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ABSTRACT

Micro finance services have attracted attention among scholars because it has been widely
acknowledged as a poverty alleviation policy as well as program. Traditionally, larger financial
institutions have been reluctant to advance financial services to the poor because of the relatively
high risks involved resulting into a financial gap. Majority of the MSEs do face challenges
especially in regard to access to financial services from larger financial institutions including
commercial banks. Because of their relative small sizes, most commercial banks consider
lending to MSEs as being too risky. The implication of this decision to lend to MSEs by banks is
that the operations of most of them are constrained hence poor performance. Thus, most of the
MSEs have turned to MFiIs as financial partners which has piled up pressure on MFIs for seeking
funds. The present inquiry focused on micro finance services and their link with the ability of the
Micro-Small Enterprises (MSEs) in Kenya to financially perform. Specifically, the study looked
at the products and services that MFIs offer among MSEs and the link between them with the
ability of the firms to perform financially. Descriptive survey design was adopted targeting 100
MSEs. Census was used with gathering of information from primary and auxiliary sources. The
processing of the gathered data was done aided by SPSS tool using frequencies and percentages.
Inferential statistics covering correlation and regression analysis were conducted prior to
diagnostic tests. The study noted that Micro finance Institutions offered loan/credit services and
products, saving services and products and insurance services to MSEs. The microfinance
services offered to MSEs were seen to have a postive effect and relationship with financial
performance as controlled by their sizes. The study concluded that MFIs play an important
intermediation role in the economy by availing credit facilities to small business that are used to
enhance their financial performance. The study recommended that marketing managers of the
MFIs should expand the product offering to bring in more new products that are customized for
small businesses. The marketing managers of the MFIs in Kenya should invest heavily in
promotion and advertisement of loan and insurance product that they offer customers. The
finance managers and owners of the MSEs in Nairobi to seek for more credit and loan facilities
from MFIs and ensure that the amount is utilized for the purpose of enhancing financial
performance of their enterprise. The risk managers of the MSEs operating in Nairobi to increase
underwriting of risks with MFIs as this enhances financial performance of their enterprises
especially in the event of a calamity. The CBK should formulate stable policies that promote
and support the microfinance services and products. The study was limited to a small sample size
that affected generalization of the results to other non MSEs firms. The study recommend
further studies to be done to bring out the services and products offered by deposit taking
Savings and Credit Cooperatives (SACCOs) as they link with financial performance of the small
firms. Future studies can also be conducted by singling out firms specifically in the SME
category.



CHAPTER ONE: INTRODUCTION

1.1 Background of the Study

Within a limited period of time, micro finance concept has gained relevance and popularity in
Finance literature because of a number of reasons. First, micro finance avail customized credit
facilities to the poor members of the society (Amsi, Ngare, Imo & Gachie, 2017). The repayment
options on loan facilities from most micro finance are flexible and friendly to borrowers. The
other reason emerges from the fact that micro finance is easily accessible by borrowers with little
documentation for borrowers (Goedecke, D’Espallier, Mersland & Leuven, 2016). Through
micro finance, a number of services are offered to clients including savings, credit facilities,
training and advisory services to businesses and entrepreneurs, financial literacy skills to owners
of businesses, insurance services as well as mentoring. All these micro finance services result
into proper performance of an organization in terms of increased sales and profitability

(Thrikawala, Locke & Reddy, 2017).

The following theories; the resource based view theory, the theory of financial intermediation
and the theory of financial deepening provided anchorage to the study. Resource based view
(RBV) argues that resources are key sources of competitive advantage in the firm hence financial
performance (Barney, 1991). These resources can be in terms of finances, skilled personnel as
well as physical facilities. Thus, most of the micro finance services can be recognized as
resources that entities can leverage on to remain competitive in the industry (Barney, 1991). The
theory of financial deepening by Shaw (1973) indicate that financial deepening is key in ensuring
that credit facilities is available to firm which enhance financial performance. According to the

financial intermediation theory, micro finances are recognized as financial intermediaries that



helps firms to access credit facilities for financial performance (Gurley, Enthoven & Shaw,

1960).

Micro Small Enterprises (MSEs) are the key engine for the growth of the economies. For
instance, MSEs created about 80% of jobs in Kenya for the year 2014. Most of the MSEs in
Kenya do engage in informally recognized operations which account for about 3% to the GDP of
the country (KNBS, 2019). However, there are constraints encountered by small firms including
inability to access funds because of their relative sizes which affect their financial performance.
For instance, a total of 2.2 million MSEs closed down their operations between the periods from
2011 all through to 2016 (CBK, 2013). Most banks have shied away from lending to these MSEs
because of the risk involved. It is only micro finance institutions that have emerged as a rescue to

these MSEs which calls for the need of the current study.

1.1.1 Micro Finance Services

Micro finance is a practice of ensuring that the unbanked people have access to savings as well
as credit facilities. The unbanked in this context refers to the financially excluded and the poor
members of the society. Most of the micro finance customers have traditionally been secluded by
banks for lack of collaterals and inadequate amount to invest. Cozarenco, Hudon and Szafarz
(2016) consider micro finance as a tool for development that ensure people have access to
financial products and services like small credit facilities, micro-insurance, micro-leasing,
savings as well as professional; mentorship and training services for management of business.
Daher and Le Saout (2015) indicates that micro finances are more evident in developing
countries where small firms like the MSEs have limited chances of getting credit from larger
financial institutions. Lensink, Mersland, Vu and Zamore (2018) view micro finance service as
the ability to provide financial services to clients with low level of income that comprise of the

2



self-employed individuals. Micro finance as a service or product is usually offered by Micro

finance institutions (MFIs).

Micro finance services can be recognized based on their financial as well as social intermediation
role in an economic system (Niaz & Igbal, 2019). The financial intermediation aspect of micro
finance covers provision of credit, savings, micro-insurance and micro-leasing products to
customers. On the other hand, the social intermediation role of micro finance include provision
of training and advisory services, financial literacy, market development as well as enhancing
managerial skills and capabilities of members (Wijesiri, Yaron & Meoli, 2017). Micro finance
has been recognized as a step towards reduction in poverty and inequality among people in the
community. Most microfinance program cover group lending schemes that are key in their
success of banking to the poor. The two key means through which micro finance can ensure that
the poor access credit facility include relationship based banking (that applies to small firms and
individual entrepreneurs) as well as group-based schemes and models where individuals jointly
unite to apply for credit facilities from micro finance institutions (Randgy, Strem & Mersland,

2015).

1.1.2 Financial Performance

To perform is general and it incorporates both financial as well as non-financial constructs.
Bryce (2017) noted that the ability of the firm to perform in financial terms can be reflected in
different indicators including the value of returns generated by the firm on either the asset base
of the equity portion. According to Nwanyanwu (2017), financial performance is realized after
thorough inquiry in the statements of financial position or the income statements of an entity that

are prepared at the end of every financial year of the entity.



Analysis of the ratio is key when it comes to establishment and determination of how the entity
performs. These ratios include the returns generated by the entity on equities (ROE) or assets
(ROA) (Briiggen, Hogreve, Holmlund, Kabadayi & Lofgren, 2017). The essence of ROE is to
gauge the ability of the entity to realize revenues by leveraging on the equities in place while
ROA brings out the essence of leveraging on the assets in the entity to realize income (Epstein,
Buhovac & Yuthas, 2015). All these are done to optimize on the wealth of the owners of the

entity.

1.1.3 Micro Finance Services and Financial Performance

Micro finance services have been associated with reduction in poverty and inequalities in
distribution of income while ensuring that low income individual’s actively participate in
ownership of businesses (Lopatta, Tchikov, Jaeschke & Lodhia, 2017). Micro finance
institutions are particularly relevant in less developed economies where they ensure that the low
income individuals have access to the required credit facilities for creation of income generating
projects and businesses (Muturi & Rotich, 2016). Theoretically, micro finance is seen as an
important engine for financial performance of an organization. Microfinance ensures that the low
members of the society have access to credit facilities, savings, mentorship and professional
training and investment advisory services. All these micro finance products and services are
vital for financial performance of an organization (Haider, Officer, Asad, M., Fatima & Abidin,

2017).

Empirically, a Chole (2017) established that savings from MFIs institutions directly impact on
the ability of the enterprise to perform in financial dimensions. Cull and Morduch (2017)
established that micro finance and the ability of the entity to perform are directly and
significantly linked with each other. AmsiNgare, Imo and Gachie (2017) established that micro

4



finance and the ability of the entity to perform are directly linked in significant terms. Thus, it
can be inferred that a link is in place between micro finance and the degree which an enterprise
perform especially in financial aspects. However, Garcia- Pérez et al. (2018) argued that the

interaction between microfinance and the ability of the entity to perform is not implicit.

1.1.4 Micro and Small Enterprises in Kenya

There exists no consensus on how micro and small enterprises (MSEs) should be classified from
one country to the other. According to Petrakis and Kostis (2012), MSEs comprise of 10-50
employees. In Kenya, MSEs help in generating employment opportunities and thus improving
the growth of the economy. For instance, the Kenyan Economic survey report (2013) showed
that a total of 660,000 new job opportunities were created within the year 2012. From these
opportunities, 90% were drawn from MSEs. Infact, MSEs are recognized as the greatest engine
for the growth of the economy. It is estimated that about 3% of the GDP in Kenya is derived

from these MSEs (CBK, 2018).

In spite of this significance of MSEs to the growth of the economy, most of them have
continually faced challenges including inability to access credit from large financial institutions.
Most commercial banks consider lending to MSEs as being too risky considering their relative
sizes. Thus, to meet their expansion needs, most MSEs have turned to micro finance as an
alternative avenue. Indeed, micro finance has played an important role as far as MSEs are
concerned. Some of the reasons that have forced most MSEs to turn to MFIs for financing
include flexibility of the credit facilities and other services offered by MFlIs, the relative small
sizes of MSEs which limits their ability to access funds from larger financial institutions and the
ability of MFIs to offer customized financial as well as social intermediation services. This is

what informs the need for the current study,



1.2 Research Problem

Micro finance services have attracted attention among scholars because it has been widely
acknowledged as a poverty alleviation policy as well as program (Bourlés & Cozarenco, 2018).
Micro finance services have been associated with reduction in income inequality between the
poor and the rich people in emerging and developing economies. Traditionally, larger financial
institutions have been reluctant to advance financial services to the poor because of the relatively
high risks involved resulting into a financial gap (Abdullah & Quayes, 2016). To fill these gaps,
micro finance services have been used embraced as a policy instruments that ensures the poor
people have access to credit, insurance, savings, leasing as well as training and professional

development services required for financial performance of their firms (Meyer, 2015).

In Kenya, Micro Small Enterprises play an important role by opening up employment
opportunities, contributing towards revenue generation to the government through taxation and
positively increasing the level of Gross Domestic Product (GDP) (CBK, 2018). However,
majority of these MSEs are currently facing challenges especially in regard to access to financial
services from larger financial institutions including commercial banks. Because of their relative
small sizes, most commercial banks consider lending to MSEs as being too risky. The
implication of this decision to lend to MSEs by banks is that the operations of most of them are
constrained hence poor performance. Thus, most of the MSEs have turned to MFIs as financial

partners which has piled up pressure on MFIs for seeking funds.

Various empirical inquiries have been conducted that are relevant to this specific study. For
instance, in Nepal, Adhikari and Shrestha (2013) assessed the economic influence of micro
finance and a direct link was noted. In Ethiopia, KiflieHayleeyesus (2016) looked at MFIs and
how they help in reduction of poverty and a significant interaction was identified. However,
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these studies were conducted in other countries and not in Kenya hence bringing about

contextual gap.

Locally in Kenya, Kibet, Achesa and Omwono (2015) looked at the role played by micro-credit
on SMEs performance and revealed that low income people rely more on such services from
MFIs. Kalui and Omwansa (2015) studied the influence of the products by MFIs on the ability
of the firm to perform in financial terms. The study established that the products offered by MFIs
have an influence on firm performance. Omondi and Jagongo (2018) studied the role played by
micro finance services and their connection with the degree which an enterprise performs.
Although these studies were carried out in Kenya, some of them looked at performance as a

whole and not specifically financial performance hence a conceptual gap.

Thus, from the studies above, it is clear that some of them were carried out in other countries like
Nepal and Ethiopia and not in Kenya. Other studies looked only related micro finance with
organizational performance and not specifically financial performance. These result into
contextual as well as conceptual gap respectively. To fill these gaps, the current study sought to
answer the following research questions; what is the effect of microfinance services on financial

performance of Micro Small Enterprises in Nairobi, Kenya.

1.3 Research Objectives

i.  To establish the products and services offered by Micro finance Institutions (MFIs)
among Micro-Small Enterprises in Nairobi, Kenya
ii. To asses relationship between Microfinance services and financial performance of

Micro-Small Enterprises in Nairobi , Kenya



1.4 Value of the Study

To the management of MSEs, the study may highlight the need for increased borrowing among
MFIs so as to enhance on their financial performance. To the management team of the MFlIs, the
results may inform the need to come up with a strategy on how to increase lending to MSEs for

improved financial performance.

The study may have implications on policy makers including the CBK. In Kenya, CBK is
responsible for formulation of regulations that guide the operations of the entire banking sector
the MFIs included. The CBK may draft and actualize relevant regulations that encourage more

lending to MSEs by MFlIs for the growth of the economy as a whole.

The study may add to the existing theories on micro finance and the link it has with the degree
which an entity performs. At the same time, the study may increase the available literature on
micro finance which important for effective decision making. Scholars carrying out similar

studies in future may review the literature of this inquiry.



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

The essence of this chapter is to bring out the literature on microfinance and the degree which an
enterprise performs. The review begins with the theories that will anchor the inquiry and the past
empirical inquiries. The associated gaps and diagrammatic illustration of the study constructs are

also well elaborated.

2.2 Theoretical Review
The study was guided by three theories namely the resource based view theory, the theory of

financial deepening as well as the financial intermediation theory.

2.2.1 Resource Based View

It is Barney (1991) who advanced this resource based view theory and its main argument is that
the degree which an entity remains competitive is informed by its use of the resources in place.
In general, a firm may have either tangible or intangible resources that are important for gaining
of competitive advantage. Some good example of intangible resources includes intellectual;

properties, the brand name and copyrights and trademarks (Montgomery, 2011).

Ideally, the RBV majorly focuses on internal features of the firms’ that are important ion
enhancing the competitive positioning of the organization. The unique features and attributes of
the resources form the basis of competition among firms. However, for firms to leverage on
resources to gain competitive advantage, Holland (2004) argues that the resources in place must
be rare and they should not be easily be substituted. The theory’s relevance to the study come

from the fact that micro finance avails the required resources including the financial, skill sets



and other social services that are vital for competitive advantage and thus performance of an

organization.

2.2.2 Theory of Financial Deepening

It was Shaw (1973) who advanced this theory and it is used to provide the link between access to
credit facilities and the degree which an entity performs. The assumption of this theory is that
financial deepening is the required condition for the economy to realize growth (Bakang, 2015).
It is also assumed that through financial deepening, an economy is able to ensure that credit is
available for enterprises to borrow. The theory argues that when there is soundness and
efficiency in the financial sector, the level of available liquidity would be higher besides the

savings mobilized from enterprises (Mohan, 2006).

In line with these sentiments, Srikanth (2013) noted that small entities enjoy largely from the
credit facilities they receive from the MFIs. Given the fact that majority of the smaller firms do
lack adequate collaterals, banks find this hard to advance credit to them. This is in addition to
these smaller firms being perceived as being highly risky (Karimo & Ogbonna, 2017). Thus, to
fill these gaps, MFIs have emerged strongly to advance credit facilities to the smaller entities for
continuity and growth (Obafemi, Oburota & Amoke, 2016). Microfinance is one way of
enhancing financial deepening hence ensuring that credit facilities are available to small

businesses required for the day to day operations.

2.2.3 Financial Intermediation Theory
Gurley, Enthoven and Shaw (1960) are the ones who proposed this theory and it outlines how the
banking entity creates for the economy. The theory regards the banking entities including the

MFIs as intermediaries and thus they have an intermediation role to act. It is proposed from this
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theory that it is important to deposit the surplus units with the financial enterprises like MFIs so
that they are supplied to the deficit units. There are four basic intermediaries as shared by
Bisignano (1998) which include deposits covering a fixed as well as long term period and those
on demand besides the assets and liabilities in place. It can be argued that the essence of
intermediation is to ensure that there is a steady flow of credit facilities from a unit that has

surplus to the one where there are shortages in the economy (Seven & Yetkiner, 2016).

The essence of financial intermediation is to make sure this creation of the customized financial
products in the economy. Such products are what are generally viewed as financial assets which
are priced above the overall expenses (Maggiori, 2017). However, this is affected by presence
of information asymmetry that is largely seen in financially established markets. The collective
term that is used to describe the financial entities like the MFlIs is the financial intermediaries
(Céspedes, Chang & Velasco, 2017). Intermediation is an integral component of reduction of the
costs of transaction and the expenses of accessing information. The existing asymmetries in the
market all result into a rise in these costs (Greenbaum, Thakor & Boot, 2019). Thus, sound
functioning of the financial markets is informed by financial intermediation in the economy
(Spence, 1973). On the basis of this theory, the MFIs play an intermediation role in the economy

by ensuring that credit facilities have been availed to small entities.

2.3 Determinants of Financial Performance of Micro-Small Enterprises

The section looks at credit facilities, savings, insurance services as well as size.

2.3.1 Micro Credit Facilities
Micro credit refers to a number of loan facilities that lending institutions especially the MFIs

offer their customers. Access to credit is one of the issues that MSE face as it regards limited

11



growth and performance (Tchakoute-Tchuigoua & Soumaré, 2019). Loans from most MFIs have
flexible interest rates with flexible repayment periods. This is contrary to the amount of credit
that commercial banks charge since in most cases, most large financial institutions do not readily
lend to these small business (Chen, Chang & Bruton, 2017). There exits several proxies and
measures of micro credit facilities. For instance, Vingo (2012) and Tehuru, (2013) measured

micro credit using the natural logarithm of the amount of credit advanced to customers.

2.3.2 Micro-Saving Services

Saving is setting aside a specified amount of money which is to be utilized at a given time in
future. Khachatryan (2013) adds that saving can be done either on a compulsory or voluntary
basis. The available savings products as well as the amount deposited in accounts add up to total
deposits in a financial institution. Savings results from a reduction in consumption, that is when

the amount consumed is more, less is saved.

Saving has been recognized as key in making investment decisions. This is because people save
what they have invested. The more the savings, the greater the investments in future and this
positively earn revenue to businesses as well as individuals. The amount of money saved can be
kept at home or it can be deposited in financial institutions. Nasrin, Rasiah, Baskaran and Masud
(2018) opine that saving is a necessary precondition for businesses seeking to borrow funds in

future for investment from financial institutions.

2.3.3 Micro-Insurance Services
Insurance is an important mechanism of mitigating inherent risks of the business. Most MFIs
render insurance services that covering underwriting of risk and mobilizing funds through

premiums mostly on investments extending for a long time horizon (Murigu, 2014). The
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insurance products that MFIs offer customer are classified into health as well as life product.
Other MFIs offer insurance services by partnering with banks and other insurance firms
(King’ori, Kioko & Shikumo, 2017). Onduso (2014) looked at the forces behind penetration of
micro insurance in Kenyan context and established knowledge as one of these factors. Micro

insurance is measured in a number of ways.

2.3.4 Firm Size

The size of the firm is based on a number of indicators including asset base, employees in place,
the branch network, the sales revenue and the relative market share in the industry (Cobb, Wry &
Zhao, 2016). Larger firms are associated with some advantages including ease of accessibility to
credit and availability of credit facilities. On the contrary, smaller firms are believed to have
limited opportunities for growth and thus perform relatively lower than their larger counterparts.
In this study, firm size will be measured using the natural logarithm of overall assets (Akanmu,

Clement & Samaila, 2018).

2.4 Empirical Review

KiflieHayleeyesus (2016) studied the influence of MFIs on alleviation of poverty using a case of
Ethiopia. The study involved testing of hypotheses and thus a casual design was embraced. To
models were used in the study; institutionalists model and welferists model. It was noted that
MFI inform alleviation of poverty in the economic system. Okibo and Makanga (2014) looked at
the influence of MFIs on reduction of poverty in Kenyan context. Sampling was conducted using
stratified techniques. The analysis of the findings was carried out qualitatively and quantitatively.
The study established that MFIs help in reducing poverty since it allows the poor members of the

society to access credit facilities.
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Chole (2017) examined the effect of services offered by MFIs and their influence on SMEs
performance. A total of 210 SMEs were studied. The analyzed findings indicated that MFIs
services have significant influence on firm performance. Cull and Morduch (2017) looked at the
role played by MFIs on development of economies. This was an empirical examination where
data was collected from past studies. It was documented that MFIs have a postive influence on

economic growth of a country.

Duvendack et al. (2011) looked at micro finance and how it impacts on the well-being of the
poor members of the society. The study was carried out in Bangladesh. This was also an
empirical study where evidence was gathered by reviewing past articles and journals. The
findings indicated that microfinance is important in reducing poverty levels in the country.
Amsi, Ngarelmo and Gachie (2017) studied microfinance credit and its influence on financial
performance using a Kenyan case. A total of 210 SMEs were targeted and sampling was
conducted through stratified methods. The analysis of the findings indicated that microfinance

has postive and significant influence on firm performance.

Kibet, Achesa and Omwono (2015) studied microfinance credit and its influence on performance
of SMEs in Kenyan case. A total of 5,000 business owners were targeted by the study and an ex-
post design was adopted. Sampling of respondents was conducted using simple random
techniques. A direct and significant link was noted between the study variables. Kalui and
Omwansa (2015) analyzed the influence of MFI products and their influence on degree which
the Kenyan smaller firms performed. In total, 372 SMEs were sampled and included in the study.
It was shared that the products offered by MFIs to SMEs have significant influence on extent that

entities meet their goals.
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Omondi and Jagongo (2018) looked at MFI services as they linked with the need for the smaller
entities to perform. Data collection was carried out using questionnaires hence it was primary in
nature. The findings indicated that MFI services have postive and significant influence on firm
performance. Tresa (2018) looked at MFI related services and their link with the ability of the
enterprises to perform. The variables of the study included credit facilities, availing financial
literacy, managerial skills development and market facilitation. It was indicated that MFIs play
an important role by ensuring that credit facilities are accessible to the poor and the less banked

people in the society.

Kamau and Kalio (2012) looked at lending from MFIs and how it influence business
performance. Specifically, the study used a case of SMEs in Kenyan context. Sampling was
conducted using stratified techniques. Questionnaire helped in gathering of the information for
the inquiry. It was shared that lending by MFIs has positive and significant influence on
performance. Onyango (2011) looked MFIs and the degree which small entities grow. The
variables of the study included seed capital, financial skills training, role model and savings
mobilization. Sampling was carried out using stratified techniques where a total of 72 firms were
covered. To collect data, questionnaires were used. The findings indicated that MFIs have

positive influence on growth of firms.
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2.5 Conceptual Framework

Figure 2.1 is used to illustrate variables of the study.

Independent Variable [ Dependent Variable
r . . .
* }&'IJ;CI'D—CI'El-ilt Sm—'1_ce.—5 ] rFinﬂ ncial Performance
» DMNihcro-Saving Services e TReturn on Assets
» Micro-Insurance
Services J

[ Firm Size

[ Control Variable

Figure 2.1: Conceptual Framework

Source; Author (2019
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2.6 Summary of Literature and Research Gaps

The gaps that the study filled are shown in Table 2.1.

Table 2.1: Summary of Literature and

Research Gaps

Author Study Key Findings Research Gap
Onvango (2011) The influence of MFIs MFIs have postive The study focused on
on growth of SMEs. influence on growth of growth of SMEs and not
firms their financial
performance
W The influence of MFIs MNFIs play an important The study was carried
(2016} on alleviation of poverty role as far as alleviation out in Ethiopia and not

Omondi and Jagongo
(2018)

Tresa (2018) looked

using a case of Ethiopia
MFT services and their
influence on  SME
performance in Kenvan
context

The role played by MFI
services on performance

of poverty is concerned
MFI  services have
postive and significant
influence on  firm
performance

MFIs play an important
role by ensuring that

m Eenva

The study looked at
performance as a whole
and not specifically
financial performance
Performance was
studied as a whole and

of SMEs in Kenvan credit facilities are notspecifically financial
context. accessible to the poor performance
and the less banked
people in the society
Eibet, Achesa and DMicrofinance credit and micro credit has postive The  study  covered
Omwong (2013) its influence on and significant influence performance as a whole
performance of SMEsin  on financial and not specifically
Kenvan case performance financial performance

Source; Author (2020)
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 Introduction

The chapter sought to bring out the type of design that was embraced and the targeted
respondents. The means used to gather the views of the participants are also detailed with how

these opinions were processed.

3.2 Research Design

The adopted design shapes how the formulated research questions of the study shall be answered
(Creswell, 2003). The descriptive survey design was embraced in this inquiry to actualize the
formulated objectives. This design was important as far as establishing the role played by MFI

services is concerned.

3.3 Population

The study targeted 100 MSEs in Nairobi Central Business District. Since the population was
small, census was used and thus all the 100 firms were studied. Use of census enabled the
researcher to get detailed information about these MSEs.

3.4 Data Collection

Information for the inquiry was obtained from first hand and auxiliary sources. The questionnaire
was formulated for collecting primary data. Each firm was issued with one questionnaire that
was addressed to the finance manager. Besides primary data, secondary data was collected by the
same respondents covering the period of 2015-2019. Secondary data was collected on net income

and the assets of the firms so as to determine their ROA and size.
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3.5 Data Analysis

The findings were analyzed descriptively and inferentially. More specifically, frequencies and
percentages were the descriptive statistics that supported the analysis. On the other hand,

correlation and regression analysis were the specific inferential statistics.

3.5.1 Model Specification

Y=PotPrXa-FrXo-PaXatPaXy- £

Where Y = Financial Performance ([ROA=Net Income/Total Assets] of MSEs)

X1= Micro-Credit Services (Natural logarithm of loans advanced to MSEs by MFIs)
X2 = Micro-Saving Services (Natural logarithm of MSE deposits with MFIs)
X3= Micro-Insurance Services (Natural logarithm of insurance underwritten by MFIs)

Xa=Firm Size (Natural Logarithm of Asset Base of MSESs)

3.5.2 Test of Significance

The significance of the study variables was established based on the p-values. In this regard, a
comparison of the actual p-values of the study was done with 0.05 (5%) as the threshold. When
the p-values was found to be less than 0.05, the inference drawn was that the variable was

significant.
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3.5.3 Diagnostic Tests

The specific diagnostic tests included normality tests, multicollinearity test, autocorrelation as
well as Heteroskedasticity. To test for normality, the study used graphical method covering the
Normal PP Plots. Multicollinearity was tested with the help of Variance of Inflation Factor
(VIF). For testing of heteroskedasticity, Scatter plots were used. Durbin Watson Statistics was

used for testing autocorrelation.
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CHAPTER FOUR: DATA ANALYSIS AND DISCUSSION

4.1 Introduction

This chapter is set out to present the findings of the analysis from the data that was gathered in
the field on MF services and the ability of the entity to perform financially. The gathered data
was processed by being edited in the excel and then it was exported to the SPSS tool for analysis.

The results are as summarized in subsequent sections.

4.2 Response Rate

A total of 100 SMEs operating in Nairobi were targeted and administered with the questionnaire.
The questionnaire was sent online through email to the finance managers or equivalent staff from
these firms. However, 65 questionnaires were completed filled and returned giving a response

rate of 65% as presented in Table 4.1.

Table 4.1: Response Rate

Frequency Percentage
Response 63 63
Non Response 35 35
Total 100 100

Source: Field Survey Data (2020)

Thus, the study recorded a response rate of 65% which was against the expected rate of above
70%. This relatively low response rate recorded in the study could be attributed to such factors as
the Corvid-19 pandemic in Kenya. However, Mugenda and Mugenda (2003) argued that a

response rate of over 60% is deemed to be good for presentation of the results.
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4.3 Organizational Information

The general information on the firms covering the years of their operations, the nature of their
products and the staff in place was sought. The findings were established and summarized in
Table 4.2.

Table 4.2: General Information

Category Classification Frequency Percentage
Years of Operations 3-5 years 9 13.8
6-9 years 34 52.3
More than 10 years 22 33.8
Total 65 100.0
Nature of Products Financial services 16 24.6
Real estate services 15 23.1
Insurance services 2 3.1
Manufacturing 8 12.3
Other 24 36.9
Total 65 100.0
Number of Staff Below 10 staff 26 40.0
11-20 years 13 20.0
21-30 staff 16 24.6
Over 30 staff 10 154
Total 65 100.0

Source: Field Survey Data (2020)

Table 4.2 indicates that while 52.3% of the firms studied had in operations for 6-9 years, 33.8%
had operated for over 10 years and 13.8% for 3-5 years. This implies that the studied firms had
operated for a relatively longer time and the current study sought to establish whether their
operations within this period had been supported by microfinance services. The study noted that

the firms dealt in different products where 36.9% of the firms offered technology related
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services, manufacturing/production, health services, education services, security, construction
and consultancy. At the same time, 24.6% of the firms offered financial services, 23.1% offered
real estate survives while12.3% offered manufacturing and 3.1% had insurance services. This
means that the studied firms were drawn from different sectors and thus diverse findings were
probably sought from them. The findings in Table 4.2 further depict the findings on the number
of staff in the studied firms. From the findings, while 40.0% of the firms had less than 10 staff,
15.4% had over 30 staff, 24.6% had 21-30 staff, and 20.0% had 11-20 staff. This implies that the

studied firms were in the micro and small categories of operation. .

4.4 Trend Analysis of Financial Performance

ROA was the proxy of the dependent study variable. To determine ROA, the study collected
secondary data on net incomes and total assets for the firms over a five year period (2015-2019).
The secondary data collected was inputted into excel software where a graph depicting the trend

within the time period was extracted as indicated in Figure 4.1.
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Figure 4.1: Trend Analysis on Financial Performance
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Source: Field Survey Data (2020)

As indicated in Figure 4.1, ROA as a measure of financial performance of the studied firms
moved at an increasing trend across the five year period of consideration. The year 2016 was
characterized by poor financial performance of these firms after which they picked up and

consistently strived to enhance their financial performance.

4.5 Products and services offered by Micro finance Institutions among Micro-Small
Enterprises

This section presents the results on the products and the services that MFIs offered their clients.

4.5.1 Loan Products and Services
The study sought to establish whether MFIs advanced loan and other credit facilities to the

MSEs. The findings are summarized in Table 4.3.
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Table 4.3: Loan Products and Services

appropriate response.

Category Classification Frequency | Percentage
Have your firm accessed loan/credit | Yes 59 90.8
facilities from Microfinance | No 4 6.2
institutions over the last five years | | don’t know 2 3.1
(2015-2019)? Total 65 100.0
If yes in question 4 above, kindly tick | Less than 0.5 Million 25 38.5
the average amount of credit/loan | 0.5-1 million 24 36.9
facility your firm has accessed from | 1-5 million 10 15.4
the microfinance institutions over the | 5-10 million 5 7.7
past five years (2015-2019). Use the | More than 10 million 1 15
scale below to indicate your | Total

65 100.0

Source: Field Survey Data (2020)

From Table 4.3, it can be shown that 90.8% of the studied firms had accessed loan and other

credit facilities from MFIs. More specifically, 38.5% of the studied firms had accessed loan

facilities from MFIs to a tune of less than Kshs. 500,000 while 36.9% had accessed loan of Kshs.

500,000 to 1 million. This means loan and credit facilities are some of the products and services

that MFIs offer the small firms.
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4.5.2 Saving Products and Services
Respondents were further asked to indicate whether their firms maintained deposits and savings
in the MFIs especially after generating the revenues from sales. The findings were established

and summarized as indicated in Table 4.4.

Table 4.4: Saving Products and Services

Category Classification Frequency | Percentage
Does your firm maintain a Yes 60 92.3
saving/deposit account with any No 3 4.6
Microfinance institutions in Kenya? I don’t know 2 3.1
Total 65 100.0
If yes in question 5 above, kindly Less than 1 million 38 58.5
indicate the average amount of 1-5 Million 18 21.7
savings/deposits that your firm has 5-10 million 6 9.2
maintained with the microfinance 10-15 million 2 3.1
institutions in Kenya over the past five | More than 10 million 1 1.5
years (2015-2019). Total 65 100.0

Source: Field Survey Data (2020)

The results in Table 4.4 indicate that 92.3% of the firms studied had savings with the MFIs in
terms of deposits. The results further indicated that majority of the firms (58.5%) had less than
Kshs. 1 million savings with the MFIs while 27.7% had 1-5 million. This means that MFIs
provide saving product for the small firms. It could be from these savings maintained by the

small firms that they are able to borrow from these MFls.
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4.5.3 Insurance Products and Services

The study sought further to establish whether the firms had underwritten the risk with some of

these MFIs. Underwriting of risk especially at the business level is important because of

uncertainties in the future. The findings were established and they are as presented in Table 4.5.

Table 4.5: Insurance Products and Services

Category Classification Frequency | Percentage
Has your firm sought for insurance Yes 52 80.0
services from the microfinance No 8 12.3
institutions over the past five years | don’t know 5 7.7
(2015-2019)? Total 65 100.0
If yes in question 6 above, kindly Less than 5 million 17 26.2
indicate the average value of insurance | 5-10 Million 31 47.7
risk with your institution has 10-15 million 9 13.8
underwritten with the microfinance 15-20 million 5 7.7
institutions in Kenya over the past five | More than 20 million 3 4.6
years (2015-2019). Total 65 100.0

Source: Field Survey Data (2020)

As indicated in Table 4.5, it can be seen that 80.0% of the firms studied had sought for insurance

services from the MFIs. More specifically, it can be shown from Table 4.5 that 47.7% of the firm

had insured their business with MFIs to a tune of 5-10 million while 26.2% for less than 5

million. This infers that majority of the MFIs probably work closely with insurance companies as

they perhaps network clients seeking loan facilities to take up insurance services.
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4.6 Diagnostic Tests
Diagnostic tests were conducted to test for the assumptions of regression analysis. The specific
diagnostic tests that were conducted include multicollinearity, autocorrelation, test for normality

and heteroskedasticity test. The findings are as presented in subsequent sections.

4.6.1 Autocorrelation Test using Durbin Watson

The study using Durbin Watson to test for the presence of autocorrelation in the data and the
findings are as summarized in Table 4.6.

Table 4.6: Autocorrelation Test using Durbin Watson

Model Durbin-Watson

1 2.1012

a Pradictors: {Constant), Firm Size, Insurance Product, Savine Products, Lending Products

b. Dependant Varisble: F.OA

Source: Field Survey Data (2020)
From Table 4.6, it can be shown that Durbin Watson value is 2.101, which a clear indication that

there was no serial correlation in the data. This meant that the data was suitable for performing

inferential statistics.
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4.6.2 Multicollinearity Test using Variance of Inflation Factors

Multicollinearity was determined using VIF values and the findings are as indicated in Table 4.7.

Table 4.7: Multicollinearity Test using Variance of Inflation Factors

Collinearity Statistics
Tolerance VIF
Lending Products .885 1.130
Saving Products 936 1.068
Insurance Product 936 1.068
Firm Size 999 1.001

a. Depandant Variabla: ROA

Source: Field Survey Data (2020)
The results in Table 4.7 signify absence of multicollinearity in the data, since all the VIF values

are within the threshold of 1-10. This means that the data was suitable for regression analysis.
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4.6.3 Graphical Illustration of Normality using Normal PP Plot

Normality of the data was determined graphically using normal PP plot and the findings are as

summarized in Figure 4.2.
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Figure 4.2: Graphical Illustration of Normality using Normal PP Plot
Source: Field Survey Data (2020)

The distribution of the observations as shown in Figure 4.2 indicates that the data was normally
distributed. By being normally distributed, it can be inferred that the data was suitable for

carrying out regression analysis.
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4.6.4 Graphical Testing of Heteroskedasticity

Heteroskedasticity was determined using the Scatter Plot and the results are indicated in Figure

4.3.
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Figure 4.3: Graphical Testing of Heteroskedasticity
Source: Field Survey Data (2020)

The distribution of the observations between residual and predicted values signify absence of

Heteroskedasticity and thus probably presence of homoskedasticity which is desirable for

regression modeling.
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4.7 Relationship between Microfinance Services and Financial Performance of Micro-Small
Enterprises
Actualization of the second objective of the inquiry entailed the use of correlation analysis as

depicted in Table 4.8.

Table 4.8: Correlation Results

Lending Saving |Insurance| Firm
ROA Products | Products | Product | Size
ROA Pearson Correlation 1
Sig. (2-tailed)
N 65
Lending Pearson Correlation 355 1
Products Sig. (2-tailed) .001
N 65 65
Saving Pearson Correlation 334" 236 1
Products Sig. (2-tailed) 007 .058
N 63 65 65
Insurance |Pearson Correlation .586* 235 031 1
Product Sig. (2-tailed) 000 059 807
N 63 65 65 65
Firm Size Pearson Correlation 066 025 018 009 1
Sig. (2-tailed) 603 841 889 946
N 65 65 65 65 65

#*_ Coralation iz significant at the 0.01 laval {2-tailad).

Source: Field Survey Data (2020)

From the findings in Table 4.8, it can be shown that lending products and services offered by
MFIs have postive relationship with the ability of the enterprise to perform financially
(r=0.395). At the same time, the saving products and services by MFIs were found to be positive
correlates of the ability of the enterprise to perform financially (r=0.334). Table 4.8 further
illustrates that the insurance services and products offered by MFIs had strong and positive
relationship with the degree which MSEs perform in financial dimension. The link between size

and the ability of the enterprise to perform was weak and postive (r=0.066).
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4.8 Effect of Micro Finance Services on Financial Performance of Micro-Small Enterprises
Realization of the general objective called for the use of regression analysis with the evidence

presented in subsequent sections.

4.8.1 Model Summary
Consider Table 4.9

Table 4.9: Model Summary

Std. Change Statistics
Error of
R Adjusted the R Square F Sig. F
Model| R |Square|R Square | Estimate | Change |Change| dfl df2 Change
1 TJ552 | 569 5348 1.14601 5369 26.891 3 61 000
2 7580 | 574 546 1.14938 003 643 1 60 426

a. Pradictors: (Constant), Insurance Produet, Saving Products, Lending Products
b. Pradictors: {Constant), Insurance Product, Saving Products, Lending Products, Firm Size

Source: Field Survey Data (2020)
Table 4.9 indicates two models of regression analysis. The first model is used to predict the

effect of microfinance services when the controlling effect of firm size had not been included.
Therefore, based on model 1, the value of R is 0.755 which indicate strong link between the
services that MFIs offer and the ability of the entities to perform financially. The R square value
is 0.569, which indicates that the model was fit. The adjusted R square value for model 1 is given
as 0.548, which means that 54.8% variability in the degree which MSEs perform financially is
explained by variation in MF services and products offered to them without controlling for their
sizes. However, on controlling for size in model 2, the adjusted R square becomes 0.546, with
change in R square being 0.005. This change in R square could be as a result of the controlling

effect of the size of the MSEs.
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4.8.2 Analysis of Variance
Consider Table 4.10 for the ANOVA findings.

Table 4.10: Analysis of Variance

Model Sum of Squares df Mean Square F Sig.
1 Regression 105948 3 35316 26891 .000®
Residual 80.113 61 1313
Total 186.062 64
2 Regression 106.798 4 26.699 20,211 000
Residual 79264 60 1321
Total 186.062 64

a Dependant Varishla: FOA
b. Predictors: {Constant), Insurance Product, Saving Products, Lending Products
. Pradictors: {Constant), Insurance Product, Saving Products, Landing Products, Fimm Size

Source: Field Survey Data (2020)
Table 4.10 indicates two models of ANOVA. From Model 1, the value of F calculated is 26.891
with p-value being p<0.05. Model 2 indicate the value F calculated as 20.211 with p<0.05. Based
on the results in model 12 and model 2, it can be inferred that the services that MFIs offer and

the ability of the entities to perform are significantly linked with each other.
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4.8.3 Regression Beta Coefficients and Significance

Consider Table 4.11 for the model coefficients

Table 4.11: Regression Beta Coefficients and Significance

Unstandardized Standardized

Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 23.765 3.020 7.870 000
Lending Products 460 109 377 4224 .000
Saving Products 275 059 408 4.697 .000
Insurance Product 308 055 485 5.586 000
2 (Constant) 26.742 4.791 5.581 .000
Lending Products 458 109 375 4191 000
Saving Products 276 059 409 4.691 .000
Insurance Product 308 053 486 5.581 .0oo0
Firm Size 572 713 .068 802 426

&. Dependent Variabls: ROA

Source: Field Survey Data (2020)
Table 4.11 reports two models of the beta coefficients and significance. The predicted equations
based on the two models become:
Y=23.765+.460X1+.275X2+.308 X3 cevvuunerrrnneeeerrrneeerrsneersssneeeerssnieeesssseessssnneessns )

Y=23.765+.460X1+.275X2+.308X3+.572 X300 ceeneininiieiniiiieininiieciiiiecineniecnenececnens an
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Where

Y=Financial Performance

X1= Lending Products

Xo= Saving Products

X3= Insurance Product

X4= Firm Size

Table 4.11 indicates that before controlling for firm size while relaxing other constructs, the
degree of MSEs’ to financially perform would be equivalent to 23.765. A unit change increase in
lending products and services offered by MFIs would lead to 0.460 unit increase in financial
performance of MSEs in Nairobi. A unit increase in saving products by MFIs would lead to
0.275 unit increase in financial performance of the MSEs. A unit increase in insurance products
and services offered by MFIs while holding other factors constant would result into 0.308 unit
increase in financial performance of the MSEs. However, on introducing the control variable, it
was noted a unit change in firm size when holding other variables constant would lead to 0.572
unit increase in ability of the MSEs to perform financially. Taking the level of significance as
5%, it was shown that the lending products and services (p<0.05), saving services and products
(p<0.05) and insurance services and products (p<0.05) offered by the MFIs all were significantly
linked with the ability of the MSEs to financially perform. On the other hand, firm size (p<0.05)

did not significantly affect the MSEs’ ability of the MSEs to perform.
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4.9 Discussion

The study had a general objective and two specific objectives. The first specific objective sought
to establish the products and services offered by Micro finance Institutions (MFIs) among
Micro-Small Enterprises in Nairobi, Kenya. From the findings, 90.8% of the studied firms had
accessed loan and other credit facilities from MFIs where 38.5% had accessed loan facilities
from MFIs to a tune of less than Kshs. 500,000 while 36.9% had accessed loan of Kshs. 500,000
to 1 million. This means that loan and credit facilities are some of the products that MFIs
advanced to their clients including the MSEs. Tchakoute-Tchuigoua and Soumaré (2019) noted
that access to credit is one of the issues that MSE face as it regards limited growth and
performance. Chen, Chang and Bruton (2017) indicated that loans from most MFIs have flexible
interest rates with flexible repayment periods. This is contrary to the amount of credit that
commercial banks charge since in most cases, most large financial institutions do not readily
lend to these small business. It was shown that 92.3% of the firms studied had savings with the
MFIs in terms of deposits where majority of the firms (58.5%) had less than Kshs. 1 million
savings with the MFIs while 27.7% had 1-5 million. This implies that saving is one of the
services and products that MSEs access from the MFIs. As noted by Nasrin et al. (2018), saving
is a necessary precondition for businesses seeking to borrow funds in future for investment from

financial institutions

It was noted that 80.0% of the firms studied had sought for insurance services from the MFIs
where 47.7% of the firm had insured their business with MFIs to a tune of 5-10 million while
26.2% for less than 5 million. The implication of this finding is that MFIs offer insurance
services and products to the MSEs maybe through partnership with other insurance firms. These

findings are supported by Murigu (2014) who noted that most MFIs render insurance services
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that covering underwriting of risk and mobilizing funds through premiums mostly on
investments extending for a long time. Similarly, King’ori et al. (2017), the insurance products
that MFIs offer customer are classified into health as well as life product. Other MFIs offer

insurance services by partnering with banks and other insurance firms.

From the findings, all the identified products and services offered by MFIs were found to have
postive relationship but with varying magnitude on MSEs’ degree which they perform
financially. These results are consistent with several past empirical studies. For instance, Cull
and Morduch (2017) documented that MFIs have a postive influence on economic growth of a
country. Amsi et al. (2017) indicated that microfinance has postive and significant influence on
firm performance. Kibet et al. (2015) shared a postive link between micro credit and the ability
of the entity to perform financially. Omondi and Jagongo (2018) found out that MFI services
have postive and significant influence on firm performance. Kamau and Kalio (2012) indicated
that lending by MFIs has postive and significant influence on performance. Onyango (2011)
revealed that MFIs have postive influence on growth of firms. Kalui and Omwansa (2015)

established that the products offered by MFIs have an influence on firm performance.

Based on ANOVA findings, it was shown that microfinance services and the ability of the MSEs
to perform are significantly linked with each other. All the resultant p-values of the constructs of
microfinance services and products were all significant. Consiste4nt with these views,
AmsiNgare et al (2017) established that micro finance has an influence on firm performance.
KiflieHayleeyesus (2016) confirmed that in deed, MFIs play an important role as far as
alleviation of poverty is concerned. Okibo and Makanga (2014) established that MFIs help in
reducing poverty since it allows the poor members of the society to access credit facilities.
Chole (2017) indicated that MFIs services have significant influence on firm performance.
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Duvendack et al. (2011) indicated that microfinance is important in reducing poverty levels in
the country. Kalui and Omwansa (2015) showed that the products offered by MFIs to SMEs
have significant influence on financial performance of the firm. Tresa (2018) noted that MFIs
play an important role by ensuring that credit facilities are accessible to the poor and the less

banked people in the society.
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CHAPTER FIVE: SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction
A summary of the analyzed findings is presented in this chapter. The conclusions and
recommendations are also provided. The limitations of the study and the areas requiring further

research are also pointed out in this chapter.

5.2 Summary of the Findings

It was shown that 90.8% of the studied firms had accessed loan and other credit facilities from
MFIs where 38.5% had accessed loan facilities from MFIs to a tune of less than Kshs. 500,000
while 36.9% had accessed loan of Kshs. 500,000 to 1 million. It was shown that 92.3% of the
firms studied had savings with the MFIs in terms of deposits where majority of the firms (58.5%)
had less than Kshs. 1 million savings with the MFIs while 27.7% had 1-5 million. It was noted
that 80.0% of the firms studied had sought for insurance services from the MFIs where 47.7% of
the firm had insured their business with MFIs to a tune of 5-10 million while 26.2% for less than

5 million.

From the findings, all the identified products and services offered by MFIs were found to have
postive relationship but with varying magnitude on the degree which the MSEs perform. From
the findings, lending/loan products from the MFIs had the largest effect on ability of the firm to
perform followed by insurance services and products and lastly the savings services and
products. On controlling for firm size, there was a change in the value of R square in the
regression model signifying that the size of the firm controls that interaction between MFI
services and products and financial performance of the business. However, in terms of
significance, only the dimensions of MFI had their p-values less than 0.05, meaning they were
significant. Firm size (p>0.05) hence it was non-significant. .
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5.3 Conclusion

Financial intermediation and inclusion are two important aspects of stable financial systems that
promote the growth of the economy. The study has demonstrated that MFIs play an important
role towards financial intermediation in the economy. The MFIs have been noted to support the
growth of the economy especially by providing customized credit facilities particularly to
smaller firms. Aside from providing credit, it has been shown that MFIs provide saving and
insurance services and products to smaller firms. These views are consistent with the financial
intermediation theory that was formulated by Gurley, Enthoven and Shaw (1960). Risk is an
inevitable and unforeseen circumstance that has some probability of occurring in future. Risk
cannot be avoided but it can only be mitigated. Hence, when MFIs partner with other insurance
firms to underwrite the insurance risks of the MSEs, it helps in promoting financial performance

of these small firms.

It has been noted that the intermediation role played by the MFIs go a long way to positively
impacting on financial performance of the MSEs. This assertion is consistent with the financial
deepening theory was formulated and developed by Shaw (1973). This theory view availability
of credit facilities as a precondition for the growth of the economy. The study showed that the
various products and services that MFIs offer customers have different effect on ability of the
enterprise to perform. For instance, lending/loan products from the MFIs had the largest effect
on financial performance of the MSEs followed by insurance services and products and lastly the
savings services and products. Such MFI services and products can be viewed in terms of
resources that are required by the recipient firm in order to enhance on their financial
performance. Viewing such products and services advanced by the MFIs to clients as resources

is supported by the Resource based views (RBV) that was advanced by Barney (1991). Under the
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RBV, firms are said to leverage on their resources (which may include the financial resources

from, MFIs) to gain competitive advantage and thus financial performance.

5.4 Recommendations of the Study

The study identified three crucial products and services that MFIs offer to their clients to include
loan, saving and insurance. Based on this finding, the study recommends that the marketing
managers of the MFIs should expand the product offering to bring in more new products that are
customized for small businesses. MFIs should leverage on innovation and technologies to
develop new products that would expand the portfolio for businesses to select from. The
marketing managers of the MFIs in Kenya should invest heavily in promotion and advertisement

of loan and insurance product that they offer customers.

The results of regression beta coefficient indicated that lending/loan products from the MFIs had
the largest effect on financial performance of the MSEs followed by insurance services and
products and lastly the savings services and products. Based on this finding, the study
recommends that the finance managers and owners of the MSEs in Nairobi to seek for more
credit and loan facilities from MFIs and ensure that the amount is utilized for the purpose of
enhancing realization of the goals. The risk managers of the MSEs operating in Nairobi to
increase underwriting of risks with MFIs as this enhances financial performance of their
enterprises especially in the event of a calamity. The CBK help in promoting stability and
resilience of the entire banking system in the country. In light of the findings, this study
recommends that CBK should formulate stable policies that promote and support the

microfinance services and products.
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5.5 Limitations of the Study

Conceptually, microfinance services and financial performance were explored in this inquiry.
The study covered three MF services and products covering loan facilities, saving and insurance
services. To account for the controlling effect, the study incorporated the size of the firm.
Therefore, three variables were covered in this study including the independent, the dependent

and the control variable.

Contextually, the study was limited to MSEs, specifically those operating in Nairobi. In total,
100 MSEs were targeted and census was adopted hence all of these firms were studied.
However, the sample size in itself was a limitation since it affected generalization of the findings

to others firms like the medium sized enterprises.

5.6 Suggestions for Further Research

Based on the aforementioned limitations further research is recommended on the role played by
MF services on other aspects like operational performance or efficiency. Apart from the MFI
service, further research should be done to validate the services and products offered by deposit
taking Savings and Credit Cooperatives (SACCOs) on financial performance of the small firms.
This will give room for comparison of the findings and thus informed decision making with

regard to the means of financing for the smaller firms.

The study recommends further studies to be done covering other firms away from the MSEs.
These other firms could include the medium sized enterprises and even the larger firms
especially those listed at the Nairobi Security Exchange (NSE). Future studies can also be

conducted by singling out firms specifically in the SME category.
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APPENDICES

Appendix I: List of Microfinance Institutions in Kenya

]

10.

11.

13.

Caritas Microfinance Bank Limited
Century Microfinance Bank Limited

Choice Microfinance Bank Limited

. Daraja Microfinance Bank Limited
. Faulu Microfinance Bank Limited

. Kenva Women Microfinance Bank Limited

Maisha Microfinance Bank Limited

. Rafila Microfinance Bank Limited

Remu Microfinance Bank Limited
SMEP Microfinance Bank Limited

Sumac Microfinance Bank Limited

.U & I Microfinance Bank Limited

UWEZO Microfinance Bank Limited

Source; CBK (2019)
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Appendix I1: Questionnaire

I am Hassan Ali Idow, a student at the University of Nairobi currently undertaking a studyv on
EFFECT OF MICRO FINANCE SERVICES ON FINANCIAL PERFORMANCE
MICRO AND SMALL ENTERPRISES IN NATROBI, KENYA. You are therefore requested
to fill in this questionnaire with appropriate responses. Note that al information you share will
onlv be used for academic purpose. Anv information vou share will treated with utmost

confidence. Thank vou.

SECTION A: GENERAL INFORMATION

This section seeks to collect some general on your organization. Kindly provide the responses

that are applicable by () in the provided spaces.

1. Kindly indicate the number of vears vour firm has been in operation

Less 2 years []
3-5 years [1
6-9 vears [

More than 10 years [ ]

2. Kindly indicate the nature of products that your firm deals in

Financial services []
Real estate services []
Insurance services  []
Manufacturing []

Other............. []
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3. Kindly indicate the average number of staff in your organization

Below 10 staff [
11-20 years []
21-30 staff [
Ower 30 staff []

SECTION B: PRODUCTS AND SERVICES OFFERED BY MICRO FINANCE
INSTITUTIONS (MFIs) AMONG MICRO SMALL ENTERPRISES IN NAITROBI,

KENYA

This section seeks to collect information on the products and services your firm has enjoved from
the micrafinance institutions (MFIs) to answer the first objective af the study. Kindly provide the

responses that are applicable by (\) in the provided spaces.

4. Has your firm accessed loan/credit facilities from Microfinance institutions over the last five

years (2015-2019).

Yes [1]
Know [1]
Don’t Know [1
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5. If yes in question 4 above, kindly tick the average amount of credit/loan facility your firm has
accessed from the microfinance institutions over the past five years (2015-2019). Use the scale
below to indicate your appropriate response.

Less than 0.5 Million [ ]

0.5-1 million [
1-5 million [
5-10 million [

More than 10 million [ ]

6. Does your firm maintain a saving/deposit account with any Microfinance institutions in

Kenya?

Yes []
Know []
Don’t Know [1
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7. If yes in question 5 above, kindly indicate the average amount of savings/deposits that your
firm has maintained with the microfinance institutions in Kenya over the past five years (2015-
2019).

Less than 1 million []

1-5 Million [1
5-10 million [
10-15 million [

More than 10 million [ ]

8. Has your firm sought for insurance services from the microfinance institutions over the past

five years (2015-2019)?

Yes []
Know [1]
Don’t Know []
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9. If yes in question 6 above, kindly indicate the average value of insurance risk with your
institution has underwritten with the microfinance institutions in Kenya over the past five years

(2015-2019).

SECTION

Less than 5 million []

5-10 Million [1
10-15 million [
15-20 million [

More than 20 million [ ]

C: FINANCIAL:. PERFORMANCE OF THE MICRO-SMALL

ENTERPRISES IN NATROBI, KENYA

10. Kindly indicate the values (in Kshs) of net income and total assets recorded by your firm

over the past five years. Use the table provided below to indicate your responses.

Year

Net Income

Total Assets

2015

2016

2017

2018

2019

END

THANK YOU FOR THE RESPONSES
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