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ABSTRACT 

This paper outlines a proposed study of the so-called "missing-middle" in Kenya's 
industrial structure. It has been argued that there is a relative under-development of 
enterprises of a middle-scale in Kenya. This under-development, it is argued here, is of 
significance for Kenya's overall industrial development. In this study, the aim is to 
examine in detail the possible causes of the missing middle in the manufacturing sector. 
Any such study also needs to account for the form of the middle found in Kenya. In 
particular this entails explaining the relative and conspicuous success achieved by 
entrepreneurs of Asian ethnic origin in developing middle-scale enterprise. 

It is argued that existing approaches to the question of the middle, especially those 
based within the framework of neo-classical economics, have paid insufficient 
attention to the micro-analytics of enteiprise operation and socio-cultural factors. 
Working within a broad background of the new institutional economics, a framework 
has been developed for examining and interpreting exchange processes which it is 
argued are at the core of enterprise development. A detailed argument is constructed 
within this framework seeking to explain the various phenomena of the middle 
observed in Kenya. The essence of this argument is that the general exchange 
environment faced by would-be middle-scale entrepreneurs in Kenya is very difficult. 
However it is suggested that entrepreneurs of Asian origin have been able to exploit 
elements of their socio-cultural structure in order to effectively find solutions to 
problems created by this environment. A number of case-studies are now proposed to 
both test and develop the specific hypotheses advanced. 
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A STUDY OF THE "MISSING MIDDLE" IN KENYA 

Rationale for the study 

Hie term "missing middle" is usually taken to refer to the distinctive distribution of enterprise 
scale in Kenya. It has been found that the size of the small and medium sized enterprise sector, 
in the Kenyan economy is relatively small by comparison with both the micro and large scale 
enterprise sectors1, measured in terms of numerical strengdi and contribution to employment 
and output.2 This feature of Kenya's economy it has been argued is highly significant. 

The absence of a significant middle sector is of interest since there are good empirical and 
theoretical reasons for supposing that such a sector would plav an important role in Kenya's 
economy. It is a striking fact that in the most highly industrialised market economies, small 
and medium enterprise continues to occupy a significant role. Indeed there is some evidence of 
a resurgence in the importance of smaller-scale industry in these countries. A significant small 
and medium enterprise sector has been observed during the rapid industrialisation of a number 
of the "miracle" economies of East Asia. Whilst there is a considerable danger in attempting to 
draw too much from such facts, they do suggest that the middle sector may play an important 
role in industrialised market economies. 

The general arguments made in favour of smaller-scale industry in both industrially 
developed and developing countries are numerous, though not all controversial. Amongst the 
most prominent is the claim that smaller-scale enterprise has a relatively high income 
generating potential. Whilst applied to all types of economy, the argument is particularly 
pressing from countries such as a Kenya, where generating employment is a critical national 
objective. At a theoretical level, smaller-scale industry characterised by less capital-intensive, 
more labour-intensive processes can become more economically viable in the face of the 
relatively lower factor price of labour compared with capital, compensating for any 
disadvantages in terms of economies of scale. A number of studies have tended to confirm the 
relative efficiency in some industries of smaller scale enterprise by comparison with larger 
more capital intensive firms." Hie conclusion drawn from this somewhat simplistic argument 
is that not only may smaller-scale industry deliver the benefit of greater employment, it can do 
so in a more economically efficient manner. Beyond tins argument there is an extensive 
literature which claims many other putative benefits for smaller-scale enterprise.4 

A more interesting question which has emerged is that of the possible dynamic role of 
smaller-scale enterprise in the process of economic development. The argument has its origins 
in the flexible specialisation concept brought to prominence by Piore & Sabel (1984). Without 
attempting to reproduce the reasoning here it has been claimed that industrial organisation 
based on, or incorporating a significant number of smaller-scale enterprises can give rise to a 
form which is highly conducive to the process of industrialisation. A capacity for relatively 
rapid endogenous innovation, and high flexibility in the face of uncertainty are held to be 
characteristic of collections of enterprises forming industrial clusters or districts.5 Now 
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although such clusters will not simply arise out of any collection of smaller-scale enterprises, 
the significance of the conception is the description of a possible growth path based on smaller-
scale industry which indicates how both the technological and social change at the heart of die 
industrialisation process can occur. Drawing on his studies of small-scale enterprises in 
Africa, Sverrisson (1993) constructs and contrasts two distinct paradigms of industrialisation. 
On the one hand there is the linear path towards mass-production techniques which implies 
rapid and rapidcal change in both the technological and social basis of production. On the 
other there is gradual, flexible mechanisation based oil evolutionary technological and social 
change which is continuous with pre-existing arrangements. Arguably it is die latter which 
represents the more robust route towards industrial development, and one in which die smaller-
scale enterprise moves from die margins to centre stage. 

These represent a few of die reasons why smaller-scale industry in general may have an 
important role in Kenya. Set against this it is important not to over-generalise regarding 
smaller-scale industry, taking it to represent a single homogeneous entity. Although the 
contribution of die micro-scale sector to Kenya's economy is now more fully and widely 
acknowledged, the sector does not represent a panacea to the nation's problems, now or in the 
future." Much micro-enterprise is necessarily limited in its scope and to many involved in such 
enterprise the essential aim is survival rather than accumulation (Boomgard 1989. p.8). It is 
that part of the smaller-scale enterprise economy, demonstrably a step away from informal 
survival activity, involved in accumulation and technological and organisational innovation 
which is of greater import in the context of economic development. Tins is the "middle" with 
which we are concerned here. 

Data concerning die middle-scale sector is somewhat sparse. On the basis of the most 
recent survey data for 1993, the lower middle-scale (employing between 10 and 49 workers 
inclusive) only accounts for 0.17 million or 5% of a total estimated workforce of 3.19 
million.' Figures concerning the upper middle-scale (employing between 50-100 workers) are 
not available. However the average number of employees in establishments employing over 50 
is 486, suggesting that the upper middle-scale is similarly relatively small. Focusing on the 
manufacturing sector, the position appears to be more stark. The lower middle employs only 
13 thousand or less dian 2% of die total of 688 thousand in the sector. The average number of 
employees in establishments employing over 50 is 378, again suggestive of a relatively stronger 
upper-middle scale. If it is accepted that die middle-scale has a potentially highly significant 
role in development then die fact of its apparent comparative absence is of considerable 
interest. At the very least, explaining why die middle is missing represents an essential part of 
a comprehensive understanding of Kenya's present industrial situation. However a more 
pessimistic interpretation would be to see the absence of the middle as indicative of a systemic 
or structural weakness in die economy. It could be construed as both a cause and effect of 
stagnation in the process of industrialisation. The widespread emergence of a "middle" might 
be seen as the sign that a capitalist-based means of production has truly emerged across Kenya 
and not merely in isolated pockets. 

It is a widely recognised, though surprisingly sparsely documented feature of the economy 
that a very large proportion of the industrial capital in die formal sector is owned and 
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controlled by entrepreneurs of Asian descent, primarily from the Indian sub-continent. 
Altiiough precise figures are difficult to find, Himbara (1994, p.94) found in a recent study that 
75% of a sample of 100 medium and large-scale manufacturing firms were owned by Asian 
Kenyans, whilst a mere 5% were privately owned by African Kenyans.8 Putting this in 
context, according to the 1989 census, die combined Asian population constituted just 0.4% of 
the total Kenyan population (Republic of Kenya 1994, p. 19). This number still only represents 
less than 4% of the total population found in large urban areas (towns witii population greater 
than 100,000), where the Asian communities are believed to be concentrated.9 

Whether this pattern of industrial ownership is repeated generally throughout the middle 
sector is not known, though informal observations tend to confirm the picture drawn by dus 
study. A widespread view and the obvious conclusion to be drawn from such figures and 
observations is diat African Kenyan entrepreneurs face greater constraints in the middle-scale 
than others. 

The underlying, broad rationale for this study is that any progress in the understanding of 
the causes of die missing middle represents a useful contribution to the comprehension of 
Kenya's current economic position. More specifically, it is believed that the current picture of 
Kenya's "missing middle" is at best incomplete. An explanation, in analytical detail, of why 
different types of entrepreneur apparently face somewhat different prospects is particularly 
needed. 

Objectives of the Study 

The objectives of diis study are at once ambitious and necessarily somewhat limited. Broadly 
the aim is an improved understanding of the causes of the missing middle. Given the obvious 
complexity of such a question, this study can only represent one modest contribution towards 
unravelling die problem. It is a more specific goal to work towards constructing a coherent 
explanation of the actual, particular features of Kenya's middle-scale industry This entails 
producing an argument which is able to explain not only why many entrepreneurs are unable to 
enter the middle-scale or why many middle-scale enterprises fail, but also why other 
entrepreneurs are successful and their enterprises flourish. Identifying constraints is only one 
part of die story. Where such constraints clearly do not apply to some enterprises or 
entrepreneurs then there is evidently a more complex situation to be understood. 

It is a primary, aim to at least start to produce a convincing explanation of the marked 
differences between the position of indigenous and non-indigenous entrepreneurs. The relative 
success of Asian entrepreneurs in Kenya is well-known and there is much, what might be 
termed "folk-explanation" of the phenomenon. However the subject has received comparatively 
little rigorous analytical attention. The purpose here is to proceed beyond the broad 
generalisation and macro-theory (however valid these might turn out to be) and examine the 
micro-analytics10 of the process by which an entrepreneur is either constrained or able to 
succeed. 
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Hie study is to be directed at the manufacturing sector of industry. In the first case this is 
a matter of convenience. It is necessary in any limited study that boundaries are imposed on its 
scope. More pertinently, there is a broad consensus of its importance in the economics of 
development literature. Hie manufacturing sector is frequently attributed the role of the engine 
of economic development. 

Review of Existing Work11 

Much of the literature directly relevant to the question of the middle may be considered 
conveniently in three parts: (i) high level theory predominantly in the realm of political-
economy, (ii) the more immediate external constraints to enterprise, and (iii) internal 
constraints, focusing around the question of entrepreneursliip.12 It is argued that it is a general 
lack of a clear connection between these three levels of work which is the least satisfactory 
feature of the current literature which relates to the questions at issue here. 

Political-economy 

Hiere has been much debate in die political-economy literature which is; clearly relevant to the 
question of die middle. Hie issue is framed in terms of examining the prospects for the 
emergence of an African bourgeoisie. Dependency dieory, notably has been applied to the 
Kenyan situation by Leys (1975) and o t h e r s . C r u d e l y , die basic proposition of dependency 
dieory, evolving from neo-Marxist themes, is that die position of the economically developing 
economies at the periphery of the global capitalist system in relation to the developed at its core 
is such as to retard die emergence of genuine capitalist development in these developing 
economies. A subsequent revision of his position by Leys (1982), arguing that a productive 
bourgeoisie had emerged in Kenya, gave rise to the so-called "Kenya debate" in the literature.14 

Hie whole debate was criticised by Kitchmg (1985) who pointed to the unwarranted 
determinism in much of die argument which simply could not be supported by the available or 
indeed any accessible evidence. Hie supposition that ail the complexities of the specific 
situation and history of Kenya could be subsumed widiin a single overarching theory of the 
historical process of capitalism invites scepticism at die very least. In essence the argument 
entailed fitting the evidence to the dieory rather than the theory to the evidence. 

A recent study by Himbara (1994) adopts a more pragmatic line, explicitly rejecting the 
theoretical frameworks which characterised much of the earlier debate. His work is 
particularly interesting since the significance of Asian Kenyan capitalists in Kenya's industrial 
development is finally acknowledged. However Himbara does not offer a convincing-
explanation for the economic success of the Asian community in Kenya. Eschewing 
"theoretical hair-splitting arguments", he asserts that East African Indians were simply the first 
in the field (Himbara 1994, p.xiv). Later he hints at some of the factors which may have been 
at work: political and social isolation forcing self-reliance, especially in the market place, and 
die formation of a protective social network (Himbara 1994, p.69). However nowhere is the 
detailed logic of this argument developed. 
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