¥ 9
rey

Effect of Strategic Management Practices Use onPi@sttioning
among Small and Medium Enterprises in Nairobi Cgunt

< Author: Nicholas Ngatia Njoroge, Department of Marketinglddanagement,
The Catholic University of Eastern Africa. P O Bid57. 00200, Nairobi - Kenya

Abstract:

Despite that Small and Medium Enterprises sub-sestincreasingly being recognized as the
prime vehicle for economic development in both ldgesel and developing nations, there are
still many SMEs that resist using strategic manag@mractices since some of them think that
this process is only useful for larger organizasofihis study sought to establish the effect of
strategic management practices on tax positionimgag SMEs in Nairobi County, Kenya. A
cross-sectional survey research design was adapttee study. The target population of the
study was all workers from 82,963 registered SMiEatied in Nairobi County. A sample size of
150 respondents was used in the study. A quesiirenwdh close ended questions was used to
collect primary data. To ensure that the instrursemére valid, content validity was used. Test
retest method was used to estimate reliabilitynsfrument. Data from questionnaire were coded
and entered in the computer using Statistical Pgekiar Social Science (SPSS) Version 21. The
data were then presented using frequencies anceptages and summarized using tables.
Regression analysis was conducted to assess titeredhip between strategic management
practices use and tax positioning among small aediom enterprises. The study found that the
SMEs are positioning themselves well and are adgirategic management practices even
though most of the business owners felt that gratmanagement was meant for big firms. The
study concluded that there is a need for SMEs tar&ce various strategies so as to remain
relevant in the market and to strategically posittbemselves. Thus, it is recommended that
SMEs should embrace various strategies to remdavaat in the market and to strategically
position themselves. The study further recommdradghe firm’s management should establish
a unique operation status in dealing with varietdédusiness activities and should also
formulate strategies to encounter business rivald @nable the firm to fulfil its business
activities.

Keywords: Tax Positioning, Strategic Management Practicesgt8gic Options, Tax Planning,
Strategic Thinking, Ethical issues, small and medgized enterprises

1. Introduction

Strategic decisions deal with matters that areraktd the livelihood and survival of an
organization or business and because of this gicateanagement requires a great portion of
business resources (Higgins, 2005), most of whicdllsand medium-sized enterprises (SMES)
may not have. This is because strategic decisaoisfbr new areas of concern and issues that
are unusual from the routine operational decisiaking. From this, a comprehensive plan is
formulated to integrate the organization/businesdgyand the changing environment under
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which the business operates in. This ensures titzegic advantages of a firm are realized
despite the challenge of a changing business emmieat (Higgins, 1986).

Adoption of superior strategic management pracfeeside small firms with new tools for
survival, growth and maintaining a sustainable cetitipe advantage (Omerzel & Antoncic,
2008). SMEs use strategic planning as a tool thionghem from the unstable business
environments in order to ensure their survival gravth (Huang, 2006). Dansoh (2005) posits
that strategic planning enables SMEs to be ford@kling and vigilant to be able to cope with
these circumstances. Small and medium enterpmgesh engage in strategic planning, are
more likely to be those that achieve higher sategvth, high returns on assets, higher margins
on profit, higher employee growth, achieve inteioval growth, and are less likely to fail
(Wang, Walker and Redmond, 2007). Strategic plappnmovides an operational framework,
which allows an organization to enjoy competitidvantages and improved business
performance (Pillania, 2008). In order for SMEstmceed and sustain their businesses, they
need to adopt superior strategic management peadizansoh, 2005).

In Kenya, SMEs are a vital source of employmerihacountry (Republic of Kenya, 2005).
This sector employs 74% of the labour force andrdmutes to over 18% of the country’s gross
domestic product (GDP). Small enterprises in Kegrygloy 1-50 employees annually and a
medium size enterprise will have 50-100 employ@&as. Government of Kenya recognizes the
impact of SMEs in poverty reduction as outlinedRiepublic of Kenya (1986) on Economic
Management for renewed growth, Sessional Paper ®§d.296 on Industrial transformation to
the year 2010, The Sessional Paper No. 2 of 20QGepdevelopment of SMEs for employment
and Wealth creation (Republic of Kenya, 2003, 20H2wever, SMEs are falling behind great
companies in adoption of strategic managementipescand the benefits of strategic
management tools have not fully been exploitechiege firms. There is also limited empirical
evidence on whether strategic management pracioesg the SMEs can explain their
performance differences due to proper taxationtjposiFurther, SMEs in Kenya continue to
have poor performance and face stiff competitiomfigreat firms (Otieno, 2013).

Many great corporations benefit from incorporatstigategic decision making in their business
model. Entrepreneurs need to constantly improvie blusinesses in the face of changing
business environments, and this can be done thrstugiegic management. However, this
remains an area which is greatly unexplored by SMikaligning their businesses tax position
to their favour. There is a wealth of evidencelmnimpact of taxation on SMEs and lengthy
recommendations on the need to lower taxes for SAfiscreate favourable tax policies have
been given (Institute of Economic Affairs, 2012;igbu, Eze, & Appah, 2012; Ojochogwu &
Ojeka, 2012; Thiga & Muturi, 2015; Gathigia, 200Ayngaya, Mbwambo & Tripathi, 2012;
Mwangi & Nganga, 2007). However, these recommendathave not been implemented due to
the risk and implications of reduced revenue togtneernment.

Regardless of this and by using strategic managei8®fEs can achieve their business goals
while at the same time ensuring optimal effectiwsnsith regards to their business taxation
position. Using strategic management means theBrMhe owner or strategic manager should
understand functions and processes of strategiageament and know when to employ each.
SMEs have been shown to be successful and tax @rhplhen they use strategic management.
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This has been achieved by the use of measuresasuelt planning, which involves
development and implementation of various stragefgieninimize the amount of tax given for a
certain period and it also involves deciding whicbde of businesses to conduct to reduce tax
payment (Dailey & Frederick, 1997). Effective ugestategic management is what determines
whether a business survives, succeeds or failss, There is a need to explore strategic
management options which SMEs can adopt, so asrtain profitable and with an effective tax
position. The study therefore sought to estabhghefffect of strategic management practices on
tax positioning among SMEs in Nairobi County.

2. M ethodology

The study employed a cross-sectional survey ddmgause it is useful in describing the
characteristics of a large population, uses gr@aipses, thus making the results statistically
significant even when analyzing multiple variabl€se design also allows use of questionnaire.
The target population of the study was all workeven 82,963 registered SMEs located in
Nairobi County (Nairobi County Council, 2014). Hovee, the study selected legally registered
firms that conformed to KRA tax compliance requiests at the time of the study and which
had been in operation for a period of at leasttlyesars. A sample size of 150 respondents was
selected to take part in the study. However, thdyshad a return rate of 118 respondents which
was equivalent to 79%.

A questionnaire which comprised of close ended tiues was used to collect primary data from
the study participants. To ensure that the instniseere valid, content validity was used. Test

retest method was used to estimate reliabilitynsfrument. Data from questionnaire were coded
and entered in the computer using Statistical Rgekar Social Science (SPSS) Version 21.

The data were then presented into frequencies amgmpiages and summarized into tables.
Regression analysis was conducted to assess #temship between strategic management
practices use and tax positioning among small aedium-sized enterprises (SMEs) in Kenya.

3. Results

3.1 Background Information

The preliminary information gathered regarding ¢haracteristics of the respondents included:
gender, level of education, and the years of enmpét in the organization. The study findings
showed that majority (63%) of the respondents wese and the remaining 37% were female.
With regard to the level of education, a third (338fthe respondents had attained university or
post graduate level, over half, 52%, of them hdtége qualifications and the remaining 15% of
them had either certificates or secondary quatifica The respondents were asked to indicate
the number of years they have been with the inginpover half gory of them (53%) had
worked for a period of more than 5 years and 47#varked for a period between 3 to 5 years.

3.2 Influence of Strategic M anagement Options for SMEson Tax Positioning
The study sought to establish strategic manageapiuns for tax burden positioning of SMEs
in Nairobi County. Table 1 shows the distributidm@sponses against the items.
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Table 1
Effects af strategic management aptions for SMEs an tax positioning
[tem Great exterit Some extent Mo extent at
all
F % F % F %
Employ strategic tax planning for SMEs affects tax a7 423 42 3% 19 16%G
positioning,

s strategic thinking-clear goals and objectives set to 53 4% 28 24% 37 31%
reduce tax burden.

Risk management measures put in place to assess the 57 48% 3 32 I3 20%
internal and external envvironment in firmes.

Tax administration affects tax positioning among stmall 62 53% 30 25% 18 22%
atd medinm-sized enterprizes (SMES).

Firms™ adopted and emploved responsiveness customer f6E 8% 50 42%
culture.

Firms hawe adopted techmology to ot tax burden in 71 60% 40 347 6%
their operations.

Fey: F- Frequency; M-Fercenfage, n=114

As shown in Table 1, the study findings indicatiealt thearly half (48%) of the respondents
reported that employment of strategic tax planmifigiences tax positioning to a great extent,
over a third (36%) of them indicated to some ex&smd the remaining 16% said to no extent at
all. In addition, 45% of the respondents indicdteat use strategic thinking-clear goals and
objectives set to reduce tax burden and costsanéles tax positioning to a great extent, 24% of
them indicated to some extent and the remaining 8flé#tem reported to no extent at all.
Further, nearly half (48%) of the respondents regabthat risk management measures put in
place to assess the internal and external envirohiméirms affect tax positioning to a great
extent, nearly a third (32%) of them indicateddame extent and another 20% indicated to no
extent at all.

With regard to whether tax administration affeets positioning among small and medium-sized
enterprises (SMESs), slightly more than half (53%the respondents indicated to a great extent,
25% of them pointed out that it does to some exdadtthe remaining 22% of them indicated to
no extent at all. On whether the firm’s adopted amgployed responsiveness customer culture
affects tax positioning, more than half (58%) af tespondents said to a great extent and the
remaining 42% of them reported to some extent. Aeo60% of the respondents were
affirmative that adopted technology in firms totdax burden in their operations influences tax
positioning to a great extent. The rating by ano8&26 of them responded “to some extent” and
the remaining 6% of them indicated to no extemtllaflhus, this implies that strategic
management options for SMEs affect tax positiommigusiness firms.

3.3 Regression Analysis

In order to analyze the effect of strategic managdmractices on tax position, multiple
regression analysis were computed. The five effefcssrategic management practices; strategic
tax planning, strategic thinking, risk managemeat,administration and ethical issues were
fixed as independent variables and tax positiomiag set as the dependent variable.
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3.3.1 Correlations

The study further investigated the effect of syatenanagement practices on tax position of
SMEs in Nairobi County. Correlations were usedhovs the strength of association between
strategic practices and tax position of SMEs astithted in Table 2.

Tabie 2
Carrelation matrix bebween prediciors and tax positioning
Variahle Correlations 1 2 3 4 5 G
1. Tax Position Pearson Correlation 1.000
2. Strategic tax planming Pearson Correlation 0.a03 1.000
3. Strategic thinking Pearson Correlation 0.545 0155 1.000
4. Risk manage rent Pearson Correlation 0.459 0752 0.736 1.000
5. Tax administration Pearson Correlation 0657 0,795 0.716 0.3 1.000
f. Ethical [ssues Pearson Correlation 0.591 0564 0.549 0.42 072 1.000

As shown in Table 2, correlation results indicateat strategic tax planning and tax positioning
were strongly positively correlated with a corredatcoefficient (r) of 0.603. This implies that an
increase in strategic tax planning effectivenesslaveesult in improved organizational
performance and thus reduced tax burden on thedssi

The results also indicated that there exists angirpositive correlation between strategic
thinking and tax positioning (r=0.545). The corteEa between the variables indicates that an
increase in strategic thinking in the organizatiawosild result in improved competitiveness and
this would be associated with an improvement iir gefitability as indicated by a positive
correlation between the two variables. This wiérihbe translated to reduced tax burden of the
SMEs.

Further, there was a moderate, positive and saarifirelationship between risk management
and tax positioning (r=0.459). The correlation betw the variables indicates that an increase in
risk management mitigation strategies effectivenes$ise organization would result in improved
profitability and this would be associated withienprovement in their tax burden position.

In addition, tax administration and tax positionimgre strongly positively correlated (r=0.657).
This implies that an increase in tax administragffectiveness in the organization would be
associated with an improvement in their tax bungesition. Thus the SMEs have more
knowledge on tax administration issues and theyatter positioned on how to handle such
matters.

Ethical issues and tax positioning were also fotanole strongly positively correlated (r=0.591).
Thus, an increase in ethical issues effectivemetisal organization would be associated with an
improvement in their tax burden positioning whishan implication that for the SMEs to
position themselves efficiently they have to addr@sthe ethical issues and promote
transparency and accountability.
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3.3.2 R-Squared
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In order to determine how well the predictors (&g tax planning, strategic thinking, risk
management, tax administration and ethical isseigdpined the dependent variable (Tax
positioning), R computations were carried out. €&bkhows the R squared results.

Table 3
Madal supmary
Madel F R Sgticre Adiusted wtd, Error af the
E Square Hstimate
Lh25e N 75 A7

a. FPradiciors: (Constant), sirategic fax planming, strategic thinkdng, risk management,
tax administration and ethical issues

From Table 3, an R square of 0.677 indicates that% of the variations in tax positioning is

jointly accounted for by the variations in strate@ix planning, strategic thinking, risk

management, tax administration and ethical issttes.correlation coefficient (r) of .823

indicates that the combined effect of the predigtoiables has a strong and positive correlation
with tax positioning. This also meant that a chaimgie drivers of tax positioning (strategic tax
planning, strategic thinking, risk management,adwinistration and ethical issues) has a strong

and a positive effect on tax positioning.

3.3.3 Regression Coefficients

In order to determine the relative importance efpnedictors (strategic tax planning, strategic
thinking, risk management, tax administration attilcal issues) in predicting tax positioning,
regression model equation was computed. Paranstierates (coefficients) are shown by Table

4.
Table 4
Regression cogfficienis
Unstandardized Standardized
Model Coefficients Coefficients
B Std. Error Beta t Sig.
1 | (Constant) 0.329 0.291 1.133 0.026
Strategic tax planning 0.329 0.075 0.3z 4.409 0.0o0
Strategic thinking 0162 0.095 022 1773 0.0z
Risk mgt 0.117 0028 0.117 1.335 0.035
Tax administration 0.265 0.067 0.302 3923 0.0o0
Eihical Izsues 0328 0.057 0.473 6.2801 0.0o0

aDependent Variable: Tax Position

Table 4 displays the regression coefficients ofitidkependent variables. Based on the results,

the coefficient associated with the regression @mg0) was .239 with a standard error of

0.291. In addition, strategic tax planning wasistigglly significant in explaining tax position of
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SMEs (1=0.329, p<.001), strategic thinking and tax positig had also a significant
relationship §2=0.168, p< .029), risk management and tax positgohad a significant
relationship §3=0.117, p= 0.035), tax administration and tax fmsing had a significant
relationship §4=0.265, p<.001), while ethical issues and taxtpysng had also a significant
relationship [5=0.388, p<.001). According to the analysis resb#, multiple regression
formula is expressed as follows:

Y’(Tax positioning) = 0.329+ 0.329 Strategic taaphing + 0.168 Strategic thinking+ 0.117
Risk management + 0.265 Tax administration + 0B8#cal issues *

The findings implies that improved strategic taarpling effectiveness by one unit leads to
improved tax positioning at a rate of 0.329%; oddittonal unit in strategic thinking
effectiveness was associated with 0.168% increataxipositioning; one additional unit in risk
management effectiveness was associated with 0.1rigf&ase in tax positioning; one
additional unit in tax administration effectivenasas associated with 0.265% increase in tax
positioning; and one additional unit in ethicaluss effectiveness was associated with 0.388%
increase in tax positioning. Therefore, an addélamit in any of the predictors (strategic tax
planning, strategic thinking, risk management,administration or ethical issues) would lead to
an increase in the dependent variable (tax positry the respective percentages as far as
other variables are kept constant (e.g. one additionit in strategic tax planning leads to
improved tax positioning at a rate of 0.329% assgntinat all the other variables are kept
constant).

4. Discussion

The first objective of the study was to establish $trategic management options for tax burden
positioning of SMEs in Nairobi County. The studydings indicated that there were various
strategic options adopted by SMEs for tax burdesitipming which included strategic tax
planning, strategic thinking, risk management,adrinistration and ethical issues. The findings
imply that use of strategic management practiceattyr reduces the tax burden and
consequently encourages businesses to be tax emnpihich increases available revenue for
the county operations to create a good businessoament for SMEs.

The study findings were consistent with those @y@in (2016) who observed that strategic
management is a continuous process that invoheeswhluation of the businesses and industries
that the organization is involved with and alsorajges the goals to meet all the present and
future objectives of the company while reassessaua strategy. Further, Clayton suggested that
strategic thinking is most important for upper ngeraent first then the processes and strategies
are later communicated to others within the orgation. Once everyone in the business
understands the strategy well, only then will ttrategic management process will be best
implemented.

The second objective of the study was to invesitfag effect of strategic management practices
on tax position of SMEs in Nairobi County. The fingls indicated that strategic management
practices influenced tax position of SMEs. This wagported by the inferential statistics
computed from coded data of the respondents tloatssh strong positive and significant
association between strategic management praeticetax positioning of SMEs. This implies
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that tax burdens are reduced from the increasedfugeategic management in business which
encourages SMEs to be tax compliant. The correlageults indicated that there was a positive
and significant relationship between tax positiod atrategic management practices. Correlation
results indicated that tax positioning and strateégk planning had a strong and significant
positive relationship.

The study findings are in agreement with a study Was conducted by Raduan, Jegak, Haslinda
and Alimin (2009) that found, strategic tax plargqis important to keep a business successful
and to sustain it in the long run and this canrmsue=d through attaining a competitive
advantage through improved operational efficienar@s$ manipulation of factors to the

advantage of the business.

Results further indicated that risk managementtargbositioning were moderately positively
correlated (r=0.459. This finding was consisterthvai study that was carried out by Higgins
(2004) that found, risk management can be donesggssing the implications of various factors
on a business. These factors include: politicallagdl factors such as legislation on trade, tax or
employment affect business while economic factffexcainterest rates, economies of scale,
inflation, disposable income and money supply. @Né¢hne correlation results indicated that
there was a strong positive correlation betweeatesfic management practices (strategic tax
planning, strategic thinking, risk management,administration and ethical issues) and tax
positioning of SMEs. The findings are in supporiNyfariki (2013) who investigated the role of
strategic management for SME growth in Kenya amttlemled that strategic management has a
positive relationship with competitive advantageddusiness.

5. Conclusion

The study concludes that the SMEs had adoptedusasategies to position themselves in the
turbulent environment and thus reduction of taxdearhence improved performance. Most of
the firms agreed to a great extent that they hagted strategies such as tax planning,
environmental scanning and analysis, human resataiceng and development strategy,
strategy formulation in line with vision and missistatements, customer care service
satisfaction, and monitoring and evaluation of ltssu

Based on the findings, there is a need for SMEsibrace various strategies so as to remain
relevant in the market and to strategically positttemselves. In addition, firm’s management
should establish a unique operation status in migalith varieties of business activities and as
well formulate strategies to encounter businesssiin order to enable the firm to fulfill its
business activities.

Adoption of strategic management practice is cared indispensable in small scale enterprises
more especially in developing economies like Kenyhis should form part of the SMEs

method of improving organizational performancenalde them cope with the changes and
challenges of the unstable business environmentrengdlobal economy. Additionally, SMEs in
Kenya need a good balance between the organizatohlure and the organization's processes
S0 as to enhance competitive advantage. This enabiployees to offer customers better
services, they are willing to take the time to sadNfficult problems, their work is of higher
quality, and they are more likely to stay with thrganization.
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