is consistent with
Obaidullah et al.'s (2011) observation that that antecedent influences on owner-
managers of small business such as an above average level of education, previous work
experience in a large firm immediately before setting up their businesses, as well a mis-
sionary zeal about their products or services and willingness to be personally involved
in running the business play a role in whether a small business manager plans and
sticks to those plans. Kraus et al. (2007) posit that considerable strategic differences
exist between small and large enterprises. Because of their small size, small firms are
not structured formally and the decision-making process is informal.

Factors influencing choice of emergent management mode

The factors that influenced the respondents to employ the emergent strategic manage-
ment mode (EM) were also analyzed. Pearson's r was again used to investigate this rela-
tionship. The results are presented in Table 6.

Interestingly, the same values accruing from the analysis of reactive strategies were
observed in the analysis of emergent strategies. The correlation in Table 6 shows that
there is a positive and significant correlation between both EM and PEC (r=.172,
r*=.030) and EM and FIRM (r=.196, r* = .038). This indicates that both the personal
characteristics of the small business manager and the small firm characteristics play a
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Table 6 Factors influencing choice of emergent strategic management mode

EM PEC ENV FIRM
EM 1 1727 093 196%*
PEC 315%% 132%%
ENV 340%%

FIRM 1

*p <.05; **p <0.01.

significant role as to the choice of reactive strategic management mode for running the
businesses.

Individual predictors were also tested against EM under the hypothesis that personal
characteristics, environmental characteristics, and firm characteristics are not signifi-
cant determinants of choice of reactive strategic management mode. The summary of
the results are presented in Table 7.

Table 7 shows that the overall regression model is significant (F [3, 109] = 8.315,
p =.000) which led to the rejection of the null hypothesis. The study then proceeded to
investigate the individual factors using ¢ values to determine the significant determi-
nants. This finding confirms.

The ¢ analysis indicates that both FIRM and PEC are significant determinants, (¢
[113, 109] =3.471, p=.001) and (¢ [113, 109] = 2.952, p =.003), respectively. ENV (¢
[113, 109] = -.304, p=.761) was not a significant determinant of EM. A regression
model for predicting emergent strategic management mode was again generated using
the B values and the constant as:

EM = .839 + .050 = FIRM + .012 = PEC (3)

The Adj. R* =.053 indicates the total variance in emergent strategy explained by the
regression model in Equation 3. This indicates that 5.3% of the total variance in EM is
explained by FIRM and PEC. The 94.7% is due to other factors not investigated includ-

ing errors in measurement.

Summary of findings, conclusions, and recommendations

On which strategic management mode the small enterprises employed in seeking better
performance for their businesses, the study revealed that the respondents used all the
three strategic management modes to varying degrees. This means that although the
deliberate strategic management mode has been the preferred perspective of strategy
making and implementation for government functionaries and other agencies involved
in molding small-scale enterprises in Kenya, the small enterprises were not following
their training. This further proves that conventional thinking was inappropriate for the

Table 7 Summary of the regression analysis of factors influencing choice of EM

Model B R R? Adj. R? £ F t Sig. (e)
Constant 839 162 5.180 .000
FIRM 050 014 3471 001
PEC 012 004 2952 003
ENV -003 011 —304 761

Survey model 246 061 053 8315
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small firms. The study also disapproves scholars who prescribe only to the emergent
strategy management processes and brings to the fore the need for more emphasis on
formalization of reactive models that address the reactive mode of strategic manage-
ment in strategic management literature and in practice.

The study also assessed the factors influencing the choice of strategic manage-
ment mode employed by small enterprises in Kisumu County. The results revealed
that the personal entrepreneurial characteristics were the main determinant of the
strategic posture of a small enterprise. This means that the more competent a
small firm manager is, the greater the chances that s/he would be formal. Envir-
onmental and firm factors notwithstanding, the personal entrepreneurial compe-
tency of the small firm manager would improve the performance of the small
enterprise.

Conclusions

The results show that small enterprises in Kisumu County use all the three
modes of strategic management, but they tend to rely on the reactive strategic
management mode more. Indeed, the least employed mode of strategic manage-
ment was the deliberate strategic management mode. This means that formal
strategic management is inadequate for the performance of small firms. The study
concludes that there is a need for educationists and scholars to put more em-
phasis on informal strategic management models that address the reactive modes
of small firms.

The study also found out that the more competent a small firm manager was, the
greater the chances that s/he would perform well in his/her business. Environmental and
firm factors notwithstanding, the PEC of the small firm manager would improve the
performance of the small enterprise. The implication for this study is that, although
PEC factors are largely absent in strategic management literature, they form an
important ingredient as to whether a firm succeeds or not. The study concludes that
small firm scholars and educationists should put more emphasis on exposing small
enterprises to the elements of the PEC model even as they address the environmental
and firm issues.

Since the SEs employ both forms of strategic management to varying degrees, the
study recommends that there is a need to come up with an effective strategic manage-
ment system in SEs to de-emphasize the need for formal written documentation, re-
ports, and activities as a means to recognizing the contribution of informal strategic
management processes. Important as they are, such a system should lay less emphasis
on the abstract notions like broad goals, business mission, and long-term objectives as
a prerequisite to a meaningful strategic management process. In essence, the SEs
should also be exposed to informal strategic management models that would inform
decisions on upcoming strategic issues even as they exploit the stock of existing know-
ledge. Indeed, as the review of literature has revealed, there exists a small percentage of
small enterprises that have succeeded even as they employ informal strategic manage-
ment. Examples of such models include strategic issue management (SIM) model and
the knowledge creation spiral (KCS) model.

As the study has revealed, although small firm managers may be entrepreneurially
competent for strategy making and implementation, their failure may stem from the
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very nature of the firms and the environments in which they operate. Policy makers, re-
searchers, and small firm sector players must therefore look towards models that ex-
pose small enterprises to the understanding of the fluid nature of their environments in
respect to their firm characteristics. Specifically, small firm scholars and educationists
should put more emphasis on exposing small enterprises to the elements of the PEC
model even as they address the environmental and firm issues.

Additional file
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