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ABSTRACT

To examine the effect of micro finance loans on fthancial performance of small
medium enterprises in Nairobi County. The study wascriptive in nature. The
population for this study was the SMEs operatingNiairobi County. The target
population was grouped based on 17 constituenaiddairobi County: Westlands,
Dagoretti North, Dagoreti South, Langata, Kibra,yBambu, Kasarani, Ruaraka,
Embakasi South, Embakasi North, Embakasi Cenkraibakasi East, Embakasi
West, Makadara, Kamukuniji, Starehe and Mathareo#tiog to Public Procurement
Oversight, there were an estimated 5,596 SMEs tipgrim Nairobi County of which
526 SMEs belonged to persons with disabilities, S88Es belonged to women, 18
were general SMEs while the largest chunk of 45BEES belonged to the youths.
According to the table the sample population shdu#d357. A stratified random
sampling technique was used in this study. Randamping employed to pick SMEs
for the sample. This study used a questionnaidata collection. The study provided
two types of data analysis; namely descriptive y@ialand inferential analysis. The
analysis entails gathering of data from differemirses, their review and analysis to
form a deduction. This study used linear regresaimalysis model and so this study
will use the analytical software in data analygimong the software that was used
was Statistical Package for the Social Scienceioergl.0 (SPSS) and advanced
excel for analysis. The linear regression model &pplicable since it allowed
simultaneous investigation of the correlations agndifferent variables. The study
established that the type of business which mosthef SME in Nairobi County
engage in is retailers. The study also found thatafinance loan influence financial
performance in SME’s in Nairobi County to a verear extent. The data findings
analyzed also shows that taking all other independariables at zero, a unit increase
in Microfinance loans will lead to a 0.852 increasedfinancial performance of the
SME; a unit increase in age of the SME will leacht6.643 of the SME increase in
financial performance, while a unit increase indd@raccessibility will lead to a 0.473
increase in financial performance of the SME. At Bel of significance and 95%
level of confidence, the study found out that Mfarance loans, age of the SME, and
credit accessibility were all significant in finaat performance of the SME. The
study concludes that the type of business whicht mbthe SME in Nairobi County
engage in is retailers. The study also concludes mhicrofinance loan influence
financial performance in SME’s in Nairobi County dovery great extent. Based on
the key findings, the study made the following maoeendations. Microfinance
Institutions should enhance training of their d#ean the entrepreneurial skills so as
to enhance their skills as a large proportion @& thspondents were found to be
certificate holders of high school graduates hdheg lacked the necessary business
management skills. The study established that lmgerest rates and repayment
period inhibit some of the SME’s in Nairobi Courftpm accessing microfinance
loans to a very great extent. The study also recemds the MFIs carry out
sensitization campaigns on the need to save anhengeaders.
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CHAPTER ONE

INTRODUCTION
1.1 Background of the Study

Despite the rapid growth that it has experiencetw of the challenges Kenya is
facing today is poverty reduction. To address thmerty delinquent, several
programs have been initiated and implemented icdomtry. Among these initiatives
is microfinance, earlier known as microcredit. Té@ncept of micro lending was
principally introduced more than three decades iagBangladesh by Nobel Peace
Prize winner Professor Muhammad Yunus. He startegin®en Bank with the aim of
reducing poverty by providing small loans to theminy’s rural poor who had little or
no access to capital from financial institutionsufs, 1999). A key feature of
microfinance has been the targeting of women orgtbands that, compared to men,
they perform better as clients of microfinanceitnibns and that their participation
has more desirable development outcomes. In tHe@itury, microfinance banks do
not only provide credit to the poor, but also a iayrof other services including
savings, insurance, remittances and non-finansevices such as financial literacy

training and skills development programmes.

The development of small firms is generally agraeetle a key ingredient in poverty
reduction (World Bank, 2000). Microfinance has afiéts visions being to steer the
growth of micro enterprises. Among many challen¢gsing small and medium
enterprises (SMES) is lack of access to finanae¥Xdnya, credit facilities to SMEs
are in the form of loans or debt financing offel®dbanks, which provide for their
growth capital. The obstacles to SMEs in accessiagit facilities is the perception

by banks that offering loans to SMEs is risky, ifigbof the SME operators to fulfill



the collateral requirements; lack of a guarantdeeise to back up banks financing
SMEs; high cost of screening and administering Eloahs spread over big areas and
inability of borrowers to prepare and present bessn plans that meet bank's

requirements (MSME BILL, 2009).

Some banks and micro finance establishments in &edgspite all the perceptions,
have taken a chance on SMEs offered them crediitifes They have perceived
SMEs as a critical ingredient for economic growtial @evelopment because with the
increasing unemployment rates especially amongahéhs, SMEs makes significant
contribution toward job creation and provision oWl cost goods and services. This
has largely contributed towards the vision 203&Bpally the economic pillar. With
this great improvement, there is still no specdgtimation of the effect the micro
finance loans have on the profitability and gendirsncial performance of SMEs.

This is the area this study aims to concentrate on.

1.1.1 Micro Finance Loans

A Microfinance Loan is a formal arrangement in whia bank gives money to a
borrower who in turn agrees to return it usuallpngl with interest at some
predetermined future point(s) in time. Loan fambthave been there in many African
countries and can be traced back before indepeaddie colonial government did
not provide credit facilities to the African peopland hence the informal credit
groups such as merry go rounds were formed withénsiocieties in rural areas and
clan levels. In Kenya the, the idea of Micro Crediitring the 1970’s government
agencies were set up as and their main respomgitiéis to provide credit to those

who had no previous access to credit facilitiesbiKa 2002).



Microfinance is a source of financial servicesdatrepreneurs and small and medium
enterprises which have difficulties meeting thécsfpreconditions of access to bank
credit especially collateral like title deeds awnd books. Microfinance has proved
this bank stern concept to be wrong as they godahed target the SMEs who are
considered risky with no collateral but the repagihrate turns to be positive. There
are two main mechanisms used by micro finance bankthese loans to clients
without collateral security. First, there are grobpsed models where several
entrepreneurs come together to apply for loans geoap and so as each other’s
watch guards towards repayment. Secondly, thesdaionship based banking for

individual entrepreneurs and small businesses.

Microfinance establishments have improved the tjvistandards of low income
earners, small scale industries and small manufagtplants owners and as a result,
lower and middle class people are more attractedyday towards microfinance
services. Microfinance has also made necessarysedfriendly repayment options
to repay the loan well in time and to take a friesin after the closure of the first one.
Documentation and the access to microfinance iother reason why it has become
so successful. While availing any loan from the rofinance, the documentation
process is least and people can take a loan wetimithimum required documentation

(Kamau & Kalio 2012).

1.1.2 Financial Performance

Moullin (2003) defines financial performance as haell the firm is able to manage
it operations through delivery to clients and shateers. Achrol and Etzel (2003)
concur with Moullin (2003) by defining financial germance as the extent to which

an organization can accomplish its goals. Finarmaformance is normally used in



tracking and reviewing the progress of SME’s asdsirategic goals and plans. The
definition from the two authors’ perspectives exa@si the manner in which SMEs
should appear to its customers to attain its visidre definition identifies market and
customer segments where the entity would competeweall as the expected

performance in the targeted segment.

For the attainment of the goals, missions and ¢ of any SME is dependent on
constant evaluation and assessment to determin¢éhevhigs operations are on the
right course. There are various methods that carudmd to measure financial
performance of an SME. Different SMEs have différstnuctures and goals and so
differences in methods used to measure their fiahnerformances. Among the
measures include profitability, liquidity, and oatng &financial ratios. Profitability

iS measures as return on investment or return sgtasOperating and financial ratios
are normally employed in measuring the financiaiditton and performance of an
organization (Ogilo, 2012). Among the ratios usedgrofitability ratio. Hermann

(2008) assets that when determining an organiZatiprofitability, the analysis

should concentrate on evaluating its earnings wébpect to its assets, owner’s

investment and or share values.

There are other various tools used to measureinthadial performance of business.
These include Return on Investment (ROI), Residlnedme (RI),Earning per Share
(EPS),Dividend vyield (DI),Earning Ratio, growth sales, market capitalization and

others (Barbosa and Louri, 2005).

Unger and Rosenbusch (2007) supports financiabpeence of a firm as essential
dependent variable in an organization. In thisaedg the financial performance of

the selected SMEs will be determined using Returi\sset (ROA). This is because



ROA considers the Return on Investment (ROI) ahdtilates the efficiency of an
SME in making profits based on its investments aassets (Hermann,
2008).According to Caudle (2008), this perspectixamines the processes in which

the business entity should excel so as to satigfctistomers and shareholders.

1.1.3 The Effect of Micro Finance Loans on FinanciaPerformance

Microfinance loan is a crucial tool for economic mowerment to individuals
especially the women and youths in Kenya. The noredit industry has supported
more than 3 million Small and Medium Enterprisesdimse three decades. Existing
literature on the growth MSEs indicate that manyESMail to expand due to limited
financial resources, poor managements, use of tmaddechnologies, stiff
competitions from bigger firms, poor management afcount receivables,
unfavorable government policies among others. Rmmess to loans and limited
finance are stated as the main causes limiting gfwevth of micro and small
enterprises (Yaron, 1997). However, Microfinancelelsshments have a significant
role in increasing participation in SMEs througinaincing hence contribution to

economic growth and development of the nation.

The findings on the statistics in the study by Mrtiif2014)demonstrate that MFls
offer services to customers who are of the low iineoearning level and the
disadvantaged, majorly women, persons with didadsliand youths to start up or
expand SMEs and this has contributed to econonoitiyrwhich has been rapid over
the years. Asemelash (2002) confirmed a positivgparh of microfinance on
beneficiaries as compared to non-beneficiaries.sHewed that microfinance has
impacted positively income, asset building, andeascto schools and medical

facilities. However credit alone can't automatigalead to increased financial



performance. Madole (2013) established that, agexperience of the SMEs owners,
and, credit accessibility influence the accessredlit and that once accessed, there is
need for training on best investment decisions amtenance of increased profits.
The study concluded most of the small businesspsrikon loan for business capital

growth which plays a very crucial role to promateadl business financial health.

1.1.4 Small Medium Enterprises in Nairobi County

SMEs are sometimes referred to as Micro, SmallMadium Enterprises (MSMES)
cover nonfarm activities such as manufacturing, imgin commerce and services.
There are different yardsticks of categorizing SMEsemmonly used yardsticks are
total number of employees, total investment anéssalirnover. In the context of
Kenya, MSMEs are those enterprises engaging less1f employees, in most cases
family members, with an annual turnover not excegd{shs. 500,000. Majority of
MSMEs fall under the informal sector. Small entesps are formalized undertakings
engaging more than 10 but less than 50 employe#s.aw annual turnover between
Kshs. 500,000 to Kshs. 5 million. Medium enterpsisenploy more than 50 but less
than 100 employees and have an annual turnoverebatishs. 5 million to Kshs.

800 million (MSME BILL, 2009).

Micro and Small Enterprises (MSE) known as Juakabk the biggest informal
employer in Kenya and accounts for 10 million an@ @illion of this number are in
the informal sector. It also continues to employréneach year at an average rate of
about two percent. Small and Medium-Sized Enteggr(SMES) play a major role in
economic development through employment creatioml amcome generation

(Muiruri, 2014). In the Juakali sector, practickills are being developed at low cost



and with financial support; various types of snsakile technologies can be developed

for labor intensive enterprises that could absandneds of young job seekers.

However, those who run the businesses in this skath adequate business skills that
could be mainly attributed to low levels of educati The producer must be a skilled
business man or woman who must be able to handispécts of the business like
selling, marketing, and wielding financial control®ther challenges that have
continued to have a negative impact on the grovitBMEs in Kenya include, but

may not be limited to, poor infrastructure, insétyuand high cost of energy.

1.2 Research Problem

Provision of financial services, especially creditd saving facilities plays an
important role in the development of the economgsiite the efforts of microfinance
institutions to take microfinance services withire treach of poor people and MSEs
that have not benefited from the conventional fdrfivencial system, growth and
expansion of SMEs sector had not shown any sigyraith and expansion. Poverty
is a concept that applies to all humans and mareusdy to people in the developing
world. The deadly effect of poverty on the poor essitated a worldwide research
into ways of reducing its impact. An important tooi fighting poverty is
microfinance which has gained prominence over #st few decades in countries

hardly hit by the menace(Wanambisi,2013).

Studies have shown that microfinance has produegthin successes in poverty
reduction and increased performance of SMEs. AdantbAgbim (2015), found out
that micro-credit has significant effect on self@ayment, education, training and
skills acquisition, and economic empowerment. Wanian{2013) found out that the

amount of loans is significantly and positivelyateld with performance of MSEs in
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Kitale Municipality. He found that access to miamxdit significantly associated with
sales, net profit, number of paid workers and liaé$ thus access to microcredit had
positive effects on the growth of enterprises. @a tontrary, other scholars that

microfinance has not had the much hyped impact.

According to Oumaand Rambo (2013)microfinance legdpolicies were not
responsive to financing needs of clients and tangba in the business environment.
This undermined the potential of funded enterprigeschieve sustainable growth.
Kimaru (2014) discovered that MFIs face challengesservice delivery such as:
banks relying on personal profiles and track resandreviewing application. Bowen
and Makarius (2009) shows that over 50% SMEs cuoatito have a deteriorating

performance with 3 in every 5 SMEs falling withiretmonths of establishment.

Despite the growth of microfinance in the financecter, recent studies have
continued to report mixed findings on the effectnoitrofinance loans on financial

performance of the firm. Some report a positivatiehship but also note challenges
in delivery of the loan facilities. Others reportiateriorating performance of SMEs
because loan comes with a price. This then ledldet@uestion of the effectiveness of
the role of microfinance loans in promoting theafigial performance of SMEs. This
has motivated by the need to fill-up the acaderaje gn contribution of microfinance

loan by explicitly answering the question: Whathis effect of micro finance loans on

the financial performance of small medium enteg®is Nairobi County?

1.3 Obijective of Study

To examine the effect of micro finance loans on fthancial performance of small

medium enterprises in Nairobi County.



1.4 Value of Study

The study will assist the government, especiallyNmirobi County, in developing
policy frameworks to alleviate financial challenge#sat Small and Medium
enterprises face. The policies will be helpful mhancing the performances of SMEs.
The state and the local authority in Nairobi wild@ use the research outcomes in
pursuance of strategies towards the developmenthef SMEs sector and this
stimulates economic growth. The research outcom# kelp managers use
appropriate financial innovations that will steetME to improve financial

performance.

The study will help the manager of respective SM&smprove their intellectual
understandings of various factors affecting finahperformance of their SMEs. This
will help them understand the challenges faced therorelated SMEs and thus
helping the managers improve on their performantis.study will thus be essential
as it will highlight the risk mitigation strategiesed by the SMEs and so assist in

improving their products.

The study will contribute to the existing knowledge the financial factors affecting
SMEs. The information that will be obtained frometlanalysis will help future
researchers. It will provide a platform for disdoss amongst scholars on the effect

of microfinance loans and provides a basis fohrtresearch.



CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter will deliberate the theories, factaffecting financial performance and
empirical studies both internationally and localglated to microfinance loans and

performance.

2.2 Theoretical Review

This section explains the theoretical foundationfs noicrofinance loans and
performance. Three theories are discussed namelgySs grounded on Financial
Liberalization Theory, Game Theory of Microfinaneed Financial Sustainability

Theory.

2.2.1 Financial Liberalization Theory

Published in 1966, the genesis of financial libeedion theory dates back to the
seminal paper of McKinnon (1973) and Shaw (1973nefimes referred to as
McKinnon and Shaw or Financial Repression Theotye Theory posits that there
exist two way of evaluating the connection betwieance and development. One of
the ways is “demand-following” and takes place wifieance deepens as economy
grows (Ahmed, Abdullahi, Islamand Sardar 2009); atieer is “supply leading” and
takes suppose growth of firm is pursuant to itardicial expansion. Reinhart, Ostry,
Jonathan and Carmen (2003) point out that finaribalalization can improve the
rate of growth as interest rates move towards nakerage value, and resources are
properly utilized. Consequently, removing contr@s interest rates and letting
interest rise could inspire increased saving radeklitionally, with the supposition
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that increased savings leads to reduced interess, remcreased rates are expected to
raise financial intermediation (Reinhart et al.,02p Strictly with the above
assumptions, it is probable that financial liberation yields increased savings which
eventually increases economic development throdggnaéions in quality (through

allowing efficient resource locations) and investtnguality.

The adoption of policies of financial liberalizatiavill lead to improved productivity
and boost growth in the economy. Ahmed et al., 92@3serts that the strategies lead
to increased propensity to save and this increas@thgs to investors and in turn
lowers the interest rates. The proposition hetlas interest rates are retained below
the market rates under the repressed financiaémsystith the purpose to achieve
sufficient capital for SMEs. The result is that rhevill be reduced investment and
savings leading to increased disparity amid bomgwand SME's rates, and this can
lead to low business. However, Ahmed et al. (2628 that financial liberalization
is expected to rectify the aforementioned dispesitdy letting market determination

of all SME'’s interest rates and stabilization dfation.

This research considers this theory essential stralso leads to increased allocative
efficiency and improved performance of the investtndt is through financial
liberalization that SMEs can institute various nmeeuBm to ensure that there is
sufficient flow of credits to borrows and creditd®MES) get optimal value for their
investments (Ahmed et al., 2009). Among the measirelude quantifiable credit
strategies, the concessional interest rate to Bpe3MES, restricted liquidities and
cash reserve ratios. Financial liberalization atsdails removing all non-market
strategies of interest rate control, leaving masgystem pricing and fund allocations.

The economic reforms enacted through financial réilieation improve the
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investment effectiveness via the efficient use ohilable resources, and this

eventually boosts the performance of SMEs.

2.2.2 Game Theory of Microfinance

According to Avinash Dixit and Nalebuff (2008) tipgoneer of game theory was
Princeton Mathematician called Neumann. In itststgrstages, the emphasis was
placed on games of pure conflict. The contrary weasrded as a cooperative one and
the participants were required to select and jpiatiact their own actions. However,
Avinash Dixit Nalebuff (2008) asserts that receesearch has discovered game
theory is not based on cooperation. According o ttho authors, these games, the
participants are solely responsible for their awiowhich they take actions
individually, but their connections to other mensbear the group involve elements of

both competition and cooperation.

The game theory of finance supports the idea aigtending among small, medium
enterprises. According to this theory, Mbithe (20&8serts that various mechanisms
depend on group borrowers to cooperatively regulatel enforce contracts
themselves. This theory is based on Grameen lemdodg! that is founded on group
peer pressure in which credits are given to graigmetween four to seven members.
The member of a particular group jointly guarantbeir fellow members’ loan
settlements and access to succeeding credit fesilitase on successful repayments
by all members of the group (Mbithe, 2013). Thediag model supports weekly
repayments. The model assumes that the team isieeffiin discouraging loan
defaulters as evinced by the low rates of defaalitecompanies like Grameen Bank,

which employ this model.

12



The game theory is used in this research sincasitdontributed to wider advantages
due to its mutual trust arrangement at the expeh#ige entire group. Game theory is
used in intuiting how group borrowers play micrafiite game with creditors for
example SMEs. From the theoretical point of vidve $tarting positive outcome from
group lending experience is perplexing. Yunus (398&scribes group lending as
defenseless from danger moral problems. Partichlahighlights the possibility of
the existence of free-riding by particular indivédsl and possibility of collusion
behavior by the entire group against the creditddditionally, Ledgewood (1999)
also states that the group typically becomes adimgjl block for the bigger social
network. Though Grubes (2005) contradicts the thdorhave a lot of riding and
collisions, and various efficiencies, the fact tiia¢ theory has been successfully

applied in different organizations makes it relebhd thus its applicability.

2.2.3 Financial Sustainability Theory

Sustainability refers to operations that build amdintain sustainable economic,
social and natural environments. Thus, the conoépsustainability links to the
economic performance of an organization, to thdthed employees and to the stock
of natural resources in the long term (Dunphye@30SME that upholds these three
principles is termed sustainable organization. Boan sustainability implies the
application of various organizational strategieattlead to utilization of available
resources to the best advantage. This is doneeimtbst efficient responsible way in

order to ensure long-term benefits (Grant, 2009).

Financial sustainability of SMEs and organizatiomther sectors is doubtless the
key dimensions of microfinance sustainability. Due its significance in

microeconomic performance, most often, in micrafice the term “financial
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sustainability” has been used to define organimnafiosustainability. It can be
measured using two stages: financial self-sufficyeand operational sustainability of
the SME. Operational Sustainability in is the apifor an organization to support all
its operations using the generated income (Thaphaln@rs, Taylor and
Conroy,1992). Self-sufficient is the ability forethorganization to cater for their
individual generated income, financing and opegatamd other forms of subsidy
valued at market price. That it, its ability to eovts costs suppose its activities are
not funded and suppose it raised funds at comniaaties (Balkenhol, 2007). The
ability for an organization to sustain itself inlang-term is essential for SMEs to
reach their clientele and also to be able to hawécgent funds to take care of
operational costs (Wells, 2010). Even though SMEsukl have the objective to
reach poverty-stricken and poor communities, thditybfor them to remain
sustainable should be their first priority. Thetausability for the SMEs has external

and internal implications.

The financial sustainability theory is applicabtethis research in two key areas. The
first area is to help the researcher focus on husaatainability (Dunphy, 2003). An
SME can achieve this by setting up a system fovighog continuous services to the
target group. Secondly, the theory is applicable nianifesting principles of
sustainability by focusing on the economic sustailitg of SME (Dunphy, 2003).
This involves ensuring that SME’s capital usedrgsuts are economically recycled.
SME upholding this principle becomes an active gtanof ecological sustainability

values.
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2.3 Factors Affecting Financial Performance

This section explains the factors that affect pemnce citing the evidence on the
proposed factors. The factors include microfinaloans, managerial skills, lending

rates, age of the firm, credit accessibility anosgrdomestic products.

2.3.1 Microfinance Loans

Madole (2013) stated that bank loan plays a vencial role to promote small

business growth. His findings were that the amaaftoans is significantly and

positively related with performance of MSEs. Theref the government and MFIs
should enhance the out-reach of microfinance |tlarmgigh creating awareness of the
activities and operations to SMEs especially thaseiral and semi-urban areas that
are yet to appreciate the benefits of the schenamambisi(2013) also recommended
that amount of loan given by MFIs to MSEs shouldrimeased to enable the MSEs

grow to medium scale enterprises.

2.3.2 Managerial Skills

Management style plays a key role in the successvefy organization. Based on
their leadership characteristics, business leadess different activities and
management tools to improve financial performammyen and Makarius (2009) in
their research concluded that business successoissequence of embracing a mix of

managerial strategies.

2.3.3 Lending Rates

Accessing low interest credit is considered to téngportant factor in increasing the

performance of SMEs. Bourke (1989) reports that dfiect of credit risk on
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profitability appears clearly negative. Kamau arali& (2012) proposed that access
to low interest credit further increases SME’s 4laring abilities; improve risk-
coping strategies and enables consumption smoothweg time. Study by further
indicated that the level of interest rates chargedthe loans by the MFIs have
negative correlation with the parameters of businesformance. High interest rates
do not reduce the financial cost, improve cash #f@wvell as increase profitability of

the SMEs.

2.3.4 Age of a Firm

Age of a firm refers to the years a business has e operation. Madole (2013)
found out that collateral, age or experience of BMEs owners, and, credit
accessibility influence the access of credit andcheaffects performance of firms.
Corporate aging could occur for reasons, consistefih cementation of

organizational rigidities, costs rise, margins thgrowth slows, assets become
obsolete, and investment and R&D activities dechsefirms get older. Aging also
seems to advance the diffusion of rent-seeking \ehacorporate governance

worsens and CEO pay goes up. Overall, firms sedactoa serious aging problem.

2.3.5 Credit Accessibility

Access to credit enables Small and Medium enterpri® enhance their financial
performance. The main objective of microcreditasimprove the performance of
SMEs as a result of better access to small loasisate not offered by the formal
financial institutions. It is argued that insufgait access to credit by the poor just
below or just above the poverty line may have negatonsequences for SMEs and

overall welfare (Kamau & Kalio, 2012).
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2.3.6 Gross Domestic Product

Gross Domestic Product is an indicator of size rofeaonomy in terms of the total
dollar value of all goods and services produced @vspecific time period. It is an
indicator used to gauge the health of a countgomemy. Ovamba (2014) asserts that
on the relationship between macroeconomic factodstenk profitability had results
indicating that macroeconomic factors (real GDFation and exchange rate) have a

significant effect on financial performance of SMEdenya.

2.4 Empirical Review

The empirical review discusses the internationdllanal studies on the microfinance

loans and financial performance.

2.4.1 International Evidence

Madole (2013)aimed to examine the impact of micmfice credit on the

performance of SMEs in Tanzania, specifically inrbgoro Municipal. The research
design employed was a case study. Data were aadlécdm 100 respondents. Simple
random and purposive sampling techniques were tesedrive at 80 customers as
well as 20 Bank staff respectively. Data were add using interviews,

guestionnaires, observation and documentary revieata were analyzed using
descriptive statistics (frequencies and percenjagssig computer package called
Statistical Package of Social Science (SPSS) wer8i@.0. Results showed that
through the credit obtained from a bank in Morogo8MEs have been able to
improve businesses in term of: increased busineefit,pincreased employees,
increased sales turnover, increased business ffivation, increased business capital

and assets as well as reduction of poverty amostpoers surveyed. Result also
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shows that collateral, age or experience of the Sk\Eners, and, credit accessibility
influence the access of credit. The study conclunest of the small businesses
depend on bank loan for business capital growtimkBaan plays a very crucial role

to promote small business growth.

Wanambisi(2013) examined the effects of microfiremmstitutions lending on micro
and small enterprises performance within Kitale Mipality. This study adopted a
descriptive survey research design and the tamg@ilation was 1,200 MSEs which
were registered within Kitale Municipality and hagerated for at least three years.
The target population was stratified into homogerseoategories as wholesalers,
retailers, restaurants and service delivery. A $arap120 MSEs was used. Data was
collected using a semi-structured questionnairem@eted questionnaires were
verified and coded by the researcher in a commadrpackage called SPSS then
analyzed and summarized in frequency tables, @etsland figures. The association
between microfinance lending and MSE performancealbkes was established
through Chi square and correlation tests at 95%ifsignce level. A multivariate
logistic regression was used for significant biageivariables. The findings were that
the amount of loans is significantly and positivedyated with performance of MSEs

in Kitale Municipality.

Chibole (2014) seeks to investigate the followiagearch question: how does capital
Microfinance loans, liquidity and ownership affegbwth of medium enterprises in
Kenya? The study used cross-sectional descriptiviey. The target population was
311 drawn from medium enterprises located in Nai®©bntral Business District
(NCBD). The study used stratified random samplind avolved taking 20% of the

target population giving a respondent base of 8pardents. Data for the study was
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collected using the questionnaires and analyzedgudescriptive and regression
statistics with the aid of Statistical PackageSocial Sciences (SPSS 21.0). Findings
of the study indicated that capital structure, ficial liquidity and ownership structure
affect growth of medium enterprises in Kenya. Thedg recommended that
enterprises need to avoid high Microfinance loat®s which may results in high
transaction costs resulting in a weakened posttgmay higher dividends; for SMEs

to encourage institutions to invest in their entisgs.

Boateng (2015) ascertained the impact of microfeamn poverty reduction in
Ghana. The study employed economic and socialbasasuch as individual income,
household growth, access to education, housing marticipation in social and

religious activities as benchmarks for measuring itmpact. Questionnaires were
administered to 60 customers and beneficiariesiofafinance products of two major
microfinance institutions in Ghana: Opportunitydmtational Savings and Loans Ltd.
and Sinapi Aba Savings and Loans Company Ltd. Tiwelysfound a positive

relationship between microfinance and the benchnvariables and recommended
training for beneficiaries to ensure efficient usk funds and creation of sound

political and economic environments so microeniegs can thrive.

Adama and Agbim (2015) set out to assess the sakttip between micro-credit, and
self-employment, education, training and skills wsijon, and economic
empowerment. Regression statistical method wasamaglto analyze the generated
data. The study adopted survey research desigsyateimatic sampling technique to
select the elements that completed the researdtigueaire. It was found that micro-
credit has significant effect on self-employmentueation, training and skills

acquisition, and economic empowerment. They weedhand recommended that
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more awareness on the relevance of micro-crediseid-employment, education,
training and skills acquisition, and economic emeowent should be created and that

microfinance institutions should be encouragedrtvide women entrepreneurs.

2.4.2 Local Evidence

Ouma and Rambo (2013) assessed the effect of aimcessrocredit services on the
growth of women-owned enterprises within the Cdrusiness District of Kisumu

City. Primary data was sourced from 190 women engreeurs. The study found that
access to microcredit significantly associated veitttes, net profit, number of paid
workers and liabilities. Thus, access to microdrbdd positive effects on the growth
of women-owned enterprises. In addition, microficeriending policies were not
responsive to financing needs of women and to amangthe business environment.
This undermined the potential of funded enterprigeschieve sustainable growth.
The study recommends the need to review the fiaangstitution’s lending policies,

increase the amount of microcredit funds and eragmurother actors to finance

women-owned enterprises.

Kimaru (2014) examined the effects of micro finanastitutions activities on the
performance of small and medium scale enterprisased by women in Mogotio
district. The target population was 626 SMEs in kg district by May 2013.
Stratified random sampling was used to select M&sSwhich were beneficiaries of
9 existing MFI's in the district. Simple random saimg technique was used to select
representative sample from every strata. A sampke af 190 respondents, (at least
30% of the target population) was involved in tesearch study. Questionnaires were
used to collection quantitative data. The instrutsieri data collection were divided

as per the variables and objectives to ensurdtibatontent would be comprehensive
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and representative. Data was presented using fneguéables, pie-charts and
histograms. Data analysis was done using both ig¢iser and inferential statistics.

Specifically, chi-square, ANOVA, regression andretation analysis was used with
the aid of statistical package for social scieno@®puter software package (SPSS)
version 21.0. The findings indicated that Repaynmariod, Premium and Interest

rate had a significant effect on profits at 5% lefesignificance.

Muiruri (2014) sought to investigate the role ottrofinance institutions on growth of

micro and small enterprise (MSE) in Thika Municipgl Kenya. A cross-sectional

survey was carried that analyzed both secondarypantary data. Through random
sampling technique, 285 MSEs and sixteen MFIs wgetected. Data collection was
done using questionnaires and interview schedueshé different respondents.
Questionnaires were used to collection quantitatigta on MSEs Owners and MFI
managers. This data then was analyzed using thistisal packages for social

sciences software (SPSS windows version 13.0).fifldéngs were presented using
both tabular and graphical presentation. The figslion the statistics in the study
demonstrate that MFIs offer services to customdrs are majorly (MSEs) and had
contributed growth which has been rapid over thargeFinally the businesses that
received MFI services reported growth in sale, neeeand number of employees

employed.

Bichanga and Njage (2014) attempted to investitfaeeeffects of MFIs on poverty
reduction. The study focused on Poverty Reductit@hRamoja Women Development
Programme (PAWDEP) located in Kiambu District asage study. The study used
descriptive survey design. The target populatiors ®astaff/administrators and 46

clients or recipients of PAWDEP. The study emplogéatified sampling technique
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to select staff of the selected MFIs and clientsthBjualitative and quantitative data
analysis methods were used. The study revealedPA®WDEP as a microfinance
institution has been providing microfinance sersite different groups of women -
productive or active poor and that the instituticses various strategies to deliver its
services such as granting small loans to womerelp them start businesses, grow

their businesses and educate their children.

Korea et al., (2015) studied the effect of micrafine services on the performance of
small and medium enterprises in Kenya. The studyl explanatory research design
ad a population of relatively 429 SMEs registergdhe Kiambu Municipal council.
A sample of 270 enterprises was used utilizing iplaltregression analysis to draw
inferences on the study. Data was analyzed usiatistital package for social
sciences SPSS. The study found that access togsaeiremes, managerial training
and loans grace period to be statistically sigaiftdn determining the performance of
SMEs. The study concluded that increasing providewels of microfinance will

bring about increased performance of micro enteepri

2.5 Summary of the Literature Review

Microfinance a key development strategy for promgpoverty reduction, increasing
financial performance of firms and empowerment ebgle economically. This is
because of its potential to effectively addressepiywby granting financial services to
households who are not served by the formal bankéwogor. MFIs provide loans for
businesses and mobilize rural savings and usingpleinand straight forward
procedures that originate from local cultures amd aasily understood by the
population. These funds are used to finance thernmdl sector Small and Medium

Enterprises (SMES) in developing countries and Kriown that these SMEs are more
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likely to fail. Some Microfinance Institutions(MPBlgprovide social intermediation
services such as the formation of groups, developroé self-confidence and the
training of members in that group on financialréiey and management (Bichanga &

Njage, 2014).

Financial sustainability theory links the ability @ business withstand all challenges
to the economic performance of that organizatiorthe health of employees and to
the stock of natural resources in the long terntrfinance loans offer funds to start
or maintain companies so that they can withstarab@mters in the business world
(Dunphy, 2003). Muiruri (2014) demonstrated thatmoiinance establishments offer
services to customers who are majorly SMEs andcbiagibuted to growth which has
been rapid over the years. He added that busindbsé¢sreceived microfinance
services reported growth in sale, revenue and nupftEmployees employed. Adama
and Agbim (2015) found that micro-credit has sigaint effect on self-employment,

education, training and skills acquisition, andremaic empowerment.

The increased involvement of entrepreneurs espegialith and women in the major
markets in Nairobi Kenya in the activities of miftn@nce banks, NGOs, associations,
cooperatives, rotating savings groups, self-helpugs and savings mobilization
groups suggest that further investigations onréhationship between microfinance
loans and financial performance should be conductelidate the more generalised

results.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This chapter outlines and discusses the researttiod@ogy adopted in investigating
the effects of micro-finance on the financial pemfance of SMEs in Nairobi County.
Among the relevant issues include research dedigm, study population, data
collection techniques, data analysis methods, dalaity & reliability, analytical

model, and test of significance.

3.2 Research Design

Kothari (2004) defines research design as the rmutBhowing how the study
objectives are achieved, and problems under irgatstn are solved. The study used
semi-structured questionnaire through a surveylied data. According to Mugenda
and Mugenda (1999) a survey is an effort to gatlaa from targeted population to
determine the present status of the target popualatbncerning the study topic.
Saunders and Thornhill (2007) support questionsdisestating that they are helpful
in determining the relationships between variousades. Questions through the
survey were most appropriate for this researcht &nabled the collection of data
from SMEs in Nairobi County and in determining thelationship between
microfinance loans on the financial performanceer€hare various researchers who
have successfully used survey for example KamaQ8R8mployed this strategy to
study SMEs operating in Nairobi. Inziani (2006) calemployed this method to
research on SMEs operating in Dandora slums in didaiCounty. The wide

applicability of this method made it appropriate tiois study.
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3.3 Population

Saunders, Lewisand Thorn (2003) define a popula®a group of people, objects,
persons or items from that samples are extractedhrialysis and from which the
researcher wishes to make the inference. The piopuitor this study was the SMEs
operating in Nairobi County. The target populatias grouped based on 17
constituencies in Nairobi County: Westlands, Datorblorth, Dagoreti South,

Langata, Kibra, Roysambu, Kasarani, Ruaraka, Engda®auth, Embakasi North,
Embakasi Central, Embakasi East, Embakasi West.alkt, Kamukunji, Starehe

and Mathare.

According to Public Procurement Oversight Authorityancial year (2014), there
were an estimated 5,596 SMEs operating in Nairotir®y of which 526 SMEs
belonged to persons with disabilities, 939 SME®hgéd to women, 18 were general
SMEs while the largest chunk of 4538 SMEs belonggethe youths, as shown by

Table 3.1 below;

Table 3.1: Target population

Series Number
Type of SME
Person with Disabilities 426 - 526 101
General SME 527 - 544 18
Women 545 - 1483 939
Youth 1484 - 6021 4538
TOTAL 5596

Source: Public Procurement Oversight Authority

25



3.4 Sample

According to Devote (2008)a sample is a set of dditained from the statistical

population using specified data collection techagjuA stratified random sampling
technique will be used in this study. The studyduaeKrejcie and Morgan (1970)

table to draw the sample shown in Appendix lll. Aing to the table the sample
population should be 357. A stratified random samgptechnique was used in this
study. Random sampling employed to pick SMEs far #ample. According to

Mugenda and Mugenda (2003) random sampling enshedsthe sample is evenly
distributed and thus reducing biases in the tgpogulation a true representation of
the target population. The sample distributioasshown by Table 3.2.

Table 3.2: Target population

Target Sample Percentage
Type of SME
Person with Disabilities 101 6 2
General SME 18 1 1
Women 939 60 17
Youth 4538 290 80
Total 5596 357 100

Source: Public Procurement Oversight Authority

3.5 Data Collection

Data collection is the method through which desiimddrmation from the specific
population is gathered and presented in a convaaltivay in a way that it is relevant
to answering the research questions (Mu gendaamgnda, 2003). This study used

a questionnaire in data collection. A copy of whishattached as appendix Il. The
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questionnaire was divided into three sections, Bemknd Study, Accessibility of
Credit and Financial Performance. The study furtreuped the SMEs based on the
type of business (Wholesalers, Retailers, Restésjra@osmetics, and Service
Delivery), Period of Operation, and methods throudiich the SME was financed.
The grouping is essential in finer analysis of edkiness set up and operations.
Secondary data will also be collected from the dath®MEs for finer analysis of

financial performances over the period.

3.5.1 Data Validity and Reliability

According to Paton (2000) validity is quality atuted to proposition or measures of
the degree to which they conform to establish keogeé or truth. An attitude scale is
considered valid, for example, to the degree tocthts results conform to other
measures of possession of the attitude. Valitigydfore refers to the extent to which
an instrument can measure what it ought to measiirtherefore refers to the extent
to which an instrument asks the right questionterms of accuracy. Mugenda and
Mugenda (2009) define validity as the accuracy am@hningfulness of inferences

which are based on research results.

The content validity of the instrument was detemxdirin two ways. First, content
validity of the instrument was determined througbtmg, where the responses of the
subjects will be checked against the research tibgsc For a research instrument to
be considered valid, the content selected and decun the questionnaire must be
relevant to the variable being investigated. Tleeaecher performed a pilot test with
a randomly selected sample of five SMEs. The imsénts were modified as per

results of the pilot test.
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Reliability of an instrument is the measure of tthegree to which a research
instrument yields consistent results or data akgeated trials. In order to test the
reliability of the instrument to be used in thedsta pilot study was carried out and a
reliability coefficient computed. This establishibe extent to which the questionnaire
elicits the same responses every time it is adieir@d. A correlation coefficient of

0.5 was considered reliable for the study (Mugefaddugenda, 2009).
3.6 Data Analysis

Data analysis is the process through which datavéduated using analytical and
logical reasoning to determine every variable im $kudy (Web Finance, 2014). The
analysis entails gathering of data from differemirses, their review and analysis to
form a deduction. This study used linear regresaialysis model and so this study
will use the analytical software in data analysimong the software that was used
was Statistical Package for the Social Scienceiorergl.0 (SPSS) and advanced
excel for analysis. The linear regression model wpplicable since it allowed

simultaneous investigation of the correlations agndifferent variables.

3.6.1 Analytical Model
The regression model that was used in this studypcised three independent
variables and one dependent variable as shown below
It was as follows:
Y=0a+B1X1+B2Xo+PsX3 +€
Where:
Y= Financial performance was determined by theral/growth of the business
in terms of sales and branch networks and respasidgminion on how well

you think MFIs contribute to the success of yousibass. Section C.
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X1= Microfinance loans was measured by the how muahaount) the SME is
financed. See Questionnaire .Section B. Number 11

Xo=Age of the SME, which was measured by the yemesestablishment. See
Questionnaire Section B. Number 13

Xs= Credit accessibility. This was determined by swmurce from which the
business is funded. See Questionnaire SectioruBikér 14

a=  Regression constant

e = Error term normally distributed about the meénavo.

B1Bs.. Bn were the coefficients of the variation to determthe volatility of each

variable to financial performance the in regressiadel.
3.6.2 Test of Significance

Robinson (2002) defines research validity as theergxto which the research
outcomes from data analysis is a true representaifothe study population and
subject to scrutiny. He also defines reliabilitythe accuracy of the instruments used
in the study (Mugenda and Mugenda, 2003). The rekaaas reliable since the data
sources are regarded credible, reliable and censibecause the selected SMEs have
had operated for at least five years consecutivEhe study tested the statistical
significance level at 95% confidential level. Thersficance level helped in
determining whether the chosen data is a true septation of the entire study
population. The researcher used ANOVA to examine S#ignificance of the

differences among more than two samples at the samee
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CHAPTER FOUR

DATA ANALYSIS, RESULTS AND INTERPRETATION
4.1 Introduction

This chapter presents analysis and findings ofstively as set out in the research
methodology. The results are presented on theteffemicro finance loans on the
financial performance of small medium enterprise®Nairobi County. The data was
gathered exclusively from questionnaire as thearebeinstrument. The questionnaire
was designed in line with the objectives of thedgtuTo enhance quality of data
obtained, Likert type questions were included whgreespondents indicated the

extent to which the variables were practiced iiva point Likerts scale.

The study targeted to sample 357respondents iratwly data. From the study, 240
sampled respondents filled in and returned the topresire contributing to 67.2%.
This commendable response rate was made a redldgy the researcher made

personal visits to remind the respondent to filaird return the questionnaires.

Table 4.1: Response rate

Response Frequency Percentage
Responded 240 67.2
Not responded 117 32.8
Total 357 100

Source: Research findings
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4.2 Data Presentation
4.2.1 Data Validity

The researcher issued five supply chain managetfseirrganizations were targeted
SO as to conduct a pilot study. Piloting of theeegsh instrument was necessary for
various reasons: It helped to clarify the wordimgl @rammar of the instrument so as
to avoid misinterpretations; to avoid research;bi@sect ambiguous questions; and to
pick out in advance any problems in the methodgséarch. This helped to make the

data used in this analysis valid.

4.2.2 Data Reliability

To test the reliability of the Likert scale usedtiis study, reliability analysis was
done using Cronbach’s Alpha as the measure. Ritjabo-efficient ofo. > 0.7 was
considered adequate. In this case, a reliabilieficient of 0.822 was registered

indicating a high level of internal consistency floe Likert scale used.

Table 4.2: Cronbach’s Alpha

Reliability Statistics

Cronbach's Alph Cronbach's Alpha Based on Standardized |

0. 82: 0.88(

Source: Research findings

4.3 General Demographics
The study sought to ascertain the background irdition of the respondents involved
in the study. The background information pointstte respondents’ suitability in

answering the questions.
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4.3.1. Gender of the respondents
The respondents were requested to indicate thadege The findings were as shown

in the figure below.

Figure 4.1: Gender of the respondents

37%

63% ® Male

M Female

Source: Research findings
From the findings above 63% of the respondents female while 37% were males.

This depicts that majority of the respondents vienaales.

4.3.2 Number of employees in the organization
The respondents were requested to indicate the ewurab employees in their

organization. The findings were as shown in tharigoelow.

Figure 4.2 Number of employees in the organization

21 and above /J\L“%
11t0 20 _ 12%
6to 10 | T—— 28%
1to5 _ T 56%
0% 10%  20%  30%  40%  S0%  60%

Source: Research findings
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From the findings above 56% of the respondentatdithat their organizations had
more that 1-5 employees, 28% indicated 6-10 an% ib2licated 11-20 and 4% of the
respondents indicated 21 and above employees.dElpists that majority of the SE’

in Nairobi County had 1-5 employees.

4.3.3 Level of Education
The respondents were requested to indicate thadt ¢& education. The findings were

as shown in the figure 4.3 below.

Figure 4.3: Level of Education

45%
40%

40%
- .
30%

25%

21%

20%

15%
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» | -

Standard 8 Form4 Diploma  Undergraduate Post graduate
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The findings revealed that majority of the respand€40%) were form four holders,
26% were diploma holders, 21% were form four halddi0% were undergraduate
holders while 3% were post graduate holders. Thisrs that majority of the
respondents in the small medium enterprises indlaiCounty were form four

holders
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4.3.4 Training

The respondents were requested to indicate thentetdewhich they have received
training from MFIs or any other training institutioThe responses were placed on a
five Likert scale ranging from 1 (less satisfacjotg 5 (most satisfactory). The

findings were as shown in table 4.3 below.

Table 4.3: Training

standard
Skills mean deviation
Basic business skills 3.3124 0.2346
Capital Investment Decision 2.8791 0.6324
Business risk management 2.9713 0.2891
Training contributed to business financial perfonce 3.0127 0.7963

Source: Research findings

From the findings above the respondents indicdtatithey were satisfactory on basic
business skills (mean=3.3124), and training cooted to business financial
performance (mean=3.0127). In addition, respondemiated that they were not
satisfied with training offered by MFIs on businesk management (mean=2.9713)
and capital Investment Decision (mean=22.8791)s Tifiers that respondents were
satisfied with training offered by MFIs on basicsimess skills and they indicated that

training contributed to business financial perfonce

4.3.5 Type of business

The respondents were requested to indicate thedfypasiness their SME engage in.

The findings were as shown in the figure 4.4 below.
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Figure 4.4: Type of business
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From the findings above most of the respondent$so}BRiicated that the type of
business their SME engage in was retailers, 27%atetl cosmetics, 23% indicated
restaurants, and 11% indicated service deliverylewt?%o indicated wholesalers. This
implies that the type of business which most of $IME in Nairobi County engage in

is retailers.

4.4 Accessibility of Credit

4.4.1 Usage of microfinance loans
The respondents were required to indicate whetter ised microfinance loans. The

results are presented in figure 4.5.
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Figure 4.5: Usage of microfinance loans
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Majority (63%) of the respondents indicated thaytlused microfinance loans while
only 12.8% of the respondents indicated otherwisgs implies that majority of the

SME in Nairobi County used microfinance loans

4.4.2 Challenges of accessing microfinance loans

The respondents who indicated that they never oserbfinance loans were further
asked to indicate the reasons that inhibit theiermise from accessing microfinance
loans. The responses were placed on the five Ligkeale where 1= No extent,
2=Small extent, 3= Moderate extent, 4= Great exéewt 5= Very great extent. The

results are presented in table 4.4 below.

36



Table 4.4: Challenges of accessing microfinance loa

mean Standard deviation
High Interest rates 4.3612 0.6234
Bureaucracy 3.7421 0.2346
Turnaround time 3.6124 0.2632
Securities and Collateral 3.4213 0.8946
Repayment period 3.9142 0.9764
Application fees 3.3613 0.2346

Source: Research findings

From the findings, respondents to a very greatgxtelicated that; high interest rates
(mean=4.3612), and repayment period (mean=3.91##bit their enterprise from
accessing microfinance loans. In addition, to agextent respondents stated that;
bureaucracy (mean=3.7421), turnaround time (me#&i234), securities and collateral
(mean=3.4213, and application fees (mean=3.361Bpiintheir enterprise from
accessing microfinance loans. This reveals thah ngerest rates and repayment
period inhibit some of the SME’s in Nairobi Courftpm accessing microfinance

loans to a very great extent.

4.4.3 Microfinance loan and financial performance
The study sought to determine the extent to whidbrafinance loan influence
financial performance in SME’s in Nairobi Countyhd findings were as shown in the

figure 4.6 below.
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Figure 4.6: Microfinance loan and financial performance
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The study established that most of the responddB8%) indicated that microfinance
loan influence financial performance to a very gj@eent, 31% indicated to a great
extent, 10% indicated medium extent, and 8 % irtdit@mall extent, while only 3%
indicated no extent. This portrays that microfimantoan influence financial

performance in SME’s in Nairobi County to a vergair extent.

4.4.4 SME duration of operation

The study required the respondents to indicate tawg their SME has been
operating.

Figure 4.7: SME duration of operation
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Source: Research findings
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The study established that most of the respondé8¢) indicated that their SME has
been operating for 6-10 years, 27% indicated 3#&s/eand 18% indicated above 10
years, while only 12% indicated 1-3 years. Thistqags that most of the SME’s in

Nairobi County has been operating for 6-10 years.

4.4 5 Satisfaction with the MFIs

The respondents were requested to indicate thentetdewhich they have received
training from MFIs or any other training institutioThe responses were placed on the
five Likert scale where 1= Not Favorable, 2= Modehafavorable, 3= Favorable 4=
Very favorable and 5= Most favorable. The resulesmesented in table 4.5 below

Table 4.5:; Satisfaction with the MFIs

Standard
Statement Mean deviation
Timeline in processing the loan 3.2146  0.6431
Interest rates 24612 0.3461
Grace period 2.8713 0.2364
Repayment period 3.6178 0.7986
Loan size 1.9630 0.6984
Grant of amount applied for 2.7463 0.3246
SMEs fail to expand due to limited financial restas 3.0123  0.3263
MFIs contribute to the increase of entrepreneurs start new
venture 41236 0.2364
SMEs increase their productivity through gettingda from
MFIs that leads to enterprises growth 4.0123 0.7964

Source: Research findings

The study established that respondents were mestdiale satisfied that: MFIs
contribute to the increase of entrepreneurs win séav venture (mean=4.1236), and

SMEs increase their productivity through gettingids from MFIs that leads to
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enterprises growth (mean=4.0123). In addition, segpnts were favorable satisfied
with repayment period (mean=3.6178), timeline inogassing the loan
(mean=3.2146), and SMES fail to expand due to ddhiffinancial resources
(mean=3.0123). On the other hand, respondents mederately favorable satisfied
with Grace period (mean=2.8713), Grant of amourpliap for (mean=2.7463),
Interest rates (mean=2.4612), and Loan size (me@63)L This shows that MFls
contribute to the increase of entrepreneurs wh s&av venture, and SMEs increase

their productivity through getting funds from MRlsat leads to enterprises growth.

4.4.6 MFIs contribution to SMES success

The study sought to determine the extent to whidHdWontribute to the success of
SME'’s. The respondents were asked to indicate xteneto which they agreed with
statements in relation to this. The responses wkreed on the five Likert scale
where 1= strongly disagree, 2= disagree, 3= neitvelagree and 5 is strongly agree.
The results are as presented in Table 4.6 below.

Table 4.6: MFIs contribution to SMES success

standard
mean deviation

The minimum savings allowed by the MFIs affectfihancial
performance of the business 3.7142 0.6321

The interest rate on savings offered by the MHiscés$ the
financial performance of the business 4.2314 0.2413

The various types of saving accounts offered byMkés affect
the financial performance of the business 3.3248471

Savings through mobile banking allowed by the M#ifect the
financial performance of the business 3.7641 0.6321

Micro savings service offered by the MFls is impaitin the
financial performance of the business 4.3714 0.4213

Source: Research findings
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From the findings, respondents strongly agreed Matro savings service offered by
the MFIs is important in the financial performanaiethe business (mean=4.3714),
and that the interest rate on savings offered kB MFIs affects the financial

performance of the business (mean=4.2314).In angitrespondents agreed that
savings through mobile banking allowed by the Médfect the financial performance
of the business (mean=3.7641), the minimum sawatigsved by the MFIs affect the

financial performance of the business (mean=3.7142) that the various types of
saving accounts offered by the MFIs affect therfaial performance of the business
(mean=3.3241). Micro savings service offered by MEIs is important in the

financial performance of the business, and thainteest rate on savings offered by

the MFIs affects the financial performance of thsibess.

4.5 Financial Performance

4.5.1 Assessment of the overall growth

The study sought to determine the extent to whiwh espondents assessed the
overall growth of their business. The responsesvpsiced on the five Likert scale
where 1: Very low Scale: 2: Low Scale: 3: Moder&tale: 4: High Scale: 5: Very

High. The results are as presented in Table 4abel

Table 4.7: Assessment of the overall growth

Status mean standard deviation
Financial performance 4.2314 0.3462

Growth in sale 4.012: 0.312¢

Branche 3.614: 0.162:

Source: Research findings

41



From the findings, respondents rated Financial gparhnce (mean=4.2314), and
Growth in sales (mean=4.0123) to be Very High. lrertrespondents rated Branches

(mean=3.6142) to be High.

4.6 Inferential Statistics

The study further applied general Linear Model ébedmine the predictive power of
theeffect of micro finance loans on the financiarfprmance of small medium
enterprises in Nairobi County. This included regi@s analysis, the Model, Analysis

of Variance and coefficient of determination.

4.6.1 Regression Analysis

In addition, the researcher conducted a multiplgression analysis so as to test
relationship among variables (independent) on tfezteof micro finance loans on the
financial performance of small medium enterprisébe researcher applied the
statistical package for social sciences (SPSS W)2.code, enter and compute the

measurements of the multiple regressions for tiayst

Coefficient of determination explains the extentwbich changes in the dependent
variable can be explained by the change in the peddent variables or the
percentage of variation in the dependent variakilearfcial performance) that is
explained by all the three independent variablasr@finance loans, age of the SME,

credit accessibility).
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4.6.2 Model Summary

Table 4.8: Model Summary

Adjusted R Std. Error of
Model R R Square

Square the Estimate

1 0.843 0.7106 0.692 0.116

Source: Research findings

The three independent variables that were studigglain only 71.06% on the
influence of micro finance loans on the financia@rfprmance of small medium
enterprises represented by the Rnis therefore means that other factors not stiidi
in this research contribute 28.94% of the microafice loans on the financial
performance of small medium enterprises. Thereftuether research should be
conducted to investigate the other factors (28.9¢%4) affect financial performance

of small medium enterprises.

4.6.3 ANOVA Results

Table 4.9:ANOVA of the Regression

Model Sum of Df Mean F Sig.
Squares Square
1 Regression 2.534 4 1.267 9.025 .00
Residual 9.307 235 2.327
Total 11.841 239

Source: Research findings
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The significance value is 0.004hich is less than 0.05 thus the model is sta#illjic

significant in predicting how (microfinance loansge of the SME, credit
accessibility) affect financial performance of BBIE. The F critical at 5% level of
significance was 2.25. Since F calculated is grahten the F critical (value = 9.025),

this shows that the overall model was significant.

4.6.4 Coefficient of Correlation

Table 4.10: Coefficient of Correlation

Model Unstandardized Standardized T Sig.
Coefficients Coefficients
B Std. Error  Beta
1 (Constant) 1.103 0.2235 5.132  0.000
Microfinance 0.852 0.1032 0.1032 6.569 .001
loans
Age of the SME 0.643 0.342¢ 0.1425 4.117 .004
Credit 0.473 0.1243 0.1234 4.018 .001
accessibility

Source: Research findings

Multiple regression analysis was conducted as tergene the relationship between
the financial performance of the SME and the thveeables. As per the SPSS
generated table below, regression equation

(Y=a+B1X1+P2X2+P3X3+e) becomes:

(Y=1.103+0.852 X%+0.643 %+0.473X% +¢)
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Y= Financial performance
X1= Microfinance loans
Xo=Age of the SME,

X3= Credit accessibility.

According to the regression equation establisheling all factors into account
(Microfinance loans, age of the SME, and crediteastility) constant at zero,
financial performance of the SME will be 1.103. THata findings analyzed also
shows that taking all other independent variableszero, a unit increase in
Microfinance loans will lead to a 0.852 increasémancial performance of the SME;
a unit increase in age of the SME will lead to@43. of the SME increase in financial
performance, while a unit increase in credit adbdiyg will lead to a 0.473 increase

in financial performance of the SME.

This infers that Microfinance loans contribute maéstthe financial performance
followed by age of the SME. At 5% level of signdicce and 95% level of
confidence, Microfinance loans, age of the SME, anetlit accessibility were all

significant in financial performance of the SME.

4.7 Interpretation of the Findings

This section attempts to provide vivid interpredatof the findings obtained relating
to the objective of the study which was to investigthe effect of micro finance loans
on the financial performance of small medium emniegs in Nairobi County. The
regression equation above has established thangtaélll factors into account
(Microfinance loans, age of the SME, and crediteastility) constant at zero,

financial performance of the SME will be 1.103. Ttata findings analyzed also
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shows that taking all other independent variablészero, a unit increase in
Microfinance loans will lead to a 0.852 increas@mancial performance of the SME;
a unit increase in age of the SME will lead to@43. of the SME increase in financial
performance, while a unit increase in credit adbdig will lead to a 0.473 increase

in financial performance of the SME.

This infers that Microfinance loans contribute mastthe financial performance
followed by age of the SME. At 5% level of signditce and 95% level of
confidence, Microfinance loans, age of the SME, anetlit accessibility were all
significant in financial performance of the SME.n8arly the findings on the
statistics in the study by Muiruri (2014), demoastr that MFIs offer services to
customers who are of the low income earning level the disadvantaged, majorly
women, persons with disabilities and youths totstpror expand SMEs and this has

contributed to economic growth which has been rapat the years.

Asemelash (2002) confirmed a positive impact ofrofinance on beneficiaries as
compared to non-beneficiaries. He showed that fir@oce has impacted positively
income, asset building, and access to schools atical facilities. However credit
alone can't automatically lead to increased finahgierformance. Madole (2013)
established that, age or experience of the SMEsemyrand, credit accessibility
influence the access of credit and that once aedesisere is need for training on best
investment decisions or maintenance of increasefit@rThe study concluded most
of the small businesses depend on loan for busoagstal growth which plays a very

crucial role to promote small business financiatlltie
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 Introduction

This chapter presents the summary of the datanfgsdon the effect of micro finance
loans on the financial performance of small medemterprises in Nairobi County,
the conclusions and recommendations are drawn tioer€he chapter is therefore
structured into summary of findings, conclusioregammendations, limitations and

area for further research.

5.2 Summary

The objective of the study was to investigate tfieceé of micro finance loans on the
financial performance of small medium enterprisesNairobi County. The study
provided two types of data analysis; namely desiwdpanalysis and inferential
analysis. The descriptive analysis helps the stodyescribe the relevant aspects of
the phenomena under consideration and provide leli@tanformation about each
relevant variable. For the inferential analysi® #tudy used the regression analysis.
From the study, it has been found that majorityradpondents were satisfied with
training offered by MFIs on basic business skiligl ahey indicated that training

contributed to business financial performance.

The study established that the type of businesstwhiost of the SME in Nairobi
County engage in is retailers. The study also foomtdthat the majority of the SME
in Nairobi County used microfinance loans. The gtatso found that high interest
rates and repayment period inhibit some of the SMi& Nairobi County from

accessing microfinance loans to a very great extent
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The study also found that microfinance loan infleerfinancial performance in
SME'’s in Nairobi County to a very great extent.dddition, the study revealed that
MFIs contribute to the increase of entrepreneurs wfart new venture, and SMEs
increase their productivity through getting fundsni MFIs that leads to enterprises
growth. The study revealed that Micro savings servoffered by the MFIs is
important in the financial performance of the bess and that the interest rate on

savings offered by the MFIs affects the financetfprmance of the business.

The study found out that taking all factors inte@mt (Microfinance loans, age of
the SME, and credit accessibility) constant at zBnancial performance of the SME
will be 1.103. The data findings analyzed also shitvat taking all other independent
variables at zero, a unit increase in Microfinaloans will lead to a 0.852 increase in
financial performance of the SME; a unit increaseage of the SME will lead to a
0.643 of the SME increase in financial performangkile a unit increase in credit
accessibility will lead to a 0.473 increase in finel performance of the SME. At 5%
level of significance and 95% level of confidendde study found out that

Microfinance loans, age of the SME, and credit asitility were all significant in

financial performance of the SME.

5.3 Conclusion

The study concludes that the type of business wholst of the SME in Nairobi
County engage in is retailers. The study also cmted that the majority of the SME
in Nairobi County used microfinance loans. The gtadncludes that high interest
rates and repayment period inhibit some of the SMi& Nairobi County from

accessing microfinance loans to a very great extent
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The study also concludes that microfinance loatuémice financial performance in
SME'’s in Nairobi County to a very great extentakidition, the study concludes that
MFIs contribute to the increase of entrepreneurs wafart new venture, and SMEs
increase their productivity through getting fundsni MFIs that leads to enterprises
growth. The study concludes that Micro savings isenoffered by the MFIs is
important in the financial performance of the bess and that the interest rate on

savings offered by the MFIs affects the financetfprmance of the business.

The study concludes that taking all factors intocant (Microfinance loans, age of
the SME, and credit accessibility) constant at zBnancial performance of the SME
will be 1.103. The study also concludes that atl®%él of significance and 95% level
of confidence, the study found out that Microfinanoans, age of the SME, and

credit accessibility were all significant in finaakcperformance of the SME.

5.4 Recommendations for Policy and Practice

Based on the key findings, the study made the vatlg recommendations.

Microfinance Institutions should enhance training their clients on the

entrepreneurial skills so as to enhance their skaé a large proportion of the
respondents were found to be certificate holdensigii school graduates hence they
lacked the necessary business management skilks. gbernment should invest
heavily in youths’ education and if possible offeze or subsidized entrepreneurial
training especially for the secondary school gréeiavho are unable to proceed to

university or any other tertiary education.

The study established that high interest rates@payment period inhibit some of the
SME'’s in Nairobi County from accessing microfinaricans to a very great extent. It

is in this line of thought that the study recommeniat Microfinance Institutions
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should lower interest rates and as well increagayment period. The management of
MFIs should revise their lending policies and reguoients so as to ensure that most
of the traders can be able to access credit ma#yedhis would be effective in
attracting more customers to the MFIs as well abkmg the traders to sustain their

businesses.

The study also recommends the MFIs carry out Seasdn campaigns on the need to
save among the traders. This would be importaensuring that the customers share
of savings is higher thus making it easier to azdeans. The study also recommends
that the MFIs use that traders savings as parbliditeral since most may not have

large tracts of land or the physical collateraldezk

5.5 Limitations of the study

Most SME’s may not be willing to provide data reldto their financial performance
and inner details of the banks. Some respondersts ghve false information
responses to the questions asked. It was verytbarahvince them of the intention of
my research in a bid to collect information fronent based on the sensitivity of the
sector. However, with the assistance of friendskimgr in the sector and with the
introduction letter from the university the resdenc was given the opportunity to
undertake the research. Because most of the SMEatopg have low education
levels, the researcher faced a challenge of explairtechnical terms to the
respondents. However, to overcome this challerge résearcher explained most of

the terms in Kiswahili which most of the entreprarsecould easily relate with.

Some of the respondents did not co-operate togbponse and attempted to ignore
the questionnaires. The researcher however, miaonmon response cases by taking

and collecting summary questionnaires by hand feswh respondent. Also, by
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having trustworthy people to distribute and collde questionnaires and knowing

how best to deal with those reluctant to questions.

Most of the respondents were busy throughout aadtdi@ontinuously be reminded
and even persuaded to provide the required infeomafime was also a limiting
factor considering that the research was an emelayelifferent sector. MFIs also
felt that by introducing the researcher to itsmtewas in violation of confidentiality
clause hence the researcher had to visit theutistit very early in the morning and

persuade them to allow him accompany the crediteafto the field.

5.6 Suggestions for Further Research

This study used semi-structured questionnaire tjivaa survey to collect data thus
may limit generalization in analytical terms. Tlsitidy thus therefore recommends a
similar study but employing longitudinal survey and a large sample obtained
through stratified sampling to cater for SMEs undéferent finance programs.
Furthermore, future studies could compare the SM#lzing MFIs services and
those not using such services but whose ownersudnjected to the same economic
conditions or rather in the same economic clasg Wil cement the generalization
that MFIs’ services have positive effects on theaficial performance of SMEs as

opposed to those that don't utilize MFIs services

The study also recommends that a similar study ldhba conducted in some of
remote rural areas in the country where there hedlanges such as poor transport
infrastructure and even with cultures that do radtie education. With such research,
it can be evaluated to whether the MFIs can saWehan effect on the financial

performance of SMEs.
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The study also recommend a similar study to be ected on people living with

disabilities (PWD).This is also another categorgtthave been overlooked by the
formal banking sector and since microfinance sttivenarrow such gaps, this study
will also prove whether MFIs services are ableporghe financial performance of its

clients.
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APPENDICES

Appendix I: Letter to Respondents

Dear respondents,

The purpose of this letter is to request you talkirassist me to carry out a research
on; THE EFFECT OF MICRO FINANCE LOANS ON THE FINANCIAL
PERFORMANCE OF SMALL MEDIUM ENTERPRISES IN NAIROBI

COUNTY.

Your responses will be kept confidential and wilt toe used for any other purpose.
Please be honest while giving your responses. Ag¢thto this letter find a copy of the

guestionnaire. Your cooperation will be highly agppated.

Thanks in advance.

Yours faithfully,

DANIEL MUSIMO MOROBE
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Appendix Il: Questionnaire

This questionnaire will be used collect data oneffects of Microfinance loans on
the financial performance of small, medium entesgsiin Nairobi County. Any
information given by the respondents during thisretse will be treated with strict
confidentiality. Kindly answer the following questis by writing a brief answer

statement or ticking in the spaces provided asheilapplicable.

Section A: Background Information

1. Name of the business

2 When was your business established

3.Constituency in which your SME operates

4.Gender of entrepreneur
Male [ ]

Female [ ]

5.How many employees does the business have

1-5 []
6-10 [ ]
11-20 [ ]
21 and above [ ]

60



6.What is the education level of the Manager?

i. Std8
ii. Form 4

iii. Diploma

iv. Undergraduate

v. Postgraduate

[ ]
[ ]
[ ]
[ ]
[ ]

7.In the scale of 1-5, rate below in respect tonirej you have received from MFIs

or any other training institution. Note 1=less S@ittory; 2=moderate satisfactory;

3=satisfactory; 4=very satisfactory and 5=mostséatiory.

Skills

Most

satisfactory

Very

satisfactory|

Satisfactory

Moderate

satisfactory

Less

satisfactory

Note

received

Basic business skills

Capital Investment

Decision

Business risk

management

How satisfied has
your training
contributed to you
business financial

performance?
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8.What is the main business activity?

9.Kindly tick [ ] one of the options provided shioy the type of business the SME

engage in,

i. Wholesalers [ ]
ii. Retailers [ ]
iii. Restaurants [ ]
iv. Cosmetics [ ]
v. Service Delivery [ ]

Section B: Accessibility of Credit

10.How much is the worth of your business?

11.Do you use microfinance loans to finance your bessn
i. Yes [ ]
ii. No [ ]
a. IF YES. How much does your enterprise spend per annuloaos

Kshs.
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b. IF NO. What inhibits your enterprise from accessing micrafice loans?

Very great| Great Medium Small No Extent
extent extent extent extent

High  Interest
rates

Bureaucracy

Turnaround

time

Securities and

Collateral

Repayment

period

Application fees|

Others

12.Kindly tick one [ ]. To what extent does Microéince loan affect your financial
performance

i. Verygreatextent [ ]

ii. Great extent [ ]
iii. Medium extent [ ]
iv. Small extent [ ]
v. No extent [ ]

13.How long has the SME been operating?

i. 1-3 Years [ ]
ii. 3-6 Years [ ]
iii. 6-10 Years [ ]
iv. Above 10 Years [ ]
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14.This section inquires how satisfied you are witle tMFIs suppose you have

received funding from any.

Statement

Most

favorable

Very
favorable

Favorable

Moderately
favorable

Not

Favorable

Timeline in processin

the loan

J

Interest rates

Grace period

Repayment period

Loan size

Grant of amoun

applied for

[

SMEs fail to expand

due to limited

financial resources

MFIs contribute to the

increase of

entrepreneurs wh

start new venture

SMEs
productivity

increase the
through
getting funds from
MFIs that

enterprises growth

leads t¢

=

D
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15. Please give your opinion on how well you think MEtmtribute to the success of

your business.

Statement Strongly| Disagree | Neither Agree Strongly

Disagree Agree

The minimum saving
allowed by the MFIs

affect the financia

JJ

performance of thg

1%

business

The interest rate oh
savings offered by th
MFls affects the

4%

financial performance of

the business

The various types df
saving accounts offered
by the MFIs affect the

financial performance af

174

the business

Savings through mobil

11

banking allowed by th¢

D

MFIs affect the financial
performance of the

business

Micro savings service
offered by the MFIs is
important in the
financial performance of

the business
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Financial Performance

16.Please give your assessment of the overall growthoor business using the

response scale below Scale: 1: Very low Scale:o¥v Bcale: 3: Moderate Scale: 4:

High Scale: 5: Very High

% Most Very Satisfactory | Moderately | Less Do not
Satisfactory | Satisfactory Satisfactory | Satisfactory | know
®) 4) 3) ) 1) )

Financial

performance

Growth in

sales

Branches
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Appendix Ill: Table for determining sample size from a given population

N S N S N S N S

10 10 150 108 460 210 2200 327
15 14 160 113 480 214 2400 331
20 19 170 118 500 217 2600 335
25 24 180 123 550 226 2800 338
30 28 190 127 600 234 3000 341
35 32 200 132 650 242 3500 346
40 36 210 136 700 248 4000 351
45 40 220 140 750 254 4500 354
50 44 230 144 800 260 | 5000 357

55 48 240 148 850 265 6000 361
60 52 250 152 900 269 7000 364
65 56 260 155 950 274 8000 367
70 59 270 159 1000 278 900d 368
75 63 280 162 1100 285 10000 37¢
80 66 290 165 1200 291 15000 373
85 70 300 169 1300 297 20000 377
90 73 320 175 1400 302 30000 379
95 76 340 181 1500 306 40000 380
100 80 360 186 1600 310 50000 381
120 86 380 191 1700 313 75000 382
120 92 400 196 1800 317 100000 384
130 97 420 201 1900 320

140 103 440 205 2000 322

}

Source: Krejcie and Morgan (1970, p.608)

Notes: N = Population size; S = Sample size
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Appendix VI: Work Plan
ACTIVITY DURATION IN MONTHS
2015
Jun | Jul | Aug| Sep Octi

Proposal development

Presentation of proposal

Correcting proposal

Reconnaissance visit of study site & seek

research permit

ing

Pre-testing questionnaires

Data collection

Data analysis

Presentation of preliminary results

Project writing and draft submission

Project presentation

Project correction and submission
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Appendix VII: Budget

The table below provides the budget for all theesges that the researcher will incur.

Activity Amount in Ksh.
Transport 30,000
Writing Materials 10,000
Typing, Photocopying and Bindigg 20,500

Pilot study, 10,000
Airtimes 5,000
Miscellaneous 10,000

Total 85,500

Source: Researcher

Notes:

1. Travelling expenses.
Payment for the purchase of writing materials sagfoolscaps and pens.
Printing and binding the 10 final copies of theei@gh proposal report.

Payments of pilot study.

ok~ 0D

Amount set aside for any uncertainties that areoneisieen at the point of

planning.
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