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ANALYSIS OF LEVELS AND PATTERN OF CONSUMPTION EXPENDITURE OF MARGINAL AND SMALL
FARMERS IN RURAL PUNJAB-INTER DISTRICT ANALYSIS

SUKHVIR KAUR
ASST. PROFESSOR
DASHMESH KHALSA COLLEGE
ZIRAKPUR

GIAN SINGH
PROFESSOR
DEPARTMENT OF ECONOMICS
PUNJABI UNIVERSITY
PATIALA

ABSTRACT
The objective of the present paper is to analyse the consumption pattern of the marginal and small farmers in rural Punjab. For this analysis, the state of Punjab
has been divided into three regions on the basis of levels of agricultural productivity, i.e. low, medium and high productivity regions. The study has concluded that
average household consumption expenditure and per capita consumption expenditure is directly related with the agricultural productivity and farm-size. Since there
is positive relationship between farm-size and farm business income, this makes a strong case for land reforms in favour of the marginal and small farmers apart
from other measures helpful in increasing their income.

KEYWORD

marginal farmers, small farmers, agricultural productivity, consumption expenditure.

JEL CODES
Q19, R20, D14, D16.

INTRODUCTION

unjab agriculture has undergone significant structural changes since the advent of green revolution in the mid-1960s. The traditional agriculture has pro-
iagressively given way to modern and commercial agriculture (Satish, 2006). The new agricultural technology relates to the package of high-yielding varieties

seeds, assured irrigation, use of chemical fertilizers, insecticides, pesticides, herbicides, machinery and modern agricultural practices. It has helped in in-
creasing the income levels as well as total food grain production. All categories of cultivators have been able to record substantial increase in their output and
income through the adoption of new technology. Bigger farmers gained more than the small farmers, an upward shift in their incomes [Johl, 1975] even small
farmers were unable to earn adequate per capita income from crop production because of their small land base [Bhalla and Chadha, 1982 and Singh et al, 1975]
and scarcity of crucial resources like capital (Singh et al, 1977). As a result of the success of green revolution, large landowning farmers were becoming prosperous
with the help of government agencies, banks and co-operative societies. They were investing in capital-intensive equipment in order to enhance their direct control
over agriculture. On the other hand, the small cultivators are losing out in several ways, because the demand for their traditional services has decreased and
alternate employment opportunities have lagged behind needs. Consequently, the two classes are becoming polarised and increasingly antagonistic to each other

(Aggarwal, 1971).

The adoption of new agricultural technology had created awareness among the small farmers to increase their standard of living (Saikia and Bora, 1975). But new

HYV technology seems to have shifted the advantage of productivity per acre in favor of the big farmers. They have not only a relatively easy access to new
technology, but can also make rational use of it because of the favorable farm-size. The gap between the big and small farmers has widened (Saini, 1976).

Due to many reasons like lack of finance, the small farmers were unable to use the improved seeds, fertilizers and new techniques. It was realised that the small
farmers were lagging behind the medium and large farmers in adopting modern innovations in their farming [Rao, 1975], through the adoption of the new tech-
nology by small cultivators, often in areas where the green revolution’s impact has been assumed to have been very limited [Shah and Ballabh, 1997 and Thakur
et al, 2000]. In regard to consumption, the marginal and small farmers had resorted to borrowing to meet their consumption expenditure (Galgalikar et al, 1970).
The Punjab peasantry especially small farmers could not afford farm investment from their own savings to transform traditional agriculture into scientific farming
(Singh and Toor, 2005). So, the new agricultural technology widens the income inequality among the different sections of farming population and provides pro-
portionately large benefits to the big farmers as compared to the small farmers, because the small farmers are slow to accept the new technology (Chowdhary,
1970).

The potentials of new technology began to be exhausted in the 1980s generating pressure of economic stress among the poor strata of peasantry [Gill, 2005] and
have started declining since the 1990s [Singh, 2000]. The new economic policy advocates withdrawal of the state from the economic sphere by leaving it to the
logic of market forces. Leaving the agricultural sector to the vagaries of free market could prove disastrous [Jodhka, 2006]. The subordination of cultivators to
market and capital forces without safety net to support them in times of crop loss, accounts for the devastation of rural communities [Vasavi, 1998]. As a conse-
quence, the per hectare net return is declining and this is the real crisis of Punjab agriculture [Ghuman, 2001].

OBIJECTIVE OF THE STUDY

The objective of the study is to analysis the levels and pattern of consumption expenditure of marginal and small farmers in rural Punjab.

METHODOLOGY

For the analysis of consumption pattern of the marginal and small farmers, the whole state on the basis of levels of agricultural productivity has been divided into
three regions, viz. low, medium and high productivity regions. Agricultural productivity is estimated by aggregation of the output of ten major crops of the state
for the year 2005-06 (GoP, 2006). On the basis of this criterion, it is deemed fit to select, Ludhiana district from the high productivity region, Faridkot district from
the medium productivity region and Hoshiarpur district from the low productivity region. On the basis of random sampling method one village from each devel-
opment block of the selected districts has been selected. Thus, in all, twenty-four villages were selected for the survey. These include twelve villages from Ludhiana
district, two villages from Faridkot district and ten villages from Hoshiarpur district. As many as 20 per cent farm households consisting of marginal and small
farmers formed the sample for the survey. Out of 24 villages, 650 households in all, 250 households from Hoshiarpur district, 112 from Faridkot district and 288
from Ludhiana district were selected. Of the total households, 340 households were from the marginal farm-size category and 310 households from the small
farm-size category. The present study relates to the agricultural year 2007-08.
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DISCUSSION
The main objective of this paper is to highlight the inter-district differences in the level and composition of the household consumption expenditure of the marginal
and small farm-size categories in the rural areas of Punjab across the three districts under study.
Table 1 displays the mean values of consumption expenditure for each district. The table clearly shows that there are considerable variations in the household
consumption expenditure across the selected districts. For example, the household consumption expenditure of Rs. 85,872.73 is the highest in the case of Ludhiana
district followed by Faridkot and Hoshiarpur districts with the consumption expenditure of Rs. 74,507.28 and Rs. 60,803.51 respectively. Per household consump-
tion expenditure on non-durables, durables, services, marriages and other socio-religious ceremonies increases with an increase in the farm-size in all the three
selected districts.

TABLE 1: LEVELS OF CONSUMPTION EXPENDITURE OF MARGINAL AND SMALL FARMERS: DISTRICTS-WISE (Mean Values, in Rs., Per Annum)

SI. Items of Consump- Hoshiarpur District Faridkot District Ludhiana District
No. [tion Marginal Small Farm- | All Sampled | Marginal Small Farm- | All Sampled | Marginal Small Farm-|All Sampled
Farmers ers Farmers Farmers ers Farmers Farmers ers Farmers
I Non-durables
1. |Foodgrains 6088.92 7780.78  |6840.10 5958.92 7073.43 | 6546.03 6838.29 7234.63 7030.95
(a.) Cereals 4799.64 6127.72  |5389.30 4837.21 543405  |5151.62 5760.64 5929.64 5842.79
(b.) Pulses 1289.28 1653.06 | 1450.80 1121.71 163938 |1394.41 1077.65 1304.99 1188.16
2. g;:g;me”ts and| 1e1 85 664.64 563.01 842.67 1161.97  |1010.88 1229.04 1556.41 1388.17
3. |Fruits and vegetables | 1006.19 137422 |1169.59 1267.87 1693.68  |1492.18 1462.02 2096.31 1770.36
4 uMc't': and milk prod-\ o ¢ 56 6819.90  |6424.23 5853.42 7257.01  |6592.82 8547.62 10921.04  |9701.37
5. |Edible oils 1074.66 1371.80 | 1206.59 1137.28 1205.08  |1172.99 1042.27 1634.56 1330.19
6.  |Sugarcane products |2873.28 3564.87  |3180.35 2914.87 350595  |3226.24 2588.57 3187.42 2879.67
7. |Meatfish and eggs | 635.94 945.92 773.57 1069.23 1303.98  |1192.89 876.49 1120.54 995.13
8. |Tealeaves 1336.17 166228 | 1480.96 1878.64 2031.06  |1958.94 1254.37 1577.37 1411.38
9. |Pickles, etc. 517.87 553.36 533.62 558.25 617.41 589.42 553.74 688.04 619.02
10. ?\';:Z'tt: bread and |, 4y 864.76 676.64 623.23 794.67 713.55 483.86 748.45 612.48
11. | Intoxicants 2116.87 242620  |2254.21 2674.66 2870.04  |2777.59 2308.66 2901.85 2597.02
12, |Fueland light 2593.86 322933 |2876.01 2954.75 332288 |3148.68 3102.47 3598.81 3343.75
13. |Clothing and bedding |3375.31 5232.57  |4199.93 2961.15 401832  |3518.06 3620.62 4017.91 3813.74
14. |Footwear 937.19 1381.08  |1134.27 1087.71 152435 |1317.73 1115.65 16539.65 |8613.43
15. |Washing articles 1033.81 121017 |1112.11 1054.35 1266.75  |1166.25 1070.93 1100.17 1085.14
Sub-total 30706.60  |39081.88 |34425.19  |32837.00 |39646.58 |36424.25  |36094.60 |58923.16 |47191.80
II. Durables
= :'r‘]’(;‘srzpai::"“r“c“o" 4725.71 7862.51  |6118.45 6911.34 9043.84  |8034.72 8463.09 10128.09  |9272.47
2. |Radio, TV, VCR,CDand | | g o 119.61 118.86 144.11 201.37 174.28 156.13 216.51 185.48
tape recorder
3. |Watchesand clocks |100.57 88.33 95.13 63.05 127.33 96.92 72.89 180.15 125.03
4. |Blectricfans/ coolers |, ,, 204.82 169.01 150.40 225.36 189.89 120.56 145.56 132.71
5. |Sewing machine 43.64 64.94 53.09 9157 106.57 99.47 36.57 94.28 64.62
6. |Furniture 274.35 539.41 392.04 348.18 390.61 370.54 184.25 334.20 257.15
7. |Utensils 224.14 243.23 232.61 253.64 382.74 321.65 17331 192.98 182.87
8. |Scooter/motorcycle |780.00 125116 |989.19 933.89 1497.87  |1230.98 1397.97 2617.41 1990.75
9. |Bicycles 195.14 133.64 167.83 156.29 200.49 179.57 166.22 146.86 156.80
10. |Car/jeep ~ 849.54 377.19 4534 963.87 529.21 748.49 109838 918.57
1. \rﬁ’i‘:::e" and steel al-| | o) ¢y 334.94 233.02 278.38 268.31 273.07 102.08 188.85 144.26
12.  |Hand pump 87.39 159.77 119.52 339.63 331.82 33551 93.75 349.14 217.89
13. |Refrigerator 132.82 329.45 220.12 165.52 21833 19334 198.27 210.61 204.27
14. |Washing machine |- 109.58 48.65 14853 185.16 167.83 175.49 25821 215.69
15. |Gas 57.69 133.00 91.12 135.39 201.92 170.44 245.76 264.75 254.99
16. | Others 86.00 142.19 110.94 320.39 450.04 388.69 471.18 568.18 518.34
Sub-total 7117.77 12566.12  |9536.77 10485.65 |14795.63 |12756.11  |12806.01 |16994.16  |14841.89
118 Services
1. |Education 1844.55 2609.92 | 2184.37 2957.99 406859  |3543.04 3262.00 4320.76 3776.67
2. |Healthcare 1724.29 297573 |2279.92 3001.14 373355  |3386.97 3703.06 4472.59 4077.14
3. |Conveyance 1599.28 219588 | 1864.17 2396.35 3389.45  |2919.51 2542.39 3552.73 3033.53
4. |Telephone 1239.28 145273 |1334.05 1684.88 220334 |1957.99 2146.56 2912.75 2519.01
5. |Entertainment 113.28 248.91 173.50 189.34 254.36 223.59 195.54 260.18 226.96
Sub-total 6520.68 9483.17  |7836.01 10229.70  |13649.29 |12031.10  |11849.55 |15519.01 |13633.31
V. Marriages and other
socio-religious  cere-|6431.56 1222881 |9005.54 9608.04 16608.57 |13295.82  |7427.79 1314241  |10205.73
monies
Total 50776.61  |73359.98 |60803.51  |63160.47 |84700.07 |74507.28  |68177.95 |104578.74 |85872.73

Consumption Pattern
The analysis carried out in terms of absolute values does not present a correct picture of the pattern of consumption, since average consumption levels of the
three districts under study are different. In such a situation, the consumption pattern may better be studied by comparing the relative shares of different items of
consumption in the total consumption expenditure of the sampled farm households of the three selected districts.

Source: Field Survey, 2007-08.
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Table 2 carries an account of the relative shares of different items of consumption across the three selected districts in the rural Punjab. A perusal of the table
clearly shows that the non-durable consumption expenditure accounts for the major proportion of the total consumption expenditure followed by durables,
services, and marriages and other socio-religious ceremonies. The ranking of consumption expenditure is different for these districts.

In Ludhiana district, this ranking is similar to the state average. However, in Hoshiarpur district, marriages and other socio-religious ceremonies appear at the third
place and services occupy the fourth place. In Faridkot district, marriages and other socio-religious ceremonies appear at the second place and durables and
services come on third and fourth place respectively. Non-durables consumption accounts for the highest proportion of total consumption expenditure of the
marginal and small farm-size categories in all the three districts under study. In the case of marginal farm-size category, relative share of consumption expenditure
on non-durables is the highest in Hoshiarpur district (60.48 per cent) and the lowest in Faridkot district (52.00 per cent).

Among durables, house construction and repairs is the most important component of expenditure on which an average sampled farm household in Ludhiana
district has incurred 10.79 per cent of the total consumption expenditure followed by Faridkot and Hoshiarpur districts. Consumption expenditure on services is
the highest (16.14 per cent) in Faridkot district and the lowest (12.87 per cent) in Hoshiarpur district. In Ludhiana district, this proportion is 15.90 per cent. In the
case of marginal farm-size category, relative share of consumption expenditure on services is the highest (17.38 per cent) in Ludhiana district and the lowest (12.84
per cent) in Hoshiarpur district. In the case of small farm-size category, this proportion is the highest (16.16 per cent) in Faridkot district and the lowest (12.94 per
cent) in Hoshiarpur district. Among the different services, healthcare and education are the important items in all the three districts under study.

TABLE 2: CONSUMPTION PATTERN OF MARGINAL AND SMALL FARMERS: DISTRICT-WISE (Percentage of Total Consumption Expenditure)

SI. | Items of Consumption Hoshiarpur District Faridkot District Ludhiana District
No. Marginal |Small All  Sampled|Marginal |Small All  Sampled|Marginal [Small Farm-|All  Sampled
Farmers Farmers Farmers Farmers Farmers Farmers Farmers ers Farmers
I Non-durables
1. Foodgrains 11.99 10.6 11.25 9.43 8.35 8.78 10.03 6.92 8.18
(a.) Cereals 9.45 8.35 8.86 7.66 6.41 6.91 8.44 5.67 6.80
(b.) Pulses 2.54 2.25 2.39 1.77 1.94 1.87 1.59 1.25 1.38
2. Condiments and spices 0.95 0.91 0.93 1.34 1.37 1.36 1.81 1.49 1.62
3. Fruits and vegetables 1.98 1.87 1.92 2.01 1.99 2.01 2.14 2.01 2.06
4. Milk and milk products 12.03 9.29 10.57 9.26 8.57 8.85 12.54 10.44 11.29
5. Edible oils 2.12 1.87 1.98 1.80 1.42 1.57 1.53 1.56 1.55
6. Sugarcane products 5.66 4.86 5.23 4.62 4.14 4.33 3.79 3.05 3.35
7. Meat,fish and eggs 1.25 1.29 1.27 1.69 1.54 1.61 1.29 1.07 1.16
8. Tea leaves 2.63 2.27 2.44 2.98 2.39 2.63 1.84 1.51 1.64
9. Pickles, etc. 1.02 0.75 0.88 0.89 0.73 0.79 0.81 0.66 0.72
10. |Biscuits, bread and sweets|1.04 1.18 1.12 0.99 0.94 0.96 0.71 0.72 0.72
11. |Intoxicants 4.17 3.31 3.71 4.23 3.39 3.73 3.39 2.78 3.02
12. |Fuel and light 5.11 4.40 4.73 4.68 3.92 4.22 4.55 3.44 3.89
13. |Clothing and bedding 6.65 7.13 6.91 4.69 4.74 4.73 5.31 3.84 4.45
14. |Footwear 1.84 1.88 1.87 1.72 1.79 1.77 1.64 15.82 10.03
15. |Washing articles 2.04 1.65 1.83 1.67 1.49 1.57 1.57 1.05 1.26
Sub-total 60.48 53.26 56.64 52.00 46.77 4891 52.95 56.36 54.94
Il Durables
1. House construction and
repairs 9.31 10.72 10.06 10.94 10.68 10.78 12.42 9.68 10.79
2. |Radio, TV, VCRCD and|, ,, 0.16 0.19 0.23 0.24 0.24 0.23 021 0.22
tape recorder
3 Watches and clocks 0.19 0.12 0.16 0.09 0.15 0.14 0.11 0.17 0.15
4 Electric fans/ coolers 0.28 0.28 0.28 0.24 0.27 0.25 0.18 0.14 0.15
5. Sewing machine 0.09 0.08 0.09 0.14 0.13 0.13 0.06 0.09 0.07
6. Furniture 0.54 0.73 0.64 0.55 0.46 0.49 0.27 0.32 0.29
7 Utensils 0.45 0.34 0.38 0.40 0.45 0.44 0.25 0.18 0.22
8 Scooter/motorcycle 1.54 1.71 1.63 1.48 1.78 1.65 2.05 2.51 2.32
9. Bicycles 0.38 0.18 0.28 0.25 0.23 0.24 0.25 0.14 0.18
10. |Car/jeep - 1.16 0.62 0.07 1.13 0.72 1.09 1.05 1.07
11. |Wooden and steel almirah|0.29 0.46 0.38 0.44 0.31 0.36 0.15 0.18 0.17
12. |Hand pump 0.17 0.22 0.19 0.54 0.39 0.45 0.12 0.34 0.25
13. |Refrigerator 0.26 0.45 0.37 0.26 0.25 0.25 0.29 0.21 0.24
14. |Washing machine - 0.15 0.08 0.24 0.21 0.22 0.26 0.25 0.25
15. |Gas 0.11 0.18 0.15 0.21 0.25 0.23 0.36 0.25 0.29
16. |Others 0.17 0.19 0.18 0.51 0.53 0.52 0.69 0.54 0.61
Sub-total 14.01 17.13 15.68 16.59 17.46 17.11 18.78 16.26 17.27
Ill. |Services
1 Education 3.63 3.56 3.59 4.69 4.81 4.75 4.78 4.13 4.39
2. Healthcare 3.39 4.06 3.75 4.75 4.41 4.55 5.43 4.28 4.75
3. Conveyance 3.15 2.99 3.06 3.79 4.01 3.91 3.73 3.39 3.54
4 Telephone 2.45 1.99 2.19 2.67 2.62 2.62 3.15 2.79 2.95
5 Entertainment 0.22 0.34 0.28 0.29 0.31 0.31 0.29 0.25 0.27
Sub-total 12.84 12.94 12.87 16.19 16.16 16.14 17.38 14.84 15.90
V. |Marriages and other so-|, o 16.67 14.81 15.22 19.61 17.84 10.89 12.56 11.89
cio-religious ceremonies
Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00

Source: Calculated from Table 1.
The expenditure on marriages and other socio-religious ceremonies accounts for 17.84 per cent of total consumption of the sampled farm households in Faridkot
district, whereas it is 14.81 per cent and 11.89 per cent for Hoshiarpur and Ludhiana districts respectively. This proportion is the highest for the marginal and small
farm-size categories in Faridkot district.
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The above analysis leads us to conclude that generally, the proportionate expenditure on non-durable items has a negative relationship with farm-size and the
proportionate expenditure on durables, and marriages and other socio-religious ceremonies bears a positive relationship with farm-size in all the three selected
districts. In all these districts, the pattern of consumption of the marginal and small farmers is subsistence based.

Per Capita Consumption Expenditure

Since the family size varies from district to district, it becomes relevant to compare the per capita consumption levels of the sampled farm households across the
districts under study. Table 3 exhibits the per capita consumption expenditure values for the farm households in the three selected districts of the rural Punjab.
There are considerable variations in the per capita consumption expenditure across these districts. For example, an average sampled farm household in Ludhiana
district spends Rs. 16,259.94 per capita and the corresponding figures for Faridkot and Hoshiarpur districts are Rs. 13,770.28 and Rs. 11,386.44 respectively. The
per capita consumption expenditure increases with the increase in farm-size in all the three selected districts.

Per capita consumption expenditure on non-durables, durables, services, marriages and other socio-religious ceremonies increases with an increase in the farm-
size in all the three districts under study. There is much similarity in the per capita consumption expenditure pattern of the marginal and small farm-size categories
across the three selected districts.

Average Propensity to Consume

A detailed district-wise profile of average propensity to consume of the marginal and small farm-size categories is presented in Table 4. A glance at the table
provides that average propensity to consume is greater than unity for the marginal and small farm-size categories in all the three selected districts. The highest
average propensity to consume, i.e., 1.20 is observed for Ludhiana district and the lowest, i.e., 1.13 for Faridkot district. The average propensity to consume is 1.14
for Hoshiarpur district.

For the marginal farm-size category the highest average propensity to consume is 1.29 for Faridkot district followed by1.25 for Hoshiarpur district and 1.24 for
Ludhiana district. For the small farm-size category the highest average propensity to consume, i.e., 1.18 is observed in Ludhiana district followed by 1.06 for
Hoshiarpur district and 1.05 for Faridkot district.

TABLE 3: PER CAPITA INCOME CONSUMPTION EXPENDITURE OF MARGINAL AND SMALL FARMERS: DISTRICT-WISE (In Rs., Per Annum)

Sl. [Items of Consumption Hoshiarpur District Faridkot District Ludhiana District
No. Marginal Small All Sampled|Marginal |Small All Sampled|Marginal [Small All Sampled
Farmers Farmers Farmers Farmers Farmers |Farmers Farmers |Farmers |Farmers
I.  |[Non-durables
1. |Foodgrains 1123.98 1483.96 1280.92 1081.58 1329.08 |1209.83 1235.74 [1329.19 (1331.30
(a.) Cereals 885.99 1168.69 1009.23 877.99 1021.04 |952.12 1040.99 [1089.43 [1106.32
(b.) Pulses 237.99 315.27 271.69 203.59 308.04 257.71 194.75 239.76 (224.98
2 |Condiments and spices 88.95 126.76 105.43 152.95 218.33 186.83 222.09 |285.96 [262.85
3. |Fruits and vegetables 185.74 262.09 219.03 230.13 318.24 275.78 264.19 |385.15 |335.22
4. [Milk and milk products 1127.55 1300.71 1203.04 1062.44 1363.58 |(1218.47 1544.62 [2006.49 [1836.95
5. |Edible oils 198.38 261.63 225.95 206.42 226.43 216.79 188.35 (300.31 |251.87
6. |Sugarcane products 530.39 679.89 595.57 529.07 658.76 596.26 467.77 |585.61 |545.26
7. |Meat, fish and eggs 117.39 180.41 144.86 194.07 245.01 220.47 158.39 |205.87 |188.43
8. |Tealeaves 246.65 317.04 277.33 340.98 381.63 362.05 226.67 |289.81 |267.24
9. |Pickles, etc. 95.59 105.54 99.93 101.33 116.01 108.93 100.06 [126.41 |117.21
10. |Biscuits, bread and sweets 97.17 164.93 126.71 113.12 149.32 131.88 87.44 137.51 |115.97
11. |Intoxicants 390.76 462.73 422.14 485.47 539.27 513.35 417.19 |533.15 |[491.74
12. |Fuel and light 478.82 615.91 538.58 536.31 624.36 581.93 560.64 |661.19 |633.14
13. |Clothing and bedding 623.07 997.96 786.51 537.47 755.03 650.21 654.27 |738.19 |722.13
14. |Footwear 173.01 263.41 212.41 197.43 286.43 243.54 201.61 [3038.79 |1630.95
15. |Washing articles 190.83 230.81 208.26 191.37 238.02 215.54 193.52 202.13 |205.47
Sub-total 5668.28 7453.78 6446.67 5960.14 7449.5 6731.86 6522.55 |10825.76|8935.73
1I. |Durables
1. |House construction and repairs 872.34 1499.55 1145.78 1254.45 1699.32 [1484.96 1529.35 |1860.81 |1755.73
2. |Radio, TV, VCR, CD and tape recorder 21.83 22.81 22.26 26.15 37.84 32.21 28.21 39.78 35.12
3. |Watches and clocks 18.56 16.85 17.82 11.44 23.92 17.91 13.17 33.09 23.67
4. |Electric fans/ coolers 25.92 39.06 31.65 27.30 42.34 35.09 21.79 26.74 25.13
5. |Sewing machine 8.06 12.38 9.94 16.62 20.03 18.38 6.61 17.32 12.24
6. |Furniture 50.64 102.88 73.42 63.20 73.39 68.48 33.29 61.40 48.69
7. |Utensils 41.38 46.39 43.56 46.04 71.92 59.45 31.32 35.46 34.63
8. |Scooter/motorcycle 143.98 238.62 185.24 169.51 281.44 227.50 252.62 |480.89 |376.95
9. |Bicycles 36.02 25.49 31.43 28.37 37.67 33.19 30.04 26.98 29.69
10. |Car/jeep - 162.03 70.64 8.23 181.11 97.81 135.26 |201.81 |173.93
11. |Wooden and steel almirah 27.99 63.88 43.64 50.53 50.41 50.47 18.44 34.69 27.31
12. [Hand pump 16.13 30.47 22.38 61.64 62.34 62.01 16.94 64.15 41.26
13. |Refrigerator 24.52 62.83 41.22 30.04 41.02 35.73 35.83 38.69 38.68
14. |Washing machine -- 20.91 9.11 26.96 34.79 31.02 31.71 47.44 40.84
15. |Gas 10.65 25.36 17.06 24.57 37.94 31.50 44.41 48.65 48.28
16. |Others 15.88 27.12 20.78 58.15 84.56 71.84 85.15 104.39 [98.15
Sub-total 1313.90 2396.63 1785.93 1903.20 2780.04 |2357.55 2314.14 |3122.29 |2810.30
1. |Services
1. |Education 340.49 497.77 409.06 536.89 764.48 654.82 589.47 |793.85 |[715.11
2. |Healthcare 318.29 567.54 426.95 544.73 701.53 625.97 669.17 |821.73 |[772.01
3. |Conveyance 295.22 418.8 349.09 434.95 636.87 539.58 459.43 |652.73 |574.39
4. |Telephone 228.77 277.07 249.82 305.82 414.01 361.87 387.91 |535.15 |(476.97
5. |Entertainment 20.91 47.47 32.49 34.37 47.79 41.32 35.33 47.81 42.98
Sub-total 1203.68 1808.65 1467.41 1856.76 2564.68 |2223.56 2141.31 |2851.27 |2581.46
. mg:’;sges and other socio-religious cere-|; 17 54 1533230  |1686.43  |1743.92  |312072 |2457.31  |1342.26 |2414.62 |1932.45
Total 9373.10 13991.36 |11386.44 11464.02 |15914.94 |13770.28 12320.26(19213.94(16259.94

Source: Calculated from Table 1.
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TABLE 4: AVERAGE PROPENSITY TO CONSUME IN RESPECT OF MARGINAL AND SMALL FARMERS: DISTRICT-WISE

Average Consumption (Rs.) | Average Income (Rs.) A . c 6/?
District Categories 6 ? verage Propensity to Consume
Marginal farmers 50776.61 40612.50 1.25
Hoshiarpur | Small farmers 73359.98 69013.97 1.06
All sampled farmers | 60803.51 53222.72 1.14
Marginal farmers 63160.47 48903.90 1.29
Small farmers 84700.07 80567.56 1.05
Faridkot All sampled farmers | 74507.28 65588.62 1.13
Marginal farmers 68177.95 54832.60 1.24
Small farmers 104578.74 88753.74 1.18
Ludhiana All sampled farmers | 85872.73 71322.03 1.20

Source: Field Survey, 2007-08.
The above analysis shows that the marginal and small farm-size categories in all the three districts are in deficit. They try to maintain a minimum level of consump-
tion whether they can afford it or not. The field survey clearly brought out that to overcome this problem the marginal and small farmers in all the three selected
districts have to take loans from various sources.
Distribution of Household Consumption Expenditure: District-wise
Table 5 presents the distribution of household consumption expenditure of the marginal and small farm-size categories in the three districts under study. The
table depicts that the bottom 50 per cent of the households account for 23.94 per cent in Ludhiana district. The corresponding figures for the Faridkot and
Hoshiarpur districts are 24.73 per cent and 26.40 per cent respectively.

TABLE 5: DISTRIBUTION OF HOUSEHOLD CONSUMPTION EXPENDITURE OF MARGINAL AND SMALL FARMERS: DISTRICT-WISE

Cumulative Percentage of Persons | Cumulative Percentage of Household Consumption Expenditure of Sampled Farmers in
Hoshiarpur District Faridkot District Ludhiana District

10 3.56 4.22 3.81

20 7.53 7.35 6.27

30 10.35 10.98 11.63

40 13.67 16.61 14.27

50 26.40 24.73 23.94

60 36.55 36.69 37.20

70 46.86 43.95 48.05

80 55.31 60.69 59.82

90 69.25 72.11 74.15

100 100.00 100.00 100.00

Gini Coefficient 0.3610 0.3453 0.3417

Source: Field Survey, 2007-08.
The top 10 per cent claim 25.85 per cent, 27.89 per cent and 30.75 per cent in the Ludhiana, Faridkot and Hoshiarpur districts respectively. The Gini ratio is found
to be the highest (0.3610) among the sampled farmers of Hoshiarpur district and the lowest (0.3417) among the sampled farmers of Ludhiana district, indicating
worse and better patterns of distribution respectively. The value of Gini ratio is 0.3453 for Faridkot district.
Distribution of Per Capita Consumption Expenditure: District-wise
The distribution of per capita consumption expenditure of the marginal and small farmers in the three districts under study is given in Table 6. The table shows
that the bottom 50 per cent of the sampled households claim only 28.16 per cent, 29.27 per cent and 28.65 per cent of total consumption expenditure in Hoshi-
arpur, Faridkot and Ludhiana districts respectively. While the top ten per cent appropriate 27.11 per cent, 26.20 per cent and 26.71 per cent of the total consump-
tion expenditure in Hoshiarpur, Faridkot and Ludhiana districts respectively.

TABLE 6: DISTRIBUTION OF PER CAPITA CONSUMPTION OF MARGINAL AND SMALL FARMERS: DISTRICT-WISE

Cumulative Percentage of Persons | Cumulative Percentage of Per Capita Consumption Expenditure of Sampled Farmers in
Hoshiarpur District Faridkot District Ludhiana District

10 4.25 5.25 4.58

20 8.77 9.02 8.05

30 10.79 13.05 13.62

40 15.71 18.15 18.89

50 28.16 29.27 28.65

60 37.75 38.35 36.76

70 48.94 47.59 48.41

80 61.99 64.35 64.97

90 72.89 73.80 73.29

100 100.00 100.00 100.00

Gini Coefficient 0.3215 0.3023 0.3055

Source: Field Survey, 2007-08.
The Gini ratio is observed to be the highest (0.3215 per cent) among the sampled farmers of Hoshiarpur district and the lowest (0.3023 per cent) among the
sampled farmers of Faridkot district revealing worse and better patterns of distribution of per capita consumption expenditure. When we compare the per house-
hold and per capita consumption expenditure distribution we find that the distribution is slightly fair in per capita consumption expenditure in all the three districts
under study.

CONCLUSIONS AND POLICY IMPLICATIONS

Itis concluded from the above analysis that the study brings out that the household consumption expenditure of Rs. 85,872.73 is the highest in the case of Ludhiana
district followed by Faridkot and Hoshiarpur districts with the consumption expenditure of Rs. 74,507.28 and Rs. 60,803.51 respectively. Per household consump-
tion expenditure on non-durables, durables, services, marriages and other socio-religious ceremonies increases with an increase in the farm-size in all the three
selected districts. It can be concluded that generally, the proportionate expenditure on non-durable items has a negative relationship with farm-size and the
proportionate expenditure on durables and marriages and other socio-religious ceremonies bears a positive relationship with farm-size in all the three districts
under study. In all the three selected districts, the pattern of consumption of the marginal and small farmers is subsistence based.
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There are considerable variations in the per capita consumption expenditure across the districts. For example, an average sampled farm household in Ludhiana
district spends Rs. 16,259.94 per capita and the corresponding figures for Faridkot and Hoshiarpur districts are Rs. 13,770.28 and Rs. 11,386.44 respectively. There
is much similarity in the per capita consumption expenditure pattern of the marginal and small farm-size categories across the districts under study.

The above analysis shows that the marginal and small farm-size categories in all the selected districts are in deficit. They try to maintain a minimum level of
consumption whether they can afford it or not. The field survey clearly brought out that to overcome this problem the marginal and small farmers in all the three
selected districts have to take loans from various sources.

The Gini ratio is observed to be the highest (0.3215 per cent) among the sampled farmers of Hoshiarpur district and the lowest (0.3023 per cent) among the
sampled farmers of Faridkot district revealing worse and better patterns of distribution of per capita consumption expenditure respectively. When we compare
the per household and per capita consumption expenditure distribution we find that the distribution is slightly fair in per capita consumption expenditure in all
three districts under study.

To overcome the gap between consumption expenditure and income, the marginal and small farmers have to borrow from institutional and non-institutional
sources. The average propensity to consume is more than unity in the case of the sampled farm households. They try to maintain a minimum level of consumption
whether they can afford it or not. To overcome this problem, income of the marginal and small farmers needs to be increased through different measures. Since
there is positive relationship between farm-size and farm business income, this makes a strong case for the land reforms in favour of the marginal and small
farmers. Secondly, the remunerative minimum support prices of the different crops grown should fixed on the basis of cost of production and consumer price
indices in a manner that these farmers are able to meet their basic needs of food, shelter, clothing, education, health care and clean environment in a respectable
manner.

Educating the marginal and small farmers about the subsidiary occupations, providing loans either interest free or at low rates of interest, creating sufficient
employment opportunities, assured purchase of agricultural produce, subsidising the agricultural inputs, providing insurance cover in agriculture, establishing
agro-based industries in the rural areas and enforcing of already existing special programmers’ for the rural development in proper perspective taken on priority
basis can help in minimising some of the existing problems of the small and marginal farmers. A mass campaign should be launched against intoxicants and the
conservative social values, the symbol of social status, which imposes unbearable expenditure on unproductive purposes such as marriages and other socio-
religious ceremonies.
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ABSTRACT

Preferential public procurement schemes are the use of public procurement to achieve other government socio-economic development goals. These schemes can
provide an avenue for micro, small and medium-sized firms to access a major market share of public contracts. However, the performance of these firms after
winning public contracts is not fully studied. This study sought to investigate the effect of preferential public procurement schemes on performance of micro, small
and medium-sized construction firms in Migori County in Kenya. The study endeavored to assess the effect of reservation schemes on firm performance and tested
the hypothesis that the relationship between reservation schemes and firm performance was not significantly moderated by government policy and regulations.
The target population was 114 micro, small and medium-sized construction firms in Migori County in Kenya. However, 88 procurement officers from these firms
were selected using the Krecjie and Morgan formula and administered with structured questionnaires for purposes of primary data collection. Secondary data was
obtained from published Kenya Treasury websites and Migori County Contractor’s Association records. Descriptive and inferential statistical tools were used to test
the relationship between independent and dependent variables through correlation and regression analysis. A Statistical Package for Social Science version 25.0
was used for data analysis. The findings of the study indicated that reservation schemes have a positive and statistically significant relationship with performance
of micro, small and medium-sized construction firms in Migori County in Kenya. However, government policy and regulations had no moderating effect on the
relationship between reservation schemes and performance of micro, small and medium-sized construction firms in Migori County. The study recommends that
reservation schemes should be embraced and enhanced by both private and public sector procurement managers in all public procurement processes to help
vulnerable targeted groups’ access to public contracts.

KEYWORDS

preferential public procurement, reservation schemes, performance, micro, small and medium-sized enterprises, construction firms.
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INTRODUCTION
ccording to the United Nations Development Programme (UNDP, 2010) Government or public procurement refers to the overall process of acquiring goods,
gcivil works and services, which includes all functions from the identification of needs, selection and solicitation of sources, preparation and award of con-
tract, and all phases of contract administration through the end of a services’ contract or the useful life of an asset.
Preferential public procurement scheme implies the use of public procurement to achieve simultaneously goals of procuring necessary goods and services while
doing so in a way that aligns with other government policy initiatives. For instance, fostering job creation, achievement of value for money and better quality
products or services among others (Nielson, 2017). The United States (US) construction industry was the first to implement affirmative action procurement strat-
egies for government projects (McCrudden, 1995). The Congress established a 23% government wide goal for awards of contracts to small businesses. Similar
programs were also created by federal agencies, and by state and local government authorities that implemented public works construction projects.
From previous literature both Chinese (Chen, 2012) and Indian (Agarwal, 2012) governments have enacted and approved public procurement policies requiring all
central ministries or departments and public sector units to reserve or set aside at least 20% of annual procurement budgets for SMEs. Similarly, local government
authorities or units in these countries use reservation schemes for buying from small businesses. Timm (2011) reveals that in South Africa some local and provincial
governments have set targets for buying from small business, for instance, 40% of spend for the City of Cape Town and 60% for the Gauteng government.
According to the Republic of Kenya (R.0.K, 2007), Kenya'’s Vision 2030 is a long-term development plan that aims to transform the country into a newly industrial-
izing middle-income economy. The Kenya government has been carrying numerous reforms in its public procurement policies to attain its socio-economic and
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political agenda. The Public Procurement and Disposal Act (PPAD, 2011) of Kenya aims at facilitating the promotion of local industry and economic development
by setting preference and reservation schemes that allows public entities to reserve certain procurements to identified target groups. These include the launch of
the Youth Access to Government Procurement opportunities (YAGPO) initiative in the year 2012 that set aside 10 per cent of all Government contracts for the
youth-led enterprises to address the issue of rampant youth unemployment. In the year 2013, the government of Kenya increased this bracket to 30 per cent and
expanded the access groups to include women and persons with disability owned enterprises and directed that they face no competition from established com-
panies. Consequently, YAGPO was renamed Access to Government Procurement opportunities (AGPO, 2019).

Subsequent amendments led to the enactment of the PPAD (2013) which mandates a procuring entity to allocate at least 30 per cent of its procurement spend
for the purposes of procuring goods, works and services from micro and small enterprises owned by youth, women and persons with disability. Finally, through
the “Buy-Kenya, Build-Kenya strategy” (Republic Of Kenya, 2017); in March 2015 the President of Kenya gave a directive that all Government agencies, that is,
Ministries, Departments and Agencies (MDAs) should reserve at least 40% of their procurement budget for purchase of locally produced goods and services.

CONCEPTUAL FRAMEWORK

RESERVATION SCHEMES

The Public Procurement Research Group defines reservation schemes as procurement practices where some quotas or share of the procurement business is
reserved or set aside for certain targeted disadvantaged sections of the population or groups of people who for one reason or another would not be able to access
the procurement proceedings and win a contract through the normal bidding procedures (Construction Industry Development Board (CIDB), 2004). These include
women, youth, elderly, persons with disabilities and; micro, small and medium-sized enterprises among others. Reservation schemes are categorized into four
methods; set asides, qualification criteria, contractual conditions and offering back.

A “set aside” is essentially a quota, referring to a certain percentage of designated government procurement contracts or total spending reserved, or “set aside”,
for a targeted category of bidders that meet the preferential qualification criteria (World Bank, 2016) or prescribed characteristics. Qualification criteria is a con-
dition aimed at promoting the participation of certain targeted groups in public procurement by technically excluding firms that cannot meet a specified require-
ment, norm, policy objective or any other criteria provided for in the law. Contractual conditions aim at allocation of a fixed percentage of work to be subcontracted
out to enterprises that have prescribed characteristics or agree to meet prescribed obligations such as performing a contract as a joint venture with local firms or
employing specific local personnel or materials while undertaking the contract. Offering back strategy targets tenderers who can satisfy criteria relating to policy
objectives and opportunity to undertake the whole or part of the contract if that tenderer is prepared to match the price and quality of the best tender received.
The main focus is to ensure that the contractor is capable of meeting the primary purpose of the contract (criteria) in addition to certain specified conditions, like
price and quality (CIDB, 2004).

FIRM PERFORMANCE

Performance is of key interest of each business manager or owner. Penrose (1995) argued that a performance is associated analysis of the degree to which a firm
has successfully accomplished its ends. From a project management perspective, performance is all about meeting or exceeding stake holders’ needs and expec-
tations from a project. Tunji-Olayeni et al. (2014) notes that construction SMEs make use of cost, time, quality, and customer satisfaction, profitability of project,
labour productivity, safety and team work for evaluating performance. However, regardless of the differences among writers on the definition of performance,
they agree that it is mostly tied on some level of success or achievement or ability to reach set targets. This study measured firm performance based on both
financial and non-financial criteria, that is, an increase in job creation, profitability, deliverables and customer satisfaction.

GOVERNMENT POLICY AND REGULATIONS

Performance of SMEs is dependent on laid down government policies. The Government of the daytime, often amends laws in line with its political policies. Gov-
ernment policies and regulations can boost and support the growth of SMEs or hinder their performance. Therefore, SMEs regularly has to be compelled to
alterations in the legal framework. These policies will cause a substantial impact on the competitiveness, ambitiousness and expediency of SMEs. Therefore, the
development of sound good government policy for SMEs is an indispensable component of the growth strategy of most economies and holds particular signifi-
cance. (Eniola & Entebang, 2015). In Kenya, the Constitution of Kenya 2010, the Public Procurement and Disposal Acts (PPDA, 2011; PPAD 2013; PPAD, 2015; PPAD,
2018 & PPAD, 2020), the Kenya county government laws and the Kenya standards and manuals provide policies, rules and regulations the guide public procurement
processes and players among them are guidelines to ensure the inclusivity of various vulnerable targeted groups in public procurement. Another strategy of key
importance is the “Buy-Kenya, Build-Kenya strategy” (R.0.K, 2017). This study incorporated a number of Kenya government public procurement policy guidelines
and regulations from the above mentioned references which acted as the moderating factor in the relationship between reservation schemes and firm perfor-
mance.

LITERATURE REVIEW

THEORETICAL REVIEW

This study is anchored on the public interest theory of regulation postulated by Posner (1974). This theory reveals that regulation defines the border between the
government, society, and the market. Posner (1974) recognized two arguments for regulation, namely, (a) that markets were prone to fail and (b) that regulation
was costless (zero transaction costs). This theory thrives on the fact that there exist common market failures, these include, monopolies, public goods, asymmetry
of information and externalities). Stigler (1971) and Posner (1974) explains that regulation seeks the protection and benefit of the public at large and proposes
that when market fails, economic regulation should be imposed in order to maximize social welfare. Therefore, the objective of regulation is to achieve certain
public desired results by rectifying situations of market failure which make areas operate inefficiently or inequitably (Posner, 1974). Government regulation is one
of the methods of achieving efficiency in the allocation of resources (Shubik, 1970 & Arrow, 1985). This is done by imposing penalties or sanctions to non-compliant
firms in the economy.

However, this theory has been criticised of being difficult to define and to be written down into specific policies, absence of public interest in market failures and
lack of a complete, informed and rational decisions (Posner, 1974). Critics to the theory say that it is preferable to rely on the market to solve market imperfections,
than on government intervention (Stigler, 1971). The creation and operation of regulatory agencies is meant to transfer economic resources to private interests
in return for votes or campaign contributions to politicians. Since SMEs are the backbone of the Kenyan economy, the government has set up numerous initiatives
to ensure that they thrive by creating an enabling environment through preferential public procurement schemes. Therefore, this theory is relevant to the study
as it explains effect of government policy and regulations in overcoming weaknesses faced by MSMCFs in their attempt to access the market to government
tenders.

EMPIRICAL REVIEW

Kituyi, Oketch, Namusonge & Sakwa (2017) carried out a review on the effect of public reservation practices on service delivery in Kenya. The results of the review
indicate that public procurement preference and reservations policy among the youth, women and persons living with disabilities are still not fully implemented.
Ndung’u & Ochiri (2017) carried out a study aimed at finding out the effects of procurement policy on customer service delivery in the telecommunication sector;
a case of Safaricom Company limited. This study revealed that there was a positive relationship between the components of procurement policy and customer
service delivery.

The World Bank carried out a survey on preferential public procurement policy case studies on inclusive business (World Bank, 2016). Findings on the effectiveness
of the Public Services Social Value Act (2013) in the UK revealed that there was a 75% employment of young and disadvantaged people and 83% opportunities for
training and local employment as a result of preferential procurement policy.
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Marendi (2015) carried out a study on public procurement legal framework implementation and performance of state corporations in Kenya. This study indicated
that there was a strong positive and statistically significant relationship between implementation of Preference and Reservations Regulations (2011) on organiza-
tional performance of state corporations in Kenya. The R? value indicated an explanatory power of the independent variable of 0.380. This means that 38% of the
variation in performance was explained by the implementation of the Preference and Reservations Regulations.

Ngeno, Namusonge & Nteere (2014) investigated the effects of discriminatory public procurement practices on organizational performance in the Kenyan public
sector. The findings in this study revealed that discriminatory procurement practices had significant positive relationship on State Corporations performance with
reservation practices having contributed the most to organizational performance followed by indirect practices and preference practices respectively.

Previous studies by Myers (2006); Bates (2009); Abor & Quartey (2010) also found out that elimination of a preferential program limited employment opportunities
along with procurement opportunities, thereby suggesting an existence of a correlated relationship.

SIGNIFICANCE OF THE STUDY

Academically, finding answers to how micro, small and medium—sized construction firms perform after winning public contracts through preferential public pro-
curement initiatives addresses significant research gaps in the literature. But most importantly, study findings can be used as a blue print for the improvement of
legislation on preferential government procurement opportunities and decision making by stakeholders in the construction industry.

STATEMENT OF THE PROBLEM

According to the National Construction Authority (2018) a majority (over 80%) of Kenyan contractors are small and medium-sized enterprises thus only eligible to
be registered under lower categories of projects and can only access 30% of major tenders that are awarded in this country. In spite of Kenya’s numerous public
procurement reforms, its micro, small and medium-sized enterprises still find it hard to participate and survive in the public procurement market. The Kenyan
National Bureau of Statistics (KNBS, 2016) reported that a total of 2.2 million micro, small and medium-sized enterprises were closed within the last five years
after establishment. More so, the construction industry in Kenya has hit media headlines several times due to the collapse of buildings in the recent past. This has
attracted a lot of attention from the government and investors on how quality assurance and quality control is done in the industry.

A report by Hivos (2018) on the impact of access to government procurement opportunities on youth, women and persons with disability shows that there was
an 82% increase in the number of enterprises owned by youth, 70% increase in new jobs creation and a 71% increase in annual revenue generated by youth owned
enterprises. The income from these initiatives accounted for 35% of sales and 38% of overall profit. In addition, the KNBS (2016) reported that approximately
148,000 people are formally employed in the domestic building and construction industry.

But still, there appears to be a scarcity of literature review on this topic in Kenya. Nielson (2017) notes that there is a persistent lack of studies attempt in the
increased engagement of small and medium enterprises, making concrete claims about efficacy and positive impacts more difficult. A study by the World Bank
(2012) found out that 30% of small and medium enterprises would likely exit the market if the set-asides were removed. The Kenya government also acknowledges
the lack of performance information system, comprehensive performance evaluation system and performance incentive system in this sector (Government of
Kenya, 2014). Kituyi, Oketch, Namusonge & Sakwa, (2017); Murray (2014); Flynn, Davis, & McEvoy (2013); Letchmiah (2012) and Matovu (2011) recommend more
studies to be carried out focusing on the impacts of preference programs for small and micro businesses. This study aims to bridge this existing knowledge research
gap on effect of preferential public procurement schemes on performance of micro, small and medium-sized construction firms in Migori County in Kenya.

OBJECTIVES OF THE STUDY

Generally, this study sought to investigate effect of preferential public procurement schemes on performance of micro, small and medium-sized construction firms

in Migori County in Kenya. But more specifically it endeavored;

1. Toexamine the effect of reservation schemes on performance of micro, small and medium-sized construction firms in Migori County.

2. To establish the moderating effect of government policy and regulations on the relationship between reservation schemes and performance of micro, small
and medium-sized construction firms in Migori County.

RESEARCH HYPOTHESES

1.  Ho Reservation schemes have no significant effect on performance of micro, small and medium-sized construction firms in Migori County.

2. Ho2Government policy and regulations have no moderating effect on the relationship between preferential public procurement schemes and performance
of micro, small and medium-sized construction firms in Migori County.

METHODOLOGY

This study adopted descriptive survey research design to describe the relationship between dependent and independent variables. The reason being, it is set out
to describe and interpret a situation (Etemesi, 2010), as it is.

TARGET POPULATION

The target population was 114 micro, small and medium-sized construction firms in Migori County in Kenya. The study targeted a sample of 88 procurement
officers, who were selected using the Krecjie & Morgan (1970) formula.

EMPIRICAL MODEL

This study was guided by the following general linear regression model:

Model 1; Y=Bo+ B1 X1+ €

Where: Y = Dependent Variable (firm performance)

Independent variables which include;

X1 is Reservation schemes.

In the model, Bo represents the constant term while the coefficient B1 was used to measure the sensitivity of the dependent variable (Y) to unit change in the
predictor variable Xi. € is the error term which captures the unexplained variations in the model.

When moderation is introduced i.e. Model 1 plus government policy and regulations as a moderating factor;

Model 2; Y=Bo + B1 X1+ M+ €

Where Bo = a constant

Bo and B1 are the regression coefficients

€ = the stochastic term

M is government policy and regulations as a moderator.

DATA COLLECTION

This study used both primary and secondary data. Secondary data was sourced from the National Treasury via the internet through its AGPO website and Migori
County Contractors Association records of 2019. A structured questionnaire comprising of closed-ended questions was used to collect primary data from 88
Procurement Officers of the selected construction firms in Migori County. A pilot study was done in Homabay County by selecting ten respondents from micro,
small and medium construction firms using simple random sampling method.

Data analysis and processing involved both descriptive and inferential statistical measures. A Statistical Package for Social Sciences (SPSS) version 25 was used to
examine the relationship between the independent and dependent variables. This involved the use of frequencies, percentages, means, standard deviations,
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Pearson’s Product Moment Correlation Coefficient tests (r), Analysis of Variance (ANOVA), coefficient of determination analysis (R?) and Multiple Regression Anal-
ysis (MRA). Some findings were presented using tables.

FINDINGS

Questionnaire's response rate was found to be 71 out of 88=81% which was very good according to (Mugenda & Mugenda, 2003). Results from this study reveals
that 87.5% of respondents agreed to the sentiment that reservation schemes led to an increase in job opportunities for local people and 100% agreed that reser-
vation schemes contribute to an improvement in firm profitability. But on average 54.2% of respondents were skeptical about whether reservation schemes
contributed to the quality and speed of firm project outcomes. Another 45.8% were neutral, that is to say, they did not agree nor disagree to the notion that
reservation schemes influenced customer satisfaction.

Table 1 shows the values of R and R? for the model fitted of 0.759 and 0.576 respectively. The R value of 0.759 revealed a strong and positive linear relationship
between reservation schemes and firm performance. The R? value indicated the explanatory power of the independent variable of 0.576. This implied that 57.6%
of the variation in firm performance was explained by the model Y= Bo + B1X1.

TABLE 1: MODEL SUMMARY FOR RESERVATION SCHEMES AND FIRM PERFORMANCE
Model Summary®

Model | R R Square | Adjusted R Square | Std. Error of the Estimate | Durbin-Watson
1 .759% | .576 .570 31297 1.950
a. Predictors: (Constant), RESERVATION
b. Dependent Variable: PERFOMANCE
ANOVA results in Table 2 shows that the F-statistic=93.770 and P-value of 0.000. Since the P-value of the F- statistic was less than 0.05, it showed that the coefficient
in the equation fitted was not equal to zero implying a good fit.

TABLE 2: ANOVA FOR RESERVATION SCHEMES AND FIRM PERFORMANCE

ANOVA?
Model Sum of Squares | Df | Mean Square | F Sig.
Regression | 9.185 1 |[9.185 93.770 | .000°
1 | Residual 6.759 69 | .098
Total 15.944 70
a. Dependent Variable: PERFORMANCE
b. Predictors: (Constant), RESERVATION

MODERATING EFFECT OF GOVERNMENT POLICY AND REGULATIONS ON THE RELATIONSHIP BETWEEN RESERVATION SCHEMES AND FIRM PERFORMANCE
This study also sought to determine the moderating effect of government policy and regulations on performance of micro, small and medium-sized construction
firms in Migori County in Kenya. In order to determine the relationship between the two variables ordinary least squares regression was used. Hence, the regression
model Y=Bo+B2X2*M+ € was fitted from the data where X represented reservation schemes, M represented government policy and regulations as a moderator and
Y represented firm performance. The results presented in Table 3 shows model fitness for a regression model after moderation.

TABLE 3: MODEL SUMMARY

Change Statistics
Model | R R Square | Adjusted R Square | Std. Error of the Estimate | R Square Change | F Change | dfl | df2 | Sig. F Change | Durbin-Watson
1 .7392 | .0556 .553 1.22991 .017 3.638 1 69 |.061 1.831

a. Predictors: (Constant), RESERVATION, GOVERNMENT
b. Dependent Variable: PERFORMANCE

The R Square before moderation was 57.6% but after moderation the R square reduced to 55.6%. This implies that government policy and regulations reduced
performance of micro, small and medium-sized construction firms in Migori County. Further, the moderating term had no significance with P value 0.061>0.05 (in
Table 4). These findings reveal that the regression model was not a good fit. It also implies that government policy and regulations was not significant in moderating
the relationship between reservation schemes and the performance of micro, small and medium-sized construction firms in Migori County in Kenya.

TABLE 4: ANALYSIS ON VARIANCE (ANOVA®)

Model Sum of Squares | df | Mean Square | F Sig.
1 | Regression | 10.054 1 |10.054 3.638 | .0612
Residual 165.817 69 | 2.764
Total 175.871 70

a. Predictors: (Constant), RESERVATION, GOVERNMENT
b. Dependent Variable: PERFORMANCE

CONCLUSIONS

This study concludes that there is a positive and statistically significant relationship between reservation schemes and performance of micro, small and medium-
sized construction firms in Migori County in Kenya. Finally, this study revealed that the government policy and regulations had no significant effect on the rela-
tionship between reservation schemes and performance of micro, small and medium-sized construction firms in Migori County, Kenya.

RECOMMENDATIONS

The study recommends that reservation schemes should be embraced and enhanced by both private and public sector procurement managers in all public pro-
curement processes to help vulnerable targeted groups’ access to public contracts.

SUGGESTIONS FOR FURTHER STUDIES

More in-depth studies need to be carried out to establish whether contractor’s resource base like skills levels or skills acquisition and experience contribute to
better project outcomes or deliverables in the long-run. There is also the need to determine the effect of preferential public procurement schemes on the project
costs and consequently on the profitability of micro, small, medium-sized construction firms in Kenya. Lastly, his study recommends further research into factors
influencing customer satisfaction and retention in construction industry in Kenya.
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ABSTRACT

The aim of the research paper is to study and analyse the primary aspects on the concept of budgetary control and its impact on organizational performance. In
this paper, certain issues that are arising because of the weak link between these two are also depicted along with the additional remedial measures that can help
in improving the overall organizational performance. The objective of the apparel is to evaluate and study the impact of the budget and its controlling over the
overall organizational performance. The research data will be collected from the secondary sources that are authenticated and realistic to deliver the healthy results
from the overall research paper. The further study will give the detailed analysis about the impact so to understand the actual scenario of the theme. Also, the
example of Google is considered at some of the places to give the realistic implications that the budgetary control can give to the organizational performance by
managing the finance and the related resources in an organised way so the implications can be understood well.

KEYWORDS

budgetary control, budget, organizational performance, financial aspects and financial perspective.

JEL CODE
G31

1. INTRODUCTION
udgeting is a concept of study and debate since many years. A budget is an effective tool of managerial people that is helpful in readily accepting the
% organizational changes. The primary objective of budgeting is to serve as the financial assistance of the organization’s performance and also imposing the
financial limits. Budgetary control helps the officials to take better analysis of the organizational performance, and giving further expansions or elimination
of these practices.
Budgetary control is one of the efficient tools of managerial techniques that coordinates and manages the actions and evolves the performance of the organization
in the right direction. The concept focuses on controlling the work and the operational performances and managing future working of the entity that can help is
marking the financial deviations that the organizational performance has in the perspective of the desired position and the actual attained outcomes (Balogun, et.
al., 2015). Financials are the prime concern of study in the business and its performance. On the other hand, Budgetary control makes the control of the business
on the overall financial aspects.
Some of the entities consider for limited aspects of options which they show up from their past costs and current circumstance and additional managerial personnel
and then even evade on creating long term strategies and budgetary plans. Budgetary planning if not done for the present issues than it in turn raises the severity
of the future businesses at an increased level (Balogun, et. al., 2015). Budgeting makes the operations more effective and addressing the mechanism and alarming
with the future arising issues that in turn will be helpful in performance improvement and overall nurturing the organizational activities.
Budget and its imposed controls are helpful in making the organizational performance organized and is also helpful in structuring the operations of the organization
so the working can move in a common direction and accomplishing the proposed objectives (Choge, 2016).

2. STATEMENT OF THE PROBLEM

In the research paper there are certain questions that are addressed to give a detailed analysis of the theme:

1.  Whatis the link between organizational performance and budgetary control?

2 What impact does budgetary control have over the organizational performance?

3. What issues are faced in the organization due to the budgetary control?

4 How can an organization adopt remedial measures to eliminate the arising issues by using the concept of budgetary control?

3. SIGNIFICANCE OF THE STUDY
The major aim of the research paper is to enhance the knowledge. The research gives a detailed link amongst the elements addressed in the theme. It is a tool
that is helpful in measuring organizational performance and also helps in promoting harmony and work in the business.

4. LITERATURE REVIEW

The majority of the organization uses the tool of budgetary controls as the primary aspect for studying the internal control and the organizational performances
that in turn are helpful in making the comprehensive managerial path for making the effective resource apportionment and allocation. According to Dunk, 2011,
Budgetary control is the way toward building up a spending plan and occasionally contrasting genuine uses against that arrangement with deciding whether it or
the spending designs need acclimation to remain on target. This cycle is important to control spending and meet different money related objectives (Dunk, 2011).
The business entities depend vigorously on the concept of budgetary control to deal with their exercises of cash inflow and outflow, and this method is likewise
utilized by people in general and the specific way just as specific way.

° To study the link between organizational performance and budgetary control

Budgetary control is a type of system that every organization adopts to fulfill the aim of controlling cost in the process of manufacturing goods, items, or delivering
services to the customers to achieve maximum benefit and assure profits of the organization. According to Nafisatu, 2018, budgeting helps in providing a process
to regulate the flow of money productively to maximize the efficiency and performance of a firm. Budgetary control involves the setting of a budget department
that regulates the process of budgeting (Nafisatu, 2018). There are various objectives of budgetary control such as planning, coordination, communication, control,
evaluation, etc. As it is well known that all the former objectives of budgeting affect its eventual and ultimate goal, which is to generate a profit for the organization.
This study is focused on the budgetary control of Google as an organization, where we will first discuss the budgetary link of performance of the same (Nafisatu,
2018). Google is a big name in today's world, their performance reflects firm beliefs and principles they carry. As a search engine, their main function is to collect
and process data present out there by every possible source and presenting it in front of the world after going through various processes. This seems like a big
responsibility indeed and methods like budgetary control help in ensuring the financial functioning of the firm in a regulatory manner. All of this requires a lot of
planning, Budgeting forces members of management and employees at other levels to set their aim in clear terms and they are compelled to plan for achieving
the very same aim. Budgeting also improves the coordination and communication at Google, communication of goals through budgets will provide a clear under-
standing of how and when the goal should be achieved. Budgeting not only provides a plan but it also motivates the employees and managers to perform their
best in achieving the aim on the terms of the discussed budget, which helps the organization in rewarding the best performances, as Google believes in developing
a meritocratic environment. Moreover, budgeting allows Google in providing the best as it generates control over any kind of variation in or deviation of the
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planned budget. Evaluation of performance is a crucial factor and budgeting removes the confusion of accountability by clarifying the responsibilities. Once the
firm knows the deviation it is a lot easy to handle it's reoccurring and finding ways to overcome it (Olaniyan and Efuntade, 2020). Google unequally compensates
people, based on their performance, through the bonus, equity, etc and all of this is possible with the help of budgeting. Budgetary control is essential in firms like
Google where a team-based organizational structure is present, where orders are sent down to the employees from the top of the organization. According to
Olaniyan and Efuntade, 2020, planning and budgeting are essential to encourage the bottom employees for working hard to achieve the given goal, hence it affects
the performance and efficiency of Google (Olaniyan and Efuntade, 2020).

° To analyze the issues arising in the organization in the perspective of the budget and its control

Budgetary control involves various processes that would affect the working of the organization in various manners such as:

Unpredictable future: The budgets that are prepared by the managers for the upcoming events in the future period. The estimates about its success and failure
are uncertain and the assumptions may not always come true. There are always changes occurring in the situation which is presumed in the upcoming duration.
These changes in conditions may upset the budgets which have to be prepared based on certain predictions. The future uncertainties which are higher in a firm
like Google raise issues in the organization due to a budgetary control system (Silavwe, 2020). Google focuses on maintaining the authenticity of the data and
services provided and this could be compromised in the absence of good budgeting.

The requirement of Budgetary Revision:

For example, budgets prepared by Google might be based on the presumptions that certain changes in the situation will occur. Due to these uncertainties or
deviations, Google might feel the urge to revise the budget. According to Silavwe, 2020, says revising a budget would also require a big expenditure and it may
reduce the resources that could be used in other productive activities to produce results. This might create discomfort and frustration among employees. Moreo-
ver, this process is time-consuming and sometimes can be exhausting to the workers (Silavwe, 2020).

Discouraging to accomplishers:

In a budgetary control system, the targets are provided to every employee in an organization. As Google promotes meritocracy, there can be employees who are
capable of more than what they are already doing but given targets might make the employees feel contented by achieving the target.

Issues in maintaining Co-ordination:

The success of any budgetary control system depends upon the co-ordination present between various departments. Google holding the cross-functional organi-
zational structure requires proper coordination among the various levels and sections which might consume resources and create confusion in communication.
According to Silva and Jayamaha, 2012, the performance of one level will affect the results of other departments. To overcome the issue regarding coordination,
Google should have a Budgetary Officer at every level (Silva and Jayamaha, 2012). If an organization ever fails to appoint the budget officer at required departments
then this will result in poor co-ordination which will eventually affect the performance of the certain department.

Conflict among various departments:

In the functional departments, conflicts may arise due to the budgetary control system. Every manager will be more concerned about the performance of his team
and due to this, he might neglect the business goal of the firm. According to San and Heng, 2011, the heads might quote funds for their section bigger than some
other department due to variation of location, the culture of a place, etc as the working of different departments with similar jobs located at different sites might
require different resources. This might raise conflicts between the various departments (San and Heng, 2011).

Top Management: Top management or heads are the controlling power in organizations like Google where orders are passed down through various levels. If the
top management is convinced for providing full support the system only then successful functioning of a firm can be assured (San and Heng, 2011). Otherwise, the
budgetary control system might fall anytime in absence of support and guidance of the top management.

Google uses millions and millions to invest in various processes but a lack of proper insight and supervision could cause harm to the firm as it will reduce the profits
owned by the organization. So, ensuring supervision at every level is the key ingredient in the success recipe of Google and in ensuring profit.

° To identify the remedial measures for improving the organizational performance and establishing better budgetary control

Google takes all the measures to maximize their efficiency and performance. They are well known for coming up with something new and innovative every time.
however, performing budgetary control over every action is certainly not possible for such a big organization but keeping in mind a few things they can successfully
run an overview under budget by following certain steps:

According to Siyanbola, 2013, budgetary control aims at maximizing the profits of a firm which will provide greater funds next time. Great success results in an
increase of funds, profit to the firm, higher pay scale to employees, etc. To achieve this goal, strategic planning and coordination of different functions are required
(Siyanbola, 2013). If budgeting is undertaken, there is proper control of the firm over revenue expenditures, capitals, etc. Adoption of budgeting provides a better
view of the proper functioning of different departments and their working can be easily regulated based on the targets provided to each of these.

The policies, plans, and targets are decided by the management and passed down. Different departments put efforts together to reach the same aim, of the firm.
Every department is provided with a specific target that is to be achieved within the lines of budgetary control. According to Mohamed, et. al., 2016, the efforts
are directed towards a particular direction to achieve the desired goal and in presence of these aims, the efforts never go in vain (Mohamed, et. al., 2016).

In budgeting, there is the use of the tool for measuring performance. As targets are provided to various departments, the budgetary control system gives a tool
for measuring performance at the managing level (Mohamed, et. al., 2016). The budgeted targets are compared to actual produces to find deviations in the
budgets. The performance of each section is reported to the head of management and the analyses of their performance occur. This system enables the introduc-
tion of management if required.

The planning of expenditure will guide a systematic process and reduces the chances of wastage of any resource. The resources can be used and held to optimum
use. The profits derived for the concern will ultimately lead to an extension of the big organization like Google and then to the economy of the country, it is working
in. This provides a better way to optimize resources and reducing wastage of finances.

Being a powerful firm, Google must be aware of its weaknesses just like its strengths. Budgeting is a process that provides a tool for analyzing and finding any weak
spot in the working of the system. Determination of these weak spots will eventually result in the generation of corrective measures adopted by the firm. Once a
deviation is reported the firm needs to take an early initiative to stop the re-occurring of the deviation. According to MIRAIJI, 2017, in the absence of a budgetary
control system, the deviations can be determined during the process itself and save time as otherwise the deviation might only be spotted at the end of the
financial period (MIRAJI, 2017).

According to Marcormick and Hardcastle, 2011, Creating budget consciousness among the employees no matter how enormous resources are present. Targets
are pre-decided for each department and its employees which can enhance the efficiency in working of these departments (Marcormick and Hardcastle, 2011).
Hence, the aim is to make them aware of their responsibility. In this way, the working of each of the department remains uninterrupted and improper working of
one department does not disturb the others. Budgeting enables the generation of the greater economy by optimizing resources through detection of budgeting
and producing greater profits.

Opting rewarding schemes upon the performance evaluation is important in budgetary control, as it is the destiny of the process to encourage efficient employees
among the various departments. Recognizing their efforts is as important as correcting the deviations.

5. RESEARCH AIM
This research will aim over giving a detailed analysis of budgetary control and the impact that it can have on the overall organizational performance. To study the
connection between the two is the prime focus that the paper would emphasize over.

6. OBJECTIVES OF THE STUDY
The research will address the following mentioned objectives:
1.  Tostudy the link between organizational performance and budgetary control
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2. To analyze the issues arising in the organization in the perspective of the budget and its control
3. Toidentify the remedial measures for improving the organizational performance and establishing better budgetary control

7. HYPOTHESIS OF THE RESEARCH
HO- There is link between organizational performance and budgetary control.
H1- Budgetary control have a proportional impact on organizational performance.

8. RESEARCH METHODOLOGY

This is the chapter that is giving the techniques and the tools that are used within the research paper. The overall used strategies and the criteria are given in this
section that is helpful in addressing the research paper and also giving the overall techniques and approaches that are used throughout the research paper.
RESEARCH DESIGN

The design of the research is imperative as it gives the proper implications and the actual link between budgetary control and organizational performance (Zangi-
rolami-Raimundo, et. al., 2018). The positive perspective between the two is depicted in this scenario gives the true link between these.

DATA COLLECTION

The data will be collected from secondary sources only. The entire data will be taken from the authenticated sources and the already published journals. This
research is entirely dependent on secondary sources only (Basias and Pollalis, 2018). To complete the research effectively the researcher has focused on taking
reliable and trusted journals and articles into consideration for completing the overall research paper.

DATA ANALYSIS

The data analysis is done on a qualitative basis only. As the data is considered from the secondary sources so the work is done in the qualitative aspects only. Only
the quality data is studied in the report that gives the readers and the researchers for giving better influence and implications of the overall research and the
studied articles and journals (Basias and Pollalis, 2018).

DATA RELIABILITY AND VALIDITY

To make a better research paper, it is necessary to use reliable and valid data and approaches. The secondary data is been used only from reliable and trusted
sources that can deliver trusted outcomes on an overall basis (Zangirolami-Raimundo, et. al., 2018). The better conceptual understanding and ideas are built in
the research that has also made it more reliable to study and give better analysis and understanding of the theme.

9. RESULTS AND ANALYSIS

It gives the results and analysis of the research paper in the context of the theme that is helpful in making the better implication and giving a better understanding
that how budgetary control and its study and implications can help to improve organizational performance. The given study considers the qualitative study in the
aspect of them to give a detailed analysis of this so that a better understanding can be taken.

GRAPH 1: BUDGETARY PLANS AND CONTROLS IMPOSED BY ORGANIZATIONS
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The above graph depicts the position and the budget plans that the organizations develop for a distinct period. From the analysis of the above graph, it can be
analyzed that the majority of the organization creates the budget of the period of 1 to 5 years majorly as these are helpful in taking the better controls but also
helpful in making the dynamic performance and change the organizational working as per the changing trends and business needs (AKINLOLU, 2020).
Organizations have made the operations in such a way that the budgets give a detailed study about the same. Distinct organizations have adopted a variety of
methods in adopting and planning their budget and budgetary controls (AKINLOLU, 2020). As and when the organizations adopt the controlling aspects for the
budget the impact is delivered in a similar path.
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GRAPH 2: IMPOSITION OF THE BUDGETARY CONTROL AND ITS IMPACT ON ORGANIZATIONAL PERFORMANCE
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The above graph depicts the position and the impact of using better budgetary control in the business. The graph line shows that the increase in the level of
budgets and budgetary control is helpful in making better organization performance. From the above graph, it can be easily depicted that the increase in the
budget control percentage will, in turn, give a proportional impact on organizational performance. As the budgetary control is low, then the performance of the
organization is also low and poor, in turn with the constant increase in the imposition of the budgetary control than the rise in the organizational performance in
turn that moves from fair to the best positioning (Akeem, 2017).

The organizational performance is directly proportional to the budgetary controls that are imposed on the entity. The above graph shows the proper proportion
and study. To eliminate the issues and offer better performances the budgetary aspects should be imposed beneficially to eliminate these issues from the entity
and offering better operational working.

GRAPH 3: ACTUAL AND ESTIMATED BUDGETARY OPERATIONS
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From the study and the analysis of the above graph, it can be seen that the budget plans are helpful in making the proper operational working in the business. The
budgets are helpful in imposing the position in the entity's performance as it is helpful in making better business implications (Asumani, 2019). The above graph
shows the making budgets set up the benchmark of performance to the organization that in turn makes the pressure over the organizational performance in giving
the better implications in the way that also enhances and improves the overall performance of the organization.
From the above graph, it can also be analyzed that the budget ahs set up the anticipated Incomes and Expenses that the entity would need to have in the business
operations in all the aspects that in turn will help the business to at least make the operations in the way so that they can at least they can earn better incomes
and expenses (Egbunike and Unamma, 2017).
The above-conducted analysis has directed a fundamental examination of budgetary control and execution of an association, utilizing it as a contextual analysis.
The researchers have assessed past writing and commitments to this examination, the issues related to budgetary control, different approaches to improve exe-
cution through budgetary controls, different approaches to improving execution through budgetary controls in past and late occasions, among other striking issues
applicable to the subject of study (Egbunike and Unamma, 2017). From the above-done analysis and results, this is understood that budgetary controls offer better
organizational performance because of the different issues related to financial plans and budgetary control frameworks in several entities.

10. CONCLUSIONS

In such a competitive world Google needs to maintain its legacy and performance. Therefore, budgetary control has a significant role to play (Bruns and Water-
house, 1975). They must try to combine products which result in increased profitability and introducing new features into an already existing program is necessary.
Hence, to ensure appropriate spending budgeting is necessary.

Google must come up with new incentive schemes with every revision during the budgetary control to develop excitement among workers. Budgeting makes it
easy for a firm to be pre-calculative of the profit coming their way. Hence, promising due success. The comparison of budgeted and actual performance guides the
application of these schemes planned by the firm. Managers take two main things into account while evaluating their employee's performance and the rating
given are produced based on the target achieved, the accomplishment of the employee, and how they achieved the targets, etc. all this happens during the
performance preview cycles that are annually followed by monthly performance check-ins. Further, the employee also performs self-assessment (Chigodo, 2017).
The performance of every section differs and must be judged independently based on the deviations and circumstances faced by the organization.

By undertaking the process of budgetary control firm becomes capable of acquiring proper control over revenue expenditures, capitals, etc. Adoption of budgeting
provides a better view of any improper working and practicing among departments and their working can be easily regulated based on the targets assigned
(Chigodo, 2017). Google pays great importance to the rewarding system which compels employees to achieve their targets. However, it reduces their chances of
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exploring greater capabilities. This indicates the need for the independent functioning of a budgeting committee. Being a big firm with a big turnover often leads
to bigger unnecessary budgets which can be utilized for some other productive activities for expansion of the industry and would assure the firm with profit.

The above-given analysis and the findings suggest that the concept of a budget is highly proportional to the link and the working of organizational performances
and the impact of this should not be neglected from the work. The budget has given and underlined the proper budgetary aspects and structuring the operations
and the performances of the organization.
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