International Journal of Academic Research in Business and Social Sciences

HRwars Jan 2016, Vol. 6, No. 1
Exploring Intellectual Capital ISSN: 2222-6990

Factors Affecting Automation of Inventory Management
in Micro, Small and Medium Enterprises: A Case Study
of Kitui County

Lawrence Mbuvi
MSc Candidate Jomo Kenyatta University of Agriculture and Technology, Kenya
School of Entrepreneurship, Procurement and Management,
Nairobi, Kenya

Prof. Gregory Namusonge, PhD
Full Professor Jomo Kenyatta University of Agriculture and Technology, Kenya
School of Entrepreneurship, Procurement and Management,
Nairobi, Kenya

Wycliffe Arani

PhD. Candidate Jomo Kenyatta University of Agriculture and Technology, Kenya
School of Entrepreneurship, Procurement and Management,
Nairobi, Kenya

DOI:  10.6007/1JARBSS/v6-i1/1973 URL: http://dx.doi.org/10.6007/1JARBSS/v6-i1/1973

ABSTRACT

Despite many challenges facing micro, small and medium enterprises in Kenya, they are yet to
embrace full automation of inventories. Therefore the general purpose of this study was to
assess factors affecting the automation of inventory management in micro, small and medium
enterprises in Kenya. The study adopted descriptive research design. The target population for
the study was 200 respondents. Therefore, census was conducted. The researchers used
questionnaire to collect information from respondents. The collected data was analyzed using
quantitative and qualitative techniques. The study found out that majority of employees in the
micro, small and medium enterprises have inadequate information technology skills and hence
has hindered the automation of inventories. Also, the study found out that financial accessibility
is an obstacle in financing automation of inventories. The study recommended that micro, small
and medium enterprises should train its workforce to equip them with information technology
skills, and allocate more funds towards automation of inventory.
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INTRODUCTION

Automation involves the functioning of systems and equipments in desired manner at the
proper time under control of mechanical or electrical devises that operate without or with
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minimal human intervention. Automation refers to a variety of applications using computer
technology, which includes the generic software, such as word processing, spread sheet and
database applications, or specially written records management applications. Computers can
be stand alone, or linked using networks (LANs, WANs, intranets, or the Internet), and can use a
wide range of peripheral devices such as scanners, bar code readers, printers and among
others.

Micro, small and medium enterprises play a pivotal role in the overall industrial economy of
Kenya employing greater percentage of people in Kenya, however; the increased operational
costs and competition in the market are posing great challenge to the survival of micro, small
and medium enterprises. One method of reducing the operational costs and overcoming the
market competition is to use technology in business inventory management (Lysons &
Farrington, 2006). Automation of inventory control could be a better solution, which is a set of
hardware and software based tools that automates the process of inventory management.
Inventory cost represents a greater percentage of capital in any business and therefore proper
and efficient controls are needed to ensure that businesses have the right goods on hand to
avoid stock-outs, overstocking, prevent shrinkage (spoilage/theft), and provide proper stock
accounting (Burt & Dobler, 1996).

Despite the accrued benefits from automation of inventory, many micro, small and medium
enterprises in Kenya have not been able to incorporate technology in their inventory
management. This because of the cost involved ranging from installation cost, management
and maintenance costs. The absence of automation has resulted to unmatched order cycle,
inappropriate planning and monitoring the level of inventory. In addition, micro, small and
medium enterprises are unable to establish control techniques that assist in making decisions
with regard to inventory (Depoli, 2009).

General Objective of the Study
The general objective of this study was to assess the factors affecting the automation of
inventory management in micro, small and medium enterprises in Kenya.

Specific Objectives of the Study
1. To determine the accessibility of information technology in the automation of inventory
management.
2. To investigate the accessibility of financial facilities in the automation of inventory
management.

Research Questions

1. What is the accessibility of information technology in the automation of inventory
management?

2. What is the accessibility of financial facilities in the automation of inventory
management?
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LITERATURE REVIEW
The study was anchored and supported by the following theories.

Theory of internal control

A system of effective internal control is critical component of an organization’s management
and a foundation for its safe and sound operation. A system of strong internal control can help
to ensure that goals and objectives of an organization will be met, that it will achieve long-term
targets and maintain reliable accountability as concerns to store operations. Such system can
help to ensure that organization will comply with laws and regulations as well as policies, plans,
internal rules and procedures and reduce the risk of unexpected losses and damages to the
organization’s reputation.

The theory is relevant to the study because it outlines the internal control policies, procedures
and rules to be followed in the stores department and their relation to stores automation and
the overall departments and organization’s reputation. Automating stores operations will have
to impact on policies, procedures and rules of the stores department, supply chain and
generally the organization as a whole in a way that may create the need to either change them,
add, remove or emphasize, all for ensuring warehouse/storehouse and organizational
efficiency.

Systems theory

Bertalanffy (1972) defines system theory as the trans-disciplinary study of systems in general,
with the goal of elucidating principles that can be applied to all types of systems at all nesting
levels in all fields of research. This theory has done a lot as far as systems development is
concerned. The world today is setting trends in trying to outdo traditional approaches in
organizations and inputting computerization and automation.

The theory is relevant to the study in because all organizations in a way interact with the
outside world as they are often systems or as they seek to develop systems. Sections of
organizations interact amongst themselves in exchange of key information and materials.
Procurement, transport and the stores departments are part of the entire supply chain (Lysons
& Farrington, 2006). They hence depend on each other, share and exchange many things such
that if the operations of the stores department are automated, the transport and procurement
departments cannot left out.

Conceptual Framework

\
Information technology
Automation of inventory
management
N
Financial facilities
J
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In traditional approaches to inventory management, managers designed rigid operational
schedules for each distinct activity in inventory management (Waters 2006). Many Kenyan
organizations are still using the traditional approaches to material management based on paper
systems and when they automate, they automate the same procedures with the weaknesses of
taking too long time, many people doing the administration, unreliable, with many errors and
having many people to supervise. The problem is that entrepreneurs are not getting adequate
information and the relevant educations to enable them do business in line with the modern
technology. Education is one of the factors that impact positively on growth of firms (King and
McGrath, 2002). Those entrepreneurs with larger stocks of human capital, in terms of
education and vocational training, are better placed to adapt their enterprises to constantly
changing business environments (King and McGrath, 1998). Cameron Balloons Virtual Factory
(2005) came up with the following manual inventory systems:

Fixed re-order stock level — where the business decides the minimum level of stocks it can
tolerate and then re-orders before the stocks reach this level. The exact timing will depend how
long the stocks take to arrive. The minimum level is set so as to give time to the suppliers to
supply. Fixed time re-ordering, where firms re-order stock at fixed periods, each month or
week. An organization sets up different times depending on their convenience to re-order
stocks. Economic order quantity (EOQ), where a firm usually estimates what is needed and
order at once.

Just-in-time (JIT) production which involves keeping stocks to an absolute minimum and the
raw materials are ordered only when they are needed. It was developed in Japan and deals with
the production of goods. This can be wonderful for helping to reduce the need for working
capital, but requires a very high level of organizational skill and a very close Relationship with
suppliers. These four methods would suite the company that employs them but still, the
manual work is too much plus the related problems that come with it. Combining the four
methods and automating the whole inventory control process will give that particular
organization a very big boast in managing its inventory.

Lack of short, medium and long term capital, inadequate access to financial resources and
credit facilities affect the growth of small scale enterprises in Kenya. Small scale enterprises
have serious financial problems in respect of a) Securing funds in small amounts at rates
comparable with those paid by large industries and b) Securing long term equity capital.

Despite existing policies on financial support for small businesses, very few entrepreneurs
receive financial help when they need it. For example, (Mambula 2002) found that 72 percent
of entrepreneurs he studied in Nigeria considered lack of financial support as the number one
constraint in developing their business. According to Mambula, small businesses consider
procedures for securing business loans from banks cumbersome, and the collateral demanded
for such loans excessive. According to the 1999 National MSEs Baseline survey, there were
612,848 women in Micro and Small Enterprises (MSEs) in Kenya, accounting for 47.4 per cent of
all those in MSEs. The greatest barrier facing women entrepreneurs in Kenya is access to
finance because of requirements of collateral to get loans. According to the survey only 1% of
women own property and that makes it very difficult for women to provide collateral to banks.
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The financial aspects of setting up a business are without doubt the biggest obstacles to women
(Zororo 2011, Brush 1992). Women entrepreneurs often lack information about how to get a
loan, lack the necessary collateral to obtain loans and /or face discriminatory laws or practices
related to finance and credit (Common wealth secretariat 2002)

RESEARCH METHODOLOGY

The study adopted descriptive research design. This design utilized both quantitative and
qualitative data, which enabled the researcher to have an in-depth examination of the key
indicators under investigation. It was also intended to provide answers to the research
guestion. The design was chosen since it was deemed to be the most effective to significantly
contribute of to the depth and specificity of the study. The target population for the study was
200 respondents. Therefore, census was conducted. The researchers used questionnaire to
collect information from respondents. The collected data was analyzed using quantitative and
qualitative techniques with the help of SPSS.

RESEARCH FINDINGS AND DISCUSSION

From the targeted population of 200 respondents who were all drawn from the six (6) different
types of businesses in Kitui County Kenya, a total of 187 respondents responded. This
translated to a response rate of 93.5% which was considerably sufficient to guarantee
representative findings. This is in line with Berg (2004) who indicated that, a response rate of
60% and above is adequate to permit data analysis. Table 4.1 shows the contributive
proportions of responses obtained.

Table 4.1: Response Rate

Category Administered Responded Percentage
Retait 105 98 933
Wholesale 5 5 100
Wholesale/Retail 83 77 92.8
Distribution/warehousing 2 2 100
Processing 3 3 100
Manufacturing 2 2 100
Total 200 87— 935

Furthermore table 4.1 indicates that responses that were attained from all the targeted entities
reflected a highly anticipated representativeness.

Access to Information skills

The first research objective sought to examine how inadequate education and information on
modern technology affects the automation of inventory management in small businesses. To
establish this, the research was interested in knowing the kind(s) of labour used in the business,
sources of market information and how the respondents communicated to their customers.
The respondents gave the following responses;
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Figure 4.2: Kind(s) of Labour Used

Chart Title

Unskilled m Semi-Skilled m Skilled

Processing

Distribution/warehousing 28

Retail/wholesale

Retail

Wholesale

Manufacturing

66.7

100

Figure 4.2 show that processing type of business had majority 66.7% skilled labour,
distribution/warehousing 50.0%, retail/wholesale 38.6%, retail 24.5%, wholesale 20.0% and
manufacturing had no skilled labour. All semiskilled labour was found in manufacturing, 60% in
wholesale, 50% in distribution/warehousing, 36.4% in retail/wholesale, 33.3% in processing and
31.6% in retail. On the other hand, majority 43.9% in retail business had unskilled labour, 27%
in retail/wholesale, 20.0% in wholesale and none of the unskilled labour was in manufacturing,

distribution/warehousing and processing businesses.

The respondents were asked to indicate their sources of market information, to which their

responses were as shown in table 4.3

Table 4.3: Sources of Information

Source Frequency Percentage
Print Media 12 6.4
Mass Media 31 16.6
Internet 9 4.8
Customers/suppliers 128 68.4
Others 7 3.7
Total 187 100
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Table 4.3 further shows that majority 128(68.4%) used customers/suppliers as their source of
information, 31(16.6%) mass media, 12(6.4%) print media, 9(4.8%) internet and 7(3.7%) used
other sources.

Access to Finances

The fourth research objective sought to establish how access to finance facilities and services
affects the automation of inventory management in small businesses. To establish this, the
researcher was interested in identifying sources of capital and challenges faced when sourcing
capital through borrowing. The respondents gave the following responses on sources of capital
as shown in table 4.4

Table 4.4: Sources of Capital

Source Frequency Percentage
Personal savings 91 48.7

Borrowing 56 29.9
Others 40 21.4
Total 187 100

Majority 91(48.7%) indicated personal savings as their source of capital, 56(29.9%) borrowing
and 40(21.4%) other sources. Challenges faced when sourcing capital through borrowing were
rated most 66(35.3%) Lack/inadequate securities, 35(18.7%) High interest rates, 33(17.6%) few
lending institutions, 30(16.0%) Small size of loans given and least as 23(12.3%) Long procedures
followed. This is shown in figure 4.5
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Figure 4.5: Challenges Faced when Sourcing Capital

Long procedures followed 12.3
Small size of loans given 16
Few lending institutions 17.6
High interest rates 18.7
Lack/inadequate securities 353
0 5 10 15 20 25 30 35 40
B Percentage

The study also sought to establish whether the source of finances realize enough capital to
enable one improve on inventory management had the following results, to which majority
176(94.1%) disagreed, 7(3.7%) did not know while 4(2.1%) agreed.

CONCLUSIONS AND RECOMMENDATIONS

From the study findings, the researchers concludes that in regard to effective automation of
inventory management in managing in SMEs, it was concluded that SMEs should take effective
inventory management as one of the main procedures of managing inventory records system
so as to cut on operating cost and keep optimum inventory level. Technology holds a lot of
potential for enhancing market access and yet use by SMEs is limited as compared to larger
enterprises. The use of technology for marketing by SMEs still remains low despite SMEs having
access to these tools. Majority of SMEs use technology for communication, social networking
and general information acquisition. There seems to be lack of awareness of the range of
opportunities that technology offers for increased market access. Limited use of technology for
marketing can also be attributed to perceived high costs of appropriate applications, security
issues and limited knowledge and skills.

Based on the research findings, it is recommended that there should be increased awareness
creation by the government and other stakeholders to promote the use of various
available technological applications already in use to improve market access. This includes the
use of popular social sites for marketing by SMEs, e.g. Face book, Olx, whats up etc.
Government should ensure that there are public technical institutions in rural areas at the same
time improving business environment to encourage the private entrepreneurs to set up
technical institutions in the rural areas. The ICT policies should be made in consultation with
the local people to ensure their full participation in implementation. Finances should be made
available and at an affordable cost to small scale sector in addition to proper information
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dissemination and financial advice. The government should ensure that infrastructures which
aid business growth like roads, electricity security, and communication are in place for efficient
use of technology in the rural areas. To increase access to useful information, ICT
intermediaries need to make information available. Government ministries need to compile
market information in databases for SMEs to access.
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