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ABSTRACT 

The study has two major obje th fir. tl , to determine the various performance 

measures used by MH m K n) . ~ ondl , to evaluate performance ofMFls for a 

five year period runmn · fnm . 000 I<) _()04 . 1ivcn the importance ofMicrofinance 

to social .cconom• of a nation and the correlation between MFI 

perlhrmu1 ·c 111 I growth, MFI performance is thus an issue that 

need'> ·~)II i l 'Ill 111 nit ring to ensure positive outcomes. Credit is the engine of 

c · )m)mt • '' m th in apitalism, because it supplies the much needed investment 

capital to pm ate entrepreneurs. Thus, if the macro-financial system operates 

prop rl). a capitali tic economy grows rapidly, making both individuals and the 

nati n b tter off. 

The tud · entailed a descriptive survey design. The population of study comprised 

all MFis in Kenya, amounting to over 3,000 legally constituted entities. The 

sample elected was those MFis that fall under the umbrella of the Association of 

Microfinance Institutions of Kenya (AMFI) between the year 2000 and 2004. A 

sample of22 institutions, obtained from AMFI was used. Data collection wa done 

using a questionnaire for primary data and a secondary data collection form for 

secondary data. Primary data was used to determine those performance mea ure 

used by MFis and the extent to which these are used, while econdal) data " a 

u ed for determining the actual performance of the M I for the period und r 

con ideration. Data analy i wa conducted u ing de criptivc tati ti s and trend 

anal) t • 

he finding of tud · how that mo t of the perf rmance measure pres nted were 

~ i nifi ntl • u d b • the 1I·I . The tH~ personnel mted their perlom1unc on 

th me \era le to od n th fi\ e p int Likert c 

I h d lin n ial I m n urc in lud~d : Return n 

lm 

m 

tim in 



cycle, Product quality and Continuous improvement (Non-financial measures). On 

the other hand the following mea ur ' re lea t or never used by MFis: Dividend 

per Share, Earnings p r hare, I rh.et B k Value per Share, Earnings Yield and 

Price to Earning ratio. r nd n 1. sis on th performance of the MFls revealed 

some favourable minim tl tmprl 1.'m nl p~.'rl'ormancc over the period 2000 to 2004. 

In vit:w of th · nb )\ · 1h ., i n l'd for government to put measures in place to instil 

prudt: n · · iu th 

infonnuli 111 di 

US I \\ h 1! 

mcnt of this sector. These measures will ensure 

that ill improve transparency and efficiency in the sector 



1.0 INTRODUCTION 

1.1 Background 

The UK supports th pr p s.1l r m1 ·m- nt~rpriscs a an option to reduce poverty; 

however 1t ul o ' ) •nizn th.lt m1 ·m ntcrprisc development programs have to be 

mad· llllt.h.·r thl· t 'I Ill I pre du llVJty and susta inability in order to avoid a trade-

otT b ·twl· ·u and ocial impact (UNDP, 2006). Jn Mexico, the term 

"nm:rt1linan · .. refer to the relatively small community of microfinance NGOs 

that pn\lde credit to micro enterprises. Given the poor population in Mexico 

(ub ut ·L million). micro-finance institutions (MFis) play an important role in 

p vert) reduction (ww\ .cgap.org). 

Ti\ ari and Fahad (2005) observe that Bangladesh produced the Grameen Bank 

Model, acclaimed in the developing world as a vehicle for poverty reduction and 

growth. It has an annual growth rate of 20% and a high recovery rate of loans 

(98%). A still more interesting feature is the ingenious manner of advancing credit 

without any "collateral security". According to Mutua and Mirero (1985), in 

Kenya, shortcomings in the provision of microfinance such as lack of a proper 

structure for loan disbursements and collection of repayments have reduced MFI 

performance in being able to meet the objective of achieving poverty reduction 

through growth and development. 

In pite of the globall ackno\ !edged role of MFI in p vert} r duction. there has 

been a Ia k of globall ackno\',:Jedged tandards to rate their pcrforman : instead, 

indi at r tend to ary a ross rcgi n . bate, Bri lin. ct I. (2 0 ) n tc that in 

001 thi kd ticroRate. a rating n en ~ · sp ializin • in microfinan c. to im itc 

oth r k ) pi }cr in the c tor ton r c on the ddinition of a ct f omrnl nl) 

II 

du it 

fi 

pli 

h ir intcnti n " omnH n me tnin •. 

n in tituti n 

nu th 



MicroRate was particularly interested in its applicability in the African continent, 

where it has been working ince the ar 2000. The African Version of the 

"Technical Guide: Performan lndi ator for MFls" was developed for a 

workshop in Entebbe dir t d t ' rds bnnking in titutions interested in learning 

how to evaluate , nd m t tlrl th linan ial soundness of MFis. The Guide 

highlights 14 of th · m ,,! t mnwnl u . ~.;d indicators and illustrates how they are 

used It pto' td ' )lit tl ,tn.nic n and analy ·is of the indicators for those who are 

in their application as well as weaknesses (Abate, Brislin, 

). 

1.1.1 Back.gr und information on the emergence ofMFis 

Microfinance i the provision of financial services to the low-income, poor and 

yery poor elf-employed people. From its inception in the 1970s, microfinance has 

e ol ed in astounding ways, incorporating into its practice social and economic 

development concepts, as well as principles that underlie financial and commercial 

markets (Otero, 1999). 

The field of microfinance was pioneered by speciali ed non-governmental 

organisations (NGOs) and banks such as Bank Rakyat Indone ia (BRI), nit De a 

(Indone ia), Grameen Bank (Bangladesh), Kenya Rural nterpri e Programme (K-

REP), amongst others 0 valuation Office, 1999). The emergent of MI· I 

challenged the con entional banking a they tended to focu on pr iding small 

loan without collateral and at full-co t intere t rate that' ere pa abl in frequent 

in talment . he e in titution hav d mon trated that the p r majont ·, who '' r 

. lud d by th commer ial bank . can b , in a t a market ni h r r inno ati' 

b nkin cni c th t n.: ommer iall; u tainabl . 'I hi demon tr ted \\ ith our 

' en) tH (I· quit Bank} that ha rm\n int mmcr ial hank and it 

n th I ' -in orne up th t h 1 rem incd un ned h) 1h 

m nti n I b nk . 

in tituti n uni t un r th nn r re mmitm nt 

n lu 



1999). By the late 1990s, more than 8 million households had been served by 

microfinance programme (Morduch, 1999). Poor people can now access credit to 

invest in small micro enterpri e that an nhancc their incomes. Microfinance is 

therefore no panacea, but it n t ~.: n itnportant part of a comprehensive effort to 

build promising future· f r millt )11s <)fp opl ' 

Many spccitli ·d tiu.1n ttl in tituiJ<)IlS estab li shed in 1950s and 1960s were not 

ahlc to 111 • ·t th • lu II hall ·n 'C of institutional and financial stability on the one 

h 1110. 111 I lUll 1 h t large numbers of the poor people on the other hand. 

'ubs ·qu ·ntl~. m the ear tarting 1970s to date, a variety of initiatives of 

micro1inance cheme have been undertaken, often combining financial and social 

intemtediatt n m both urban and rural areas. Advances in financial intermediation 

and infra tructure, stimulated by the deregulation of the financial sectors and 

facilitated b) modem technology, have put spotlight on participatory mechanisms 

for integrating the poor into the economic mainstream (Josefsson, 2004). The 

advances in financial intermediation include recent efforts to design and deliver 

very small loans to poor borrowers, both individuals and groups ( chneider, 1997). 

1.1.2 Organizational performance measurement 

Ko eo and Randhawa (2004) observe that smce the objective of MFJ 

omewhat unique, the manner of their performance a e ment mu t al o differ 

from that u ed to a e s the performance of traditional financial intermediari . In 

particular. a e ment of MFI mu t recognize their dual (bank and d pment 

in trument) tatu . Their effi ien • then, mu t be anal zed in tenn of its 

e onomt or ftnan ial dimen ion a well a its ial dimension. 'I he first 

a min d with traditi nal m a urc . \\hi! c minati n of the 

nd quir me ur • that r nc t the 11 ·1 l ial obj the . In order to 

lttn r nd 1 

ire t th ti n 

t th t p 

cos , nd R ndha\ a prop the u 

m1 n m 

nd mmuni 

nt i u h lp 

rd 



strategic objectives and evaluate managerial performance. Neely et al. (1994) 

claim that performance mea urem nt: helps managers to identify good 

performance; makes explicit th trad - ff:' between profit and investment; provides 

a means of introducing indi\ idu I strnt ~ ic stretch targets; and ensures that 

corporate managem nt kn "" \ ht'n 10 int<..:rvcne if business performance is 

deteriorating. 

Rch ( 00 , ) ut>l hat Performance Indicators (KPls) are quantifiable 

cforchand, that reOect the critical success factors of an 

or' mizat1 111. Th ) \\ill differ depending on the organization. A business may have 

as one r it PI a the percentage of its income that comes from return customers 

''berea the KPI for a social service organization might be number of clients 

a i ted during the year. 

Tapinos et al. (2005) found performance measurement to be one of the four main 

factors that characterize the modem practice of strategic planning. The evaluation 

of performance measurement revealed that it has significant influence in 

supporting the achievement of an organization's goals and the effectiveness and 

efficiency of its strategic planning process. Its impact was not significant in the 

adoption of successful strategies or making strategic planning a succe ful proce . 

The comparison of organizations of different size and operating in environment 

\Vith different rate of change, determined that performance mea urement' impact 

more igniftcant in large organization and in tho c pcrating in rapid! 

changing em ironment . 

In th ntral B nk o Kenya month! rcvic\\ BK, 2 0) 

rcdit nd 

th 

tin in in lu .. 
r 



savings, deposits, insurance services and other financial instruments, and products 

aimed at the poor or low-income people.'' (Kit aka, 200 I). 

Sabana (2003) further ob n th t s nt Jun' -003, there were an estimated 3,460 

legally constituted mi 'r tin.ln '1. :-.t'r i ' providers in Kenya, including 3,397 

savings and cr • lie ~ and co-operative I ike community-based 

inh.:rmcdmll · . Ill h ur omm ·rcial banks, two building soc ieties and the 

Ken 11 t'(l t "' 111 • H nl< . r ~. cludtd from this list were 17,305 rotating savings 

und I.' I ·dil 1 iati n As), 115,884 registered women groups and 1,342 

prim an ugri ·ultural pr ducer and marketing cooperative soc ieties, also in 

pr \ iding redit country\ ide. There are approximately 3.8 million Kenyans 

depending entire! on financial NGOs, cooperatives, and Kenya Post and Savings 

Bank. for financial services. 

Kenya's Po erty Reduction Strategy Paper, January 2005, states that the main 

objecti e of financial sector reform is to "enhance the environment for private 

sa ings and investment" . While Kenya's government was in the proce of 

developing a legal framework to regulate MFis, the paper identifies the need to 

develop a national policy on access to financial service and microfinance. The 

PR P suggests programmes such as tax incentives for micro entrepreneur and 

incorporating institution such as Kenya's Post ffice aving Bank to "e pand 

linkage ben een the microfinance ector and the banking ector" (Ken a Povert 

Reduction trategy Paper, 2005, p.37). The empha i , like in other c untric , i on 

the role ofMicrofinance in gro\ th and po erty r ducti n Kc ncr, 2005). 

1.1.4 ur f man ~ r Mi r finan In tituti n 

\cmm nt ot Kcn)n rcco 111 cs to nd u tain bl flo" ol 

int rmal finan i Ill p \Crt) 

h rc r ' mm nt h nn I 

th r m n i I in tituti n in rt 



The scenario is not different in Bangladesh. The government has been financing 

the Grameen Bank. Khandker (199~) ob erve that since its establishment as a 

financial institution by go' rnm nt rdinan cs in 1983, Grameen Bank, has 

financed its activitie "ith fund. bt in d t conccs ionary rates from external and 

domestic ourcc, m ludin th ~ontrnl Bank of Bangladesh. 

Donor\ too pit 1' ·• im t rt.ull role in providing finances to MFis. In the case of 

itHillt.' ·n B 111k. lh • pn ' id d most of the financial resources as grant and low 

intt.·• · ·t I) 111 Kh.111dk r, I 995). In Kenya donors such USAID has been at the 

li.)rct'n.mt )r pr 'iding finances to MFis, as for the case of K-REP. On the other 

commerc1al bank ha e also been involved in the provisions of funds to the MFls. 

cc rding to CBK Report (2000) commercial banks provide financial services to 

lFI \\ ith an aim to help them reach the SMEs. Kitaka (200 I), reckons that some 

well e tablished banks have come up with sections which support MFJs, as for the 

ca e of Barclays Bank - Small Business Loan, KCB Special Loan cheme are 

orne of the example. 

According to Kitaka (200 I), self-help groups also provide finances to MFls 

through savings. They initiate and start an income-generating venture from which 

they a e the surplus funds with the MFis of their choice. The e avings become a 

source of fund to the MFI, which can in tum lend at intere t. 

ther ource ' orth mentioning include a ing and credit co-op rati c. 

( A ) Kenya Po t and a ing Bank Ltd., and Rotating a ing and rcdit 

tion (R 



1.2 Statement of the Research Problem 

Credit is the engine of e on mt gr wth in capitalism, because it supplies the 

much needed inve tm nt pit I pri nt' entrepreneurs. Thus, if the macro­

financial system opcrat '" prt pal , '' ·npi talistic economy grows rapidly, making 

both indivtdual mJ th tt.llt nl dt ·r off. (Eiahi and D<mopoulos, 2004). Given the 

large nutub 'I' tll th 1 1 •lohall , and their dependency on microcredit to fund 

thl'i1 bu in ., put uit ntinual monitoring of the performance of MFis which are 

thl· dri\' ·r 1( 'I "th in thi ector, is significant as MFI performance will 

con lut • "tth th g al f poverty reduction. This, in turn, will create a sustainable 

bust: r r lending to the poor. 

From a fund pro ider perspective, progress in microfinance over the past two 

decade has been such that few dispute anymore whether the poor need, use or 

benefit from financial services. Instead, support for microfinance was increa ingly 

turning to the question of return on investment: does microfinance offer social 

returns commensurate with other investment opportunities? Performance standard 

and benchmarks in tum were necessary to guide management decision-making and 

to facilitate investment decisions by private and other investors. The supply of 

private social investment to microfinance and its allocative efficiency were further 

expected to increase as are ult (Woller, 2000). 

Gi en the importance of microfinance to o ial-economic de elopment of a nati n 

and the orrelation b tween M I performance and io- onomi gro-. th, MI·l 

pcrforman wa thu an is uc that need on i tent m nrt ring to en ur p iti\'e 

out om . o thi nd. thi · to e\ialuatc the perform an e of the MI I 111 

' ir bi and its immcdi tc emir n . 

PI 

2 

un 

Rin 

f I I litcrntur 

ru 

u m nth til 

.... 
ulu 

t r for c., mph.:\' .mJtnl 

2 2; Kim ndi, 

nd \ mbun 



None have analysed the perfonnance of MFis from the perspective of the financial 

as well as non-financial perfonnan e indicator . 

1.3 Objectives ofth tud. 

The objcctiv s ofth · tul \\ll~ .h follows: 

a. 'Ill lkt ·• min· th p rf< m1ancc measures used by MFis. 

b. r 1 ., 11luate the perfonnance of MFJs. 

1.4 The ignificance of the Study 

The tudy ' ill enable us to achieve the following: 

a. The objective of this study is to analyze the performance of MFJs. These 

institutions are examined because of their current importance to a special group 

of consumers, primarily the poor and disenfranchised in the developing world, 

and of their future promise as an economic development solution. 

b. Infonn stakeholder in the indu try e.g. donor and other in e tor · ab ut the 

tate of MFI perfonnance. hi ' ill a i t d nor in making decisi n for 

effecti e channelling of fund to the p or and 111 aluating the cost 

eftectiven of the M I in generating w alth: other in 

infi nned r garding wh re to pia e th ir funds form . ·imum rctum . 

d th . i tin' b d of rc car h , nd ad~mi knowlcd • in the til 

hi ' ·ill m ke vail blc, in nn ti n tb lUt tH in Ken) 1 r 

th r future mp r th 

tud.. ill I p 



2.0 LITERATURE REVIEW 

2.1 Introduction 

This Chapter review tht: • n t:pt ()r oPani.l.ational performance by looking at the 

variou~; development 111 tlw .11 ,\ , I his will rd1cct on among others, the Balanced 

Swn.'L"III d. th tt in lud 1 ( th quantitative and qualitative measures of firm 

p ·rl{llllhlll 

Fin tlh. th • ·hall 

1ddn: . ., d 

ti ' of performance evaluation in MFls will be surveyed. 

and con traints affecting MFI performance in Kenya will be 

rganizational Performance measures 

2.2.1 Introduction 

Neely et al. (1995) describes performance measurement as the process of 

quantifying action, where measurement is the process of quantification and action 

correlates with performance. They further propose that performance hould be 

defined as the efficiency and effectiveness of action, which leads to the following 

definitions: performance mea urement is defined as the proce of quantifying the 

efficienc and effectiveness of action; a performance mea ure i defined a a 

metric u ed to quantify the efficiency and/or effectiven of an a ti n; a 

performance mea urement y tern (PM ) i defined a the et of metrics us d t 

quantify the efficien y and effecttvene of a tion. 

teri ti of organizati nat p rform n mea un.:s rc that th~.: · mu t 

b d rh d rom ~tr tcgi ohjc tivc to n ur~.: th t ~.:mploycc behaviour i 

orp )rate.: 

h uld 

num 

n 

pc the: me 

b th 

ith n pli it pu timul t 



continuous improvement (Neely et al, 1996a); link operations to strategic goals 

and are relevant and easy to maintain (L n hand Cro s, 1991). 

2.2.2 Performance m a 'ur mt:nt in Micro finance Institutions 

2.2.2.1 · · 'l ll,l IiI 

'I h ' h11 ' ' ( ~lUI I ri k for any Ml·l resides in its loan portfolio. Not only is the 

loan fHlrll 1li 1 n m11all) far the largest asset of an MFI but also, to make matters 

\Vlll .. c. th qual it) f that a set and therefore the risk it poses, can be difficult to 

mea ·ure. F r IFI . hose loans are typically not backed by collateral, portfolio 

qualit) i · ab olutely crucial. Fortunately, many have learned how to maintain loan 

p rtfolio of \el) high quality. In fact, in many countries, leading MFls typically 

outperform their commercial bank peers. 

The most " idely used measure of portfolio quality in microfinance is Portfolio at 

Risk (PaR), which measures the portion of the loan portfolio "contaminated" by 

arrears as a percentage of the total portfolio. Although various other measure are 

regular!) used, PaR ha emerged as the indicator of choice. It is ea ily 

understandable, does not understate risk, and is comparable acros in titution . A 

microenterprise Joan is typically considered to be at ri k if a payment on it i more 

than 30 days late. Thi rule is much tricter than what i practiced among 

com mer ial bank , but it i ju tified given the lack of bankable collateral in Mr I . 

In additi n t th Portfolio at Ri k indi at r. fl ur other indi ators related to 

p rtfolio quality and a iated ri k arc Write- ff Ratio ( alu f L ans Written-

IT I · rn c ,ros Portfolio), I n l rve Rati . Pro i ion L pen c R tio 

nd Ri~k o' 
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2.2.2.2 Efficiency and Produ ti ity 

Efficiency and produ tivit) in tors nr' measure that show how we ll the 

institution is treamhnin' it-. fl't:llion .. Efficiency indicators also take into 

account the co-,;t ,f th~.· ltlfltl ,l tld /or tht: price of outputs, whi le productivity 

indicator~; rcll · ·t th • 1m unt of output per unit of input. Since these indicators are 

tWl l.'llSd ' b management decisions, they are more readily 

than, ay, profitability indicators such as return on equity 

n the ther hand. productivity and efficiency indicators are less comprehensive 

indicators of performance than those of profitability. MFls have much lower rates 

of efficienc than commercial banks, because dollar per dollar microcredit is 

highly labour intensive increasing the administrative cost. Indicators u ed to 

measure productivity and efficiency include Operating Expense Ratio (Operating 

Expenses/Average Gross Portfolio), Cost per Loans, Personnel Productivity 

{(Number of Active Borrowers [excluding Consumer and Pawn Loans])/ Total 

Staff} and Loan Officer Productivity (Number of Active Borrowers/Number of 

Loan Officers). 

2.2.2.2 Financial Management 

Finan ial management a ure that there i enough liquidit to meet a MHs 

obligation to di bur e loans to its b rrO\\er and to repay loan to rts rcdrt r . 

~ven though finan ral management is a ba k offi function. dcci ion rn thrs rca/ 

c( n dire tly affe t th bolt m line and e\cn the survival of the in titution. I:rr m. in 

li uidit • r orcign c. hangc management. fi r c · rnplc, n ca ily )rnpr mi c n 

in tituti n -.ith efficient )th und man cmcnt. 1 h 

of dcqu t li4uidit ', nd hen 
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2.2.2.3 Profitability 

Profitability indicator u h a return on quity and return on assets, tend to 

summarize performance in all rc s of tiP ~ompany . If portfolio quality is poor or 

efficiency is low, tht \\ill l c rdl ct 'd in profitability. Because they are an 

aggregate of <>o m m 11 't rs, 1 n)fltahility indicators can be difficult to interpret. 

The fact that 111 IH h.1s .1 hi 1h r turn on equity says little about why that is so. All 

ptrl(llllhllt · • indi t 1 t nd to be of limited usc (in fact, they can be outright 

misl 'IUIII •) d I ,~;_ d at in i olation and this is particularly the case for profitability 

indi ·utor · 1 understand how an institution achieves its profits (or losses), the 

unaly ·i · al · ha to take into account other indicators that illuminate the 

perational performance of the institution, such as operational efficiency and 

p rtfolio quality. 

Anal sis of profitability is further complicated by the fact that a significant number 

of MFis still receive grants and subsidized loans. "Comparing apples with apples" 

is always a problem in microfinance because subsidies are still widespread and 

accounting practices vary widely. Creative accounting can have an astonishing 

impact on profits. Relatively few MFis are regulated and it would be ea y to 

achieve a dramatic change in their profitability through the simple expedient of 

adjusting the level of loan loss reserves and other manipulations of financial 

tatements. An analyst \ ho focu es exclusi ely on profitability would have no 

way of detecting thi . 

our indi at r to a pr fitability include P rt[i lio Yu.!ld ( a h foinan ial 

Re\enue I verag Gro Port~ lio}, Return on .quity ( ct In om I A cragc 

cts , ct lnt rest 1argin ( ct 

Inter t In om~.: I A\~o:r gc ro Port olio) and on lntac tIn orne 

In om I I tal Op ratin In om ). 
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2.2.3 Performance measurement in small firms 

Small- and Medium- size Enterpri ( ME ) may be differentiated from larger 

companies by a number fl.. 'hnrn t ristics. The e are generally described as: 

personalised manag m nt, "ith li!tl d 'Vo lut ion of authority (Addy et al., 1994); 

severe resource limil11i ns in ll nns of management and manpower, as well as 

finance (Burn" 111 I I "hur't. 1996); rl!l iancc on a small number of customers, and 

opl'fltitt • 111 limit ·d n1 rkct!) (Ghobadian and Gallear, 1997); flat, flexible 

stru ·tur · · ( ppiah- \du and ingh, 1998); high innovatory potential (Berry, 1998); 

n: 1 ·tiv . tir -fighting mentality (O' Regan et al., 1998); informal and dynamic 

strutegie (Ha)' d. 1999). 

The re ource limitations associated with SMEs indicate that the dimensions of 

quality and time are critical to ensure that waste levels are kept low, and that a high 

le el of productivity performance is attained. Similarly, the reliance on a small 

number of customers suggests that to remain competitive, SMEs must ensure that 

customer satisfaction remains high and that they can be flexible enough to respond 

rapidly to changes in the market (Hudson et al., 2001 ). 

Hudson et al. (200 I) further note that the financial dimension of performance i 

critical for both large and small companies, but given the lack of a monetary afety 

net to absorb the impact of short term fluctuation re ulting from change, thi 

dimen ion i paramount in M . inally, then flatter tructurc of M ·. means 

that emplo ee often have a greater number of job role and mor re p n ibilit . In 

the circum tan e , a well trained and moti ated ' orh.for i al o param unt and 

nc itate flecti manit ring o the human r ur c dtmcn i n. 

11~ that link op ration to th ir bu inc tr t gi s utp~.:rform th omp titil n 

1 d -. •lopm nt i th t tlk 
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performance measures should be clearly defined, have an explicit purpose, be 

relevant and easy to maintain and be imple to understand and use. 

2.2.4 Trends in Performan fvknsur mcnt 

Performance mca..,urcm ·n1 •i\~:. f• dba ·k on the effectiveness of plans and their 

implcm ·nt ttwn ( h l\\ t .If ., I c 98) Both business managers and accountants are 

kctnl 1\V 11 lll th important role performance measurement plays in an 

llrg tnirtli m' ~ lannin and control system. Reporting on firms' past performance 

i · on of th fundamental u e of performance measurement system (Chan, 2004). 

han (-004 further notes that traditionally, the focus of performance measurement 

ha been on financial measures such as sales growth, profits, return on investments 

and ca h flo~ s. There is, however, increasing concern among business managers 

on the o er-reliance of financial measures in performance evaluation. 

In a survey on the quality, uses and perceived importance of various financial and 

non-financial measures, Lingle and Schiemann ( 1996) report wider disparitie 

between the perceived quality and importance of non-financial measure as 

compared to financial measures. Perceived inadequacies in a traditional 

performance measurement system that focu es on financial mea ure have led 

man organization to s~ itch to and put greater empha is on fonvard-Jooking non­

financial mea ure uch a cu tomer ati faction, emplo ee learning and 

inno ation (Ittner and Lard,er, 1998). 

An th r typolog •, which i h lpful in d iding what to m a ur , cia sifi s 

p rfi rm, n c mea ure s rca tivc and pr ti c. I he reuctiv m asure 

imli t . hey arc de how the 

mpany· p t per nnan c. I r diti 
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Manoochehri (1999) further notes that in contrast, proactive performance measures 

are preventive in nature and are leading indicators. These measures can anticipate 

and impact the future de ired re ult . For "xamplc, decreasing quality level, and 

lower employee moral ar ft n f II \J cd by lower customer satisfaction, and 

consequently a deteriotltt n r fitMn inl r suits. It is argued that if management 

focuses on leading indi · liM,, the.: l.l''i"' indicators will follow 

'I he lu ttlut ·~)I lm.t m nt ccountant (IMA) has long advocated the creation of 

1 b• o tll bu ·d 1 •tl rm:m c mea urcment system where: ... performance indicator 

:. St 'IllS lliU l fi n' ard-looking as well as historical, must focus on significant 

c t ·mal r tali n hip a well as internal functions or processes, and must track 

leading n n-financial and financial indicators (Institute of Management 

ccountant . tatement 4U, 1995, p. 1 0). 

Despite the gro" ing interest in incorporating non-financial measures in an 

organization's performance measurement system, empirical evidence (Foster and 

Gupta, 1997) on the linkage of non-financial measures with share value and future 

financial performance is inconclusive. It is important to note that performance 

measurement and performance management are not the same. Each segment in a 

large organization may develop highly specific performance mea urement 

information for its own operations and thi will allow that egment to operate 

effecti ely. Hov ever, " hile each manager trive to optimize the performance of 

hi di i ion, the o erall performance of the organization may be ub-optimitcd 

(Rummer and Brache, 1995). 

Altcmativ I , m ompant fi u on identifying th .. critical u c factors", 

in ddining the perf rman h managers an.: to indi at· th ritical 

t r : rc ur c . capabilities prl cc~ es, n.: ult , et . for hie ing th-.: 

unit' hen p rtom1an e me urc 

ppr h the diltcren c h t\\ 11 

nit nd lp biliti . Whil 
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product development process such as schedule and cost might indicate that a 

project is late and over budget Manoo hehri, 1999). However, that does not tell 

what to do differently. In contra t, m n. uring activities and capabilities, such as 

staffing level during th ur:.c f th' proj 'Ct might indicate what went wrong 

(Meyer, 1994). Comp, nt 's n ~I to stab! ish what activities and capabilities are 

critical for achicvin ·1 , "~·n rl ~ult, and m~asurc results as well as the activities 

and capabllitt ·-.. 

Onl) 1 p •tlbnn n m nagcmcnt ~ystcm engenders strategic evolution and ensures 

!;(lUI 'lmgru nee. the balanced scorecard provides a comprehensive, top-down 

vt~\\ r organizational performance with a strong focus on vision and strategy, 

perfonnance management can be greatly facilitated through its use (Missroon, 

_000). 

~ Performance measurement in non-profit Organizations 

Bearing in mind that some MFis may be non-profit oriented, it is useful to review 

performance measurement in non-profits. (Sawhill and Williamson, 200 I) observe 

that many non-profit organizations lack even the simplest financial metrics, such 

as net income or return on investment. Non-profit organizations have difficulty in 

developing quantitati e metrics useful for evaluating the performance of the 

organization becau e the} often ha e contradictory objective related to the 

offering of ervice and intangible product (Kaplan 200 I). 

on-profit organizati n rna have n n-financial indicat r that measur the 

quantity and qualit • of crvt . However the mdi at r oft n lack a rigor us 

und ri) ing cl tion mdh do log · and rna) of ten ntain data of d ubtful intc 'rit . 

unherm re while th ,. ha\C indi tor • the · d l not know whcth r th ,. rc . . . 
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2.2.6 The Balanced Scorecard (BSC) 

The balanced scorecard i a perfi rm n m nsurcmcnt and strategic management 

system. It translates an organi7 til n's mission and tratcgy into a balanced set of 

integrated performan m' :-.url s. It complements the traditional financial 

perspective with oth ·r n n-I11Mil ' tal p ·rspectivcs such as customer satisfaction, 

internal bu\lll P• II as learning and growth. lt also mixes outcome 

tncH\llt ""· th · • •in • indi ator, with performance drivers, the leading indicator, 

b~: ·Ill"· '\1ut · 1111 • mea urc ithout performance drivers do not communicate how 

th out· 1111t: · are t e achieved" (Kaplan and Norton, 1996, p. I 05). 

lana chehri ( 1999) notes that the BSC includes four different sets of measures: 

I. Financial perspective: How do we look to shareholders? 

2. Customer perspective: How do customers see us? 

3. Internal business perspective: What must we excel at? 

4. Innovation and learning perspective: Can we continue to tmprove and 

create value? 

By selecting appropriate performance drivers and outcome measures to fit in the 

theory of business in a chain of cause and effect relationship, the organization will 

ha e a better idea of ho~ to achieve its potential competitive advantage. The 

balanced et of performance mea ure al o tell a conci e et complete t ry about 

the achievement and performance of the organization toward it mi ·i n and g als. 

It pro\ id a holi tic i \ of what i happening in the org nizati n. tying the e 

pt:rforman e m a urc t r ward , the B n ur . that mployees \Viii do wh. t i 
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processes and customer perspective indicators address how value is being 

presently created, and the financial per pective lagging indicators addressing how 

value was created in the pa t. Th au - ffl t relation hips between the indicators 

of each of the different p rspc t i s d ~mon trate the extent to which the 

organization is balan ing p -.t. 1 r~.·s~nt and future value creation. The fundamental 

problem i that i th · )\ l .1r~ htn ' ()bj '• tivc is no longer to increase long-term 

shan:holdta v tlu(.'. th 11 tt do s not necessarily follow that four perspectives are 

appwprt tl • (lJrruti 1 md I nk~ ·n, 2005). 

In prt)til- · king rganizations the financia l perspective is fundamental since it 

provid · · the information necessary to evaluate whether the organization has been 

etfecli\ e in achie\ ing its objective of creating shareholder value. Non-profit 

organization like~ ise need to monitor their financial performance but for a 

different reason; their financial performance is the means to an end as opposed to 

the end itself as is the case with profit-seeking organizations. Consequently non­

profit organizations need to include a mission perspective that addres es how 

effectively they are achieving their particular mission. (Ministerio spanol de 

Sanidad Consumo, 2001). 

2.3 Dimensions of Performance 

2.3.1 Introduction 

The dim n ion of p rformance for ~ hich mea ure • ' ithin a trategi all aligned 

p rforman e mea urement y tern, hould b devel p d ha c b en defined u ing a 

vari ty of terms in the literature. 'I ime, qual it nd nc. ibilit arc c mmonl c1tcd 

the main op rational dim n ion whi h h uld be measured (for in tan c Lyn h 

I). 

(I th t tim I ~ pr thc n \\ 
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quality, reduce costs, improve responsiveness to customer orders, enhance 

delivery, increase productivity, reduc ri ks since reliance on forecasts is reduced, 

increase market share and inc rea pr fit. 

Finance, in variou difti r nt fl mh, is also onsidcrcd to be a critical dimension of 

performance (for tn 1111 't ,hal:l 1ni ct at., 1997). In addition, customer 

. atisfuction 1nd hum Ul r m ~ ar repeatedly cited as critical measurement areas 

(for i11st 111 ·r K 1plan and orton, 1992). lludson et at. (2001) document critical 

> tailing under quality, time, nexibility, finance, customer 

$ 1ti ·fa ·tllHI and human re ources. 

F rea h f the main operational dimensions, Hudson et at. (2001) come up with 

the following sub-dimensions: 

a. Time: Lead time, delivery, reliability, process throughput time, process 

time, productivity, cycle time, delivery speed, labour efficiency and 

resource utilization. 

b. Quality: Product, performance, delivery reliability, waste, dependability 

and innovation. 

c. Fie ibility incorporates manufacturing effectivene , resource utilization, 

olume flexibility, new product introduction, computer y tern , futur 

gro\\ th and product innovation. 

d. inan in orporat \ . mark hare, o crh ad t r du ti n, 

inv ntory performan c. ost ntr I, al s pr fit bilit , tfi icn and 

pr du tion t r\;du tion. 

ti n i~ dim b) m rkct h fl.: 1"\1 c im 1.: 
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f. Human resources is mapped by employee relationships, employee 

involvement, workforce, mplo ee kills, learning, labour efficiency, 

quality of work life, r our e utiliznti nand productivity. 

2.3.2 Timc-ba d p rf m1:1n l' nwasurcmcnt systems 

Stalk and llout I'>•> ~1.11 ~ that time-based companies should go beyond 

rm;asur ·s likl· I· d tim n·time delivery and response time to time-based metrics 

whtdt ·~1uld h u a diagno~tic tools throughout the organization. They 

~umnmriz d th main time-based mctrics that companies could use into four 

ditl't:rt!nt urea : de\eloping new products which includes, time from idea to market, 

rute f ne\\-product introduction, and percentage first competitor to market: 

deci ion making which includes, decision cycle time and time lost waiting for 

deci ion : processing and production, which includes value added as percentage of 

total elapsed time uptime yield, inventory turnover and cycle time (per major 

phase of main sequence) and customer service, which includes respon e time, 

quoted lead time, percentage deliveries of time and time from cu tamer's 

recognition of need to delivery. 

Azzone et al. ( 1991) present a framework of performance measures for time-ba ed 

companie . Their model contains three main areas in which time mea ure. hould 

be applied: re earch and development (R&D), operations and ale and marketing. 

Barl ... er ( 1993 pro id a time-ba ed p rformance mea urcmcnt t m that i 

ba d on the concept f po itive and negati e alu -adding measurements . 

lmpro cmcnt effort are dir ct d t reduc negatt c alu -addmg mp ncnts and 

d ) -.t m throughput time. 'I h ad anlage of th p rf m1ancc mcusur 

talk and Hout, Anonc t I. nd B rk r i th t th y rc implc and 

tand nd u c. I he m in di dv nta •c ol the rfl m1 n c mea ur 
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2.3.3 The Quality Function Deployment (QFD) approach 

QFD is mainly a tool to help mpnni , fo us on what customers perceive as 

important and certify that th .c ksir'd obilities exist in the final product or 

service. The work ts u u. II • J) unwn1 d in a series of matrices. Its primary 

benefits arc reduced d i ·n t'( ~h ,tnd d vdopmcnt time (llofmeister and Slabey, 

1988). Othcr b ·•t ·lit in ·lud improved com munication and cohesion within a 

produd d ·v ·I lfllll ·nt 'r improvement team and so lidifying design decisions early 

in th · d '\' •h)pm nl )cle (Morrell, 1987). Although originally developed in a 

produ ·t , 1nll! t. the method has been adapted and gainfully applied to services as 

wdl (kanji and her. 1996). 

anou applications and studies have shown many benefits of QFD (Chan and 

Wu, 2002). Sullivan (1986) stated that QFD brings efficiency to companies 

because misinterpretation and need for changes are minimized. Burrows ( 1991) 

emphasizes the strategic benefits such as better understanding of customer needs, 

increased quality of advertising and communication, and faster decision making. 

Brown (1991) concludes that QFD leads to superior product quality and de ign, 

shorter design cycles with fewer engineering changes, higher potential for radical 

inno ations, lower product and project costs, and more satisfied customer . Bo ert 

(1991) argue in a similar vain, by offering detailed list ofQFDs benefit uch a 

more cu tomer orientation, reduction of implementation time. better promotion of 

teamwork, and higher cu tamer ati faction \ hich lead to cu tomer lo alty that 

re ult in future bu ine e and \ ord of mouth. 

Ia k et 1. (2 0 I) ob rv that high-quality opcrati n do n t wa tc tim or c{ fort 
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planned. This eliminates wasteful disruption and allows the other micro operations 

to operate efficiently 

Its adherents claim that man gcrs nn impkmcnt Qf'D in any organization­

manufacturing, rvi c, n npr 'fit ( r •10V ' rnm~nt, and that it generates improved 

products and <;crvtc ·-., r ·Ju d (hb, mor~ satisfied customers and employees and 

improved bottom lru · 1tn.1n tal p rformanc~. The latter claim is controversial. 

Altlwugh 111111\ lh ·r nl op ·nly prai">c QFD, others have identified significant 

c~l<;l" uml unpl b taclc~ ( ' lausing, 1994). Critics have suggested, for 

· umpl ._ that FD entail excessive retraining costs, consumes unrealistic 

cmpl ee c mmitment le els, emphasizes process over results and fails to address 

the need f mall firms, service firms or nonprofits (King, 1987) . 

..... 3.4 Productivity measures of performance 

Teague and Eilon (1973) state the following four issues concerning the importance 

of measuring productivity: strategic (i.e. comparison with competitors or related 

firms); tactical (i.e. management control of the performance of the firm) ; planning 

(i.e. comparison of the relative benefits from the use of different input ); and 

internal management (i.e. collective bargaining with trade union ). 

Edosom" an (1985) argues that there are three basic form of productivity that 

have been accepted by mo t re earcher and practitioner : partial producti it • 

total factory producti ity and total pr du ti ity. Partial producti it i d fined as 

.. the ratio of total output to one eta of input" (i.e. output p r labour h ur): t tal 

factor pr du tivity i defined a .. the ratio of total output to the urn of a s iated 

Jab ur and capital (fa tor ) input : total pr ducti ity is de.: fined "th ratio oft t 1 

utput to all input fa tor '. 1 he limitati n of pr du tivit · 

nd the 
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and partial productivity indices are not difficult to calculate (Sumanth, 1994). It is 

also easy to pinpoint a specific partial productivity measure for an important 

smaller area, function or department in a ompany. This means that partial 

measures can detect impro\ emenL nd the reasons behind them more easily than 

broader measures ( r angcn. 0 ) 

Tangen (200 ) not ·s th.tt th nw't ·ommon partial productivity measure is without 

any doubt ltb llJt 1 r du ti it , e.g. output per working hour or output per 

l:mployc~: 1 1\.l\\ '\ •r. mu h criticism has been aimed at this way of calculating 

produ ·ti\ tl) uh 1990) for example, argues that terms like labour productivity 

are becommg u ·ele measures in modern manufacturing operations, since the total 

direct labour co tis becoming a smaller fraction of the total manufacturing cost. 

Edosomwan (1985) further states that the actual danger of partial productivity i 

that it overemphasizes one input and neglects others. Whereas aggregate 

productivity measures attempt to account for all or most of the system inputs and 

since inputs are not homogeneous and some are intangible representing them is a 

difficult task. In addition the consideration of all inputs requires significant 

amounts of data that are time consuming and costly to obtain. Finally, in reference 

to aggregate productivity measurements, Armitage and Atkinson ( 1990, p. 94) 

found that managers refer to aggregate measures as "mi directed, irrelevant, or too 

comple to be understood and effective in motivating performance". 

The third category of limitation i what kinner ( 1986) called the "produ ti it 

paradox". kinner argue that con entrating on impro ing produ ti ity ha its 

onccmcd ' ith direct lab ur, ' hich is no 

longer a ignificant portion of o t. I hu . d r a ing the ost of dm: t 1. bour 

and/or in reasing dire t labour cfil i~.:n )' do not ontributc si 'nifi ntl) to th~.: 

overall pcrfom1an c of the ompany. tor O\ cr, u in 

effid m:y of fi tory worker nd dcp run nt tktract • ll nti n 

th p t rn it If. 
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2.3.5 Financial based measures of performance 

Although financial mea ure an nppl:nr in s 'vera! different forms, three of the 

most common one can b pi in~d ns: profit margins measure how much a 

company earns rclatlv' t lh ,,lk'!-t. l'h 'SC measures determine the company's 

ability to w1th~;tanJ llllp 1itiln .111d ad •rsc rising cost , falling prices or declining 

sales Ill thc futur' (I' l 

Zuiti ( ll)ll ) 1l " that return on assets (ROA), is one of the most widely used 

f r performance measurements. Tangen (2003) notes that ROA 

dt!t nnine ' the c mpan 's ability to utilize its assets. However, it shou ld be noted 

that R d e not tell how well a company is performing for the stockholders. 

Return on equit) (ROE) measures how well the company is doing for the investor 

(i.e. tociJwlder ), since it tells how much income the investors are getting for 

their investments. 

2.3.5.1 Weakness of Financial Measures 

There are significant limitations of financial measures, since they are ba ed on 

simple cost accounting systems that were common in the early 1900 . uch 

systems often focus on controlling and reducing direct labour co t and can 

therefore not adapt to today's competiti e en ironment. Thi ha led man) to 

realize that the traditional approach to performance mea urement u ing financial 

mea ure ha a numb r of limitation (Tangen, 2 03). 

Financial mea ures shO\\ a lack of rcle anc t the c ntr I of production and ar • 

n t din.:ctl) rdatcd to tratcg · (• 1ask II. 1991 . 1-. c ivc usc of R I ul o di tort 

tratc building (llill I raditional crit ria uch nd 

utiliz ti nd up rm 

ith 

in fin n i tcnn but m n • imp rn nt 

. I 

qu nti ., 

di 1 ult t 



quantify directly in monetary value, such a lead-time reduction (Ghalayini et al. , 

1997). 

Financial reports are u ually pr du d monthly and the results are the outcome of 

decisions that were mad r tw) months prior. They also have a predetermined 

inflexible format that i u d .h.: I\~~ nil d ' IXIrtments ignoring the fact that most 

departments hav their "n llllllJII • •hrll acterist ics and priorities (Maskell, 199 I). 

Financial m · rsur • to the new management techniques that give 

shor fl\l\ll 11p ·1 lh'l 1 ~,r< n~ihd1ty and auto nomy (Ghalayini et al., 1997). 

Finrn ·r d 111 \l ur d n t pcnalrtc overproduction and do not adequately identify 

th · 'll"t 1l qual it) (Bitichi. I 994). 

hula) ini and 'oble (1996) observe that it is important to realize that when a 

compan} i making a profit this does not necessarily imply that its operations, 

management and control systems are efficient. Therefore, profit as a performance 

mea ure can only reveal that there is a problem, but provides little about the nature 

and the reasons for that problem. Additionally, Globerson (1985) argues that the 

claim that profit or rate of return can be considered as a composite indicator of the 

organizational success is not valid because such an indicator doe not help in 

identifying specific areas that need improvement. 

2.3.6 Customer Satisfaction and Human Re ource element 

Thomp on ( 1998) point out that moti a ted, producti e, comm ined emplo ce 

create ati tied, ma be even "delighted" cu tomer • wh e c ntinucd bu incs 

enable high financial return . "I o u tain th ctr lc, thi finan ial uc must, in 

part, re\\ard mplo ·ec ad quatel and attsfa toni . hil these depcndcnci s 

nr lear and ob iou , mea ·un:m nt of th c tent o the ti:-.fu ti n is n t lw 

1 n.:mcr. there r onfli tin • pull -the finan ial c. p t ti< ns of 
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th bilit 

th t t th 'irtu u 

m tit initi ti n th 



relative perception of a company's ability to satisfy its customers and also put 

pressure on costs by forcing price redu tion . 

Thompson (1998) also point ut th t it is ss~ntia l then, but only as a first step, to 

measure re ource utthl ti n I i 't~ n ' id. Hut this, by nature, ha a predominantly 

internal p r<>pcctiv '. m I 11 ' ' l ,t:thltsh~;d that a business cannot sustain long-term 

succc<>s tf tt lhil Ill 11i I ih' t ·rnal stak...:ho ldcrs. In a competitive environment, 

t.:fn.: ·t 1v •ttt: · u h a\ ustomcr satisfaction linked to service, are equally 

critil:ul- 1.., 111 tm 'r ani7ati n have now realized. Selected aspects of this can be 

m~asur ·d tr ightf "' ardly with various types of satisfaction survey; but other 

~I 'tnt:nt · are trickier. lnno ation, supported by learning, underpins customer care 

and ·en ice. While thi must, by nature, be difficult to measure objectively, 

attempt can be made to judge the level of activity and the extent to which it i 

gro\\mg. 

Atkinson et al. (1997) support the contention that satisfied employee are 

productive - and productive employees are essential for financial success. They 

suggest that employee satisfaction depends on four key variables: 

1. Compensation schemes and rewards; 

2. The culture of the organisation; 

3. The prevailing style of management; and 

4. Job de ign and re pon ibility. 
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2.4 Challenges facing performance ofMFis 

The issues and problem limiting mi r r'dit acqui sition can be grouped into two 

broad categories: lack of tangible . l: 'urit ouplcd with an inappropriate legal and 

regulatory frame\\orlo. th t d ~s Ill t r 'O lllil.' innovative strategies for lending; 

and the limited a·· ·ss 1 ( rm.ll ftnt~n 'c due to poor and insufficient capacity to 

deliver finan ·i tl ·n i ft ro- and Small Enterprises (MSEs) (GoK, 2005) . 

Otmn 1 ( 00 ) 1b ·nc that the microfinance sector in Kenya has faced a number 

or 'l)n-;tmint that need to be addressed to enable them to improve outreach and 

su ·tainabtlit) The major impediment to the development of MFJs in Kenya is lack 

of ·pecific legi lation and regulations to guide the operations of the ub-sector. 

lFI in Kenya are registered under eight different Acts of Parliament (Omino, 

_005). 

Omino (2005) further observes that some of these forms or registrations do not 

address issues regarding ownership, governance, and accountability. They have 

also contributed to a large extent to the poor performance and eventua l demise of 

many MFls because of a lack of appropriate regulatory oversight. This ha had a 

bearing on a number of other constraints faced by the industry, namely: diver ity 

in institutional form, inadequate governance and management capacity, limited 

outreach, unhealthy competition, limited acces to fund , unfavourable imag and 

lack of performance tandard . 

dditionall the pre nt legal and polic · fram \ 

than larg r b ITO\\' r and n d to be addr ed. 
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the development of the sector, appropriate laws, regulations and supervision 

framework need to be put in place. Thi an best be achieved through enactment of 

a microfinance legislation that lenrl d fines the roles to be played by the 

Government, the Central Bank. f Ken , nnd the micro finance practitioners, hence 

the propo<>cd Dcpos1t 1 J..m • 1 ticrn l·innn ·c Bill (Omino, 2005). 

In addition, thcr · i 1111 IUH d institutional mechanism in Kenya to facilitate the 

flow (>I lund lllm th • f< rmal financial sector through MFis to MSEs. This 

illl"fl' 1" '\ th • 'l l f r •dit tO both the entrepreneur and financial institutions. 

llateral i limited by the difficulty of obtaining legal title to land. 

D ·.:pitt: the in rea ing number of MFis, their outreach has remained severely 

c n ·trained. e peciall in the rural areas because of their limited resource base and 

lack. of in titutional capacity to provide a wide range of financial serv ices. At 

pre enl 1FI outreach is basically through group lending schemes, which have 

limited absorptive capacity for financial resources (GoK, 2005). 

Policies and strategies designed to boost credit and finance to the MSE sector have 

been formulated in the absence of reliable information on appropriate 

methodologies, data on the magnitude of sector, characteristics of M sector 

operators and factors influencing the growth and dynamics of the ector. The 

situation translates into high credit transaction cost for collecting and verifying 

a ailable information mainly on the credit\ orthine of M E ector b ITO\ er 

(GoK, 2005). 

2.4.1 H w to c lle t n n-financial p rfi rman c m a ur m nt data 
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In some cases, the existing information s tem may be incapable of providing the 

desired data; and given the ignifi an e of the measures, a new information system 

might have to be de\ lop d. ;\ ~~ skm nr"'hite turc has to be defined and the 

supporting technologte . pt e lttr~~. nnd rules to regulate the now of information 

Anoth ·• dnll ·11 • • i thut '' hil' many companies view non-financial measures as 

l ·1pturing data on these measurers. One explanation for this 

g tp is th Ia ·k f th information systems' capabi lity to collect data, as discussed. 

11 1th r e. planation i that many of these measures are perceived to be 

immea ·urable or difficult to measure and therefore useless. In fact, some non­

financial mea ure are subjective and cannot be easily quantified and meaningfully 

mea ured '' ith numbers. It is a mistake to consider them useless. They can be 

effecti e if they can be described in words. The key is verifiability: Can one verify 

that the performance standard has been met or exceeded (Zigon, 1994 )? 

If so, the measure is useful as a tool for communicating expectation and 

monitoring progress. Descriptive performance measures can be verifiable if they 

have three components: a judge, factors the judge look for and a verifiable 

description of what represents meeting expectation . Developing and u ing 

de criptive measures can take more of the manager ' time. That i a co l that 

hould b incurred if the mea ure ha ignificant impact. ften, th e ubjecti e 

mea ur are the leading indicator that can ha e maj r con equenc s for the 

finan ial r ult ( hr mann and Lingle, I 97). 
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to be explored and determined by talking to supervisors and employees who use 

the measures. 

The manager's perception f m~ sur~'s r'l~..:vancc is highly impacted by how 

well he or she can tmp t th' r~~ults Th' purpose of using performance measures 

is to monttor th t tu t1 r1 'nn:1n 'l t111d ·omparc it to a pre-specified goal in order 

to mea~;urt· pro ·• · 10al. If there is a significant dispersion between 

the two, \.'\Hr~· ·ti\ • 1 li{ n i n·cdcd However, docs the manager have control over 

t( 11: r · \1lll • • • i111 ul . and pr CC!>!>CS to take the required corrective action? If not, 

the p rl'tnmun mea ure are u eless. 

It i · crucial that the performance measures crafted for each unit of the organization 

be con i tent with the level of authority, responsibility and kills of the person 

o er eeing that unit. Otherwise, at best, it is a waste of resources in setting up a 

mea ure and collection data and then not using it; and at worst, it can lead to 

emplo)ees' resistance to the use of the measure and game playing to fal ify the 

percei ed desired results. 

A factor that can impede the use of measures is their proliferation. A 

misconception about performance measures is "the more the better." In contra t, 

the 0 erriding principle regarding performance mea ure i to u e fewer rather 

than more. sing too man) performance mea ure i \ a. teful, a mo t of them 

will not be u ed. orne companie pend a great deal of re ource to collect ream 

of data and produce many report that will not be u d. I o, a more imp rtant 

problem with ha mg t o many m a ur is that the high numb r of mea un.: 

onfu the user '' ho may not kn w th relativ imp rtan c f th tm:asur s and, 

thcr or m • not f ~u on the mo t import nt ncs . 
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structure or upgrade of operations technology. Therefore, the performance 

measurement system must be re ie\\ed periodically and modified as needed. 



3.0 RESEARCH METHODOLOGY 

3.1 Research Design 

The study emplo ·cd \ d' ripti\ t' \lliV' d ·si 111. Mugcnda and Mugenda ( 1999) 

define dcscripLiv · r · ·,u h .1 :1 proc ·~~ or collecting data in order to answer 

quc~llOil' rc • u lin: th nrr 'tll ~tatu~ of the subjects in the study. Descriptive 

rc"l: m·h l·t ·rmin md r ports the way things are. Mugcnda and Mugenda also 

ddin · 1 un ') u m attempt to collect data from members of a population in order 

to dt:l ·rmin the current tatus of that population with respect to one or more 

, ariatle ·. Thu the de criptive survey is appropriate as it seeks to ascertain the 

·tate perf rmance of MFis and the suitabi lity of the different measures as per the 

outcome of the research. 

3.2 Population of Study 

The population of the study comprised of 3,460 legally constituted microfinance 

service providers, including 3,397 savings and credit co-operative and co­

operati e like community-based intermediaries, 56 MFI , four commercial bank , 

1\ 0 building societies and the Kenya Post aving Bank. Informal finance include. 

17,305 rotating a ing and credit a ociation (R s), 115,884 rcgi tered 

women group and I ,342 primary agricultural pr ducer and marketing cooperati c 

ocietie ·.pro iding microcredit country' ide. 
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3.4 Variables of the Study 

The variable under tudy \\US perf rmnn". This variab le was grouped into five 

categories, name I), Cr) pt t r 1 '1fonnancc; poor performance; average 

performance; good p 1 h rm.1n ·~· .llld c ·client performance. These formed a Likert 

scale with five 1 • pHI \' .11 10n ·~. 

I htu ' ll · ti n 

rh · re ·ear h m trument was a questionnaire (Appendix 2) and a secondary data 

collection fonn ( ppendix 3). Secondary data was used to determine actual 

perfonnance on the various dimensions of performance of the MFJs. The 

que tionnaire was divided into two parts; Part I aimed to capture general 

demographic data about the MFis and Part 2 addressed objective (a) . It consi ted 

of open-ended and closed-ended questions. The instrument was addressed to the 

chief executives or finance managers or their designated backups; the "drop and 

pick later" method was be used. 

3.6 Data Analysis 

Data analysis wa conducted using de cripti e tatistic . Thi included the usc of 

mea ure of central t ndency (the mean) and mea ure of pread tandard 

de iation) and frequen tabulation . 1 rend anal i was al o carried out to 

c tabli ·h th perfonnan of Fl through cars 2 to 2 04 from th • finan ial 

p rfonnan e mea urc obtained rom H·l" financial rep uts over the mcnti ned 

pc.:ri d. r he trc.:nd n ly i enabled one to tabli h "hcthcr there " m rca e )f 

d lin in p rfom1anc.: O\cr the me p ri d 



4.0 DATA ANALYSIS AND FINDINGS 

4.1 Introduction 

Out of the 22 Mil" 1 'i"1 ft.: \\lth AMFI as at 2004, 14 responded. The response 

rate wa" thu" 6 .611 t. I his '.b ·onstd n.:d sunicicnt given the time limitations and 

also in vtcw ol th • It 1 that th rc~pondcnts were over 50% of the sample in the 

que ltllll, "lu ·h 'i ld d ibclf to meaningful stati stical analysis. 

4.- ~ ·neral information about the respondent organizations 

Table 4.2.1 Ownership 

-
' Variable Frequency Percent Valid Percent 
Local I I 78.6% 84.6% 
Foreign 2 14.3% 15.4% 
Total 13 92.9% 100.0% 
No response I 7.1% 

14 100.0% 

Majority of the MFis were locally incorporated (85% of the MFI that re ponded) 

while onl 15% ' ere foreign owned. Table 4.2 above hov the breakdown of 

MFI in term of O\\ner hip origin. 

urth r analy i h wed that m t of the 1FI tn Ken a were ithcr pri ate! or 

publicly own d. with a mall p r cntage r pr entmg part pri atc/publt and 

n titut %. 

abk 4.2.2 b to" shm s 46% and .39%, pri ate , nd publi 

ti\l:l) , \\hilc priv t /public nd para tit I tl\\ncrship a h 



Table 4.2.2 Ownership Structure 

Variable Frequency Percent Valid Percent 

Private owned ) 42.9% 46.2% - -
Part rivate/ art publi I 7. 1% 7.7% ,_ -
Public O"'-n~d 5 35.7% 38.5% ,_ -
Para<;tatal ,_ I 7.1% 7.7% 

1-;-;==-1 -
Iota I 92.9% 100.0% -
No n:-.ptlll~t· I 7.1% 

14 100.0% 

Table 4. . in t rm of staff numbers 

I Variable Fre uency Percent 
'&lOw 10 2 14.3% 

10-49 2 14.3% 

50- 249 4 28.6% 
250 and above 6 42.9% 

1 Total 14 100.0% 

Table 4.2.3 above shows that 29% of the MFis had a staff population of between 

50 and 249 (medium-sized), while 43% of the MFis represent employment level of 

250 and above (Large enterprises). 14% were micro-enterprises and another 14% 

small-scale enterprises had employment levels of I 0 to 49, and I 0 and below, 

re pectively. 

Table 4.2.4 Government sbarebolding 

I Variable Frequency Percent Valid Percent -
Ye 2 14 3°/o 16.7% 

0 10 71.4% 83.3% -Total 12 85 .7% 100.0% 

No response 2 14.3% 
14 100.0% 

in. \\hil I .7Yo h d rn 
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4.3 Evaluation of the performance measures used by Microfinance 

Institutions 

Table 4.3.1 E t nt f u. ge of gi en financial measures 

-
5 Point 

Likert scale Std. 
Jtin ndal m_!_llsur~ N mean score Dev. -
Cu h llo" 131 3.77 1.589 

f- io urrent rat1 13 4.08 1.553 
1--- • 13 3.85 1.625 QUICk ratiO 

Debt equitv ratio 13 3.69 1.548 

Debt ratio 13 3.85 1.281 -- 1-

Times interest earned 13 3.85 1.345 - - f--

Di' idend per share 11 2.00 1.732 

Earnings per share I I 2.00 1.732 

Earnings yield 10 1.70 1.494 

Market book value per share 9 1.44 1.014 

Net profit margin 13 3.69 1.888 

Price-earning ratio 10 2.60 2.066 -
Retention ration 9 2.33 2.000 

Return on capital employed 12 3.67 1.303 

Return on investments 12 4.42 1.240 

Return on Investment (ROI), current ratio, quick ratio, debt ratio, cashnow, debt­

equity ratio (D-E ratio), net profit margin, return on capital employed (R ) and 

time interest earned all had mean that a eraged 4.00. Marl,et book alue p r 

hare. earnings yield, di idend per hare (DP ), earnings p r shar (I P ) and 

retention ratio all had mean that averag d ar und 2.00. 

·1 blc 4 .. - b low ho'' how tht.: firm rate on the •iH:n financi, I mcusurt.:s . 

• urrt.:nt rntio nd ROI 3\t.:ragcd around 4. 0. 'a htlow r tio net pr llit mar •in, 

qui k tio timt.: intt.:rt.:~t rnt.:d. RC l ~. debt r ti , 1 ~ 1 rt.:t~.:ntion mti l .tnd D·h 

ti II round d 



Table 4.3.2 How the firms rate on the below financial measures 

5 Point 
Likert 
scale 
mean 

Variabl . I~ 
N score Std. Dev. -

Cn'h lltm r uio 
.~ 1-

11 3.46 1.266 -
llll 'Ill I .ill l 13 3.77 1.166 -
~. k1u1 ' )ul · 1 tio 13 3.38 1.3 87 -
I ·bl ·quit) ratio 6 2.67 1.862 -
Debt mtio 6 2.83 1.835 

Tunes interest earned 7 3.29 1.704 - 1-- - -
Di' idend per hare 5 2.40 1.949 

Earnings per share 9 2.78 1.481 

Earnings yield 4 1.50 1.000 
Market book value per share 3 1.33 .577 

-
Net profit margin 7 3.43 1.5 12 

Price-earnings ration 3 2.33 1.528 

Retention ration 4 2.75 1. 500 
Return on capital em ployed 7 3.29 1.113 

-
Return on investments 8 3.50 1.414 

Table 4.3.3 Extent of sage of the given non-financial measures 

7 

5 
Point 
Likert 



Rate of new product development had a mean that rounded off to 3. Credit 

decision cycle time, transaction exe ution accuracy and timeliness, quest for zero 

defects, loan proce sing cy le tim , . t ff productivity and product design quality 

had means near 4.00. 

Table 4. .4 bclov. h , '.., th.H ..,~ 1 1 ' I' tim~. training, compliance with service 

level agn:em ·m . j ,b r 11th nand ·omplaint resolution and skills development had 

5 Point Std. 
Likert scale Dev 

Non-financial measures N mean score . 
Achie\ement awards (non- financial) 14 3.14 1.0 

99 
Employee satisfaction survey 14 3.36 

1.1 
51 

Job rotation and satisfaction 14 3.71 .99 
4 
·-Performance based financial rewards 

14 3.79 
1.0 
51 

-Ski II de elopment 
14 3.64 .92 

9 
Training for added performance 

14 4.07 .9 1 
7 

Complaint re elution c cle time 
14 3.71 1.0 

69 
Waiting time to r cei e rvice .77 14 4. 14 

0 
Confom1an e to rvi lev I agrc ment ontr t .82 14 .9 

9 ·-



Table 4.3.5 How firms rated on below non-financial measures 

d rccog to market 

Product de ign quality (how well offering meets 

e pectatt :..::n:.:.)L------:---:-
Rate of incremental innovation (continuous improvement) 

Reduction of defects in work (quest for zero defects) 

Tran action execution accuracy 

N 
13 

14 

13 

13 

12 

12 

12 

12 

13 

5 Point 
Likert 
scale 
mean 
score SD 
3.69 .855 

3.86 .864 

3.85 .689 

4.00 .9 13 

3.75 
1.05 

5 

3.67 .888 

3.33 .888 

3.75 
1.05 

5 
4.3 1 .751 

Rate of ne" product development, credit decision cycle time, transaction execution 

accuracy and timeliness, quest for zero defects, loan processing cycle time, staff 

producti ity and product design quality had means that rounded off to 4.00. nly 

rate off incremental innovation rounded off to 3.00. Most standard deviation were 

below 1.000 indicating lo" variability of individual core . 

able 4.3.6 belo\ ho" that er ice cycle time, training, compliance \\ tlh s r icc 

level agreem nt , job rotation, emplo ee ati fa ti n urvc and complatnt 

r olution and skill d velopm nt had mean on either side of 4.0 . Job r tation 

and atbfa tion. training, finan ial reward and achievement U\\Urds averaged 



Table 4.3.6 How frrms rated on below non-financial measures 

S Point 
Likert 
scale 
mean 

N score Std. Dev. 
13 3. 15 1.2 14 
13 3.62 .870 
13 3.46 .877 
12 3.42 .793 
12 3.50 .674 
II 3.45 
13 3.85 
13 4. 15 
12 4.17 

4.4 An E aluation of performance ofMFis 

Profitability Data 

The second part of the evaluation of the performance of MFJs was a ratio analy i 

of secondary data obtained from the MFl s financial statements for the period from 

year 2000 to year 2004. This is outlined below . 

figure 4.4.1 Return On Investments (ROI). ,-
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Return on Investment showed a very sharp deep fall between the years 2000 and 

2001. However, it subsequent! showed orne equal magnitude of recovery from 

2001 to 2002 and later. In Ia t two ear_, from 2002 to 2004, ROt increased at a 

very minimal and eventuall) n de -lining rat'. 

Figure 4.4.2 
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dat from year 2000 to year 2004. 

Rlturn on Capital Bnployed 

ROCE has negative alues from 2000 to 2002 and po itive from 2002 to 2004. 

2000-2001 and 2003 to 2004 shov decrea ing R while 2001-2003 

increa ing, " ith 2002-2003 recording a greater increa e than 200 1-2002. 



Figure 4.4.3 Retention Ratio 

Retention Ratio 
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The retention ratio had positive real values for the en tire period. Only 2000-2002 

registered grO\.\th, with 2000-2001 showing the steeper increase. 2002-2004 had 

a fall in retention ratio. 

Figure 4.4.4 Net Profit Margin 
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Figure 4.4.5 Earnings per Share 
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Thi howed a dismal performance, with a steep dec line towards the second half 

of the period being registered . 

Figure 4.4.6 Dividend per share 
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Leverage Ratios 

Figure 4.4. 7 Times Interest Earned 
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This ratio showed a negative trend throughout the period under investigation; 

however 2002-2003 registered an increase in interest cover. 

Figure 4.4.8 Debt ratio 
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Figure 4.4.9 Debt-Equity (D-E) ratio 

Debt to Equity Ratio 
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D-E ratio fell from 2000-2001 ,and was fairly constant from 200 1-2003 and 

subsequently rose steep ly towards the end of the period. 

Liquidity Ratio 

Figure 4.3.10 Quick Ratio 
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Figure 4.4.11 Current Ratio 
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2000-200 I registered the largest increase; a s ignificant rise also occurred from 

2003-2004. Net current ratio for the period did not show marked influence 

Figure 4.4.12 Cash flow ratio 
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Figure 4.4.13 Overall Liquidity Ratio 
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The overall liquidity ratio for MFis from 2000 to 2002 shows a gradual increase 

followed by a steep ascent from 2002 to 2003. 2003 to 2004 has an incremental 

liquidity Ratio greater than 2000-2002 but less than 2002-2003. 
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5.0 SUMMARY OF FINDINGS, CONCLUSIONS & 

RECOMMENDATIONS 

5.1 Introduction 

This chnptcr do ·um 'Ill ·u th findin gs of the research. The study 's objectives, were 

to dctcnnin • p ·rf rman e measures used by MFi s in Kenya and evaluate the 

p ·rformum:c r lfl for the period 2000 to 2004. A survey study was conducted 

in order t btain the relevant primary data; the research instrument was a IS-page 

que tionnaire that as dropped and collected from the population. 

5.2 Summary of findings 

In relation to financial measures, a summary of the key findings is as follows. 

5.2.1 Profitability 

Regarding extent of usage, Return on Investments (ROI), Return on capital 

Employed (ROCE) and Net Profit margin (NPM) were the most widely used of the 

profitability ratios with a usage that ranked to a high extent. Dividend per Share 

(DPS) and Earnings Per Share (EPS) were the least popular (a mild extent). ROI is 

the most popular measure of profitability. The rating on the profitability ratios was 

good for ROI ; Average for Retention ratio, ROCE, NPM and P ; and poor on 

DP. 

The R I figure regi tered a teep increa e from 200 I t 2002, and ub cquentl 

increa ed at a minimal rate po ibly due to efficient management, incrca ed debt 

and maybe under capitali1ation of the indu try. Th I \ ratio fr rn 2000 t 2002 

uld rc..:llcct mdiJctent rnanag~.:m nt and h1ghl · apitaliicd, con rYativcl 

m n "CO husinc s. R I~ foliO\\ s shO\\ cd tccp in~.: rca between ... 02 and 

20 4. I hi w ~ rn rkcd b · < tccp in~.:rca in rdurn per ~hillin, o owner's ~ apital 

in t d. I 11 m 20 0 t 2002 R< 1 ~ i n~.: ti\ nd tu ~in, from 20 o 



to 2001. This may be due to the high default rate in microfinance investments then 

that was curtailed by improved Governance. It is notable that the year 2002 

marked a political transition in Ken a where there was a change in Government 

marked by improved tran pnren and accountabi lity . Also, this began an era of 

fighting against corruption thnt hn . not . pared even the MFI sector. 

DPS from 000 t l 00 wen! low and decreasing. This correlates well with 

rctnin ·d ·trning'- I etcntion Ratio) that increased over the same period. This 

implit$ u l ml~n b IFis to retain profits for reinvestment. Similarly, from 2002 

to ... OO·t a retention ratio falls DPS increases as expected. The positive real 

economic grO\vth from 2002 to 2004 may have had a hand in improving overall 

profitabilit making increased dividend payouts possible. A low EPS may imply 

high preference dividend payout, which has a prior claim to ordinary stockholders 

eammgs. 

NPM was characterized by a high variability throughout the period. This may have 

reflected the vagaries of the taxation regime and fluctuations in interest payments 

on debt among other factors. The drastic fall in NPM from 2000 to mid-200 1 

reflected the high but decreasing debt ratio over the same period. Interest expense 

was high, but falling over this period. Debt Ratio fell consistently throughout from 

2002 to 2004, and from 2002 to 2003, fall in NPM may have been due to taxation 

issues as well as operational inefficiencies and poor management. This situation 

reversed from 2003 to 2004 as was seen by the rising NPM. 

5.2.2 Leverage Ratios 

he ratio under thi category, that i the debt ratio, debt-equity ratio and the time 

interc t earned ratio " ere all u ed to a high xtent (mean· appr imating 4.00) . 

he M ·I rated th ir performance on th thr e ratio a A v rage. The pr p rtion of 

d bt in th total a ct wa ccn t d en: thr ughout the peri d, m re so. after 

2 2. 1 his implied le s borrowmg and m rc equtt . grants or ·ubsidi s. llO\\ 'H:r, 

in rd ti n to equity. the prop rtion o debt cmpl cd rc •i tercd • n 111 rcasc fwm 

20 12 t o;,QO-l. B arin • in mind th. t til opcr Ilion , Is l \\cr dcp ndcnt Hl •r,lllh 



and subsidies from donors-this situation was understandable, as only a small 

proportion of total assets were constituted of equity funds. 

5.2.3 Liquidity 

The current ratio ·md Jlli ·k ratios were both used to a high extent. MFI rating on 

performanc · I )f th ·s' l\\ o ratio was good. Observed quick ratios were all less 

thon on·. For· sen 1 ' mdustry such as MF!s this was an adverse situation as it 

Ill ·ant that ther ''ere in ufficient current assets to meet current liabilities upon 

demand f the latter. Quick ratio however, registered an increase over the period 

~000-~004. Current ratio showed the same general trend. These low ratios implied 

that MFls may not be able to pay off bills as quickly as they should but could take 

advantage of interest reductions, grants and subsidies. However, falling liquidity 

ratios are known to accompany profitable operations. Given the economic 

recession that characterized the last decade, businesses may have contracted and 

firms paid off their current liabilities resulting in relatively pushing the liquidity 

ratios upwards. 

5.2.4 Non-financial Measures 

The most popular non-financial measure in terms of usage was credit decision 

cycle time, this was used to a high extent. Transaction execution accuracy and 

timeliness, zero defects, loan processing cycle time, productivity, continuou 

impro ement and product quality were also widely used. Mo t of the non-financial 

mea ure v ere u ed either to a fairly high extent or to a high extent. This reflected 

the changing busines land cape where, to compete effecti ely, firm mu t gauge 

them el e both on financial a well a non-financial . Thi i becau e the latter 

normall capture a pect of performance that rna be overlook.ed b the [I nner 

e.g. cy le trme. The e a pect eventually impact on the bottom line .g. o t and if 

ignored, may have an ad crse rmpact. 'The firm rat d their pcrforman on the 

n n-linan ials mcasun: either a good or average. A such, the ' ·ere keen on 

u ing the measure form nitorin ' and ontrol purp( c~. 

0 



5.3 Conclusions and Policy Recommendation 

The study came up with the folio\ ing conclusions; 

1) Majority ofthe MFI u b th financial and non-financial measures to 

gauge their perform n c, just like other the conventional financial 

intuition ~. 

2) Perform 111 ,rm st of the MFis showed a positive trend between the 

c tr-: _ and 2004. This could be explained with investors' confidence in 

tht.: , untl) after change of guard in government and enthusiasm that 

1\..en) an had from the new government. 

) licrofinance has a sector can play greater role in the economic 

de elopment and government should come up with clear legal framework 

to enhance its growth 

4) MFis need to have sound management information systems because 

accurate information will facilitate them to make informed decisions. Most 

of the MFis visited did not exhibit this. 

5) There is general feeling from MFis that government has been doing very 

little to support them. 

Generally, despite the challenges the industry is making difference to improve 

for the poor and SMEs. MFis have an edge over their formal counterparts 

because of their value added lending. It is important to note that a well-defined 

objective and a target group are necessary to facilitate measurement of impact 

of MFis performance in the long run. 

5.4 Limitation of the tud 

me of the firm enli ted for the tud} ne er agreed t participate. ut of 22 

r gi tercd M I \ ith AM ·I (K) as at 2004 onl 14 M Is rc p nded; thi meant 

th t th other contnbut10n. to the rcscar h \\ re mt smg. If the. c enttre 

org nt tion ould have parti ipakd the ontent o the study ould have he~.:n 

rnu h h ltcr. )m: of the ma'or 1I·b. within the peril d unlkr tudy Akiha hank. 



closed shop. Additionally, not all the ratios had responses e.g. Market Book Value 

per Share, Earnings Yield and Price to Earnings ratio. 

Additional limitation had t do ' ith rc ourccs such as time and money. More 

time and financial rc our cs w'r r•quin.:d to access and review the otherwise very 

scattered litcratur • "hi ·h w uld have further enhanced the quality of the study. 

These constr lint'> llliiU' tl possible to only confine my study within Nairobi and its 

irnrncJiul' ·m inn · 

LacJ... or trict regulation of the sector also made it difficult to approach the study 

from a defined perspective, as MFis use different financial and accounting 

tandards for financial reporting. 

5.5 Recommendation for further research 

Performance of the MFis is a function of among other things, management 

efficiency regarding planning, technology strategy and so on. Internal factors could 

be assessed in relation to performance to determine how they influence it. These 

can be performance as a function of strategic planning and IT strategy as well as 

externalities such as the political climate. 

With implementation of the pending Microfinance bill in parliament, I would 

suggest that further study to be carried out on the same to find out what the new 

changes in sector would have contributed to the performance of the MFis. 
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Appendix 1 

Complementary Letter to the Respondents 

University of Nairobi 

School of Bu m 

P 0 Bo 0197 

N 1rob1, Keny 

Date: 24 November 2006 

Telephone: +254 (020) 732160 

Telegrams: "Varsity", Nairobi 

Telex: 22095 Varsity 

===================================================================================== 

To Whom It May Concern 

The bearer of this letter: 

Registration Number: _______ Telephone: 

is a Master of Business Administration (MBA) student at the University of 

Nairobi. 

The student is required to submit, as part of the coursework assessment, a research 

project report on a given management problem. We would like the students to do 

their projects on real problems affecting firms in Kenya today. We would therefore 

appreciate if you a sist the student collect data in your organization to thi end. 

The re ult of the report ' ill be u ed olely for purpo e of the re earch and in no 

' ay ' ill our organization be implicated in the re earch finding . A cop f the 

rep rt can b a ailed to the intervie' ed organization( ) on reque t. 

hank ou. 

rdin tor, 1BA pro •r m 



Appendix 2 

Qu tionnaire 

Part 1 

I . Nnm · )fH1ur r 1ani.ration (optional) 

Indicate the answer that best represents the ownership composition of 

your company. 

[ ] Local; [ ] Foreign; 

[ ] Part Local/Part Foreign; [ ] Government 

3. Kindly indicate whether your company is: 

[ ] Private owned; [ ] Part private/part public 

[ ] Public owned; [ ] Parastatal 

4. Indicate below the best representation of your company's size in term of 

number of staff. 

[ ] Below 10; l ] 10-49; 

] 50-249; ] 250 and abo e 

Do y u ha c any ovcrnmcnt harcholding in )OUr firm? 

II 



Part 2 

6. On a scale of 1 to 5 where: 

1 = no e tent at all; 2 = a mild extent; 3 =a fairly high extent; 

4= a high extent; 5 =a great extent, 

lnd i · 1t • th · • l ' Il l to which the financial measures below are used in your 

· 1111pam r r p 'rtormance measurement over the last 5 years (2000-2004). 

Extent 

Type Ratios 1 2 3 4 

Liquidity ratios 

Cash flow ratio 

Current ratio 

Quick ratio 

~everage ratios 

Debt equity ratio 

Debt ratio 

Times interest earned 

~rofitability 
!ratios 

Dividend per share 

Earnings per share 

Earnings yield 

Market book value 
per hare 

5 

----
Net profit margin -

Price-Earnings ra tio 

Retention ratio 
R tum on capit I 
:employed 

Return on investments 

Ill 



7. On a scale of 1 to 5 where: 

l=Very poor· 

4=Good; 

2=Poor; 3=Average; 

5= Excellent 

indic 11 • in th mhl' b ·low, your opin ion of how your company rates on the 

giv ·n linun ·•al p •rformancc measures over the last 5 years (2000-2004). 

Type Ratios 1 2 3 4 5 

LLquidity ratios 

Cash flow ratio 

Current ratio 

Quick ratio 

!Leverage ratios 

Debt equity ratio 

Debt ratio 

Times interest earned 

Profitability 
atios 

Dividend per share 

Earnings per share 

Earning_s yield 

Market book value 
;per hare 

~et rofit margin 

Price-Earnings ratio I· 
I · 

Retention ratio 
Return on apital 
cmP.lo~·ed 

Return on investments 

l f 



8. On a scale of 1 to S where: 

1=Very poor; 

4= ood; 

2=Poor; 3=Average; 

S= Excellent 

lndit: 11 • · Htf f mi n of how your company rates on any other measures 

•wt 111 ·ntt )11 ·d ab c o er the last 5 years (2000-2004). 

Type Ratios 1 2 3 4 

Liguid it) ratios 

~everage ratios 

Profitabi I ity 
atios 

ther: 
1--

s 



9. On a scale of 1 to 5 where: 

1 = no extent at all; 2 = a mild extent; 3 = a fairly high extent; 

4 = a high e tent; S =a great extent, 

indicatt: th • c I ·n1 I'" h1 h th · non-financial measures below are used in your 

compnn 1'1.)r jlllp s ·s f performance measurement over the last five years 

(2000- - 004 

Extent 

Base Parameters 1 2 3 4 s 

lfime 

Credit decision cycle time 

Loan processing cycle time 
Rate of new product 
development (from need 
recognition to market de livery) 

Staff productivity (output per 
labour hour) 

Transaction execution timeliness 

Ruality 
Product design quality 
(how well offering 
meets customer expectations) 

Rate of incremental inno at ion 
(continuou i~ro ement) 

Reduction of defect in work 
'guest for zero defects) 

T ransaction execution accuracy 

VI 



10. On a scale of 1 to 5 where: 

1 = no extent at all; 2 = a mild extent; 3 = a fairly high extent; 

4 = a high extent; S =a great extent, 

indicate the C\.tcnt I)" hi ' h th non-financial measures below are used in your 

company for purp 'I s ){' p ·rformance measurement over the last five years 

( 000 . 00-1) 

Extent 

Base Parameters 1 2 3 4 

Human 
resource 
utilization 

Achievement awards (non-financial) 

Employee satisfaction surveys 

Job rotation & satisfaction 

Performance based financial rewards 

Skills development 

!Training for added performance 

Customer 
Service 

!Complaint resolution cycle time 

Waiti~g_ time to rec i e ervice 

Conformance to ervice 
level agreement contracts 

Vll 

s 



11. On a scale of 1 to 5 where: 

l=Very poor; 

4= ood; 

2=Poor; 3=Average; 

5= Excellent 

indicate in th' tall' l ·low, your opinion of how your company rates on the 

giv 'II 11 m linan ial performance measures over the last 5 years (2000-

OOt . 

Base Parameters 1 2 3 4 

Time 

Credit decision cycle time 

Loan processing cycle time 
Rate of new product development 
(from need recognition to market 
delivery) 

Staff productivity (output per 
labour hour) 

Transaction execution timeliness 

Quality 

Product de ign quality (how well 
offering meets customer expectations) 

Rate of incremental innovation 
lr continuou improvement) 

Reduction of defect in\ ork 
( ue t for z r defect 

ifransaction execution accuracy 

vm 

5 



12. On a scale of I to 5 where: 

1 =Very poor; 

4=Good; 

2=Poor; 

S=Excellent 

3=Average; 

indicate in th~ t II' l 'll" , our opinion of how your company rates on the 

giv 'n n >n 1111111 ' lUI p ·rformancc measures over the last 5 years (2000-

00·1) 

Base Parameters 1 2 3 4 
f-

lluman 
resource 
utilization 

Achievement awards (non-financial) 

Employee satisfaction surveys 

Job rotation & satisfaction 

Performance based financial rewards 

Skills development 

Training for added performance 

Customer 
Service 

Complaint resolution cycle time 

Waiting time to receive service 

:conformance to ervice 
level agreement contracts 

5 



13. On a scale of 1 to 5 where: 

1 =Very poor; 

4=Good; 

2=Poor; 

S=Excellent 

3=Average; 

Indicate in th~ t ll l 'I w any other non-financial measure and your 

opinion or hn" { ur ompany rates on these measures over the last 5 years 

( 000- OO.J) 

Base Parameters 1 2 3 4 5 



Appendix 3 

Secondary Data Collection Forms 

14. Purpose of thi ~ rm i. t ollcct secondary data regarding the various 

financial me sure f p rformancc over the five-year period from 2000 to 

2004 from th · mpan ' financial reports. 

Years 

]'yp~ Ratios 2000 2001 2002 2003 

Liquidity ratios 

Cash flow ratio 

Current ratio 

Quick ratio 

!Leverage ratios 

Debt equity ratio 

Debt ratio 

Times interest earned 

~rofitability 
ratios 

Dividend per share 

Earnings per share 

Earnings yield 

Market book value 
per share 

~etprofit margin 

Price-Earnings ratio 

Ret ntion ratio 

Return on caEital employed 

Return on investments 

/I 

2004 



15. This secondary data form will be used to capture any other financial 

measures of performance that are MFI specific and which have not been 

included in que tion 7 ab e 

Years 

1)'p __ Ratio 2000 2001 2002 2003 

Liquidit. rllll 

Leverage ratios 

Profitabi I ity 
atios 

iEfficiency ratios 

/II 

2004 



i-

16. The form below attempts to capture data regarding the non-financial 

measures of performance shown over a five year period from year 2000 to 

year 2004; kindly fill in the requested information regarding the various 

non-financial indi ators. 

Years 

Base Parameters 2000 2001 2002 2003 2004 -

Time 

Credit decision cycle time 

Loan processing cycle time 
Rate of new product development 
(from need recognition to market 
delivery) 

Staff productivity (output per 
labour hour) 

Transaction execution timeliness 

Ruality 
Product design quality (how well 
offering meets customer 
expectations) 

Rate of incremental innovation 
(continuous improvement) 

Reduction of defects in work 
(quest for zero defects) 

lfransaction execution accuracy 

' Ill 



17. The form below attempts to capture data regarding the non-financial 

measures of performance hO\ n over a five year period from year 2000 to 

year 2004; kind) fill in th reque ted information regarding the various 

non-financial indi 

Years 

--· 
Dimeo ions Parameters 2000 2001 2002 2003 2004 

I Iuman 
re ·ource 
uti I ization 

Achievement awards 
(non-financial) 

Employee satisfaction 

surveys 

Job rotation & satisfaction 

Performance based 

financial rewards 

Skills development 

Training for added 

performance 

Customer 
Service 

Complaint resolution 

cycle time 

Waiting time to 
receive service 

Conformance to ervtce 

level agreement contracts 

;'IV 



18. The form below attempts to capture data regarding the non-financial 

measures of perf6rmance shown over a five year period from year 2000 to 

year 2004 that have not been covered in questions 9 and 10 above; kindly 

fill in the reque t d infi rmation regarding the various non-financial 

indicators. 

Years 

I· 
Dimensions Parameters 2000 2001 2002 2003 2004 

[rime 

Quality 

!Human 
esource 

utilization 

!Customer er ICe 

, ' 

-



Appendix 4 

List of Micro finance In titutions Registered under AMFI as at 01 51 

June 2006 ourcc: AMFI Headquarters) 

I ddres 
Name (P . . Bo) Tel: Location 

-
1\1\R 
Cr ·dit ' ~.:n i · · 41766, GPO 2715319 Nairobi 

AguKhun r undation Mpaka Plaza 

Microcredit Westlands, 

Programme 13149-00100, NRB 4451349-8 3rd floor 

BIMAS 
Complex, 

BIMAS 2299, EMBU 068-31645/573 Embu 

Co-operative 

Co-operative Bank 48231-00100, NRB 32076210 Bank Hse 

Rehani Hse, 

Crossbridge 8th Fir, 

Credit Ltd 10208, NRB 318882/241226 Kenyatta Ave 

First Insurance 
Plaza, 

[ECLOF 34889, NRB 3745055 Muthithi Rd 

041-5486771/ 
Elite Microfinance 2111, NRB 0720735514 Mombasa 

NHIF 
BLDG, 

Equity Bank 75104-00200, NRB 27366620117 Upperhill 

INgong Lane, 

Faulu Kenya 60240-00200, NRB 3877290/2184/4 OffNgong Rd 

~amii Bora 2704-00202, NRB 3875327 Kayahwe Rd -
~itegemea K B Plaza 
Credit heme 46514, NRB 535866/552169 Jogoo Rd 
-

l enana Rd. 

J ite emec 'I rust 21768-00505, RB 3874693 '29 8 Ro ·han Macr Pia c 

r -
~Capital 

KADI~ t 1676-00200, NRB 1-7 1954/87 llilllowcrs 

272 711/70 I 71 
07222 12 3/ A K rdcn I be.:, 

Kenya Clntshy ' I rust j448 17-00IOO, NRB [0735337661 :6th l·lr, Wing I) 

, I 



. Address 
Name I(P. 0. Box) Tel: Location 

Post Bank 

Kenya Post office [30 11-00100, House, 

Savings Bank NRB 22955 1-6 Banda Strt 
- -

Kenya Women Muchai Drive, 

Finance Trust 5"9 19,N RB 27 12903/823 offNgong Rd 

2 6 -00603, 
K-R.cp B utk I ttl NRB 38715 11 Kawangware 

~xt to 

K-1 ·p Kileleshwa 

De~loptnentAgency 39312, NRB 4343495/3 Police Station 

Micr_o Kenya Ltd 52926, NRB 2727373/1745 Off Len ana Rd 

.Millenia lultipurpose 
Credit Society 12056, NAKURU 051-2214943 ~AKURU 

AACC Bldg, 4th 

OIKO Credit 67181, NRB 444584511442 Fir, WaiyakiWay 

~Ian International- 3870216/4987 I North Star Bldg, 

Centrai!Nyaza 3862593 Lenana rd 

KCB Bldg, 2nd 

Pride Ltd 63486, NRB 721819370 Fir, Jogoo Rd 

76622-00508, 
SIS DO NRB 3870280 Adams Arcade 

Kirichwa Rd, 
Off Argwings 

SMEP 64063, NRB 3870162/3861927 Kodhek Rd 

Wood gardens, 

30776-00100, Off Wood Ave, 

SNV NRB 3870960/8 Kilimani 
3rd Floor, 
Woodvale place, 

13874-00800, Wood vale 

IS UNLINK ~RB 4450750/1 Groove 
057-
202121 I /34849 pginga dinga 

6711-40103, 0722205171 I [Strt, pp. van 

WEDCO KiSUMU 0733609996 Center -
Ki erian, ff. 

WE:EC 486, Kl E Rl 1Q_45-252- Mag~di Rd _ 
~ --

tng'ara Rd, 

\\'indow t to I 

De' elop~ncnt r und 5910. NRB 3878140 ,Otllccs 

Y hu l·nt rpri 
~u_pport Services 1&2\.d), NRB :041 -224406 K wale Dh.trict 

. ll 


