The International Journal Of Business & Management (ISSN 2321 -8916) | www.theijbm.com

THE INTERNATIONAL JOURNAL OF
BUSINESS & MANAGEMENT

Business Planning as Growth Strategy on
Micro and Small Businesses in Meru Town, Kenya

Agnes Kinanu Mungania
Lecturer, School of Business & Economics, Meru University of Science & Technology, Meru, Kenya
John Gakuu Karanja
Lecturer, KIM School of Management, Meru and Kenya Prisons Service, Kenya
Brenda Chitechi Okwang’a
Mount Kenya University, Nkubu University Campus, Kenya

Abstract:

Planning has been cited as an important function of any business organization, whether large or small. Previous studies have
revealed a link between planning and growth of SME. However, there has been no evidence to correlate the growth of the
small business to their planning management. Empirical evidence is that small scale business planning as a growth strategy
has remained a mirage. Descriptive survey research design was used where several small scale businesses were interviewed.
Data was analyzed using both descriptive and inferential statistics. The findings indicated that small businesses in do regular
planning, involve employees in planning, and encounter challenges in their planning practices. But few of them adopted
integrated formal planning systems, with Majority of the firms facilitating the flow of information manually. The findings
indicate respondents undertake industry analysis before planning and that there is an association between planning horizon
and business planning.
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1. Introduction

Planning is an important function of any business organization and every organization adopts different planning practices depending
on organizational functions and activities. The benefits of planning cannot be overemphasized more so when such organizations are
young and facing resources constraints as is the case of small businesses. Organizations that undertake planning are likely to realize
benefits such as maximized returns, efficiency and effectiveness in operations, customer satisfaction among others. Indeed, and as
Huntol, (2003) contends, the adopters and implementers of planning as key management functions have stayed competitive in the
market compared to non-planners.

Within an organization context, planning is both the organizational process of creating and maintaining a plan, and the psychological
process of thinking about the activities required to create a desired goal on some scale (Brews and Hunt 1999). And as Gibson, and
Cassar (2002) observes, it is a fundamental property of intelligent behaviour. Brews and Hunt (1999) further observes that planning
combines forecasting of developments with the preparation of scenarios of how to react to them. In planning, managers outline the
steps to be taken in moving the organization towards its objectives by establishing organizational plans. Once plans are made they
must be communicated throughout the organization and later implemented, to serve, to coordinate, or meld together, the efforts of all
parts of the organization towards the company’s objectives (Kargar and Parnell 1996).

While discussing the purpose of planning Kargar and Parnell (1996) suggests that planning serves to 1) help management to clarify,
focus, and research their business’s or projects development and prospects, 2) provide a considered and logical framework within
which a business can develop and pursue business strategies over the next three to five years and 3) offer a benchmark against which
actual performance can be measured and reviewed. And a management process, planning involves three key managerial activities,
namely the establishment of organizational objectives and policies; the identification of alternative courses of action and programs and
the selection of the best course of action to be taken in predetermined future (Gibson and Cassar 2002).

No organization can survive without planning. Although all organizations undertake some form of planning, the types of plan
generated normally depend upon the nature and sizes of the organizations. Plans may be prepared either for short periods or period or
may be prepared by top level management or operational level management. Hence, planning is classified in terms of the planning
period/horizon anticipated by the management or they may be on the planning responsibility.
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In line with Berry (1998), five types of planning of varying depth can be conceptualized: (1) simple financial plans, (2) planning based
on forecasts, (3) externally oriented planning (the entrepreneur begins to think strategically), (4) pro-active planning of the corporate
future (instead of reacting to market-based changes), and (5) strategic planning as a systematic instrument of strategic management.
The investigation of young, small enterprises is of special interest since their strategies have to be developed in a highly emergent way
(Mintzberg, 1994), reflecting their fast changing requirements. Within the organization context, three types of plans based on planning
responsibility are identified, namely corporate or strategic plan; tactical or division plan and operational or unit plan. While, strategic
plans are usually long term, divisional plans are medium term and operational plans fit under the classification of short term plans.
Planning takes place in all kinds of organizations and is undertaken by key decision makers. However, compared to large well
established companies less planning emphasis is common with small businesses. In Kenya, small businesses account for a significant
share of production and employment and are therefore directly connected to poverty alleviation. Especially in developing countries
small businesses are challenged by the globalization of production and the shift in the importance of the various determinants of
competitiveness. Hence, for such firms planning is essential for their survival, profitability and competitiveness. Despite their given
resource constraints, the changing and complex operating environment means that small business owners needs to spend more time
planning and implanting those plans.

Alexander (1995) did a study to determine whether engaging in formal planning by small firms reduced the frequency of
implementation problems and the findings indicated that all high-success firms experience implementation problems to a much less
significant extent than low- success firms. Another study by Joseph (2000) on enterprise resource planning systems in small and
middle sized manufacturing firms examined enterprise resource planning implementation at four diverse manufacturing facilities. The
findings showed that managing the strategic integration between manufacturing and marketing provided the successful firms
congruence of purpose and function of the new enterprise resource planning system’s process.

In summary those companies that were willing to pay at least moderate attention to all planning justification and installation activities
for both strategic and tactical processes were successful in achieving their initial objectives. The research also showed a strong
relationship between manufacturing strategy and successful Enterprise Resources Planning (ERP) implementation. In another study,
Huntol (2003) analyzed a group of firms before and after adoption of ERP and found that although financial performance of ERP
adopters did not change, finance performance of non-adopters decreased and thus concluded it was advisable to implement ERP
system in order to stay competitive.

1.1. Problem Statement

Several empirical studies reveal a link between strategic planning and success (Rue and Ibrahim, 1998; Bracker, Keats and Pearson,
1998; Lyles, Baird, Orris and Kuratko, 1993; Schwenk and Shrader, 1993). But it has been argued that small firms often do not have
the means to ensure the successful continuous application of strategic planning. Compared to larger companies, small firms normally
maintain a lower level of resources, have more limited access to human, financial and customer capital, and lack a well-developed
administration capability to facilitate planning. Thus, the application of formal planning instruments is often missing, especially up to
a certain “critical size’ (Karagoglu and Lindell, 1998).

However, given the rapidly changing operating environment arising from globalization of markets and increasing completion both at
domestic and international markets, planning is a must if small businesses are to succeed. The question of concern is whether small
firms undertake any form of planning as a growth strategy and if they do, what is the process of such plans and the problems or
constraint they face.

1.2. Purpose of the study
The study sought to investigate the extent of business planning as a growth strategy for Micro and small businesses

1.3. Objectives of the study
i. Todetermine extent of planning Horizon as growth strategy for MSE
ii. To establish extent of type of planning is as growth strategy for MSE
iii. To determine extent of employee involvement as growth strategy for MSE
iv. To determine extent of institutional constraints on growth strategy for MSE

1.4. Research Hypothesis

The study tested the following Hypotheses to attain the research objectives:

Ho: Three is no relationship between Planning Horizon and growth strategy for MSE

e Ho: There is no relationship between type of planning and growth strategy for MSE

e Ho: There is no relationship between employee involvement and growth strategy for MSE.
e Ho: There is no relationship between institutional constraints and growth strategy for MSE.

1.5. Scopes of the Study

This study focused on micro and small businesses operating within the Meru town which are licensed. The term “ micro and small
business” is used to refer to all those firms employing between one (1) to fifty (50) employees, whether those employees are
permanently employed or not. The reason for using the terms was necessitated by the fact that it was possible to categorize firms
operating within the town into strict categories of Micro, Small or Medium enterprises, owing to lack of data. This study focused on
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firms within Meru town in order to ensure that the firms studied operated within a presumed environment, and hence provide for
homogeneity. Firms involved in the study covered all the sectors which are engaged in various business activities ranging from trading
to manufacturing. The aspect covered was the challenges faced by small businesses in Meru town in their planning practices. The
definition of small business is provided for in the definition of key terms section. The firms targeted were involved in non-primary
product activities or businesses; thus, the study excluded primary activities such as agricultural production, animal husbandry, fishing,
hunting, gathering, forestry.

2. Methodology

2.1. Research Design

This study adopted a descriptive Survey research design. The researcher chose this research design because the study aimed at
collecting information from respondents on their attitudes and opinions in relation to challenges faced by small scale business
enterprises in business planning. It can be used when collecting information about people’s attitudes, opinions habits or any of the
variety of education or social issues (Orodho and Kombo, 2002).

2.2. Target Population

The target population for the study consisted of small businesses licensed to operate within the Meru town. According to the official
list provided, there were a total of 4,041 businesses described as small, medium and large and operating within the selected locality.
The selection of Meru town allowed the researchers to control environmental variation while the focus on small firms employing
between 1 and 50 constrained variation due to size differences among the firms. Thus, specification of this population reduced
extraneous variation and clarifies the domain of the findings as small business operating in specific types of environments.

2.3. Sample Size

However, the sampling of cases from chosen population is unusual when building theory from case studies or in a descriptive type of
research. As Pettigrew (1988) noted, the goal of theoretical sampling is to choose cases which are likely to replicate the findings.
Since this was a descriptive study, cases were selected on the basis of their ability to replicate the findings. In this sense, Yin (2003
argues that there is no need to employ random sampling to select sample from the population. In this type of study, the goal of the
sampling process is to obtain accurate statistical evidence on the distributions of variables within the population.

2.4. Sampling Procedure

In this study, the researcher used non-probability sampling method and specifically purposive as the respondents were to be selected
according to the information the study sought (Mugenda and Mugenda 2003). The list provided also contained the location of
business, business contact and the contact person; those businesses presumed to be small scale trading such as hawking and vending
were eliminated. And only those with proper business contact were included in the study. After the list was obtained, the researcher
contacted the firms through the names of the contact person provided in an effort to verify the information and request them to
participate in the study.

2.5. Data Collection Instruments

Primary data was collected using questionnaires that had both structured and unstructured questions. Section B of the questionnaire
contained Likert scale type of questions where the respondents were required to indicate their level of agreement with statements that
express a favorable attitude toward a concept being measured. This scale is a bipolar scaling method measuring either positive or
negative response to statement. A five ordered response levels scale was used which are: 5= strongly agree, 4= agree, 3=somehow 2=
disagree and 1=strongly disagree. The questionnaire also contained general questions on planning practices and addressed each stated
research questions. The questionnaire was hand delivered to the respondents at their places of work together with a covering letter
obtained from the university introducing the researcher and purpose of research. The respondents were requested to complete the
questionnaires, and when through alert the researcher to pick them later. The questionnaire was completed by the business owners or
managers of the company.

2.6. Data Analysis and Presentation

The data analysis consists of examining the evidence so as to address the initial propositions of the study using SPSS computerized
software. The researcher used descriptive statistics to provide a detailed description of the data and also to classify features and
construct statistical models in an attempt to explain what was achieved. The findings were presented in tables, means, percentages, chi
square tests, test statistics and standard deviation where applicable and were accompanied by the relevant explanations.
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3. Findings, Conclusions and Recommendation
3.1. Findings

3.1.1. Planning Horizon by Small Businesses

The study established that small businesses do planning and that majority do regular planning whereby they plan at all times to
respond to changes in the operating environment. They ensure that resources are available to support planning. Majority of the
respondents also indicated that they undertake industry analysis before planning. Hence planning is a necessary business activity
which increases business performance. The study established that there is an association between planning horizon and business
planning. However the relationship was found to be statistically significant at 5% level (p=000<than 0.05) and that planning horizon
influences business growth as a strategy for MSE.

3.1.2. Types of Plans in Small Scale Business Planning
The study established that a majority of small businesses have operational plans which help them carry daily operations. Long term
plans are also done by small businesses which are strategic in nature and they cover the entire organization and focus on the future of
the business. The study established that small businesses have also written business plans, hence are able to evaluate their
performances against the set standards. The relationship was found to be significant at 5% level (p=.000<than0.05). Therefore types of
plans influence business growth as a strategy for MSE.

3.1.3. Employee’s Involvement in Business Planning

Majority of the businesses involve their employees in planning in their various departments through, their heads of departments and
supervisors. Those that did this noted increased performance. Firms that did not involve employees in planning noted decreased
performance. The study established that involvement of employees in planning based on the chi-square test cross tabulation was found
to be at 31%. The results indicate that there is an association between employee involvement and business planning. However the
relationship was found to be statistically significant at 5% level (p=.000<than 0.05) and therefore Employee’s Involvement in
Business Planning influences business growth as a strategy for MSE.

3.1.4. Institutional Challenges Business Planning

The study established that various challenges were involved in planning practices by small businesses. It emerged that cost was one of
the major challenges incurred in terms of money, energy and also on employees’ trainings. Resistance was also found to be a
challenge in that employees feared to lose their jobs as well as use the system such as integrated planning systems and computers due
to skills inadequacy. Technical challenges such as systems breakdown, updating to newer versions were also cited as challenges in
business planning. The study established that challenges faced in business planning influenced by 1.3% and there was an association
between challenges and business planning. However the relationship was found to be statistically significant at 5% level (p=.0.00, <
0.05), and therefore Institutional Challenges Business Planning influences business growth as a strategy for MSE.

3.2. Conclusions

The study concludes that planning is important for the success of any small business in that majority of the small businesses were
involved in planning and those that planned regularly and all times noted high performance because they were able respond to changes
in the operating environment. The study further concludes that operational plans are prevalent and vital in small businesses to help in
daily operations of the business and long range plans to help in focusing on the future of the business. This is so because majority of
the small businesses had both short range and long range plans which helped them to do daily operations and also focus on where they
wanted their businesses to be in the future through planning as a growth strategy.

The study also concludes that small businesses in their planning practices encounter challenges ranging from high costs of trainings,
acquiring software such as formal integrated planning systems. Other challenges included resistance by employees, much time taken
during planning as well as technical challenges such as breakdown of the planning systems. Despite these challenges those that
planned noted high performance. Finally the study concludes that small businesses involve employees in planning and that
involvement of employees in business is very vital. This is because resistance was reduced and high performance was noted and
employees felt valued and motivated when involved.

3.3. Recommendations of the Study

From the data analysis, findings and conclusions the following recommendations are made:

Forums should be made by business experts through the government funding by the ministry of lab our to educate the small business
owners on the importance of business planning and especially integrated formal planning system and its benefits in facilitating
information flow and business links. This was because formal integrated system, though costly was found to be effective and efficient.
It is important to involve employees in all forms of planning to avoid employee resistance. When employees are involved they do not
resist hence performance and efficient is achieved. This is so especially for formal integrated planning system where the adopters of
the system indicated efficiency and effectiveness in their operations compared to other planning systems. Finally small businesses
should also consolidate all business operations into a uniform and enterprise wide system to facilitate flow of information between all
business functions so as enhance effectiveness and efficiency.
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3.4. Suggestions for Further Study

The researcher suggests that further research be carried out to establish why majority of small businesses have not adopted formal
integrated planning system which was indicated to be more efficient and effective than the other systems; though they seem to have
been in operation for a long time. Specifically the following needs to be investigated: The level of their knowledge on what formal
integrated planning systems are and how it operates and the other factors that influence business planning as an MSE growth strategy.
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