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ABSTRACT

The development of small scale enterprises (SME)en identified as one of the strategies
for generating industrialization, employment getieraand poverty reduction. This is as a
result of the recognition of their role in sociceaomic development as a means for
generating sustainable employment and income int ndeseloping countries, Kenya
included. This means that the sustenance of the SSiIlf paramount importance to the
improvement of livelihood of a critical mass of thepulation in the country. One way of
ensuring the sustenance of the SMEs is througlptbesion of capital for investment in
form of affordable credit facilities. Available fir-level data collected by the World Bank
show that access to finance is one of the mainaolest to SMEs doing business in most
developing countries. The limited access to finanaesearchers allege had led to the
collapse of an appreciable number of the SMEs. Nbedess, researchers acknowledge that
mainstream banking institution appreciate that S3dEtor has one of the fastest growth rates
and have always been willing to invest in them. Shover the last ten years or so, it is
alleged that mainstream banks have begun to emBidéss as an important business partner
slowly edging aside micro financial institutions S8IEs source of credit. However, there is
limited empirical data on factors that have prdaigd the turnaround in the perception of the
mainstream banking sector towards financing of S}E&tor. Specifically, data on the extent
and influence of these factors on the involvemdninainstream banks in the financing of
SMEs projects in developing countries in general Kenya in particular are almost non-
existent. This study therefore sought to review itolvement of mainstream banks in
financing of SMEs sector in Kenya with specific iscof Diamond Trust bank in an attempt
to contribute in bridging the existing knowledgegA case study research of Diamond Trust
Bank was designed to help seal this research gapsbgssing the factors influencing the
involvement of banks in financing SME projects. énsus survey of the 47 out of 57 bank
officers in charge SME programs in the country wadertaken with the 3 being involved in
a prior pilot study to pre-test the research imant. Data was collected using self-
administered questionnaires to branch managemit en@anagers and asset finance manager.
Data obtained was analysed both quantitativelygudiescriptive statistics and inferentially
with the aid of Statistical Package for Social &ces (SPSS) version 20 computer software.
Specifically, descriptive statistics in the formfodquencies, percentages, mean and standard
deviation were used to show various relevant distions while the relationship between the
parameters was tested using Multiple Linear Regrmes@VILR). Results showed that the
factors such as profitability (mean = 4.5319; SD&1@18), competition (mean = 4.5036;SD
= 0.6074), public image (mean =4.0532; SD = 1.008%) customer turnover (mean =
4.3298;SD= 0.7506) obtained very high mean ratmticating that they had an influence on
the bank’s involvement in financing of SME projecResults from regression analysis
showed that profitability = 0.287) and public imagg< 0.118) have a positive influence
on the banks involvement while competitigqx(-0.158) and customer turnovei=(-0.392)
influenced it negatively. Further, the results shdwhat the influence due to profitability,
competition and customer turnover were significgr®0.05). It is therefore recommended
that the bankorganize training and workshops fastauers to understand SME banking
products, include well-versed SME banking board mmers and enhancethe bank’s SME
customer service mechanism. Similarly, the negatflaence of competition and customer
turnover on the bank’s involvement in financingSWIE projects imply that the bank should
strategize on how best to strategically positiggrlitto tap into the SME sector’s rich market.
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CHAPTER ONE

INTRODUCTION
1.1 Background of the Study
The development of small scale enterprises (SMES lbeen identified as one of the
strategies for generating industrialization, empiepnt generation and poverty reduction.
This is as a result of the recognition of theieral socio-economic development as a means
for generating sustainable employment and incombol{, Sakwa&Kiriago, 2014) in most
developing countries, Kenya included.Studies irtéichat in both advanced economies and
developing countries, SMEs contribute on averagpeé@ent of total formal employment in
the manufacturing sector (Ayyagari et al, 2007)e&fcally, reports indicate that the formal
employment by SMEs ranges from 48% in North Afrioeb1% in Latin America, 65% in
Asia, and 72% in sub-Saharan Africa (IFC, 2001)cading to Ayyagari et al (2007), the
contribution of the SME sector to job opportunitiies African economiesis even more
important taking into account the contribution hetinformal sector. When the informal
sector is included, the researchers estimate tM&sSould account for about three-quarters

of total employment in manufacturing sectors ostheconomies.

In terms of definition, there is no generally adeep definition of anSME because
theclassification of businesses into large-scalsmall-scale is a subjective andqualitative
judgement (Ekpenyong&Nyong, 1992). The researcmaisitain that in countries such as the
USA, Britain, and Canada, SMEsare defined in teomannual turnover and the number of
paid employees, in Britain, as an industry withanual turnover of 2 million pounds or less
with fewer than 200 paidemployees. Likewise, inalg SMEs are defined according to the
type of industry,paid-up capital and number of pamployees. In Germany, the traditional

definition limits SMEs to two hundred and fifty @bemployees while in Belgium, it is



limited to one hundred (100) employees. In the &hiStates of America, any business with
fewer than one hundred (100) employees is clads#gesmall while medium scale business
refers to a business with fewer than five hundéfaD] employees. Recently, the European
Union has standardized the concept by categorieimgrprises with less than ten (10)
employees as micro, those with fewer than {if9) employees as ‘Small’ and those with
fewer than two hundred and fifty (250) employeesmedium. Also in South Africa, the term
Small, Medium and Micro Enterprises (SMMES) is Uguased, while in Nigeria, the term
Small and Medium Scale Enterprises (SMES) is gdiyeused. In Kenyan context, small
scale enterprises are those businesses that hatveeene 10 and 50 employees’

(Ongori&Migiro, 2011).

From the foregoing, it can be deduced that Smatl Medium Scale Enterprises, are
enterprises that have the capacity to employ at finas hundred (500) employees at a time
and it has been proved to be the back bone of e@yomy. Bowen, Morara and Mureithi
(2009) associate SMEs with businesses that arerdwed by people with relatively low
levels of education while Mugwara (2000) definesabrand micro enterprises as businesses
owned by individual entrepreneur who employs betweee and twenty people as the
business grows.According to the Economic Survey§20the sector contributed over 50
percent of new jobs created in the year 2005. @di@aniya (2012) perceives it as a sector
which have better prospects for developing domestonomy, thereby generating the

required goods and services that could propel¢ba@ny of developing economies.

A crucial element in the development of the SMEt@ets access to finance, particularly
bank financing, given the relative importance o ttanking sector in serving this segment

(Calice, Chando&Sekioua, 2012). The researchergspibsit firm-level data collected by the



World Bank show that access to finance is perceasgdne of the main obstacles to doing
business particularly for the SMEs. Similarly, anher of studies have shown that financing
has been a greater obstacle for SMEs than for fargs, especially in developing countries,
and that access to finance adversely affects thwetgrof the SME sector more than that of

large companies (Schiffer&Weder, 2001; Beck e2@05; Beck et al, 2006).

The difficulty of SMEs in accessing financing hadeh associated with several factors
including the suspicion with which they were viewayl mainstream financial institutions.
According to Amyx (2005), one of the most signiiitachallenges faced by SMEs is the
negative perceptionof the entitiesby market fordesks included.Green, Kimuyu, Manos
and Murinde (2002) suggest that potential providdgrinance, whether formal or informal,
are unlikely to commit funds to a business whiakythiew as not being on a sound footing,
irrespective of the exact nature of the unsoundwéssh is supported byKimathi (2009) who
also holds thatSME are held back from accessinditcfeom banks by toughconditions

imposed on them by some banks.

Because some SMEs were associated with peoplelimitied management skills and were
said to be highly risky to invest in due to higholpability of failure, most financial
institutions imposed stringent borrowing rules utthg huge collateralsas a condition to
access loans(Ghosh et al, 2005).The researchersatggorical that the formal sector has
been unwilling to provide credit to the micro-epiéses because the clients from this sector
are largely poor and lacking in securities that t@nused as collateral in conventional
lending and therefore for a long time perceivechsigsiness as highly risky. Moreover the
costs associated with administering and monitocireglit services to them were perceived to

be quite high. Thusmany commercial banks shied awnay lending to the SME initially.



Ongile and McCormick (1996) indicate that earlyeash treated SMEs as peripheral
survival mechanisms whose developmental impact mvasginal though this view was to
irrevocably change after the 1972 InternationaldwatOrganisation report that demonstrated
the significant employment and wealth creation po& of the SMEs (ILO,
1972).Additionally, Green et al (2002) explains tthmeviously many governments had
policies slanting towards the promotion of largapital intensive investors to the detriment

of the SMEs.

However,according to King (1996), the benign negldtas been replaced by
therecognitionthat SMEs could be the lynchpin fmproving economic prospects in the
developing world. Green et al (2002) is of the vithat compared with large enterprises,
SMEs are invariably more labour-intensive and ofteore efficient and that they promote
more equitable distribution of income than largeteeprises. Thesignificance of SMEs to the
economy of most countries vis a vi the inherentlehges the sector faces in accessing credit
facilities prompted a number of institutions intctian. TheWorld Bank for instance, in an
attempt to promote investment in SMEs initiatedpgupprograms either directly to SMEs or
indirectly through governments, financial instiaits and non-governmentalorganisations
(Snodgrass & Biggs, 1996; DFID, 2000, Grosh&Somatekd 996; World Bank,
2004).Specifically, esearchers indicate that the World Bank approveantial support to
two SME projects in 1975 for Cameroon, and Cotedlfe in Africa and three others in
Korea, Philippines and Columbia (Leira, et al, 1986 pilot projects.Similarly, several micro
financial institutions were started in several does with the support of respective
governments, the IMF and World Bank with the salm af providing affordable credit

facilities to SMEs (Kiboki, Sakwa&Kiriago, 2014).



At the same time, several countries on the prorgpinthe IMF and World Bank instituted
policies that made investment in SMEs by finanmatitutions including commercial banks
more attractive (Green et al, 2002).For example ayghn government initiated New
Economic Policy’ for the development of SMEs edr®70swhich aimedto improve people’s
welfare and restructure ethnic economic imbalantles, second Industrial Master Plan
(IMP2), which endedin 2005followed by the Third ustrial Mater Plan (IMP3) 2006—2020,
to coincide with the country’s vision for 2020 (MJT2005). Similarly, Nigeria Bank for

commence and Industry was established jointly leyféaleral government of Nigeria and the
Central bank of Nigeria (CBN) in 1978 as the apestitution for financing Small and

Medium Scale Enterprises. The rationale for esthbig the bank was to bring financial
discipline to bear and to hopefully ensure a mdfeient utilization of scarce financial

resources for the development of viable Small aretliMm Scale Enterprises (Bullion &
CBN, 1992; Oni &Daniya, 2012;Shreiner, 2005).Like&ji Namibian governmentlaunched
Namibia’s "White Paper onSmall Business DevelopenSeptember 1997 (Tonin, Dieci,

Ricoveri, Foresi&Hansohm, 1998).

In Tanzania, the government approved a regulatoaynéwork to support SMEs in

2002while for Uganda, the government support faedj especially those intermediated
through the Ugandan Development Bank and the Ugdfrdarprise Fund were made
available to support SME growth in the country {Gal Chando&Sekioua, 2012).In Kenya,
the government attempted to address the constrainf;vancing of SMEs bydeveloping

policies and strategiescontained in the SessiomgéPno. 2 of 1992on Small Enterprise and
Jua Kali Development and the Development Plan &918093. In thesepolicy documents
the problems facing SMEs which were stringent ¢etkd, low volume of credit to thesector

and negative attitude of the banking sector werdrem$ed. Subsequent major policy



documents include the Sessional Paper Number 296 &n Industrial Transformation to the
year 2020, and Sessional Paper Number 2 of 2005henDevelopment of SMEs for
Employment and Wealth Creation (Republic of Ken984d, 2005;Calice, Chando&Sekioua,

2012).

These efforts have seen the participation of SME&sgome generating activities increase as
more people venture into the informal sector tangamdditional income for their families.
The exponential growth of the sector has turnedStd& segment into a strategic priority for
the financial institutions, banksincluded (Cali€hando&Sekioua, 2012) and according to
the researchers, SMEs are now considered a prefitalsiness prospect who provide an
important opportunity for cross-selling. Likewisbanks consider that the SME lending
market is large, not saturated and with a verytp@soutlook.Additionally, they hold that
currently, somecommercial banks in Kenya, Tanzdoganda and Zambia have a number of
schemes targeting the SMEs. They have adaptedet®lhE environment and developed
mechanisms to cope with them through innovation difigérentiation. Specifically, most
banks are said to have dedicated units serving SMEsghich they offer largely standardized
products though the degree of personalization il gbwing. However, relatively little
research exists on whether, why and how banks dm&MEs. This is according to Calice,
Chando and Sekioua (2012) is compounded by thetlfi@attcomprehensive data on SME

finance is still to be more consistently collecéadl monitored over time.

1.2 Statement of the Problem
SMEsarean essential component of the industrigiosexf developing countries such as
Kenya. They play an important role in creation asustenance of jobs to the society’'s

underprivileged that includes women and youth wigotlae majority in developing countries.



According to the Government of Kenya (1989, 1992@04), the sector contributes to the
national objective of creating employment oppottiesi training entrepreneurs, generating
income and providing a source of livelihood for thajority of low income households in the
country accounting for 12-14% of GDP which is pararly important with regard to youth
employment in the republic. This means that theéesizsce of the SMEs is of paramount
importance to the improvement of livelihood of atical mass of the population in the

country.

One way of ensuring the sustenance of the SMEBraugh the provision of capital for

investment inform of affordable credit facilitids fact Calice, Chando and Sekioua (2012)
insists that access to finance, particularly bamarfcing is a crucial element in the
development of the SME sector, given the relativpartance of the banking sector in
serving this segment. Similarly, reports at firmmdkdata collected by the World Bank show
that access to finance is one of the main obstagl&MEs doing business (Schiffer&Weder,

2001; Beck et al, 2005; Beck et al, 2006).

Globally, banks are a major player in the financsactor of the economy providing
affordable credit facilities to entrepreneurs. Heere the high risks associated with most of
the SME’s operations have for some time made ficdit for them to access affordable
credit facilities from mainstream banking instians. According to Amyx (2005), the
negative perception that SMEs have had to contatidhas ensured that mainstream banks
keep a safe distance from them. Green, et al (26@htain that potential providers of
finance, whether formal or informal, areunlikely dommit funds to a business which they
view as not being on a sound footing,irrespecti’¢he exact nature of the unsoundness.

Similarly, Muiruri (2014) holds thatSMEs are oftdiscounted by banks from applying for



finance, and that available credit services usuatlly reach a small proportion of the total
population of the SMEs.The limited access to fimmycresearchers allegehad led to the

collapse of an appreciable number of the SMEs.

None the less, researchers acknowledge that meanstbanking institution appreciate that
SME sector has one of the fastest growth ratedhawe always been willing to invest in them
(Amyx, 2005; Green et.al, 2002;Muiruri, 2014). Thaser the last ten years or so, it is
alleged that mainstream banks have begun to emBidéss as an important business partner
slowly edging aside micro financial institutions S8IEs source of credit. However, there is
limited empirical data on factors that have predeigd the turnaround in the perception of the
mainstream banking sector towards financing of S}E&tor. Specifically, data on the extent
and influence of these factors on the involvemdntainstream banks in the financing of
SMEs projects in developing countries in general Kenya in particular are almost non-
existent. The knowledge gap is further widenedHgy gecrecy with which mostbanksguard
information.Aside from these, the significance dWEs to developing countries such as
Kenya coupled with existing knowledge gap demahds $tudies aimed at investigating the
structure of the SME lending market be undertakeassto understand the main drivers and
obstacles to SME financing as well as banks’ opmrat approaches(Calice,
Chando&Sekioua, 2012). This study therefore intende review the involvement of
mainstream banks in financing of SMEs sectorin Kewith specific focus of Diamond Trust

bank in an attempt to contribute in bridging theserg knowledge gap.

1.3 Purpose of the Study
The study sought to determine the factors enhancimglvement of mainstream banks in

financing small scale enterprise projects in Kenya.



1.4 Objective of the Study

The study was guided by the following objectives:

To establish the extent to which profitabilityinfluices Diamond Trust bank
involvement in financing of SMEprojects.
To determine the extent to which competitioninfloem Diamond Trust bank
involvement in financing of SME projects
To establish the extent to which public imageinfices Diamond Trust bank
involvement in financing of SME projects
To determine the extent to which customer turnaterinfluences Diamond Trust

bank involvement in financing of SME projects.

1.5 Research Questions

The study attempted to answer the following redegrestions:

To what extent does profitability influenceDiamordaust bank involvement in
financing of SME projects?

How does high competition influenceDiamond Trushlbavolvement in financing
of SME projects?

To what extent does public image influenceDiamondsT bank involvement in
financing of SME projects?

How does customer turnover rate influenceDiamondsfTbank involvement in

financing of SME projects?



1.6 Significance of the Study

The findings of this study arebeneficial to:

Government of Kenya: It will enable GOK and CBK reakppropriate policy adjustments
that would ensure all players in the sector hakeeal playground.

SME sector players:Focussedattention would attramte financial institutions thus enable
them acquire affordable credit facilities.

Scholars:The results of this study will be of intpoice to scholars and researchers as it
contribute to the body of knowledge of SME sectattcould form a basis for other related

studies.

1.7 Assumption of the Study
The following assumptions were made in conductirgstudy:
I.  That the respondents drawn from Diamond Trust lgale a representative sample
of all major banks in Kenya.
ii.  That the respondents who participated in this studgked under similar conditions

and that they were honest in answering all questibus provided reliable data.

1.8 Delimitations of the Study

This study delimited itself to financing of smatlade enterprise projects in Kenya. First and
foremost, although there are several mainstreankit@nnstitutions, only Diamond Trust
bankwas involved in the study. Secondly, whereaanftial institutions in their day to day
operations involve themselves in a number of opmrat the study confined itself to the

banks involvement in small scale enterprise prsjedty.
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1.9 Limitations of the Study

The main limitation of the study was that the samglspondents were drawn from Diamond
Trust bank only. The sample may therefore not lzeeary accurate representation of all the
major banks in Kenya. The study also involvedfinagof small scale enterprise projects by
major banks only whereas there are many other gsfeeing implemented by major banks
in Kenya. The findings may therefore not accuratefiect the process of implementation of

the project in the country.

1.10 Definition of Significant Terms

Corporate social responsibility: Policies and procedures including services adojbied

banks seen to seek to serve the common good afotnenunity including the marginalised
poor.

Financial Institutions: Institutions that offer financial services to clien

Mainstream Banking: Organisations that transacts the business of bgwkiich means the

accepting for the purpose of lending allinvestmeotsdeposits of money from the public,
repayable ondemand or otherwise and withdraw aptshbque.

Micro financial Institutions: Organisations that provide financial services tents who are

poorer and more vulnerable than traditional bardnts.

SME Projects: These are projects that are undertaken by SMEs

1.11 Organisation of the Study

The report is organised into five chapters exclgdime preliminary pages. The preliminary
pages contain the title page, declaration, dedinaind acknowledgement. Also included in
this section are table of contents, list of tabliss of figures, abbreviations and acronyms and

an abstract.
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Chapter one which provides introductory conceptstlg study contains background
information, statement of the problem and studyppse. It also contains the study
objectives, research questions, significance ofstinely, issues delimiting and limiting the
study scope among others. Chapter two mainly facosethe review of literature related to

the study scope based on research objectives.

Chapter three which provides a sneak preview onntkéhodology which the researcher
adopted to gather data that was required to answéne research objectives. It contains
among others the research design, study localgettgnopulation, sampling method and
sample size. Also included in this section areaegeinstruments, data collection process as

well as the methods to be used to analyse thecddieted.

Chapter four gives the results obtained from timepdad respondents, their interpretation and

discussion based on the research objectives. L.adthpter five contains, summary of the

study, conclusion, recommendation for policy aracpce and suggestion for further study.
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CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction
Literature review for this study focussed on reskavork related to financing of small scale
enterprise projects in Kenya with specific focus the role of mainstream banking
institutions. The review considers as important thoe study several issues including the
influence of profitability, on the involvement ofaimstream banks in financing of small scale

enterprise projects.

2.2 Overview of Small and Medium Enterprises

Small and medium entrepreneurs (SMEs) have beeogmered as a major source of
employment and income generating activity as theate income and employment for a
significant proportion of the population both irethural and urban areas (Kamanza, 2013;
Nyachieo, 2013; Wambugu, 2013). In this way theeefthey are credited with contributing
greatly to the growth of the economy of many depilg countries. Anecdotal records show
that SMEs mostly deal in provision of basic goodsl &ervices to the rapidly growing
populations in many countries of the Third Worldgdd, 1998). These activities contribute

immensely to the total employment and gross domestiduct (GDP) of such countries.

In many developed countries, more than 90% of &hpnises are within the SME sub-sector
while 80% of the total industrial labour force ipada, 50% in Germany and 46% in USA
small businesses contribute nearly 39% of thecglsntrational income. Comparable figures
in many other developed countries are evenhighePBtand, they produce more than 55%
of GDP and employ about 60% of all human resoufbesla, 2013). In India, SMEs play a

pivotal role in the overall industrial economy bé&tcountry which is estimated to account for
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about 39% of the manufacturing output and about 88%e total export of the country. For
Kenya, the sector contributes to the national djemf creating employment opportunities,
training entrepreneurs, generating income and gnogi a source of livelihood for the
majority of low income households in the countrg@mting for 12-14% of GDP which is
particularly important with regard to youth emplogmt in the republic. Youth

unemployment is a major challenge in the world yoadgh Sub-Saharan Africa being one of

the regions highly affected (ILO, 2003; Jua, 2003).

Although SMEs in developingcountries and countrw@th economies in transition are
regarded as the engine of economicgrowth, they tat@mous challenges in attracting
investors and accessing moderntechnology.Small siiene markets, inadequate
infrastructure,high transportation costs, shortafecapital and foreign exchange, weak
currency, lack ofaccess to technology and foreigirkets as well as surplus low quality
labour are the generalcharacteristics of develomiagntries (Ahmed, 2006;Mwobobia,

2012).

2.3 Commercial Banks and Small and Medium Enterpriss

Banks are commercial financial intermediaries thatrow from savers and lend to
individuals or corporate entities in need of resesrfor investments (Gorton et al, 2002 as
cited in Odundo, 2011). According to the researchanks are special because of their ability
to transform financial claims of household savefficiently into claims insured to
corporations, individuals and governments. Kenya harelatively sophisticated banking
sector consisting of 37 commercial banks with miben 225fully operating branch offices

and over 70 sub-branches all over the country (ket al 1995).
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Thesector is alleged to have registered steadytgrawtotalassets and liabilities over the
years. Researchers have noted that within the ogubank assets increased from Kenya
pounds (K£) 3353million in 1990 to 8005 million 1994 and recorded a growth rate of 17%
in 1991, 19% in 1992, 29%in 1993 and 33% in 1994@oment of Kenya, 1989 and
Oketch et al 1995). With this growth, the indudias attempted to meet the financialneedsits

customers, SMEs included through special credigfammmes.

According to researchers, commercial banksplayraé¥enctions including providing long
termloans for acquiring productive industrial assby mobilizing savings for investment
andchannelling savings to more productive actisit{®dundo, 2011 and Oketch et al
1995).Banks have three social and economic fungtiém collect and secure savings and
other deposits; to finance the economy by handutgredits; and to facilitate payments and
to transfer funds. Their role is to reduce the bafween supply (the money deposited and
potentially available) and demand (the money nedaleshvestment) that exists between idle
money and productive investment. Another key fmctis devising different types
ofsecurities with different maturity period thataacceptable to the borrowers of loanable
funds forpurchasing securities and secondly, tol¢ineers of such funds. In other words,
commercial banks remain the formal source of fieardor enterprises. They are an
indispensable institution for a country whose goweent is bent on indigenizing its

economic base thus is critical for the developneéi@MESs in any developing country.

Researchers have noted the initial lukewarm relahgp between banks and SMEs which has
tended to explain the difficulty with which SMEsveabeen met with in accessing credit
facilities from banks (Oni &Daniya, 2012). Accordinto Cook and Nixson (2000),

commercialbanks are conservative and have demtedtbéas towards minimizing risk by

15



lending to prime borrowers who provide collatetal many countries, empirical data show
that access to funding for SMEs continues to bekayeobstacle facing mostentrepreneurs.
This problem is more acute for SMEs in less dewadopconomies than their counterparts in
bothemerging and advanced economies. Beck (20G@)edrthat Banks in developing
countries tend to be lessexposed to SMEs, provilbevar share of investment loans, and
charge higher fees and interest rates.To circumtreatproblem, entrepreneurs raise funds
from friends and relatives leading to inadequatekwg capital and investment funds, which
threaten survival and impede growth (Oni &Daniy@12). Similarly, Tagoe et al. (2005)
maintains that the main financialchallenge facidES is access to affordable credit over a
reasonable period. According to the researcheisjdtdetermined by thefinancing needs of
SMEs and the action of investors. Consequentlylirgalet al. (2009) maintains that this
constraint hamperinvestment and innovation, and tgowth, employment and welfare

which are the core mandates of SMEs.

Along the way however, records show that commerbehks probably due to various
reasons have come to appreciate the significaatthalt SMEs play in the markets that they
serve. Calice, Chandoand Sekioua(2012) in a stbagmact on SME bank financing in East
Africa found that all the banks interviewed repdrtéd having SMEs as clients, signifying an
important realization amongst the banks of the ingrece of SME sector. The researchers
thus observed that banks appear to be slightlychbEtheir respective governments as not all
governments in the region had created supportiv& 8Nabling environments, as at the time
of the interviews. They noted that banks’ intetestards dealing with SMEs was not driven
by a general desire by the banks to take advamégpecific positive government and
regulatory programs, but rather appear to be lgrgwltivated by the business objective of

profit pursuit with the type of involvement beingted in basic banking products as almost
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all the banks disclosed that they had both loandepmbsit relationships with SMEs, whilst
some banks extended the relationship to include 8#&i&ing in order to enhance the quality
of their SME loan books. Aside from this study,rthes no other data that could shed light on
the factors that have led to change of heart op#éneof commercial banks in financing SME
projects in the region. This study therefore sdeksiake its contribution in helping seal the
existing research gap by assessing factors progttminvolvement of commercial banks in

financing of SME projects in Kenya with particufacus on DTB.

2.4 Profitability and Commercial Banks’ Financing d Small and Medium Enterprises
Profitability is the capacity to make profit or teate or quality of being profitable (Kamau,
2004 as cited in Odundo, 2011). The researcheratanaithat profitability is the matter at
hand in all forms of investments which serves agasure of performance and sustainability
of a prospect. According to Odundo (2011), it i® af the most important indicators for
measuring the success of a business. Thus maidtpioditability is expected to results in

continued strengthening of the net worth and valuen entity as a form of investment.

Studies have linked profitability with organisatadmperformance. According to Olutunla and
Obamuyi (2008) in a study of factors associatedh whe profitability of small andmedium-
sized firms in Nigeria found that there is interdegence between the SMEs profitabilityand
bank loans, a significant relationship betweenpabflity and the size of business and a
positive relationshipbetween profitability and irgst rate. Specifically, the study established
that for highprofitability, more loans and growthn isize of businessremain
important.Similarly, McMahon et al. (1993) foundathithe coefficient of loan amount was
positive and statisticallysignificant to profitabyl of SMEs. This implies that bank loan is

positivelyrelated to firm’s profitability and thaprofits of SMEs tendto increase with
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increasing amount of loans. Thefinding accordinght researcher is consistent with simple
economic theory which suggeststhat access to @kditld lead to higher profits. Keasey and
Watson (1991) stated that the use of banks’ fimapddy SMEs is associated with higher
business performance and thatthe financing decigigpacts upon the profitability of

anenterprise. This means that profits tend to asmewithincrease in sales. For profit
maximising firms, a strategyto maintain a high lewt profitability requires that thefirms

must produce quality products which can easily lseBbgenerate more revenues, especially

througheffective and efficient marketing strategies

The findings implies that governmentshould formeillapolicies that will compel
commercialbanks to relax their restrictive regwas and operationswhich discourage
borrowing and offer more credit facilities forSMEBEd(tunla&Obamuyi, 2008). The
Government should re-introduce and enforce themtangaminimum credit allocation by
banks to SMEs. Also, thegovernment should empoWwerSMEs to access and getcredits
from the commercial banks through formal andinfdrerdrepreneurship education for SMEs

to developtheir managerial capabilities, accounsikijs and overall,be more credit worthy.

Relative to effect of profitability of banks on theavolvement in financing of SMEs, there is
minimal empirical data. Those that exist howevan{soto the strategic importance of SMEs
to banks. For instance, Calice, Chandoand Sekifdaj2n a study of impact on SME bank
financing in East Africa found that the SME segmisna strategic priority for the banks in
the region. They concluded that SMEs are considarguiofitable business prospect and
provide an important opportunity for cross-sellif§pecifically, fifty percent of Kenyan

banks reported that they were motivated to padieign the SME market in view of its

profitability. Similar sentiments were reportedTianzania, Ugandan and Zambia, where at
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least 75 per cent of banks interviewed reported tiwa profitability of the sector was the
main driver to participate in the SME market. Teigdy seeks to authenticate the veracityof

these findings with specific focus on Kenyan banks.

2.5Competitionand Commercial Banks’ Financing of Srall and Medium Enterprises
Organizations, banks included today operate in avirenment of uncertain economic
conditions. Each is faced with the challenge oisahg more informed employees, critical
and demanding customers and fierce competition fsastagonists (Chemengich, 2013).The
fact that this is taking place during hard econotimees with an ever shrinking government
financial support further compounds an already &iagation. According to Achol (1991),
globalisation of world economies has resulted ighhenvironmental volatility for most
investments. Many organisations, banks includedtlaue faced with turbulent and rapidly
changing external conditions that at times trapslatto complex, chaotic, multifaceted, fluid
and interlinked streams of initiatives with an alenet effect on their organisational design,
resource allocation, work, systems, procedures Zieki, 2001) and performance. Coupled
with environmental changes such as technologicabvation, competition, regulation,
deregulation and consumer behaviour; the overallehaome to weigh heavily on
organisations forcing them to enhance their busimescesses in order to survive (Ansoff,

1987). Yet, amidst all these uncertainties, theyexpected to remain afloat and return profit.

To effectively handle the challenging business mmment and thus remain competitive,
organisations, banks included have had to institptegrams and strategies which
wouldenable them to strategically position themselvelative to their competitors (SME,
2014). According to Hamel and Prahalad (1989), mament of organisations need not

anticipate the future but create the future whitlsirates the ability of organisations and
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their management attempt to be proactive and @atixe. This requires a continuous process

of transforming information into intelligence saththe organisation can manage the future.

Consequently, Kahaner (1997) is categorical thawmercial banks have had to be more
aggressive to have a big share in the market. Cantaingeon the same issue, Baydas (1997)
observes that stiff banking competition in manyrdoes has forced some banks to diversify
into new markets a fact to which Delfiner (2007 dsern (2003) concurs. While Delfiner
(2007) is convinced that growing competition in keds previously served by bankssuch as
loans to big companies and MFIs drives downscalisgrn (2003) posits that with the
increasing competition, there is margin squeezéingahe forward thinking banks to explore
new potential markets that can generate growthlisnts’ numbers at acceptable profit

margins.

Calice, Chandoand Sekioua(2012) in a study of impacSME bank financing in East Africa
found that banks in the region view the SME segrasmd strategic priority. In their findings,
intense competition for the corporate business mastioned by 33 percent of the banks.
Specifically, quarter of Kenyan banks reported timiénse competition for retail clients
drove them to the SME sector, 75 percent in Tarzand 50 percent of Zambian banks. This

study seeks to further this work with specific fe@n Kenyan banks.

2.6Public Imageand Commercial Banks’ Financing of ®all and Medium Enterprises
Banking systems play a very important role in tber®mic life of nations (Katrodia, 2000).
The researcher is categorical that the health e@momy of any country is closely related to
the soundness of its banking sector. Likewise,rdsearcher posits that modern trade and

commerce would almost be impossible without theilabgity of suitable banking
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services.Thus, though it is appreciated that bamksst with the main objective of making
profit, it is also expected that some of their pe and procedures including services seen to

seek to serve the common good of the communitydicy the marginalised poor.

According to Odundo (2011), the prospect of busiassfocussing on profitmaking,
sustainability was not a major concern initiallyowkver, globalisation has made it important
that firms discard destructive and unethical pcastiand concentrate more on those that seem
to be geared towards the public good. Similarlgreased media attention, pressure from the
civil society and NGOs dictate that organisatiode@ sustainable business practices. In
addition, in order to attract and retain employagd customers, businesses have come to

appreciate the importance of being ethical whileduwting their daily operations.

Researchers have indicated that the best praadbicehis is to have a Corporate Social
Responsibility (CSR) policy. According to Petkosiid Twose (2003), in the longrun, the
public will endow a host of goodwill on the firmbat have CSR in their agenda which is
supported by research that suggests that therepgstive relationship between a firm

CSRand their financial performance based on USEamdpean data.

Empirical data shows that SMEs play a major roleeaonomic development in every
country. Studies have proved that in both advaremsmhomies and developing countries
SMEs are viewed as a viable approach to sustainddelopment because it suits the
resources in Africa. SMEs are the main source gflegment in developed and developing
countries alike, comprising over 90% of African imess operations and contributing to over
50% of African employment and GDP (Okafor, 2006)Klenya, they create employment at

low levels of investment per job, lead to increapadicipation of indigenous people in the
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economy, use mainly local resources, promote teation and use of local technologies, and
provide skills training at a low cost to society.@, 1989). Estimates are that there were
about 900,000 SMEs establishments employing 2 anil{enyans and generating about 14
per cent of the country’'s GDP (Dolman, 1994). Italso stated that in Kenya this sector
accounted for 20% of the GDP in 1999 (CBS et a99)@&nd 64% of the urban employment
by 2002 (Karekezi&Majoro, 2002). According to thedaomic Survey (2006), the sector
contributed over 50 percent of new jobs createdthiea year 2005. In addition to its

importance in creating jobs, the sector contrib®&% of the value-added in manufacturing

and the retail trade in Kenya (Onyango &Tomeck®80

Similarly, research has linked a majority of thedfeciaries of SME job related opportunities
to the society’s underprivileged including less emtaed, women and youth who constitute a
majority of the worlds’ poor population ((OkaforQ@6). Since it has also been proved that
access to credit has been the most significantel@féactor to SME growth and that some of
the reasons making financial institutions to shyawadrom involving themselves with SMEs
are related to the high risks of providing themhwatedit facilities (Calice, Chando&Sekioua,
2012). It could therefore be argued that in acogptd provide credit facilities to some SMEs
could be undertaken from a CSR perspective anghunaly from profit making perspective.
When viewed from this perspective, it could be presd the organisation undertakes the
procedure in its attempt to give back to the sgaid thus build its public image. This study
seeks to determine the extent to which banks irmbknt with financing of SMEs is based

on CSR and thus public image.
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2.7Customer Turnoverand Commercial Banks’ Financingof Small and Medium
Enterprises

Today, stakeholders in financial sector, banksuitketl are competing to increasetheir profit
share in the market (Saleemé& Rashid, 2011). Thgaitsicularly more manifest with regard
to a share in customers churn in which banks hadetd contend with intense competition
from not only amongst themselves but also with hanks and other financial institutions
offering similar financial products. According tonpirical evidence, it is alleged that most
bank products development are easy to increasewdnath banks provide nearly similar

services, they can only distinguish themselvesdasehe price or quality (Odundo, 2011).

Customer turnover, also referred to as customernghcustomer attrition or customer
defection is a term used to describe loss of dieot customers. The value of
customerrelationship management has become apparenthiscompetitive era of
technological innovation (Saleem& Rashid, 2011)ccéyding to the researchers, customer
loyalty and customer retention has importance gustomer acquisition and that the level of
risk involvedin loss of customers varies with thegume of the product on offer. Reichfield
(1990) posits that the longer a customer stays aitlorganisation or a company, the more

the utility than seeking new customers.

Successful strategy in terms of customer retentimnhancement ultimately leads to the
profitability according to Saleem and Rashid (204 streamof research has argued that in
the banking sector, the strategicfocus of banke i®main competitive in order to retain as
many customers as possible (Puschel, Mazzon& Hdermn2010; Cohen, Gan, Yong

&Choong, 2006). They furtheradded that retentioexiéting customers is moreeconomical

compared to acquiring the new ones since as H&8§9) argues that, long-term customers
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also take little time ofthe company and are lesssisige to price changes. Thus,customer
retention and customer satisfaction are the tworpemspects to be catered while designing
firm’s strategy and the task depends on identificadf loyal clients for the organisation to

hold onto.

Previous research has alleged that banks considetite SME lending market is large, not
saturated and with a very positive outlook (CaliCbeando&Sekioua, 2012). It has also been
suggested that banks have adapted to SME envirdrenendeveloped mechanisms to cope
with them through innovation and differentiationdatihat most banks have dedicated units
serving SMEs, to which they offer largely standaedi products with the degree of
personalization is still growing. However, theresgarse research on the extent to which the
dynamics of the SME market especially with regardheir turnover to banking services has
contributed in banks involvement in their financifdpis study seeks to determine the extent
to which factors related to customer turnover inagal and those attributed to SMEs could

be contributing to banks’ involvement in financiogSME projects.

2.8 Conceptual Framework

Figure 1 conceptualizes the relationship betweeretements identified as important in the

involvement of commercial banks in financing of SiiBjects.
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Figure 1 Conceptual Framework

Figure 1 shows the relationship of factors that pegceived to be impacting banks’
involvement in financing SME projects. The exteftbanks’ involvement in financing of
SME projects which is the dependent variable ine@sla number of factors conceived as the
independent variables in this study. The variabledude profitability, competition by
financial institutions;the banks anticipated puldfiage and customer turn over. The process
is also believed to be moderated by the existingegument statutory investment policies and
controlledby the existingenvironmental factors. Bajust like other business entities invest
in any market with the major intention of makingfit. The extent of profitability of a line
of investment would thus automatically imply thainks invest more in that line. However,
the extent of profitability of any venture is oftélmpered by intense competition among
similar investors that often results in variabldéegx of customer turnover. To strategically
position themselves most business entities pretakets with high customers. At the same

time, banks just like other public and private bess entities have corporate social
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responsibilities to the general public. Their p@gand programs must thus be seen to seek

to serve the good of the society.

2.9 Summary of Literature Review

The chapter provides an insight on relevance amah@iing of SME projects. It particularly
provide previous empirical data on the highlightsh® reasons linking banks involvement
with SMEs and profitability, competition and theedeof the banks to build a good public
image. Lastly, the review considered the extemiviich customer turnover could explain

banks involvement with SMEs.
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction
This chapter describes the research methodologywha used to carry out the study. It
outlines the research design, study location, tapggulation, sampling procedure, and
instruments to be used in data collection. Thetkody phase, reliability and validity,
procedure to be used for data collection as welnathods of data analysis and issues of

ethical consideration are also discussed.

3.2 Research Design

The study applieda case study research designcageestudy method waschosen because it
gives an in-depth understanding of the behaviottepaof an organisation. The case study is
a form of qualitative analysis where study is doman institution or situations and from this
study data generalizations and inferences are rf@aleen &Manion, 2007). The purpose of
the study was toassess how financing of the SMHEwdigistream banks had evolved over the

years since inception and Diamond Trust bank wasigally targeted to provide an insight.

3.3 Target Population

A target population refers to all members of realhgpothetical set of people events or
objects to which the researcher wishes to gendettefor a study (Orodho, 2003). The target
population for this study therefore comprised aldmond Trustbank’s branch managers,
credit managers at centralised credit departmehés,asset financial managerat the head
office and the DBT CEO. The bank has 51 branch mensa 3 credit managers at the
centralised credit departments and an asset finaffioer at the bank’s headquarters that

constituted the target population. Thus, the tptadulation targeted for this study was 55.A
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census survey of all the targeted persons was tak@er in this study due to the low
population targeted. According to Kothari (2004)end the target population is relatively
low, sampling is not necessary and census survedvecated for. A list of the bank’s

branches from where the branch managers were dsaattached to the report as appendix 1.

3.4 Data Collection Instruments

Due to the nature of this study, the researched ugesstionnaires to collect data from
sampled respondents. A questionnaire was considbheedhost appropriate in this instance
for the researcher because its administration edathle researcher to collect relevant data
from respondents easily. Thequestionnaire consistealosed ended and open ended
guestions. Closed ended questions are easy tosanbbcause their information content is
short. Open ended questions are appropriate tettitly because the researcher is interested
in in-depth information from the respondent sinkceyt provide room for respondents to air
out their views freely. Other previous researchtrumeents on project planning and

management were consulted in coming up with thraste the research questionnaire.

3.5 Validity and Reliability of Research Instrumens

These are terms associated with the extent to whHafa collection tools are able to
accurately gather the intended information fronpoesients.

3.5.1 Validity

The study used content and construct validity. Aditg to Joppe (2000), validity determines
whether the research instrument truly measuresathigh it was intended to measure or how
truthful the research results are. Kothari (200dimates that validity can be determined by

using a panel of persons who shall judge how wellihstruments meet the standards. To
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ensure that the instruments have content and cmhswalidity, the researcher carefully

consulted with supervisors and made any necesdargtments.

3.5.2 Reliability

Reliability is a measure of the degree to whiclesearch instrument yields consistent results
or data after repeated trials. Cronbach alpha vgad to assess the reliability of each of the
instruments to be used for data collection basedhendata obtained from the pilot study.
Gliem and Gliem (2003) describes Cronbach alpha &schnique that measures internal
consistency reliability using only a single testradistration to provide a unique estimate of
the reliability for a given test. It is the averagdue of the reliability coefficients one would
obtained for all possible combinations of items wiselit into two half-tests (Brown, 2002).
A pilot study was carried at in 5 Barclays Banknmtaes in Mombasa area to pre-test the
research instrument. The data obtained yieldedliabi@y coefficient as summarised in
Table 3.1

Table 3.1 Reliability Analysis

Element Cronbach’s Alpha Number of Items
Influence of profitability 0.874 4
Influence of competition 0.910 3
Influence of public image 0.865 2
Influence of customer turnover 0.862 4

Source: Research data, (2015)
Cronbach’s Coefficient Alpha was established fogrgwariable which formed a scale. The

table 3.1 shows that influence of competition Haal highest reliability (=0.910), followed
by influence of profitability ¢=0.874) then influence of public image=0.865) while
influence of customer turnover had the least v&iz®.862). This illustrates that all the four

scales were reliable as their reliability valuexe®ded the prescribed threshold of 0.70.
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According to Cronbach’s Alpha reliability, a coefént of 0.70 or higher is considered

“acceptable” in most social science research stmstNassiuma and Mwangi 2014).

3.6 Data Collection Procedure

Data for this studywas gathered using a drop ackl guiestionnaire. Questionnaires designed
by the researcher were used to elicit responses the respondents on a wide range of
issues. The questionnaire items were developeddress the specific objectives of the study
and are found appropriate in enabling the reseagditber large amounts of data from many
subjects economically (Orodho, 2009).Prior to comoeenent of data collection, permission

was sought from the university. With the permite thesearcher presented a letter of
introduction to each of the target respondent tonédly seek permission and to book

appointments for the real exercise of collectintad@hen the questionnaires were circulated
to the managers and the importance of the exeesiglained to them after which they were

allowed to complete the questionnaire within a week

3.7 Data Analysis

The data collected was analysed using quantitagegbniques. Descriptive statistics in the
form of frequency table and mean was used to amalymntitative data. For inferential
analysis, regression analysis was used to showrdlaionship between dependent and

independent variables (Meyers, Gamst&Guarino, 20@6achnick& Fidel, 8 Ed, 2006).

3.8 Ethical Considerations
Ethical guidelines were followed since the researcdought permission from the university

and the respondents through their companies irr ¢odearry out the study. The information
gathered from the study was used for academic pegand data gathered was divulged to

third parties at any cost. To this end, informatijmovided was treated as private and
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confidential and solely for this study. Names afpendents were not in any way disclosed so
as to protect their rights. After the study, thepamr will be accessible to them in the

university library.

3.9 Operational Definition of Variables

The study considered for review several variableée independent variables included
profitability, competition, public image and custerurnover. In the study, these variables
had the following meanings:

Competition: The act or process of trying to get or win someaghfguch as a prize or a
higher level of success) that someone else istalsay to get or win; the act or process of
competing.

Customer turnover: Rate of loss of clients or customers

Profitability: The capacity to make profit or the state or quaditpeing profitable.

Public Image: The way in which an entity would wish to be viewmdthe public. Also

implies the image that an entity projects to itstomers.
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CHAPTER FOUR
DATA ANALYSIS, PRESENTATION AND INTERPRETATION
4.1 Introduction
This chapter presents analysis of data obtained gmployees of Diamond Trust Bank in
loan management positions, interprets and discussas findings. The study intended to
determine the involvement of mainstream bankingjtutgons in financing of SME projects
in Kenya with specific focus on DTB. The data ob&al from respondents was analyzed

using SPSS version 20.

4.2 Response Rate

The study targeted 51DTB bank managers drawn frimmbianches, 3centralized credit
departments and an asset finance manager at theés deeadquarter. A total of 47 useful
guestionnaires were obtained which representspomnss rate of 92.16%.

Table 4.1 Response Rate

Designation Frequency Percentage
Branch managers 44 93.6
Credit control managers 2 4.3
Asset finance manager 1 2.1
Total 47 100.0

The respondents included 44 (93.6%) branch mana®€4s3%) credit control managers and
1 (2.1%) asset finance manager. The responsesrdeemed reliable for data analysis as per

Babbie (2002) who reported that any response of &b8wmbove is adequate for analysis.

4.3 Demographic Characteristics of Respondents
Respondents demographic variables considered folewe include gender and work

experience at DTB and in their respective positions
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4.3.1 Distribution of Respondents by Gender
The findings on respondents’ gender were as is sanmad in Table 4.2.

Table 4.2 Respondents Gender

Gender Frequency Percentage
Male 25 53.2

Female 22 46.8

Total 47 100.0

Data on respondents’ gender shows there were Z8(H3males and 22 (46.8%) females
indicating that though the population of male waoskevere slightly more than that of
females, the gender composition of the meets thhird gender rule envisaged in the

country’s constitution.

4.3.2 Work Experience
Similarly, an inquiry was made on the respondemistk experience at DTB and their
responses were as is summarized in Table 4.3.

Table 4.3 Work Experience

Number of years worked at DTB Frequency Percentge
Below 1 year 10 21.3
1-5 13 27.7
6-10 13 27.7
Above 10 11 23.4
Total 47 100.0

Table 4.3 contains the results of the respondent& wxperience at DTB. From the results,
10 (21.3%) of them had worked for less than 1 yeE3927.7%) for between 1 and 5 years,
13 (27.7%) for between 6 and 10 years and 11 (2Bfd#amore than 10 years. This means

that the sample consisted of workers with a sprefadurations of work experience in
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proportions suitable for this study with a majoritsgving worked at DTB for more than 1

year a period presumed long enough to master thandigs of the bank operations.

4.3.3 Number of Dependents’

Further, the study assessed the respondents’ wpekience in the respective positions they
were holding for a better understanding of theirstegy of the bank’s handing of SMEs.
Their responses were as is captured in Table 4.4.

Table 4.4Work Experience in Respective Positions

Work experience in years Frequency Percentage
Lessthan 1 20 42.5

1-5 13 27.7

More than 5 14 29.8

Total 47 100.0

The results of the respondents work experiencéeir respective positions which included
serving the bank’s SMEs show that 20 (42.5%) hadeskfor less than 1 year, 13 (27.7%)
had served for between 1 and 5 years while theirgémgal4 (29.8%) had worked for DTB in
their respective positions for more than 5 yearsThis implies that a majority of the
respondents had served in their respective posifiena period long enough to enable them

provide credible information for this study.

4.4 Diamond Trust Bank Involvement in Financing of SMEs

The study principally sought to assess the exteut iafluence of DTB involvement in

financing of SME projects within the country in erdto isolate factors influencing the
involvement. An inquiry was made from sampled resfgmts all of who had initially

acknowledged that part of their responsibilitiesluded serving the bank’s SME clients

using statements to ascertain their level of ingolent. To begin with, an inquiry on the
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bank’'s system for categorisation of a customer @asSME. The findings were as is

summarised in Table 4.5.

Table 4.5Parameters for Classification of Clients @ SMEs

Parameter Bank’s Bench mark

Annual turnover Above KSh. 500,000
Number of employees Between 10 and 100 people
Amount of loan applied for Between KSh. 500,60@ 2 M
Services offered to clients Overdraft and Téyan

Table 4.5 contains the respondents’ conceptiontier parameters that the bank uses in
classifying its clients as being SMEs. From thel@alb is evident that the bank mainly uses
three parameters: annual turnover, number of erepkyand amount of loan applied for.
Thus, for DTB, SMEs are entities with annual tureievof over KSh. 500,000, employees
ranging between 10 and 100 and usually applies flman of between KSh. 500,000 and 2
million. Respondents also indicated that the mostroon services that were offered to SME

clients included overdraft and term loan.

Additionally, an inquiry was made on respondentshaeption of the banks initiatives
towards serving SME clients. Their responses tareay of statements towards this end were
as is summarised in Table 4.6.

Table 4.6 Bank’s Initiative towards Serving SMEs

Statement NS A SA Total
f % f % f % f %

The bank culture is tailored to serve SMEs8 .01734 723 5 10.6 47 100
The bank is committed in providing services 131.919 40.4 13 27.747 100
to SME clients
The bank has adequate network for serving 6.8 1222 46.8 19 40.4 47 100
SME clients

Note:NS — Not SureA— Agree anSA — Strongly Agree
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Figure 4.6 contains information on respondents’ception of DTB initiatives towards
financing SME projects. The information shows tBat(83%) respondents indicated that the
bank’s cultured is tailored to serve SMEs, 32 (88.9nsisted that the bank is committed in
providing services to SME clients while 41 (87.2é6nfirmed that the bank has adequate
network for serving SME clients. This implies thatsignificant majority of the were
convinced that DTB was committed in offering finexdservices to SMEs and was doing all

that is possible to make this possible.

Similarly, the respondents’ conception of the dfigance of SMEs to DTB was sought and
the responses were as is summarised in Table 4.7.

Table 4.7 Significance of SMEs to Diamond Trust Ban

Statement LI Fl I VI Total

f %f %f % f % f %
Lowering of bank charges - - 5 6004 85 38 80.9 47 100
Increased earningon deposits & 2 4.8 128 8 170 31 66.0 4100
savings
Relaxing the collateral requirement - - 4 85 15 31.9 28 59.6 7 4100
during lending
Diversifying SME banking - - 4 58. 4 85 39 830 47 100
Continuous review and improvement- - 485 14 289 29 61.7 4100
of SME products
Bonus to marketing staff 9 191 10 21.8 170 20 426 47 100

Note:LI — Less important-I— Fairly importantj — Important an&/| — Very important

Table 4.7 provides a summary of the respondentg@gation of the significance of SMEs to
DTB. Results show that 42 (89.4%) respondents &tditthat lowering of the banks charges
was an indicator attributed to the importance witiich the bank considered the SMEs, 39
(82.9%) said increased earnings on deposit anshgaviad made the bank to either consider

the SME sector as important or very important whi@s also true for relaxing of collateral
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requirements during lending according to 43 (91.5&spondents. Similarly, a significant
proportion of the respondents, 43 (91.5%) assdhat diversifying in SME banking was

either important or very important, a similar propmn of respondents (91.5%) insisted that
continuous review and improvement of SME producss wf paramount importance for the
bank as well as award of onus to marketing stafbating to 28 (59.8%) respondents. This
therefore means that according to a majority of riagpondents, DTB consider SME as
important players in today’s business environmert has strategically positioned itself to

exploit some of their inherent benefits.

Lastly for this item, an inquiry was made on thep@ndents’ perception of the factors that
were suspected to be influencing the sustainalittME banking for commercial banks.
Their responses were as captured in Table 4.8.

Table 4.8 Factors influencing SME Banking

Statement Mean S. Dev. Rank

Banks have laid down institutional policies andgeures 4.0851 0.40806 4

to regulate SME products

Banks have customized products to suit customéenmmeces 4.0426 0.62406 5
The market is experiencing increased number of $hdfomers4.4468 0.50254
The bank have aligned SME products policy to theralv bank4.1064  0.69888 3
strategy

The bank has well versed SME banking board membeB1489 1.58771 7

The bank has a management and staff that underStd&d4.2766 0.45615 2
banking market dynamics

The bank has a good SME customer service mechanis3rB085 0.85053 6

The bank organizes training and workshops for eusts to 3.0000 1.60163 8
understand SME banking products

'_\

The findings show that a majority of respondentlidated that the fact that the market is
experiencing increased number of SME customershadighest mean ranking of 4.4468
and a standard deviation of 0.50254 implying thahad the highest influence. It was

followed by the fact that the bank has a managemaedtstaff that understand SMEbanking
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market dynamics(mean of 4.2766 and standard dewmiatf 0.45615)thenthen the fact that
DTB has aligned SME products policy to the ovekalhk strategy (mean of 4.1064 and
standard deviation of 0.69888) followed by the fénzt banks have laid down institutional
policies and proceduresto regulate SME productsaunod 4.0851 and standard deviation of
0.40806) and the fact that banks have customizedugts to suit customer preferences
(mean of 4.0426 and standard deviation of 0.6240&)er factors which were found to be
impacting on sustainability of SME banking inclutthe fact that the bank has a good SME
customer service mechanism (mean of 3.8085 andiatdrdeviation of 0.85053), the fact
that the bank has well versed SME banking board lbeesn(mean of 3.1489 and standard
deviation of 1.58771) and the fact that thebankanizes training and workshops for
customers to understand SME banking products (né&0000 and standard deviation of

1.60163).

4.5 Profitability and Diamond Trust Bank Involvement in Financing of SME Projects

The study to begin with sought to establish tHi@mce of profitability on the involvement
of DTB in financing of SME projects. It thus madeiaquiry on the respondents’ perception
of various issues related to profitability of SMperations. The findings were as is indicated

in Table 4.9.
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Table 4.9 Influence of Profitability on DTB Involvement in financing of SMEs Projects

Statement ME GE VGE Total Mean S. DE\ f
% f % f % f %

Diverse revenue sources 2 4.3 2042.6 532 47100.0 4.48940.58504
from SMEs

Increased earning on 2 4.31429.8 B86.0 47 100.0 4.61700.57306
deposits from SMEs

Increased earning on 510.6 1838.32324.1 47 100.0 4.4043 0.68078
savings from SMEs

Huge profit noted 3 64 12 25882 681 47 100.0 4.61700.60982
from SMEs

Grand Mean 45319 0.61218

The results as is contained in Table 4.9 showsdkeg¢pt for 2 (4.3%) of the respondents
who insisted that the influence of diverse revemsoerces from SMEs affected DTB
involvement in financing of SME projects to a maater extent, a majority 45 (95.8%)
thought their influence were either to a great em\great extent. A similar proportion of the
respondents, 45 (95.8%) indicated that increasaining on deposits from SMEs influenced
involvement in financing either to a great or vgrgat extent, 42 (89.4%) were categorical
that increase in earning on savings from SMES emfaed it either to a great or very extent
while 44 (93.6%) affirmed that huge profit notedrfr SMEsinfluenced DTB involvement in
financing of SME projects to a great or very gredient. Thus the element attained a mean
rating of 4.5319 and standard deviation of 0.6121h@lying that for a majority of the

respondents, profitability influences DTB involvemén financing of SME projects.

The study also sought to assess the respondentptien of the influence of various

indicators of profitability on the banks involventém financing of SME projects.
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Table 4.10 Indicators of Influence of Profitability

Indicator Mean Standard Dev. Rank
Active borrowers 4.6383 0.48569 1
Number of clients served 45532 0.58267 2
Revenue per average loan 4.4468 0.71653 3
Net interest margin 4.3830 0.82233 4
Cost per current unit lending 4.2553 0.73627 5

The results show that active borrowers had the dsglnfluence thus the indicator had
highest mean of 4.6383 and a standard deviatidh4&569. It was followed by the number
of clients served (mean of 4.5532 and standardatlewi of 0.58267) thenrevenue per
average loan (mean of 4.4468 and standard deviafidh71653) followed by net interest
margin (mean of 4.3830 and a standard deviatidh&#233) and lastly cost per current unit

lending (mean of 4.2553 and standard deviation @8&27) in decreasing order of influence.

4.6 Competition and Diamond Trust Bank Involvement in Fnancing of SME Project

The elements of competition were also assessedtéwndine the respondents’ perception of
theirinfluence on DTB involvement in financing oM& projects.The results were as is
presented in Table 4.11.

Table 4.11Influence of Competition on DTB Involvemst in financing of SMEs Projects

Statement ME GE VGE Total Mean S. DEV

f % f % f % f %
Large untapped SME 2 43 176.2328 59.6 47 100.0 4.5532 8PhH
market share
High environmental 2 43 21 4424 511 47 100.0 4.4681 038
volatility for most investments
Increased competition 4 85 10 27 574 47 100.0 4.4894 .6582
in traditional markets
Grand Mean 45036 0.6074

The findings show that 45 (95.7%) acknowledged thate is large untapped SME market

share which was influencing DTB involvement in ficeng of SME projects. Similarly, 45
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(95.7%) respondents felt that high environmentdatiday for most investment influenced
DTB involvement financing of SME projects and 431.8%) insisted that increased
competition in traditional markets could be a greatvery great influence of DTB
involvement in financing of SME projects. Overdiletefore, the respondents mean rated the
influence of elements of competition on DTB invatvent in financing of SME projects at a
mean of 4.5036 out of 5 and a standard deviatioD.@74. This implies that a significant
proportion of the respondents indicated that cortipetinfluenced DTB involvement in

financing of SME projects.

4.7 Public Image and Diamond Trust Bank Involvement inFinancing of SME Project
Further, elements of public image were probed sess their extent and influence on DTB
involvement in financing of SME projects. Theispgnses were as is summarized in Table
4.12.

Table 4.12 Influence of Public Image on DTB Involvaent in financing of SMEs
Projects
Statement SE ME GE VGE Total MeanDBEV

f % f %f % f % %
Need to give backto 2 4.3 13 27.7 1.9 17 36.2 47 100.0 4.00000.9089
the community.
As a boost to the 4 85 14 298 2.3 27 57.4 47 100.0 4.10641.1080
banks image
Grand Mean 4.0532 1.0085

Table 4.12 contains information on respondents’ception of the influence of elements of
public image on DTB involvement in financing of SMojects. The results show that 45
(95.7%) respondents felt that the need to give badke community could be either greatly
or very greatly influencing the bank’s involvememtfinancing of SMEs projects. Similarly,

43 (91.5%) respondents were categorical that tim’®anvolvement in financing of SME
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projects was being undertaken either to a greaepy great extent as a boost to the bank’s
image. Thus the element attained a mean rankidg0&f32 and standard deviation of 1.0085
signifying that a majority of the respondents pareethat the need to give back to the
community in a appreciation of the support could dereat influence on the bank’s

involvement in financing of SME projects.

4.8 Customer Turnover Rate and DTB Involvement in Finarting of SME Project
Lastly, elements of customer turnover were assesseserify their impact on DTB
involvement in financing of SME projects within theuntry. The results of the inquiry were
as in Table 4.13
Table 4.13 Influence of Customer Turnover Rate on DB Involvement in financing of
SMEs Projects

Statement ME GE VGE Total Mean  S.DE f

% f % f % f %

High customer turnover 6 128 19 40.4 28.8 47 100.0 4.3404 0.7002

in the traditional markets

Need to establish a niche 4 85 11 232 68.1 47 100.0 4.5957 0.6481

in the market and stem

customer attrition

Top management and 17 36.2 M1 21 447 47 100.0 4.0851 0.9048
organization culture orientation

Conducive government8 17.0 17 36.2 228 47 100.0 4.29790.7493
regulation and support

Grand Mean 4.3298 0.7506

The findings show that4l (87.2%) of the respondemidicated that the high
customerturnover in the traditional markets weirftuencing DTB involvement in financing
of SME projects either to a great or very greateekt At the same time, 43 (91.5%)
respondents felt that the need to establish a nictlee market influenced DTB involvement

financing of SME projects to a great or very greatent, 30 (63.8%) thought that top
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management and organization culture orientationfaience were either greatly or very
greatly whileand 39 (83.0%) insisted that conducigevernment regulations and
supportcould be greatly or very greatlyinfluencid@B involvement in financing of SME

projects. In general therefore, the respondentsnmiated the influence of elements of
customer turnover on DTB involvement in financing ME projects at 4.3298 and a
standard deviation of 0.7506. This implies thaigaificant proportion of the respondents felt

that customer turnover influenced DTB involvementinancing of SME projects.

4.9 Regression Analysis

An inferential analysis of the relationship betweka elements of profitability, competition,
public image and customer turnover rate and DTBIlwvement in financing of SMEs was
undertaken using the multiple linear models:

Y = Bo+ BuXy + BoXo + BaX3 + PaXy + €

Whereby: Y is DTB involvementp,; is regression constanfiy — Ps are regression
coefficients; X is profitability; X, is competition; X% is public image;% is customer

turnoverrate and is error term.

Table 4.14Model Summary

Model R R Square Adjusted R Square  Std. ErrdhefEstimate

1 .665 442 435 .64362

a. Predictors: (Constant), Customer turnover r&ugbic image, Profitability, Competition

R shown in Table 4.14 is the correlation between dbserved and predicted values of
dependent variable implying that the associatio®.665 between the factors (profitability,
competition, public image and customer turnoveg)rand DTB involvement in financing of
SME projects was good. R-Square is coefficient etednination and measures the

proportion of the variance in the dependent vaeiabfactors - that is explained by variations
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in the independent variables - profitability, cortifg@n, public image and customer turnover
rate. This implied that 44.2% of variance or catien between dependent and independent
variables. That is, 44.2% of variations or chanigethe banks involvement in financing of
SME projects are caused by the factors. Howeveigés not reflect the extent to which any

particular independent variable is associated thighbanks involvement in financing of SME

projects.
Table 4.15 Analysis of Variance (ANOVA)
Model Sum of Squares df Mean Square F Sig.
Regression  108.321 4 27.080 65.372 000
1 Residual 136.703 330 414
Total 245.023 334

a. Dependent Variable: Banks involvement
b. Customer turnover rate, Pubic image, ProfitghilCompetition

The ANOVA statistics shown in Table 4.15 was usedptesent the regression model

significance. An F-significance value of p = 0.08@s established showing that there is a
probability of 0.0% of the regression model presenta false information. Therefore, the

model is very significant.

The regression compares the magnitude of the camffs of the independent to determine
which one had more effects on the banks involvenmefibancing of SME projects.

Table 4.16 Regression Coefficients

Model Unstandardized Standardized t Sig.
Coefficients Coefficient:
B Std. Error Beta
(Constant) .845 212 3.994 .000
Profitability .287 .059 .3104.848 .000
Competition -.158 .054 -. 2887 .004
Public image 118 .065 .0761.805 .072
Customer turnover -.392 .045 -.3828.646 .000

a. Dependent Variable: Banks involvement
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From Table 4.16, the following regression modeadstablished:

Bank’s Involvement = 0.845 + 0.287X- 0.158% + 0.118X% - 0.392X%, P =0.000

Where X - Profitability, X,- Competition, %-Public image, %- Customer turnover rate;

Bo = 0.845:B, = 0.287;B,= -0.158;Bs= 0.118 an,= -0.392.

The regression constant shows that when the indepénvariables (profitability,
competition, public image and customer turnovee)rare constant at zero, the bank’s
involvement in financing of SME projects value wadde minimal (0.845). This shows that
without the four factors, the bank’s involvementfinancing of SME projects would be

insignificant.

It was established that the respondents’ levehefltank’s involvement in financing of SME
projects would increase by 0.287 with every unisifpee increase in profitability provided
that other factors (competition, public image amdtomer turnover rate) are constant. This
statistic is significant at 95% confidence level{®.000). Similarly, application of public
image would lead to an increase in the banks irroknt in financing of SMEs by a factor

of 0.118 this statistics being insignificant at®l8vel of significant (p=.072).

However, application of influence of competition wld lead to a decrease in the bank’s
involvement in financing of SME projects by a factd 0.158 at P = 0.004 should other
factors be held constant. Additionally, holding théher factors (profitability, competition

and public image) constant, a unit increase inatuet turnover rate would lead to a 0.392

decrease in the bank’s involvement in financinGME projects (p = 0.000).
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CHAPTER FIVE
SUMMARY OF FINDINGS, DISCUSSIONS, CONCLUSIONS AND
RECOMMENDATIONS.

5.1 Introduction

This chapter presents a summary of the researdinfjs, conclusions, recommendation and
suggestion for further research. The main purpdsehis study was to determine the
influence of various factors on commercial bankgalvement in financing of SME projects
with specific focus on Diamond Trust Bank. Data famalysis was obtained through
structured questionnaires presented to the resptsxdérough drop and pick method.
Information obtained was analysed quantitativelyhvihe aid of SPSS computer software

version 20.

5.2 Summary of Findings
The contents of the study findings are summarizeet on the four study objectives and two
themes that include respondents’ background clersiits as well as the results from

regression analysis.

5.2.1 Profile of the Respondents

The study attained a response rate of 92.16% wdanhoe said to be very good. Specifically,
93.6% of the respondents were branch managers, w&% credit control managers and
2.1% were asset finance manager. Additionally, @3wWere males, 51.1% had worked for
DTB for more than 5 yearsand 57.5% had servedain tespective positions for more than 1

year to enable them master the bank’s SME opesation
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5.2.2 Diamond Trust Bank Involvement in Financing 6 SMEs

Findings showed that an entity annual turnover, Imemof employees and amount of loan
applied for. Specifically, 83% of the respondemidicated that the bank’s culture is tailored
to serve SMEs, 68.9% insisted that the bank is ctt@enin providing services to SME
clients while 87.2% confirmed that the bank hasqadée network for serving SME clients.
This implies that a significant majority of the pesdents were convinced that DTB was
committed in offering financial services to SME=I&ive to the indicators of the bank’s
involvement, 89.4%) respondents indicated that towe of the banks charges was an
indicator attributed to the importance with whid¢te tbank considered the SMEs 82.9% said
increased earnings on deposit and savings had thadeank to either consider the SME
sector as important or very important which wasoalsue for relaxing of collateral

requirements during lending according to 91.5% wadents.

5.2.3 Profitability and Bank Involvement in Financing of SME Projects

Results showed the element of influence of proifitgattained a mean rating of 4.5319 and
standard deviation of 0.61218 implying that thetdagreatly influenced DTB involvement

in financing of SME projects. Specifically,95.8% dfe respondents thought that the
influence of diverse revenue sources from SMEscadteDTB involvement 95.8% indicated

that increase in earning on deposits from SMEsuanited the bank’s involvement, 89.4%
were categorical that increase in earning on savingm SMES influenced the bank’s

involvement as well as 93.6% who affirmed that hpgefit noted from SMEs influenced

DTB involvement in financing of SME projects. Regg®n analysis showed that profitability

influenced the bank’s involvement in financing ®fi5 positively ¢ = 0.287).
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5.2.4 Competition and Bank Involvement in Financingpof SME Projects

The influence of elements of competition on invohent of DTB in financing of SME
projects was mean rated at 4.5036 out of 5 an@redatd deviation of 0.6074.A majority,
95.7% of the respondents acknowledged that thetarge untapped SME market share
which was influencing DTB involvement in financing SME projects, a similar proportion
(95.7%) felt that high environmental volatility fomost investment influenced DTB
involvement and 91.5% insisted that increased catigein traditional markets could be a
great influence of DTB involvement in financing 8ME projects. Regression analysis
showed that competition influenced the bank’s imeaient in financing SMEs negatively

(B=-0.158).

5.2.5 Public Image and Diamond Trust Bank Involvemet in Financing of SME Projects
Elements of public image were found to have anuerice on involvement of DTB in
financing of SME projects by a majority of the resdents as confirmed by a mean rating of
4.0532 and standard deviation of 1.0085. A majooitythe respondents (95.7%) indicated
that they felt that there is need to give backhe tommunity. Similarly, 91.5% of the
respondents were categorical that the bank’s irmknt in financing of SME projects was
being undertaken as a boost to the bank’s imagegréssion analysis showed that quest for
positive public image influenced the bank’s invohent in financing SMEs positivel\B€

0.118).

5.2.6 Customer Turnover and Bank Involvement in Financingof SME Project

The respondents mean rated the influence of elamehtcustomer turnover on DTB
involvement in financing of SME projects at 4.3288d a standard deviation of 0.7506
implying that a significant proportion felt that stamer turnover influenced DTB

involvement in financing of SME projects. Specifiga87.2% of the respondents indicated
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that the high customer turnover in the traditiomalrkets were influencing DTB involvement
in financing of SME projects either to a great erywgreat extent, 91.5% were categorical
that the need to establish a niche in the marKkkteinced DTB involvement, 63.8% thought
that top management and organization culture atemt's influence was great or very great
while 83.0% insisted that conducive government la&gns and support was of great
influence to DTB financing of SME projects. Regiies analysis showed that customer
turnover rate influenced the bank’s involvemenfimancing SME projects negativeli< -

0.392).

5.3 Discussions

The findings illustrated that the bank mainly ud@ge parameters in ascertaining whether a
customer was an SME: their annual turnover, nundfeemployees and amount of loan
applied for. This observation is similar that ofli€a Chando and Sekioua (2012) who in a
study of banking finance to SMEs in East Africaablished that the most widely used
criteria was loan size and company turnover, bétwloch were employed by 69 percent of
the banks. According to the study, staff size wasdditional SME definition used by two
banks in Kenya and one in Tanzania. Most bankshlwhsed the turnover as a classification
criterion reported very wide variances in the gyalg amounts, with the minimum turnover
between zero and US$1 million. In this study, resjgmts indicated that for DTB, SMEs are
entities with annual turnovers of over KSh. 500,08@ployees ranging between 10 and 100
and usually applies for a loan of between KSh. G00,and 2 million. Additionally, a
significant majority of the respondents were coneth that DTB was committed in offering

financial services to SMEs and the bank was ddilntpat is possible to make this a reality.
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With regard to the influence of profitability onetiinvolvement of DTB in financing of SME
projects, the respondents were categorical that Bdmsider SME as important players in
today's business environment and therefore the leask strategically positioned itself to
exploit some of their inherent benefits. The eletmatained a mean rating of 4.5319 and
standard deviation of 0.61218 implying that for ajonity of the respondents, profitability
played a significant role in influencing DTB invement in financing of SME projects.
Respondents were categorical that they had notedase in earning on deposits from SMEs,
increase in earning on savings from SMEsand thge tprofit had been noted from SMEs
that influenced DTB involvement in financing of tB&E projects. This finding concurs with
that of Calice, Chandoand Sekioua(2012) who fourad the SME segment is a strategic
priority for the banks in the region. The researshmncluded that SMEs are considered a
profitable business prospect and provide an importapportunity for cross-selling.
Specifically, fifty percent of Kenyan banks repartbat they were motivated to participate in
the SME market in view of its profitability. Simriaentiments were reported in Tanzania,
Ugandan and Zambia, where at least 75 percent wksbanterviewed reported that the

profitability of the sector was the main drivergarticipate in the SME market.

Therespondents mean rated the influence of elensémtsmpetition on DTB involvement in
financing of SME projects at 4.5036 out of 5 arstamdard deviation of 0.6074. This implies
that a significant proportion of them were convihcthat competition influenced DTB
involvement in financing of SME projects. Similaergiments were also expressed by
Kahaner (1997) who asserted that commercial baaks had to be more aggressive to have
a big share in the market. Baydas (1997) on hisgizserved that stiff banking competition
in many countries has forced some banks to diwetsto new markets a fact to which

Delfiner (2007) and Isern (2003) concurs. Whilefder (2007) is convinced that growing
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competition in markets previously served by bankshsas loans to big companies and MFIs
drives downscaling, Isern (2003) posits that witl increasing competition, there is margin
squeeze leading the forward thinking banks to expleew potential markets that can
generate growth in clients’ numbers at acceptabiefitpmargins. Likewise, Calice,

Chandoand Sekioua(2012) posit that banks in Easta&Alview the SME segment as a
strategic priority. In their findings, intense coetipon for the corporate business was
mentioned by 33 percent of the banks. Specificajlyarter of Kenyan banks reported that
intense competition for retail clients drove themthie SME sector, 75 percent in Tanzania
and 50 percent of Zambian banks. This study seekgther this work with specific focus on

Kenyan banks.

Further, respondents mean rated the influence ememts of public image on DTB
involvement in financing of SME projects at 4.0588d standard deviation of 1.0085
signifying that a majority of them perceive that theed to give back to the community in an
appreciation of the support could be a great imiheeon the bank’s involvement in financing
of SME projects. This observation corroborates thfaPetkoski and Twose (2003), who
stated that in the long run, the public will endavihost of goodwill on the firms that have
CSR in their agenda which is supported by resetrah suggests that there is a positive
relationship between a firm CSRand their finanptformance based on US and European

data.

With regard to the influence of elements of custorugnover rate, results showed that
respondents were convinced that the high ratetofi@t by bank’s customers to competitors
could be a major reason for the bank diversifyiodSME sector thus they mean rated the

influence of elements of customer turnover rateDdB involvement in financing of SME
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projects at 4.3298 and a standard deviation of @&79his implies that a significant
proportion of the respondents felt that customerdwver rate influenced DTB involvement in
financing of SME projects. Saleem and Rashid (2@td)e that successful strategy in terms
of customer retention orenhancement ultimately ded&ol the profitability. Similarly,a
streamof research has argued that in the bankiciprse¢he strategicfocus of banks is to
remain competitive in order to retain as many aueis as possible (Puschel, Mazzon&
Hernandez, 2010; Cohen, Gan, Yong &Choong, 2006¢yTfurtheradded that retention of
existing customers is moreeconomical compareddaieng new ones since as Healy (1999)
argues, long-term customers take little time oftenpany and are less sensitive to price

changes.

5.4Conclusion

From the proceeding discussion, it can be conclildadvarious factors influence the bank’s
involvement in financing of SME projects. Specifigathe findings showed that there is a
significant relationship between profitability, cpetition and customer turnover and DTB
involvement in financing of SME projects. Similarlsesults showed that profitability and
public image influenced the bank’s involvement peely with the influence of profitability
being greater. However, competition and customemotter were found to influence the

bank’s involvement negatively, the effect of cusésrturnover being greater.

5.5Recommendations

It is therefore recommended that stake holders Idhaonsider putting in place the
recommended steps to enhance commercial bankssénaeht in financing of SME projects.
The findings to begin with indicate that though DWMaas found to have strategically

positioned itself to tap into the SME sector, savhés programs and policies with regard to
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the sector appeared to still be in their initisdggs of implementation thus require to be
enhanced for quality service to the sector. Thejuoheorganizes training and workshops for
customers to understand SME banking products, srarhuof well versed SME banking board

members and enhancing the bank’s SME customeiceanechanism.

Similarly, though the study established that padfility and public image impacted on the
banks involvement positively, the extent of inflaerof public image was still too low and
needs to be fortified thusenhance the bank’s iremknt in financing of SME projects.
Additionally, the negative influence of competiti@md customer turnover on the bank’s
involvement in financing of SME projects imply thitae bank should strategize on how best
to strategically position itself to tap into the EMector rich market by offering quality and

competitive services and products to the sector.

5.6 Suggestions for Further Research
The following areas are suggested for further study
i. A comparative study of extent and influence ofithelvement of various commercial
banks in financing SME projects in Kenya.
ii. A comparative study of the extent and influencethe#f involvement of commercial
banks and micro financial institutions in financiBYIE projects in Kenya..
iii. A study of factors inhibiting involvement of finaat institutions in financing SME

projects in Kenya.
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APPENDICES

Appendix I: Diamond Trust Bank Branches

Capital centre

OTC centre

DYB centre
Buruburu

Tom Mboya

Nation centre
Eastleigh

Industrial Area

. Prestige Plaza

10. Lavington

11.Village Market

12. Westgate

13.South C centre
14.Thika Branch
15.Mombasa centre
16.Changamwe Branch
17.Jomo Kenyatta Branch
18. Diani Branch
19.Malindi Branch
20.Mtwapa Branch

©xo N A~WDNE

21. Bungoma Branch
22. Kisumu Branch
23. Kakamega Branch
24. Nakuru Branch
25. Eldoret Branch
26. Kitale Branch
27. Migori Branch
28. Kisumu East Branch
29. Parklands centre
30. Diamond Plaza centre
31. Wabera Street Branch
32. Kitengela Branch
33. Karen Branch
34. Thika Mall
35. T Mall Branch
36. Crown Plaza
37. Cross Roads
38. Shimanzi Branch
39. Meru Branch
40. Kericho Branch

41. Kisii Branc
42. Courtyard Branch
43. Nakuru East
44. Nyali Branch
45. Mariakani
46. Voi
47. Upper Hill
48. Kilifi

49. Lamu

50.

51.
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Appendix Il: Questionnaire
Introduction
The statements below are intended to gather inftommaabout the extent and factors
influencing DTB involvement in financing SME projsawithin the country. Suggest to the
best of your ability your opinion against each lo¢ tstatements. The information obtained
will be treated with utmost confidentiality and luilot be used for any other purpose other
than academic. Thanks for accepting to take paharprogramme.
Part A: Respondents Information
Kindly ticks in the space provided( ) the correct answer or supply the requiredrimiation
where required.
1. Designation:Branch Manager ( ) Credit Control Mgara( ) Asset Finance Manager
()
2. Gender of the respondent?
Male ( ) Female ()
3. How long have you worked for DTB?
Lessthanlyear( ) 1l-5years( ) 6-l&ry¢ ) above 10 years( )
4. How long have you served DTB in your current positi
Lessthan 1year ( ) 1-5years( )abovedssg )
5. Do your responsibilities include serving the bar®ME clients? Yes ( ) No ( )
Part B: Banks Involvement in Financing of SME
In this section, againstsome of the items the aldtionsNE- No extent, SE- Small extent,
ME- Moderate extent, GE- Great extent, and VGE- Vey great extent appear. Please

respond to all the statements by ticking the onegansider most appropriate.

61



6. According to the banks policy, what are the basiameters which the bank uses in
classification of a client as an SME? Please pevit estimated quantity range for
each parameter.

Annual turnover

Number of employees

Amount of loan applied for

7. To what extent do you rate the level of DTB invehent in financing SME
projects?lNE( )SE( )ME( )GE( )EG )

8. What are some of the services that DTB offer t&ME clients?

9. Indicate the extent of your agreement with theolelhg statements.

SD- Strongly disagred)- DisagreeNS- Not sure A- Agree,SA- Strongly agree

Statement SD|D |[NS | A | SA

The bank culture is tailored to serve SMEs

The bank is committed in providing services to SMIEnts

The bank has adequate network for serving SME tslien

10.Indicate the level of importance that you attackth®sfollowing factors with regard to
introduction and marketing of SME products in DT®.-Not important;LE-Less

important;NS-Not sure;l-Important;VI -Very important

Statement NI | LE | NS | | VI

Lowering of bank charges

Increased earning on deposits & savings

Relaxing the collateral requirement during lending

Diversifying SME banking

Continuous review and improvement of SME products

Bonus to marketing staff
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Part C: Determinants of DTB involvement in Financirg of SME Projects
Against some of the itemsin this section, the albbt®nsNE- No extent, SE- Small extent,
ME- Moderate extent, GE- Great extent, and VGE- Vey great extent appear. Please

respond to all the statements by ticking the onegansider most appropriate.

11.To what extent do the following factors determihe extent of involvement of DTB
in financing of SME projects?
NoteNE=Not extenEE=Small extenME = Moderate extenGE= Great extent
VGE= Very great extent
Profitability NE | SE| ME | GE | VGE

Diverse revenue sources from SMEs

Huge profit noted from SMEs

Competition

Large untapped SME market share

Increased competition in traditional markets

Public Image

As a corporate social responsibility activity dmey public
concern.

As a boost to the banks image

Customer turnover

High customer turnover in the traditional markets
Need to establish a niche in the market and stestomer
attrition

Top management and organization culture orientation
Conducive government regulation and support

12.Indicate the extent to which you perceive eacheffollowingindicators contribute to

profitability of SME

Indicator NE | SE| ME | GE | VGE

Active borrowers

Number of clients served
Revenue per average loan
Net interest margin

Cost per current unit lending
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13.Indicate your level of agreement with the statemeon factors that influence

sustainability of SME banking for commercial banks.

Statement SD|{D [NS | A | SA

Banks have laid down institutional policies andgadures to
regulate SME products

Banks have customized products to suit customéde@eces

The market is experiencing increased number of SME
customers

The bank have aligned SME products policy to theral
bank strategy

The bank has well versed SME banking board members

The bank has a management and staff that underStdiad
banking market dynamics

The bank has a good SME customer service mechanism

The bank organizes training and workshops for custs to
understand SME banking products

14.Do you have anything to add which you feel is int@ot in enabling one to

understand SME market better?
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