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ABSTRACT
Small and Micro Enterprises (SMEs) play an impdrtarte in the Kenyan Economy. The
sector contributes approximately 80.6 percent @f jubs created in the country every year.
Despite their significance, SMEs are faced withedlirof failures with past statistics
indicating that three out of five fail within thedt few months. Although the role of factors
such as access to funds and culture have beenywsdetlied, influence of financing
constraints on operation, profitability and growtave not received much emphasises. To
bridge the gap, this research investigated the@enite of financing constraints on operation,
profitability and growth of SMEs. Survey researcbsign was used because it involves
interaction between the researcher and the respon@ratified random sampling was
applied to select a sample size of 246 SMEs fropogpulation of 677. Primary data was
collected through use of questionnaires while sdapn data was collected through
documentary analysis of past sales records. The \was analysed by use of descriptive
statistics. Inferential statistics which includeaP®n’s Correlation coefficients, Regression
and chi-square test were also applied. The reshlbsv that majority of the interest rates
between 15% and 31% charged by financial institgtiovere high but businesses could
survive so long as loan availability was not a ldmae. Better financial skills had an
influence on the SMESs’ growth, operation and padifility. Access to finance was a major
constraint to business growth since majority of tegpondents (36.3%) cited lack of bank
financing as a major problem. This study recommehdsthe government ought to provide
conducive institutional environment in formal bamkiand non-banking set up, providing
regulatory frameworks and fostering competitiorttsat the rates of interest provided by the
institutions can reduce to a reasonable market lasdould revise its regulatory framework
in order to create and encourage an environmehteti@urages more financial institutions
in the study area. Since majority of small entegy lack finance, government should

establish friendly small loaning system.

Key words; financing constraints, operation, profitabilitgrowth, small and micro

enterprises.
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CHAPTER ONE

INTRODUCTION
1.1 Background Information
The Small and Micro Enterprises (SMEs) play an irtgod role in the Kenyan economy.
According to the Economic Survey (GOK, 2011), tketer contributed 80.6 percent of new
jobs created in the year 2011. Despite their Sigpniice, past statistics indicate that three out
of five businesses fail within the first few montbsoperation (GOK, 2007). According to
Bowen, Morara and Muriithi (2009), of the most sigant challenges is the negative
perception towards SMEs. Potential clients percamall businesses as lacking ability to
provide quality services and are unable to satisfgre than one critical project
simultaneously. Often larger companies are seleatedgiven business for their clout in the

industry and name recognition alone.

Starting and operating small and micro enterprilselsides a possibility of success as well as
failure. Due to their small size, a simple managamastake is likely to lead to collapse of a
small and micro enterprise hence no opportunityetirn from past mistakes. Lack of
planning, improper financing and poor managemewe lieeen pointed out as the main causes
of failure of small enterprises (Longenecker, et2006). Lack of credit has also been
identified as one of the most serious constrairdgsinf SMEs and hindering their
development (Aleke, 1994; Kiiru, 1991; Oketch, 20006meko, 1992).

The average productivity of SMEs could be increaadabtantially with access to appropriate
institutional savings and credit service delivededally. Since the benefit of financial

services would also extend to dependence of micané€e clients, the economic activities
and the quality of life of more than 1.8 milliongpe could be improved by providing them

with local access to formal commercial micro finarfdleke, 1994).

Since 1990s, Kenya has improved its macro-econen@nagement. However, the formal
sector population have typically grown larger oredrand, failing state enterprises were
closed, people retrenched and government tightepedding. On the other hand, demand for
low cost goods and services provided by the infbreetor increased and agricultural
technologies and policies changed and urban incoreased. In this context therefore,
policy makers re-examined their approach to infdrervaterprises viewing them not as a

problem for the economy both in the short and maditarms but rather as an important
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solution to or crucial aspects of current probldahest are caused by poverty and multiplied

by massive rural urban migration (Daniels, etZ995).

It is under this condition in 1980s that attentisegan to be paid to improve the legality,
security and financing of informal enterprisestHé formal economy cannot absorb labour
force, then why not help the informal enterpriskeat tprovide employment at least to the
extent of removing the obstacle they face. If mientrepreneurs did not have to face routine
removal from their business locations, confiscat@ntheir goods, constant demand for
bribes, detention and other form of harassment; Wauld be more likely to invest in their

enterprises which could then raise their incomeiaagtase employment (Hossain, 1988).

Furthermore, most of the public policies in Kengaecent times have been focussed towards
poverty reduction, finding way to improve househpidductivity and thereby income. Since
1960s and 1970s, there have been policies on folaiaofinance in rural development
process. These policies focussed on the providiagricultural credit as a necessary support
to introduction of new, more production agriculiurachnologies that could have ensured
that farmers improve their incomes and feed thénatater, this approach broadened to
include individuals involved in both small and nueenterprises like handcraftsmanship,

agro-business, and small and micro scale entegpojserating in urban areas (Aleke, 1994)

Small and micro enterprises are one of the mostlisagrowing sectors and constitute the
largest part of the private sector in developingrtaes especially in terms of employment.
Majority of the population in developing countrigst employment from the small and micro
enterprises, for example, entrepreneurs as equalgps in business or as employees by
business owners. Thus development of small firnthasight to be important for economic
growth, poverty alleviation and promotion of plusalsocieties. The sector has of late
become a major focus for the government and dooantces as it is considered as a
significant avenue towards economic industrial@atiThese sections have been neglected
for a long time by major stakeholders in the foratian of economic policies and its

significance have not been exhaustively addredsaliberg, 2000).

In Britain, small and medium sized business is réfi as that industry with an annual
turnover of 2 million pounds or less with fewer th200 paid employees. In Japan, small-

scale industry is defined according to the typendtistry paid up capital and number of paid
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employees. Consequently, small and micro enterpase defined as those in manufacturing
with 100 million yen paid up capital and 300 em@ey and those in the retail and services
trades with 10 million yen paid-up capital and S@péoyees. Different countries define
SMEs differently. In Kenya “small enterprises hdvem 11 to 50 worker and medium
enterprises have from 51 to 100 workers”. Censdgates that SME comprises the lion
share of enterprises in Kenya while there are arfedium sized enterprises. Some well
known examples of SMEs in Kenya include Jua kamndts, retail shops, matatu industry,
open air market retailers, fishermen, small scalmérs and private schools. Small and micro
sized enterprises are generally undercapitalisgdesting many operational difficulties. The
1999 SMEs baseline survey showed that only 6% oESBuccessfully apply and use credit.
Among those that are able to access credit, vewydet sufficient amounts to guarantee a
constant growth (Parker and Torres, 1994).

In most economics including Kenya, small and miceaterprises comprise approximately
99% percent of the work force. Small and Micro gmiges cut across all sectors of the
country’s economy and provide one of the most pcoBources of employment. A well
functioning policy on small and micro enterprisecistical for attracting and spreading
investment in both urban and rural areas in ordenhance the capacity of small and micro
enterprise to create durable and decent jobs. Twergment in consultation with key
stakeholder has reviewed policies and strategieS\ias (GOK, 1992).

1.2 Statement of the Problem

SMEs are the major agents of economic growth angleyment. In Kenya, over 60% of

small businesses are estimated to fail each yeany& bureau of statistics, 2007). Mead
(1998) observes that the health of the economy ahae has a strong relationship with
health and nature of SMEs. Despite government teffopromote SMESs activity, not much

has been achieved. The sector is characterizeddpidhted infrastructure, low adoption of

technology, poor market access and continued haedsrom government institution due to
lack of necessary documents for their establishn@&nte Mau-Narok is an agricultural area,
many people engage themselves in farming whichnhasy challenges brought about by
weather changes. These weather changes accompaitifedinemployment have forced

many people to start small and micro enterprisesufgplement their earnings derived from

farming. These businesses do not survive for a [mrgpd before they are shutdown while



many that survive do not grow. The study was tleeeintended to unearth the influence of

financing constraints on operation, profitabilitydagrowth of SMEs.

1.3 Objectives of Study
1.3.1 General Objective
The general objective was to find out the effedtsfimancing constraints on operation,

profitability and growth of small and micro entagas.

1.3.2 Specific Objective

i. To determine the effects of credit facilities oremgtion, growth and profitability of
SMEs.

ii. To find out how the interest rates charged by fanrannstitution affect SME growth,
operation and profitability.

iii. To establish the restrictions by financial insidus and their effects on operation,
growth and profitability of SMESs.

iv. To examine the influence of financial managemeiitsskn operation, growth and
profitability of SMEs.

1.4 Research Questions
i)  What are the effects of credit facilities on opemat profitability and growth of
SMES?
i)  To what extents does interest rates charged bgdiakinstitutions influence
operation, profitability and growth of SMEs?
iii) Do restrictions set by financial institutions irdluce operation, growth and
profitability of SMEs?
iv)  To what extent do financial management skills ieflce operation, profitability and
growth of SMEs?

1.5 Significance of the Study

Small and micro enterprises comprise the largegpqtion of business in most economies.
They offer greatest potential for job creation ammhtribute to the growth in GDP of a
country. The study will help MFIs in identifying eh problem affecting their loan
disbursement. It will also help small entreprenaurderstand various sources of finance and

how they can utilise the scarce resource to makds aneet. The small and micro
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entrepreneurs will also be able to handle varioffeces due to the constraints. The
government can also use the findings to add upcipslithat favour SMEs since they
contribute to employment, GDP and poverty reducti@®Os can also get information on
how they can support SMEs

1.6 Scope of the Study
The study covered the small and micro enterprisel8lau-Narok Division, Njoro District,
due to the fact that there are many small scalegm@neurs. The study was a cross-sectional

survey.

1.7 Assumption and Limitation of the Study

The research study was limited by certain factachsas movement to some areas which are
in accessible and information obtained largely delpe on cooperation from respondents

owing to the institutional weaknesses in data ctibe and presentation by the study. The

assumption was that all respondents provided irdition as requested in the questionnaire. It
was also assumed that all the data collected agdiwas a representative of the study area.



1.8 Operational Definition of Terms
Finance -means capital structure; methods of raising capit@pital expenditure: levels of

profit distribution and retention: working capitaid liquidity level (van, 2002).

Operation- means to perform a function for example organisiogkers, raising capital and

looking at the investment to attain a positive ge(ilowson, 2007).

Growth- change in a firm’s size or expansion of a firmemts of size (Hashi and Krasnigi,
2011).

Profitability - a relative measure of success for a businessedadis a result of change in a
firm’s income or profit. It is used to determinerfoemance and growth of an enterprise
(Harber and Reichel, 2005).

Performance-means doing today what will lead to measured valteomes tomorrow. It is
measured relative to some benchmark, be it a cotorgeperformance or preset target such

as employees, profitability or change in capitadl{hs and Euske, 2002).

Credit facilities- a loan or collection of loans taken by a businessneet its financing
needs(Obonyo,2005).

Microfinance institutions - Are non-bank financial institution provide finaakservices to
micro entrepreneurs and small businesses whichdack&ss to banking and related services

due to the high transaction costs associated withrgy these categories(Yunus,2008).

Small enterprises- Are businesses are that employs 11-50 workersig&oNdirangu, &
Nyangito, 2002).

Micro enterprises- Are businesses that employs 10 or fewer workeon{e et al., 2002).

Financing constraintsfinancial problems that prevent a business fronhieatng its
objectives (Modighliani, and Miller, 1958)



CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

The focus of this chapter is to capture variousassand theories that relate to finance. Small
and micro enterprises are started using small ateccapital that are raised from various
sources which may include the owners personal gavamd borrowing from friends .These
amounts of funds should be invested in the busiardsthe owner expects some returns and
growth of the business. Many small businessesam@df with many challenges meaning that
the owners should make proper financing and investndecisions for the businesses to

overcome them and yield the required returns.

2.2 Theoretical Literature Review

2.2.1 Performance in SMEs

Performance is often defined simply in terms ofpotitsuch as quantified objectives or
profitability. Armstrong (2006) defines performanes both behavior and results. This
definition covers the achievement of expected kws well as objective setting and review
If the behavior of management is right, the expedevels of output will be achieved and

vice versa.

There are three levels of performance within orgamons. They are distinguished as
financial performance, business (firm) performanaad organization effectiveness.
Performance is the key interest of every businemsager or owner. The overall performance
of the organization depends on proper managemertheatthree levels of management

(Terziovski and Samson, 2000).

Firm’s performance measurement and control syssm#formation based on routines and
procedures that managers use to maintain or ategrps in organization activities. A typical
performance measurement helps business in perilyd®eiting business goals and then
provides feedback to the managers on the progressd those goals (Simmon, 2000).

Business performance measurement is concernedwaiéisuring this performance relative to
some benchmarks, be it a competitor's performamcereset. Many business performance
measures a value that promotes comparison not itggf but also with other measures.



Performance in SMEs may be classified as finaraiadon-financial. Financial measures are
derived from or directly related to chart of acctsuiound in a firm’s profit and loss accounts
or the balance sheet such as inventory levelssir tahand .Non-financial measures are not
found in the charts of accounts such as customisfazion score or product quality

measures (Simmon, 2000).

Firms use financial performance developed by ademus to support decision. For example
the historical revenue and cost information can used for budgeting decision. The
marketing manager can use sales information taiat@the impact of a particular promotion
strategy while the same sales information can leel by production manager to determine
the future production levels. Income Statement éyvuseful in measuring financial

performance where many kinds of ratios analysisbeaoalculated (Madura, 2007).

Pushpakumari and Wijewickrama (2008) used botmfired and non financial measures such
as annual sales, annual profits, and number of ®paps, market share and reinvestment in

the business to measure the business performarg8ides.

2.2.2 Financing Decisions

Investor must decide where and how to acquire fuoaseet the firm investment needs. The
main issue is to determine the proportion of eqaityl debt which makes up the capital

structure of a firm. The structure is optimum whke market value of shares is maximized.
The debt affects the returns and risk of the slddeins. It may increase the returns on equity
funds but always increases risks. There should balance between return and risks. When
shareholders return is maximized with minimum rjstkke& market value per share will be

maximized and the firm’s capital will be considematimum.

According to Modigliani and Miller’'s (1958) theoof capital structure, firms selects the mix
of debts and equity that minimizes their weightedrage cost of capital (WACC), thereby
maximizing the value of the firm. Because intemgbenses is tax deductible, debt tends to
be favoured over equity as a source of capitahdtefore follows that firms, in principle, act
to minimize the cost of capital and maximize th&gaof the firm by financing exclusively
with debts. This view assumes that there are nbresmurces costs associated with the

issuance of exchange of securities, financial elstror even bankruptcy and financial
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reorganization. In case of privately held businesé®wever, the decision to finance with
debt rather than equity may be driven by necesattyer than by choice because small firms
do not have the same access to capital, partiguéality capital that larger public firms

have. Small firms are not able to issue publicidh#ebts or equity or even commercial
papers because of their size and the high cosisairig securities. As a result they tend to

heavily rely on debt in form of bank financing anade credit.

Small firms, because of their tendency to rely ebtdcapital are also particularly susceptible
to the problem of financial distress and failurailire rates in the range of 50 t070% are
commonly cited making it difficult for small firm® raise external capital from either debt or
equity providers. Due to lack of publicly availabtdormation and higher risk of failure,
monitoring costs are relatively higher for suppladrcapital to small firms than for those
dealing with larger established firms. Thus capitely be unavailable to small firms or it
may be available only at relatively high rates oferest. Frequently lenders may try to
mitigate the risks of lending to small firms by demmding collateral or personal guarantees.
Since there is often no fine lines separating thanices of the business owners in case of
small firms, such requirements tend to add to tbkesrfaced by small and micro enterprises

as well as limit their flexibility (Bates and Nu¢di989)

2.2.3 Liquidity Decision

Current assets should be managed efficiently ffagserding the firm against the danger of
illiquidity and insolvency. Investment in currenssats affects the firm’s profitability,
liquidity and risk. A conflict exists between pitability and liquidity while managing
currents assets. If the firm does not invest sigffitfunds in current assets, it may become

illiquid but it would lose profitability as idle etent assets would not earn anything.

In order to ensure that either insufficient or uressary funds are invested in current assets,
the financial manager would develop sound techmigole managing currents assets. He
should estimate firms needs for current assetsmaakie sure that funds would be made
available when needed. Growing small firms facesptoblem of liquidity. Even though it
makes good profits, it needs funds for expandirtyiies and permanent working capital.
Because of insufficient cash or pressures on ligyidmall firms’ management may not be
able to declare high dividend. The owners of srhaliness should be able to compute the



liquidity ratios to measure the firm’s ability toeet its current obligations as they fall due.
Current ratio and quick ratio are computed to mesathe liquidity of the firm. Current ratio
is arrived at by dividing current assets by curi@tiilities. Quick ratio is found by dividing
current assets less inventories by current lizdsli(Brealey et al., 2007)

2.2.4 Financial Ratios

Financial ratios take information from the companjinancial statement and break them
down to performance percentages. These percerdagéisen compared to competitors or the
industry standard, indicating the strength of a gany. Management will improve operation
that have weak financial ratios; improving the aatwill help the company maintain strong
ties with investors. Profitability ratios are aldteestimate the growth of the company. They
are calculated to measure the operating efficiesicyhe firm. Creditors and owners are
interested in the profitability of the firm. Theeclitors want to get interest and repayment of
principal regularly and owners want to get a regghirate of return on their investment. The
profitability ratios calculated includes profitabyl in relation to sale and profitability in
relation to investment. Activity ratios are alsopayed to evaluate the efficiency with which
the firm manages and utilizes its assets. Ratetawfksturnover and debtor turnover are
computed to measure the efficiency. Leverage ratresapplied to indicate the mix of the
funds provided by the owner and lenders. They pi@vhe capital structure of the firm.
These ratios are debt ratio, debt-equity ratio @aqaltal employed to net worth ratio (Pandey,
2004).

2.2.5 Modern Financial Management Theories and SmiaBusiness
This covers modern financial theories formulatedpanciples as ‘a set of fundamental that

form basis for financial theory and decision makimdinance’.

Agency Theory

It deals with people who own a business enter@mskall others who have interest in it, for
example managers, banks, creditors, family meméedsemployees. It postulates that the
day to day running of a business enterprise isethiwut by managers as agents who have
been engaged by the owners of the business asipalsicwho are also known as
shareholders. The theory provides useful knowladge many matters in SMEs financial

management and shows considerable avenues how 8iiasial management should be
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practiced and perceived. The manager should beeduxy morals and provide the right
information about the operation or financial pasitiof the firm. Lack of transparency leads
to collapse of small and micro enterprises. Theavahould therefore be able to estimate the
financial position of the business with certaintyensure that the business grows. Failure of
the owner to uphold morals and divert financespiensonal benefit without consideration of

the survival of the business will lead to busindisire (Emery et al., 2007).

Pecking Order Theory or Framework (POF)

It is a theory related to SMEs financial managemkrduggests that management prefers to
finance first from retained earnings, then withtélowed by hybrid forms of finance such
as convertible loans, and last of all by using mehy issued equity, with bankruptcy costs,
agency costs, and information asymmetries playiftigle role in affecting the capital
structure policy. Norton (1991) found out that 78%SMEs used seemed to make financial
structures decisions within pecking order framewaikich is consistent with small and
micro enterprises sector because they are owneageanand do not want to dilute their
ownership. Owner-managed businesses usually pretf@ned profits because they want to
maintain the control of assets and the businesgn€ing, from equity minimize financial
distress because there are no outsiders who cae tbe business into liquidation and
therefore the business will grow at a slow rate thet owner is sure of survival with little

profits and no interest paid to the outsiders (blortt991).

2.2.6 Risk and Return Theory

Risk involves uncertainty about the future outcon&sall and Micro Enterprises are faced
with various risks which affects their return amdwth. Among the risks includes, risk due
to changes in interests rates, political risksirgisgrom non-predictability of political forces
which affects the outcome, purchasing power riskisirg from fall in real value of
investment outcomes due to unanticipated increaee rate of inflation, profit risks arising
from SMEs inability to make sufficient profits t@wer costs and maintain capital adequacy
and reputation risk which involves risk problemSMEs which cause potential investors to
lose confidence. Investments are risky because riegy not return the average return that
one expects each and every year. Although therretary be more than one expect in some
years, the enterprise may have less and negativensein other years. Even if the total
returns were guaranteed, changing inflation ratesldvcause the real rate of return to vary
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thus creating risk. Risk is measured by the vatatibf total return. Rate of return is
calculated by subtracting amount invested from amhaeaceived and dividing by amount
invested (Wilbur, 1995).

2.2.7 Dynamic Entrepreneurial Theories

The Kihlstrom and Laffont Model

This theory was developed by Kihlstrom and Laffdhtargues that entrepreneurs are risk
takers and that risk preference rather than busiraslity management are the major
determinants of business formations, growth anthpsé. Alternatively, as they proposed,
the major determinant of business growth is diffgriastes for risk among individuals. They
assumed that production technology is risky and émérepreneurs who have the ability to
take risks in the face of uncertainty will producere output. Firm size is therefore limited
by the entrepreneur willingness to take risks (&itums and Laffont, 1978).

The Jovanovic Model

This model was developed by Jovanovic. It arguas tisk arises because individuals are
unaware of their management abilities. He assuhsgltese abilities are better evaluated by
engaging in the rough and tumble business world thed observing equal management
abilities. Entrepreneur then observe their prafiiges over the first year and from this they
can appraise their management abilities sincetpaofi losses reflect management abilities,
the entrepreneur adjust only partially to this ndea. The firm that revises their management
abilities estimates an upward growth while thoseg ttown grade their estimates will contract
or even exit. With time the surviving entreprengain through experience, a more precise
estimate of their managerial abilities. Jovanowid)is model of entrepreneur and risk, asserts
that production technology is risky partly becausdividuals are uncertain about their
abilities and partly because production is inhdyensky. His model also assumes that
individuals learn about their abilities over timg bbserving how well they perform in a
tough business world. Individuals who find out ttiegy have underestimated their abilities in
one period will expand output in the next, whilegh that overestimated their abilities will

dissolve their business (Jovanovic, 1982).
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Lucas Model

This theory was developed by Lucas in 1978 andstydates that individuals are not equally
endowed with business acumen, a major determinfutusiness formation, growth and
collapse. Some are risk averse, an attitude whiakes them remain small. According to
Lucas theory, the variation in the level businessn@en is the major determinant of business
growth as well as business formation and dissatutioucas equates the firm with an
entrepreneur or manager and assumes that the foutpsit is a function of managerial ability
as well as capital and labour. He postulates thezedne production technology subject to
constant returns to scale and a separate manatggialology with diminishing returns to
scale. Manager with higher ability will have low rgeal costs and therefore will produce
large outputs. However expansion will be limitededi® decreasing effectiveness of the
manager as the scale of the firm increases. Anicatpdn of Lucas model is that for small
firm to grow the owner must be willing and ablerétinquish many of the day to day control

and delegate those tasks to specialised managesaemiLucas, 1978).

2.2.8 Kenya’s Financial Market

The formal segments of Kenyan financial marketdmminated by a few commercial banks.
Some of the banks have root in the colonial peend were historically oriented towards
meeting the financial needs of the external trautk large scale commerce. These banks do
not have a track record of lending to small eniegsrand small agricultural holders. In the
recognition of this shortfall, the government of riga backed initiative such as small
Enterprise Finance Company, the Kenya IndustrightEsand other alternatives to formal
banks to fill the financing gap. However these goweent backed schemes and development
finance initiative performed unsatisfactorily and retrospect may have distorted the
evaluation of financial markets. Previous studibews that when credit is advocated as a
primary remedy for low level of productivity or windoans are used to stimulate growth,
these strategies often lack mechanisms for exajudsky borrowers. This results in many
borrowers failing to repay and the collapse of trpibgrammes (Von, 1993).

These phenomenon, referred to as the exit probferredit programmes, have been evident
in Kenya. In 1980s, saving and credit co-operatesieties (SACCOs) and other Non-Bank
Finance Institutions (NBFIs) expanded rapidly tbthe gap created by commercial banks,
but were only useful for salaried employees for mhbe lending and borrowing entitlement

were clearer. Then the continued gap in SME seattnacted the attention of non-
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governmental organizations (NGOSs) including the y&emural enterprise programme (K-
Rep), the Kenya Women Finance Trust (KWFT), Fauld &ride Africa among others.
These entire programmes attracted support fromdtdm®r community and are potentially
exposed to the exit problem. Kenya also boostsde wpread range of informal institutions
that extends financial services to different segimefnthe community. The most wide spread
are the Rotating Saving and Credit Associations BR8) which are found almost

everywhere in the country (Kiiru, 1991).

However, Kenya has in the recent past seen trenisngiowth and deepening of financial
sector. It has had a well developed financial syshy 1996, made up of 51 commercial
banks, 23 non-bank financial institutions, 1capmarket authority,20 securities and equities
brokerage firms 1 stock exchange, 12 investmenadyfirms, 57 hire purchase companies,
several pension funds, 13 foreign exchange bura@ad 2670 Saving and Credit Co-operative

societies (Central Bank of Kenya,2009 ).

According to a World Bank study, there are many SNtEKenya which despite their high
potential, have been unable to access financing the existing institutions in the financial
sector. Such situations may be due to the inabditthe SMEs to offer sufficient loan
collateral or to operational issues within SMEsuiggg more hands-on assistances than
commercial banks and leasing companies, for exaemmgenormally able to provide (World
Bank, 2008).

2.2.9 Recent Reforms

There has been both local and international sugpditing about change in SME sub-sector.
Certain international organization has been in fire line in facilitating networks and

partnerships in SME sector. For instance, UNIDQ Iptayed a key role in assisting
businesses that work from various SMEs sector aodged direct assistance to professional
organizations in Africa. In order to facilitate &ss to finance by these networking of SMEs,
UNIDO partnered with local banks and credit asdamigs and a new scheme providing
mutual guarantee funds for the SME sector was dpeel. For the programme to work,
various multi stakeholders working groups includitige government, private sector

representative and civil society organizations hameforced their managerial and technical
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competences. Equity Bank, ABC Bank, ConsolidatethkBand IDM Bank have signed
agreements with international institution to finear®VEs (UNIDO, 2002).

Equity bank has also been championing the SME eodiise bank has stood the test of time
in aiding the sub-sector. The recent announcemgnth®é bank to support SMEs in the
country following 4 billion shillings loan from Cha comes as a mean towards solidifying its
commitments in bringing revolution in the sub-sectéquity can be termed as a pace setter
in the journey towards SME financial sustainabibttyd policy definition. This loan facility
will be available to SME clients at interest rabetween 7 and 9 percent for periods of 3to 7

years, making it the cheapest source of fundinghfersector in the country (Mwangi, 2010).

The 51 commercial banks in Kenya have significamproved their financial standing.
Their non-performing loan ratio was reduced by 28%he end of 2006 to about 10% at the
end of 2007. Most major banks have plans to explagid networks in Kenya’s main regional
cities and to open branches in neighbouring coemtiThis is a proof of their commitment to
targeting SMEs and taking advantage of regionaletr&he higher level of officers at the
banks have a good grasping of trade finance fedjitalthough this expertise may not be
adequate in smaller branches, especially with #ngel increase in newly hired staff. The
availability and dedication of the banks staff fesd time with SMEs, to fully understand
their business and requirements, sadly is not awayriority. These arise through from
stronger competition for the best clients in futur@ome of the smaller banks with a more
hands-on approach appear to be closer to their SMé&#s’ requirements (Central bank of
Kenya, 2009).

However there are some collateral restrictionsaasi$ SMEs are concerned. Costs are major
constraints for SMEs, but the Central Bank initiatto publish the bank’s charges has been
impressive. This included a recent survey whiclssifeed the banks according to the costs of
their transactions for the private individuals. Tdie was to draw the borrowers’ attention to
the cost issue and in the long run increased catiggein the banking sector and more
transparency will drive down fees. Other constmifutr SMEs come from the financial
capacity of the banks themselves. This has now begnoved through increase of the
minimum core capital requirement, from Kshs. 25@iom up to Kshs. 1 billion by 2010.
The ineffective computerization of the company sagi the Land Registry and, more

importantly as far as trade finance is concernéé; €hattel Registry remains a major
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obstacle to the safe and efficient offer of tradarice to SMEs. Since most securities linked
to trade are of a short term nature, concerninglsntividuals’ amounts as far as SMEs are
concerned, they require an efficient swift and edfctive system to register pledges (GOK,
2011).

2.2.10 Evidence of Credit Constraints

SMEs form a key part of the economy throughout wweld. In Kenya, SMEs have the
potential to contribute significantly to economicogth and poverty reduction through
increased production and employment. This roleltvag been recognized by the government
of Kenya. Vision 2030, Kenya'’s long term developingan, places a strong emphasis on the
sector. While SMEs face many constraints, the laickppropriate financial products and
services invariably appears in surveys and anagsithe leading hurdles to realizing growth
(GOK, 2011).

Kenya has created conditions for private growth ibis still held back by an inadequate
financial system and lack of sound policy provisioltSMEs in Kenya face numerous
constraints in accessing affordable finance forlsmesiness primarily in issues of access to
loans without collateral and access to the forreat@. Due to limited land ownership status
in Kenya (Property Rights in Kenya), they are upabl provide collateral needed for loans
requests. According to the World Bank report on SMatrepreneurs, women make up
nearly half of all small and medium enterprises exsrand 40 percent of small holder farm
managers, yet they have less than 10% of the &laitaedit and less than 1% of agricultural
credit. This has been identified by the governnarifenya as major constraints inhibiting

growth of SMEs sector and more so women entreprer{§danjohi and Mugure, 2008).

SMEs firms are the drivers of the Kenyan Econonheylremploy about 7.5m or 80% of the
county’s total employment outside the small scaglecalture. But little has been understood
about their operation, ownership, source of incame the challenges that they face as they
propel growth of the Kenyan economy. Lack of insigh the sector has left policy makers,
key support players such as financial institutiansl other groping in the dark on how to

implement SME policies (Wanjohi and Mugure, 2008).
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The above analysis leads to the conclusion thatSiMEenya do not have adequate access
to credit and may then face credit constraints. Gdmeline survey (1993, 1995 and 1999)
reveals that only a small proportion of SMEs bosofsven assuming that a large proportion,
of those who do not borrow do so out of choicet th@ice seems largely an outcome of self-
selection due to poor assessment of success plitibabThis conclusion is drawn from a
number of subsidiary findings. First, an analysismterprises that closed down indicates that
more than one third of such enterprises close dovack of working capital (Oketch, 2000;
Tomeck, 1992; Kiiru, 1991).

2.2.11 Microfinance Model

The model has promoted the microfinance instituéind given it the “polite and respectable”
image it currently enjoys. There are several assiomp that go with this model. First it
assumed that all poor people can become microgetieurs if only they were given a
chance through credit, and even if this assumpivere to be granted, the model further
assumes that there is a vibrant market for goodsssanvices and it is possible for micro
entrepreneurs to get linked up to the market fairtlproducts. The proponent of the
microfinance also assumes that the poor can repayagket interest rate or slightly above
market rate. This is a good indication that they ianproving unlocking household labour

that had been locked up due to liquidity constga(ftulme and Than, 2009).

According to Professor Yunus (2003), micro credinot a miracle cure that can eliminate
poverty in one fell swoop. But it can end poveny ihany and reduce its severity for others.
Combined with other innovative programs that urtlgasople’s potential, micro-credit is an
essential tool in our search for a poverty-freeldor

Mahajan (2005) a social entrepreneur and chairnfiaresix, indicates that micro credit is

necessary but not a sufficient condition for mierdgerprises promotion. Others inputs are
required, such as identification of livelihood oppmities, selection and motivation of the

micro entrepreneurs, business and technical tiggniestablishing of market linkages for
inputs and outputs, common infrastructure and siomestregulatory approvals. In absence of
these, micro credit by itself works only for a Ited familiar set of activities such as small
farming, livestock rearing and petty trading ancrethose where market linkages are in

place.
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The Microfinance Act, 2006 and the micro-financeg®ations issued there under sets out
the legal, regulatory and supervisory framework riacrofinance industry in Kenya. The
microfinance Act became operational with effechfrd™ May 2008. The principal object of
the Microfinance Act is to regulate the establishmef businesses and operation of
microfinance institutions in Kenya through licergsiand supervision. The Act enables
Deposit Taking Microfinance Institutions licenseglthe Central Bank of Kenya to mobilize
savings from the general public, thus promoting petition, efficiency and access. It is
therefore expected that microfinance industry pifly a pivotal role in deepening financial
markets and enhancing access to financial seraiégroducts by majority Kenyan (Central
bank of Kenya, 2008).

2.3 Empirical Literature Review

Starting and operating a small business includpsssibility of success as well as failure.
Due to their small size, a simple management mastalikely to lead to failure of a small
and micro enterprise hence no opportunity to |deym its past mistakes. Lack of planning,
improper financing and poor management have bestep@s the main causes of failure of
small enterprises (Longenecker, et al., 2006). lafakredit has also been identified as one of
the most serious constraints facing SMEs and hingeaheir development (Aleke, 1994;
Kiiru, 1991; Oketch, 2000 and Tomecko, 1992).

2.3.1 Access to Capital

Bolton commission report of 1971 recognised the payed by small and micro enterprises
in the U.K. The report says small and micro eniegw offer a sphere of activities to people
with enterprising spirit, produce creative goodsyges and technology and provide a means
for a leap forward to up-coming entrepreneurs whidh lead industrial circles tomorrow.
According to the report, small firms have limiteztass to the capital and money markets and
therefore suffer from chronic undercapitalizatioks a result, they are likely to have
excessive recourse to expensive funds which aetl@ske on their economic development
(Bolton, 1971).

Lack of access to credit is almost universally satkd as a key problem for SMEs. This
affects technology choice by limiting the numbeattérnatives that can be considered. Many
use inappropriate technology because it is the onky they can afford. Credit constraints

operate in a variety of ways in Kenya where undgwedl capital market forces entrepreneurs
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to rely on self-financing or borrowing from friendad relatives. Lack of access to long term
credit for SMEs force them to rely on high costrsiierm finance. Shares or owners equity

are generally riskier than bonds (Pandey, 2004).

There are various other financial constraints thae small enterprises. They include high
cost of credit, high bank charges and fees. Theasu®e witnessed in Kenya particularly
during the climaxing period of the year 2008 téssifthe need for credit among common and
low earning entrepreneurs. Numerous money lendetisel name of pyramid schemes came
up promising hope among the “little investors” ttiey can make it to the financial freedom
through soft borrowing. The rationale behind tugnia these schemes among a good number
of entrepreneurs is merely to seek alternativessaffidcredit with low interest while making
profits. Financial constraints remain a major aradie facing SMEs in Kenya (Wanjohi and
Mugure, 2008).

Access to finance by small holders is normally sagrone of the constraints limiting their
benefits from credit facilities. However, in mostses the access problems, especially among
formal financial institutions, is one credited hetinstitutions mainly through their lending
policies. This is displayed in the form of presedbminimum loan amounts, complicated
application procedures and restrictions on credit $pecific purposes. For small-scale
enterprises, reliable access to short-term andl samaunts of credit is more valuable, and
emphasizing it may be more appropriate in crediigpgmmes aimed at such enterprises.
Schmidt and Kropp (1987) further argue that theety financial institutions and their
policies often determines the access problem. Whesdit duration, terms of payments,
required security and provision of supplementanyises do not fit the needs of the target
group, potential borrowers will not apply for credven where it exists and when they do,

they will be denied access.

On the issue of interest rate, the bank also supploe news that high interest rate credit can
help to keep away the influential non-target grdopm a targeted credit programme
(Hossain, 1988). This further demonstrates the hee@velop appropriate institutions for the

delivery of loans to small scale borrowers.
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2.3.2 Growth and Profitability

Education is one of the factors that impact posliyivon growth of firms. Those entrepreneurs
with larger stocks of human capital, in terms oti@tion and (or) vocational training are
better placed to adapt their enterprises to cotigtathanging business environments.
Infrastructure as it relates to provision of acces®ls, adequate power, water, sewage and
Telecommunication has been a major constraintendéwvelopment of SMEs (Bokea, et al.,
1999).

Existing literature on SMEs indicate that lack @ifpttal is a strong constraints to growth
(GOK, 1993; 1995; 1999). According to these studieest SMEs rely mainly on own
savings and reinvested profits to finance theinrmss. Comparison of results of the three
baseline studies of 1993, 1995 and 1999 shows niimpgrovement in the situation from 9
percent of SMEs accessing credit in 1993 to 10t8gue in 1999. This research suggests that
availability of credit is no longer as bad as iekdiso be judging from the previous findings on

credit and small scale businesses.

SME growth is often closely associated with firmemll success and survival. Growth has
been used as a simple measure of success in ksir@owth is the most appropriate
indicator of the performance for surviving smalinis. Moreover growth is an important
precondition for the achievement of other finangals of business. It has also been found
out that strong growth may reduce the firms’ padfitity temporarily, but increase it in the
long run. A firm should earn profit to survive agaw over a long period of time. Sufficient
profit must be earned to sustain the operatiomefliusiness to be able to obtain funds from
investors for expansion and growth and to contahbotvards the social overheads for the
welfare of the society (Philips and Kirchloff, 1989

The financial manager should continuously evaldbe efficiency of the firm in terms of
profits. The profitability ratios are calculatedrteeasure the operating efficiency of the firm.
The profitability ratios calculated include probilty in relation to sales and profitability in
relation to investment. Profitability in relatido sales is calculated by dividing gross profit
by total sales. This indicates the efficiency okrgtion as well as how the products are
priced. A more specific ratio of profitability ife net profit margin which is expressed as net
profit after taxes divided by sales. It tells tledative efficiency of the firm after taking into

account all expenses and income taxes. Profitalmlirelation to investment is calculated by
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dividing profits after tax by net worth or capitaivested. Profitability ratios provide
information about management's performance in usiegresources of the small business.
Many entrepreneurs decide to start their own bgse® in order to earn a better return on
their money than would be available through a bankother low-risk investments. If
profitability ratios demonstrate that this is naicorring-particularly once a small business
has moved beyond the start up phase-then entrepsefoe whom a return on their money is
the foremost concern may wish to sell the busiaeskreinvest their money elsewhere (Van,
2002).

2.3.3 Financial Management in SMEs

Osteryounget al, (1997) writes that ‘while financial managemesita critical element of
management of a business as a whole, within tmstion the management of its asset is
perhaps the most important. In the long term, thelpase of assets directs the course that the
business will take during the life of these asdat$the business will never see the long term
if it cannot plan an appropriate policy to effeeliv manage its working capital.” In effect the
poor financial management of owner-managers or ¢éddlnancial management altogether is

the main course underlying the problems in SMEarfaial management.

Hall and Young (1991) in a study in U.K. of 3 saegpbf 100 small enterprises that were
subject to involuntary liquidation in 1973, 197&1at983 found out that of the reasons given
for failure, 48.8% were of financial nature .On tlperceptions of official receivers

interviewed for the same small enterprises, 86.6%ha 247 reasons given were of financial

nature.

2.3.4 Characteristics of Credit Markets in Africa

Credit markets in Africa have mainly been charasselr by the inability to satisfy the
demand for credit in rural areas. However, whefeashe informal sector the main reason
for this inability is the small size of the resoesdt controls, for the formal sector it is not an
inadequate lending base that is the reason. Rabieemreasons are difficulties in loan
administration like screening and monitoring, higgmsaction costs, and the risk of default.
Credit markets are characterised by informationmamsgtry, agency problems and poor
contract enforcement mechanisms. They are maialyniented because different segments
serve clients with distinct characteristics. Beeaoisthis, lending units are unable to meet the
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needs of borrowers interested in certain typesadit The result is a credit gap that captures
those borrowers who cannot get what they want ftoeninformal market, yet they cannot

gain access to the formal sources (Aryeetey, 1996).

2.3.5 Loan Screening, Monitoring and Contract Enfocement

Unlike formal finance, informal lenders often attamore importance to loan screening than
to monitoring the use of credit. Screening prasticdéten include group observation of
individual habits, personal knowledge by individuabney lenders and recommendations by
others, and credit worthiness. In group lendinggpeoimes, members are jointly liable for
the loans given. The jointly liability plus the #at of losing access to future loans motivates
members to perform functions of screening loan iappts, monitoring borrowers and
enforcing repayment. Investigations of the effdcintra group pooling of risky assets show
that groups exploit scope and economies of scaleskfby pooling risks and entering into
informal insurance contracts. This confirms theerof social cohesion in group repayment
(Zeller, 1998).

In group lending, the financial intermediary redsidhe recurrent transaction costs by
replacing multiple small loans to individuals biasge loan to a group. This enables financial
intermediaries to bank with poor loan applicantsowihould not receive any loans under
individual loan contracts due to excessive uningextion costs. However small scale
entrepreneurs who do not join the group lendinggrammmes are unable to raise collateral to

secure finance from lending institutions (Zelle998).

2.3.6 Characteristics of Credit Market in Kenya

As in many other countries in sub-Saharan Africli@ performance of formal financial
institutions and credit programmes in Kenya in teiwh alleviating the financial constraints
of the smallholder sector has met a lot of crititcid he criterion of creditworthiness, delays
in loan processing, disbursement, and the goverhagroach to preferential interest rates,
resulting in non-price credit rationing which hauaited the amount of credit available to
small holders and the efficiency with which the italde funds are used. This can be seen as

an indication of general inadequacy of the formmatlt demand in country (Atieno, 1994).
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Bottlenecks in the capacity of the existing instiats to deliver credit are also reflected in
the existing unsatisfied demand. Kenya's finansigtem displays a deficiency in the range
of financial instruments and lack of coordinatiateen different financial institutions. The
lending policies used by the main credit institnan Kenya do not ensure efficient and
profitable use of credit funds, especially by farsjend also results in a disparity between
credit demand and supply. This view is further supgd by a 1995 survey by the Kenya
Rural Enterprise Programme (KREP) showing that e&®rcredit is an important factor in
enterprise expansion, it will most likely lead taterprise contraction when not given
adequate amounts. Hence despite the existencaaghasticated financial system it has not

guaranteed the access to credit by SMEs.

Several studies on the SME sector in Kenya havatifted access to credit as a major
problem affecting the growth of SMEs. Other studéesicluded that while credit in the

banking sector grew steadily in the past, littletlié credit reached the SME sector (Kiiru,
1991, Oketch, 2000; Tomecko and Aleke, 1992). T¥@31baseline survey showed that only
nine percent of the SMEs had accessed credit atdotily four percent of this credit was

obtained from formal financial institutions (NGGOspmmercial banks and SACCOSs). The
survey noted that of the bulk of SME credit whichaunted to sixty nine percent came from
informal savings and credit associations, mostliatneg saving and credit associations
(ROSCAs), friends and relatives. The 1995 basedumgey showed that ten percent of the
SMEs had accessed credit and of these, only fourepe received credit from formal

sources.

2.4 Conceptual Framework

This shows the relationship between the indepensgariables and dependent variables.
Restrictions by financial institutions, limited die facilities, limited financial management
skills and experience, high interest rates andllefeeducation have an influence on the
operation, profitability and growth of SMEs. Thexee other variables which are referred to
as intervening variables which may interfere witle imodel such as technology scattered

market, national policy, poor infrastructure andather pattern.

Operation -involves measuring change in employeaising capital and looking at the
investment to attain a positive change. Improvedraion will mean better performance in

terms of increase in number of employees, changegjpital as well as change in profits.
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Profitability relates change in returns as a restiihcrease in sales volume leading to change
in profit margin. Growth is measured in terms ofmier of employees and increase in size

reflected by increase in capital.

Independent variables Intervening variables Dependant variable

» Restriction by Financial
institutions.

» Credit facilities

* Financial management

skills and Experience. Ope_ratig_n,
* Rates of interest. profitability,
and growth

‘ >

» Technology changes

* Government policy
and regulatory
environment

* Poor infrastructure

e Scattered market

e Culture of the
consumer

* Weather pattern.

Figure 1: Conceptual Framework
Source: Author (2013)
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction
This chapter explains the research methodology @¢oubed by the researcher. The
methodology includes research design, target ptipolasampling design and procedures,

data analysis and interpretation as well as valiitd reliability of the research instruments.

3.2 Research Design

Survey design was used. Survey involves a researsloeking and interacting with
respondents with a view to extracting informaticoni their comments, attitudes and
opinions (Kothari, 2006).

3.3 Target Population

The target population for the study consisted ofuN&rok Division small scale
entrepreneurs. The area has many small scale ceifigits. A total of 677 small and micro
enterprises exist as per the county council of Maku

Table 1: Number of Enterprises

Name of centre Population
Mau-Narok 231
Likia 74
Mwisho wa Lami 116
Tipis centre 78
Kianjoya 100
Meta 72
Total 677

Source: Single Business Permit Analysis for 2011 Local Awity Integrated Financial

Operation System. Local Authority Name 571/Coudbuncil of Nakuru.
The target population was stratified by region atata collected randomly by giving

guestionnaires to a number of respondents pernegite respondents comprised a sample of

the total population who were the proprietors vaétmanent premises.
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3.4 Sampling and Sample Size
The respondents were sampled using stratified randampling procedure according to

centre. The total number of respondents was 246dasated below.

Table 2: Sample Size Per Centre

Name of Centre Target Sample Size
Mau Narok 231 84
Likia 74 27
Mwisho Wa Lami 116 43
Tipis Centre 78 28
Kianjoya 100 37
Meta 12 27
Total 677 246

The sample was determined as follows based on Mizgand Mugenda (1999)
When population size is greater than 10,000 thepkamize is derived by the
following formula:-
n=2,Pq
d2
Where n = desired sample size if N > 10,000

Z = standard normal deviation at the required dmnfce level (95%).
P = Proportion of the population with the charaster of interest

g = 1-p (proportion without the characteristic)

d = significance level (0.05 or 5%)

Since proportion is not known

P=50% = 0.5
q=1-P = 1-05
Z — 7 0.05/2
= Zoo025= +1.96
n=2..Pq = (1.963 (0.5) (0.5)
o (0.05¥

= 384
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Since n < 10,000 in the study
nf = n
14")
Where:
nf - desired sample size when N < 10,000.
n = desired sample size when N > 10,000

N = Population

Then nf = n = 384 = 384
1(y) 1+ [38“/677] 1+ 0.567
= 384
1.56
= 246

3.5 Data Collection Instrument and Procedures

Primary and secondary data was used. Primary dasaobtained by use of questionnaires
with open and closed ended questions that were tsembllect views and opinions of
businessmen. Secondary data was collected throaghntentary analysis from past sales
record even though SMEs did not maintain propesnacsince it is not a basic requirement
for them to keep book of accounts. Standardizedtquenaires provided data in the same
form from all respondents. The questionnaires vagseributed according to the number of

respondents per area.

3.6 Data Analysis and Presentation

The data collected was analysed using descriptatesscs. Descriptive statistics was used to
describe the basic features of the data in theystudivariate analysis which involves the

examination across cases of one variable at aviasedone. The main characteristics of the
variables that were studied include the distributamd the central tendency. Distribution

summarised the frequency of individual values whslentral tendencies estimated the
“centre” of a distribution of values using the meamedian and mode. Inferential statistics
such as Pearson’s Correlation coefficients, Regnessd chi-square test were also applied.
SPSS software and Microsoft Excel assisted in datdysis. Data was presented through
figures, tables and percentages.
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CHAPTER FOUR
DATA ANALYSIS AND DISCUSSIONS
4.1 Introduction
This chapter presents the findings and discussioreféects of financing constraints on
operation, profitability and growth of small andama enterprises in Mau-Narok Division.
Both findings and discussion are presented as pgctives and research question. The
chapter starts with presentation of demographidilpr@f the respondents followed by

analysis of research questions.

4.2 Demographic Characteristics of the Respondents
The sample of investigation consisted of small emdro enterprise owners in Mau-Narok
Division. The sample consisted of 246 respondents.

4.2.1 Gender of Respondents
Respondents who took part in this study were mamlles. The gender distribution of
respondents who took part in this study is dispdayethe figure 2.

Female
43%

OMale
B Female

Male
57%

Figure 2: Gender of Respondents

As indicated in Figure 2, 57% of the total respontdewere male while only 43% were
female. This implies that majority of the small amicro enterprises in the study area are
owned by males. Most of the time, females are afisadvantaged in terms of establishment
and management of businesses due to their unelgalates of access to finance as compared
to males. These results agree with Magoulios andr#S/(2011) where they noted that it is
relatively difficult for females to access loangrfr financial institutions due to lack of

collateral.
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Considering a reasonable proportion of family ofggtasmall and micro enterprises in the
study area, male domination implies an exclusion farhales which can affect the
performance of the businesses. Household decisalaag has received increased attention
from policy makers and researchers around the w@niet reason for the increased attention
is to avoid the failure of development strategiesat tdo not take household activities and
behaviours into account. If households do not gbeir incomes or make decisions jointly
then increasing resources through one partnerarmtusehold may not increase the welfare
of the entire household. By understanding houseld@dsion-making behaviour, policy
makers can hope to create policies that increasewslfare of all family members,

particularly women and children (Lawrence and Man@008).

4.2.2 Age Distribution of Respondents

The distribution of respondents who participatethis study was as shown in Table 3.

Table 3 Age Distribution of Respondents

Age brackets Frequency Percent Cumulative Percent
0 - 20 years 5 2.0% 2.0%
21 - 30 years 93 37.8% 39.8%
31 - 40 years 96 39.0% 84.1%
41 - 50 years 39 15.9% 100.0%
Above 50 years 13 5.3% 45.1%
Total 246 100.0%

Majority (39.0%) of the respondents who participlitethe study were aged between 31 — 40
years. This was closely followed by respondentsl dggtween 21 — 30 years (37.8%) and 41
— 50 years (15.9%). There were few respondentsarage bracket of 0 — 20 years and above
50 years as represented by 2.0% and 5.3% of thkeréspondents respectively.

Age is an important factor in business enterprigeesit has a significant relationship with
experience (Kohut and Corriher, 1994). SMEs reqaome capital for their establishment
during the start-up stage and as they develop ribgyire capital for existence and survival.

Capital is however correlated with individuals wkahnd consequently with age (capital
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accumulation theory). Most young people find iffidiflt to raise adequate finance (capital)
required in business.

Majority of the small and micro businesses reqoiaers’ participation for long hours and
maximum saving on employment labour, a conditionsuited for very old and very young
people. This implies that majority of the businesaers in the study area are suited to be

middle aged.

4.2.3 Marital Status of Respondents

Respondents taking part in this study were of damarital status as indicated in Table 4.

Table 4 Marital Status of Respondents

Marital status Frequency Percent
Single 71 29.0
Married 169 68.6
Divorced 3 1.2
Widowed 3 1.2
Total 246 100.0

Majority (68.6%) of the respondents were marri€de results further shows that 29.0% of
the respondents were single and only 1.2% and 1w8te divorced and widowed

respectively.

Bula (2012) argued that it is relatively easy foarmed persons to establish and maintain a
business entity due to confounding pressure of Ifameéeds as compared to unmarried
people. Most businesses in the study area werbefurtoted to utilize family labour more
than employment labour which can contribute to gpegoularity of family businesses and

partly explain the possible reasons for most redpots being married.
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4.2.4 Occupation of Respondents

The distribution of respondents’ main / primary @gation is as shown in the Table 5.

Table 5: Occupation of Respondents

Occupation Frequency Percent
Formal employment 6 2.4
Farmer 38 154
Businessman and employed 33 13.6
Businessman 159 64.5
None 10 4.1
Total 246 100.0

It can be noted that a notable percentage of tembss persons in the study area often do not
engage in the business activity in a full-time mamrHowever, majority (64.5%) of the
sampled respondents were pure businessmen/womenwah closely followed by persons
who were engaged in farming (15.4%) as their magupation (implying that engagement in
business was secondary in priority). Some of thepoedents were engaged as
businesspersons who were also employed elsewh8r@%). Respondents who claimed to
lack a main occupation and those with formal emmlengt comprised 4.1% and 2.4%

respectively.

Farming is the main economic activity in the staatga. Due to challenges characteristic to
small and micro enterprises (limited financing,kla¢ qualified personnel, low management
skills, etc) most people prefer to engage in bissiran part-time basis without dropping other
economic activities presumed that businesspersavs most knowledge and experience on.
Likewise, due to problems of financing, most peopleefer to continue in formal
employment since it is presumed to be a bettelafilel and convenient) source of capital as
compared to retained capital from the business.
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4.2.5 Education Level of Respondents
Table 6 shows the distribution of education ofshedied small and micro enterprise owners.

Table 6: Education Level of Respondents

Education level Frequency Percent
Primary 36 14.8
Secondary 109 44.4
Polytechnic 12 4.7
University 29 11.8
College 60 24.3
Total 246 100.0

Most small and micro enterprises owners had secygr{dd.4%) and college (24.3%) level of
education. Other respondents had primary (14.8%)uaiversity (11.8%) level of education.
There were very few (4.7%) respondents with polytéclevel of education.

Owner’s education is an important factor that datees the quality of business management
and this explains why most owners with primary lefeeducation were very few. Education
levels such as secondary, polytechnic, collegeusikrsity are considered adequate for the
establishment and running of the small and micrterpnises. There are very few youth
polytechnics as compared to secondary schools extidry colleges in the study area and
hence the reason for low percentage of respondents possessed polytechnic level of

education and high percentage of respondents watbrglary level of education.

There are three universities within the outskiftdvau-Narok division (Egerton University,
Mt. Kenya University and Narok University Collegéiat could be responsible for ease of
access of university education in the study arebhhemce a substantial portion of respondent
possession of university level of education. Ededantrepreneurs are mostly characterized
by competence in business management and admiioisirafinancial planning and

management, marketing, etc.
4.2.6 Types of Businesses Operated by the Responten

The business owners who participated in this stuele operating different types of ventures

as shown in Table 7.
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Table 7: Type of Business Operated

Type of business Frequency Percent

Sole proprietorship 188 76.3
Family partnership 44 17.8
Non-family partnership 10 4.1
Private company 4 1.8
Total 246 100.0

The most popular type of business was sole prapskip as represented by 76.3% of the
total businesses studied. The second most popydardf a business was noted to be family
partnerships (17.8%). There were a few (4.1%) noiamily partnership businesses and
private companies (1.8%) in the study area. Sobpnetorships are the simplest types of
businesses to establish. They require little chpitd their management is very flexible and

hence their popularity in the study area.

4.2.7 Type of Business Undertaken

There were a number of businesses undertaken pgrrdsnts who participated in this study

as shown in Figure 3.
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Trasport

Welding And General Fitings
Video Show

Stalioriary, Pnintng Business
Farming

Mpesa

PoolTable

Quarry

Saloon And Kinyozi

Tailoring

Agrovet
Selling Clothes
Selling C'onsumer Goods In A Shop 4.2%

Selling Cereals

Hotel Business 5.2%

0.0% 5.0% 10.0% 15.0% 20.0% 25.0% 30.0% 35.0%

Figure 3: Types of Activities Undertaken by the Bumesses

Majority of the respondents were engaged in rétading where they were selling consumer
goods in shops as represented by 34.2% of theregpbndents. This was closely followed
by 18.2% of the respondents who were selling ckotred 8.7% who were involved in cereal
grains selling. Other types of businesses undemtalae agrovets (7.8%), hotel ( 5.2%),
stationary/printing (4.8%), farming (4.3%), salacamd kinyozi (3.9%), MPESA (3.9%),
tailoring (3.0%), quarry (2.6%), video show (1.7%9pl table (  0.9%), welding and
general fitings (0.4%) and transport (0.4%).

The above percentages shows that majority of thigoredents were engaged in retail trading
such as sell consumer goods in a shop, sellindiglatelling cereals,Agrovet and hotel
business as well as provision of services like @akinyozi,stationery and printing.The

reasons as to why they were engaging in the abosmdsses is the fact that the businesses
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do not reguire a lot of capital during the the tstgr stage.Transport,weilding and general
fitting reguire a lot of capital and some knowledg®d skill for starting them which most
SMEs do not have.

4.2.8 Location of the Business Studied
This study covered small and micro enterprises auMlarok division. Specifically, there
were businesses positioned in Mau-Narok town, Mwista Lami, Likia, Tipis centre,

Kianjoya and Meta as shown in Table 8.

Table 8: Location of the Business

Location Frequency Percent
Mau Narok 124 50.3
Likia 25 10.1
Kianjoya 19 7.7
Mwisho wa Lami 39 16.0
Tipis Centre 29 11.8
Meta 10 4.1
Total 246 100.0

Majority (50.3% of the enterprises were from Maurdlacentre. This is because the area is
highly populated and has security. This was closalpwed by Mwisho wa Lami (16.0%),
Tipis centre (11.8%), Likia (10.1%), Kianjoya (7.Y#nd Meta (4.1%).Meta has the lowest
because the area has in security due to bordeliatenihis distribution is proportionate to
the total population of businesses in the studg.dtes thus able to portray the true picture of

the business operation in the study area.

4.3 Influence of Credit Facilities on Operation, Gowth and Profitability of Small and
Micro Enterprises
Small and micro enterprises in the study area weted to be financed in a variety of means

as shown in the Table 9 below.
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Table 9: How the Respondent Finance the Business

Source of financing Frequency Percent
Loan 31 12.4%
Personal contribution 124 50.3%
Funds from friends and relatives 12 4.7%
Personal contribution and loans 80 32 5%
Total 246 100.0%

Table 9 shows that majority (50.3%) of the smalll amicro enterprises were financed by
personal contributions. About 32.5% were noteddditanced by a combination of personal
contribution and loans. Other means of financing Husinesses were found to be loan
(12.4%) and funds from friends and relatives (4.7%)e high representation of businesses
financed by personal contribution implies a possiflallenge in the acquisition of loans and

funds from other sources (friends, relatives, afigknciers, etc).

Despite the minimal popularity of loan as a meannancing businesses in the study area,
evidence showed that majority (72.8%) of the emiseg have a financial institution within
their vicinity and only 27.2% of the enterprisesravsituated relatively far from any financial

institution. This is displayed in the table 10.

Table 10: Presence of Financial Institutions in th&tudy Area

Response Frequency Percent
Yes 179 72.8
No 67 27.2
Total 246 100.0

The key question remains to be why most busing&ses the ones situated near financial
institutions) do not borrow from these institutions

The nearness of the financial institutions to majasf the business studied and the contrast
of most businesses being that they are not beagési of financial institutions loans imply
that there must be some serious hurdles on thaspwawf loans from financial institutions.
A number of possible factors can contribute to tbeéenario (high interest rates, high

collateral requirement, and unattractive repaynsehedule).
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It was further noted that majority (53.3%) of threadl and micro enterprise owners had ever

applied for a loan from any financial institutios shown in the Table 11 below.

Table 11: Application of Loan by the Respondents fsm the Financial Institutions

Response Frequency Percent
Yes 131 53.3%
No 93 37.8%
Not at all 22 8.9%
Total 246 100.0%

The above figure shows that it was only a smaltiporof the total business owners who had
never applied a loan (a cumulative of 46.7%). Sgcuequirement is one of the major
factors that hinder the possibility of small andcrai enterprises to access loans from

financial institutions.

The researcher investigated the respondents whe al#e to raise the security requirement

and consequently awarded a loan. Indicated beldleismount of loan that was given.

Table 12: Amount of Loan Given by the Financial Insitution

Loan bracket (KShs.) Frequency Percent
0 - 5,000 10 4.1%
6,000 - 10,000 37 15.0%
11,000 - 15,000 12 4.9%
16,000 - 20,000 48 19.5%
Above 21,000 139 56.5%
Total 246 100.0%

As shown in the table above, majority (56.5%) of #mall and micro enterprise under
investigation had benefited with a loan of abovéh&31,000. This was closely followed by a
loan amount of between KShs.16,000 to KShs.20,0@05¢0) and KShs.6,000 to KShs.
10,000 (15.0%). However, very low amount of loancts as KShs.0 to KShs.5,000) was

noted to be very rare as was represented by 4.1#edbtal loans respectively.
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Most businesses that had benefited from loans franous financial institutions were found

to have repaid their loan within a period of onaryas represented by 73.6% of the total
businesses that had received loans. Other repaypeeiatds were found to be within two

years (16.3%), within one month (4.7%), within fiyears (3.9%) and within six years

(1.6%). This is as shown in the Table 13 below:

Table 13: Amount of Time Taken to Repay the Loan

Duration (time) Frequency Percent
Within one month 11 4.7%
Within 1 year 181 73.6%
Within 2 years 40 16.3%
Within 5 years 10 3.9%
Within 6 years 4 1.6%
Total 246 100.0%

A longer repayment period is considered as moreogpiate by most borrowers as compared
to a shorter period since it allows a loan benaficito have a more flexible repayment

schedule.

The Figure 4 below shows the frequency distributbthe respondents who had gotten loan
from financial institutions and those who had Adte figure indicates that majority (58%) of

the respondents had acquired loan services ancadely did not (42%).

No
42%

OYes
BENo

Yes
58%

Figure 4: Loan Acquisition from Financial Instituti ons
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Despite the great challenges (high interest ratedriendly repayment schedule, high
collateral requirement, etc) in the acquisition lohn from financial institutions, most
businesses still sacrifice in order to get finahsirvices to service their businesses so that
not to cripple the business operation.

4.3.1 Summary of the Data on Operation, Growth andProfitability of the Sampled

Businesses

The following table shows the changes in employemlyer, capital base and gross income

among the businesses that were studied.

Table 14: Paired Samples T-Test Results for the Cinge in Employee Number

Variables Mean N  Std. Deviation Std. Error
Employee at the start of the business 2.304¢ 246 2.5007z 15944
Employees employed by the business currel 3.520% 246 3.2622¢ .20800

Mean difference = -1.21545, T-value = -7.259, Rsgat 0.000, Degrees of freedom = 245

The above table shows that there was a significarease in the number of employees
employed in the businesses studied. The mean nuoflenployees at the start was 2.3049
persons while the mean number of employees cuyremils 3.5203 persons. The mean

difference of 1.21545 is significant at 1% level.

As far as the change in capital base was concesiedlar trends were noted. The table
below shows that there was a significant increaseapital base in the businesses studied.
The mean capital base amount at the start was ¥8060.9756, while the mean capital base
currently was kshs. 109857.7236. The mean differefc59796.74797 is significant at 1%

level.

Table 15: Paired Samples T-Test Results for the Cinge in Capital Base in the Business

Variables Mean N  Std. Dev. Std. Error

Capital base at the start of the businic50060.98 246 47617.70 3035.99
Capital base of the business current109857.72 246 77307.23 4928.93

Mean difference = -59796.75, T-value = -13.35, Rwwa 0.000, Degrees of freedom = 245
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As far as the change in gross income was concesmmilar trends were noted. The table
below shows that there was a significant increasgross income in the businesses studied.
The mean gross income amount at the start was K&b8§4.8536, while the mean gross
income currently was KShs.23,912.1339. The meaferdiice of KShs.13,347.28033 is

significant at 1% level.

Table 16: Paired Samples T-Test Results for the Cinge in Gross Income in the
Business

Variables Mean N  Std. Deviation Std. Error
Gross income at the start of busine 10564.8¢ 239 11217.6: 725.61
Gross income of the business now 23912.1: 239 16355.7( 1057.96

Mean difference = -13347.28, T-value = -14.62, Rwwa 0.000, Degrees of freedom = 245

In order to analyze the influence of credit famkt on growth, operation and profitability of
SMEs within the study area, the researcher usedpgmbent samples t-test. The mean
change in growth, operation and profitability asasweed by change in employee numbers,
change in capital base and change in gross incoasecemputed and compared between
those businesses that acquired the loan and thasealid not and the results noted in the
Table 17 below:

Table 17: Growth of SMEs in the Area.

Mean change in growth,

Response Frequencyperation and profitability Std. Deviation Std. Error Mean
Yes 143 1.226087 1.404912 0.131009
No 103 0.863454 1.222016 0.134134

T-values = 2.93 (Calculated), 1.96 (Critical), Degg of freedom = 244, P-value = 0.042,
Mean difference = 0.3226

The above results shows that there is a significhfierence in growth, operation and
profitability of small and micro enterprises thagne able to acquire loans and those that were
not able to acquire (calculated t-value of 2.98reater than the critical t-value of 1.96 at 244

degrees of freedom).
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These results imply that there was generally anrongment in growth, operation and
profitability of businesses that had acquired lodnan those that had not. There is a
significant difference in the change of growth, @en and profitability between the
businesses that were financed through the loantlars® that were not financed. The mean
difference of 0.3226 was significant at 5% levelv@itue<0.05), implying that the highest
improvement in growth, operation and profitabilityas associated with loan financed

businesses.

This agrees with Thorsten & Demirguc-Kunt (2006)dings that access to finance is the

major business growth constraint in most economies.

4.3.2 Influence of Credit Facilities on OperationGrowth and Profitability of SMEs:
Ordered Logit Results

The estimation results of the ordered logit modeks shown in Tables 18. To correct for
heteroscedasticity, the Huber/White/sandwich egbmaf variances was used (White, 1980).
In the ordered model the dependent variable isreddevhere 1= Low; 2=Medium and 3=
High. Therefore, a positive sign for the variabiethe ordered logit model means the higher
the likelihood of improvement in operation, growdmd profitability. The signs of the
exogenous variables in the ordered logit model a@rplg the determinants of the SMEs
health in operation, growth and profitability asedely as expected.

The chi-square value is significant at one perdemglying that the explanatory variables
taken together influence the SMEs operation, groand profitability. A positive value
means that the explanatory variable increasesrthygepsity of SMEs operation, growth and

profitability with an increase in its magnitude.
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Table 18: Influence of Credit Facilities on Operaton, Growth and Profitability of SMEs

Variable Parameter Std error P-value

Credit facilities access
Acquisition of loan from financial institution (1=86) .0424046 .0148472  0.004*

Avalilability of financial institution in the area 3796234 2707705  0.161
(1=Yes)

Amount of loan given by financial institution

Amount (1 = 0 — 5000) .0235946 3023182  0.938
Amount (1 = 6000 — 10000) 1335225 2619669  0.610
Amount (1 = 11000 — 15000) 1335225 2619669 (®.61
Amount (1 = 16000 — 20000) 4803418 2372247 04
Amount (1 = Above 21000) .7595078 3773067  0.044*
_lcutl 3.39

_lcut2 3.82

Log likelihood -217.69

Prob > Chi2 0.0316

Pseudo R 0.711

*=significant at 1%; ** significant at 5%

The ordered logit model successfully estimated digmificant variables (related to credit
access) associated with SMEs operation, growthpaafitability. The following variables

were found to be significant in influencing SMEseagion, growth and profitability:

Acquisition of loan from financial institution andmount of loan given by financial
institution (loan amount of KShs 16000 - KShs.20a6d above KShs.21000).

The estimated parameter for acquisition of loanmfrionancial institutions is statistically

significant at 1% level of probability and has asipige sign indicating that business owners
who had acquired loan tend to have better perfoceam their businesses operation, growth
and profitability. This is consistent with findings most business studies, in the Kenya.
Access to credit is argued to be a major factot #iects SMEs operation, growth and
profitability. Similar findings have been recordby Thorsten and Demirguc-Kunt (2006).

The amount of loan borrowed per session (whethkestin the bracket of KShs. 16000 —
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KShs.20,000 and above KShs. 21,000) coefficierggasitive and statistically significant at
5% level of probability.

SMEs that got an average of less than KShs. 1680@an per session did not benefit so
much from this loan and hence their operation, ¢jnoand profitability did not improve
significantly. On the contrary, there was positingorovement in SMEs that were able to get
at least a loan amount of between KShs. 16,000k&8tts. 20,000. SMEs that were able to
get an average of more than KShs. 21,000 as laasegsion improved significantly in terms
of operation, growth and profitability as compatedhose that were not able to get a similar
loan amount. McPherson (1996) had a similar resudt interpreted it as a confirmation that
the amount of credit borrowed may in fact deprésshiusiness if it is not adequate in respect

to its size.

4.4 Influence of Interest Rates on SMEs Growth, Opation And Profitability

The second objective in this study sought to detenmow the interest rates charged by
financial institutions affect SMEs growth, operatiand profitability. Interest rate is one of
the major factors that may act as a constraintneallsand micro enterprises financing. The
rates of interest charged by financial institutisesving the respondents covered in this study

were varied as shown in the table 19 below.

Table 19: Rate of Interest Rate that the Financialnstitutions Charge on Loans

Interest rates Frequency Percent
Below 15% 75 30.4%
16 - 20% 111 45.2%
21 - 25% 47 19.1%
26 - 30% 4 1.7%
Above 31% 9 3.5%
Total 246 100.0%

Table 19 shows that majority (45.2%) of the smailtl anicro enterprises were charged
interest rate of between 16 — 20% for the acquisitf their loan. It was further noted that
30.4% of the small and micro enterprises had a ledih an interest rate of below 15%.
About 19.1% of the businesses had a loan with terast rate of between 21 — 25% while

about 1.7% of the total respondents had a loan widrest rate of between 26 — 30%. Some
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of the small and micro enterprises owner had aedqua loan with as high interest rate as
more than 31% as noted by 3.5% of the total regsonAs noted with the above data,
majority of the interest rates are generally highis may discourage the rate of borrowing
and thus suppress the activities of small and neaterprises in the study area.

Most respondents (53.8%) felt that the interessraharged on loans by financial institutions
influence the operation, growth and profitabilifybusinesses as opposed to only 46.2% who

felt otherwise.

Table 20: Influence of Interest Rates on OperationiGrowth and Profitability of SMEs

Opinion Frequency Percent
Yes 133 53.8%
No 113 46.2%
Total 246 100.0%

To verify how interest charged by financial indfibtns affects small and micro enterprises
growth, operation and profitability, appropriate ane of measuring small and micro
enterprises growth, operation and profitability veeveloped. The change in the number of

employees since the start of the business unslgmtetimes was used.

Appropriate measures of small and micro enterpgsawth, success in operation and
profitability were devised in this study. The chang number of employees since the start of
the business until currently was one of the measused. Likewise, the change in the capital
base of the business since the start of the bussiilepresent was also used. Gross income
from the business at the start was also compartidtive gross income from the business in
the last financial year as well as the currentguipns of net income likely changes in the

current financial year.

4.4.1 Change in Number of Employees

The use of Pearson’s chi-square test was emploged@ntlyze the dependency and
relationship between interest rates charged byn&ia institutions and small and micro
enterprise and influence on growth, operation afitpbility. Table 21 is a cross tabulation

which indicates the relationship between theseabes with respect to the changes in
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number of employees employed in the business. Thage in employees’ numbers in the

business was measured as either low, medium or high

Table 21: Interest Rates and Changes in Number &mployees in the Business

Type of employee number change

Interest rate Low Medium High Total

Low 48 (85.7%) 21 (70.0%) 48 (84.2%) 117 (81.8%)
Medium 6 (10.7%) 7 (23.3%) 8 (14.0%) 21 (14.7%)
High 2 (3.6%) 2(6.7%) 1 (1.8%) 5 (3.5%)

Pearson Chi-Square = 5.729, Degrees of freeddm Probability value = 0.642

The Pearson’s chi-square value calculated foretetionship between interest rate and small
and micro enterprise growth, operation and proilitglis 5.729. This is insignificant at 5%
level (the corresponding critical chi-square valige9.488 (larger) while the p-value is
calculated as 0.642 (greater than 5%level of digpnice). This implies that there is an
insignificant effect on small and micro enterprggewth, operation and profitability by the
interest rates charged by financial institutions.

These chi-square results imply that there is a wektionship between interest rates level
and the change in employee number in businessés . miéans that low interest rates do not
always boost business growth. Most of the times, iltterest rates comes at a high cost to
the business especially its unavailability whenuresl and supply in low quantities. High

interest rates imply that they can still be healtoya business venture under certain

conditions (e.g. flexible repayment, conveniencespiyment, quick loan approval, etc).

4.4.2 Change in Business Capital Base

The use of Pearson’s chi-square test was also gewlto analyze the dependency and
relationship between interest rates charged byn&ia institutions and small and micro
enterprise growth, operation and profitability asasured by the change in capital base. The

table 22 below is a cross tabulation which indi¢hterelationship between these variables.
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Table 22: Interest Rates and Changes in Capital Base

Changes in Capital Base

Interest Rates Low Medium High Total

Low 68(58.1%) 27 (23.1%) 22 (18.8%) 117 (100.0%)
Medium 9 (42.9%) 7 (33.3%) 5 (23.8%) 21 (100.0%)
High 1 (20.0%) 2 (40.0%) 2 (40.0%) 5 (100.0%)

Pearson Chi-Square = 13.372,  Degrees of freedd, Probability value = 0.049

The Pearson’s chi-square value calculated foretetionship between interest rate and small
and micro enterprise growth, operation and proilitgl{as measured by the change in capital
base) is 13.372. This is significant at 5% levik(torresponding critical chi-square value is
9.488 (smaller) while the p-value is calculated#819 (lesser than 5% level of significance).
This implies that there is a significant effectarange in small and micro enterprises capital
base by the interest rates charged by financiditutisns. Low interest rates on loan
(representing 81.8% of the total interest ratesdgithat is 117 out of 143 respondents) was
noted to dominate in majority of the businesses.

Majority of the business showing a low growth ipital base (58.1%) had used loans of low
interest rates. It was only 21.4% and 20.5% ofttihginess that reported a medium and high
change in capital base respectively were foundstolow interest rates loans. In this regard,
low rates of interest do not translate to a greange in capital base for a business.

About 42.9% of the businesses that were reportegséo medium interest rate loans were
noted to report a low change in their capital batde 33.3% and 23.8% were businesses
that were utilising interest with medium rates weoted to report a medium and high change

in capital base respectively.

It was only a small portion (20.0%) of the busiressthat had utilized high interest rate loans
that reported to achieve a low capital base. Tis&ridution of the businesses that utilized

high interest rates was equal (40.0% and 40.0%bdsinesses that reported a medium and
high change in capital base. In this regard, higaess of interest translate to a greater change

in capital base for a business.
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Entrepreneurs who are able to accept higher intesitss are most of the time able to acquire
their loans quickly and thus channel the obtainednices into gainful business activities that

eventually boost the capital base.

4.4.3 Change in Gross Income from the Business

The change in gross income since the start of tisenbss till the last financial year (in KShs)
was used to measure/estimate the growth, operatidnprofitability of in small and micro
enterprises. The change in growth, operation aofit@bility among business ventures under
investigation in the study area were categoriseldwsmedium and high as shown in Table
23.

Table 23: Interest Rates and the Changes in Grosscomes

Change in Gross Income

Interest rates Low Medium High Total

Low 69 (86.3%) 27 (77.1%) 23 (75.0%) 117 (81.8%)
Medium 10 (12.5%) 5 (17.1%) 5 (17.9%) 21 (14.7%)
High 3 (1.3%) 2 (5.7%) 2 (7.1%) 5 (3.5%)
Total 80(100.0%) 35(100.0%) 28(100.0%) 143(100.0%)

Chi-Square =6.368, Degrees of freedom = 4, P-value = 0.191

The computed chi-square value of 6.368 at 4 degreé®edom and 5% significance level
(p-value = 0.191) implies that there is no sigmifit relationship between interest rates
charged by financial institutions and the small amdro enterprises growth, operation and
profitability as measured by business change isginocome. This therefore means that most
small and micro enterprises can survive and opeféetively with high interest rates for the
loan (provided the loan availability is not a ckalje) just like how their growth, operation
and profitability can be boosted with low interlesins that may translate to higher borrowing

and eventually good operation that lead to higfness incomes.

4.4.4 Regression Analysis for the Influence of Intest Rates Charged by Financial
Institutions on Operation, Profitability and Growth of SMEs

Before determining the influence interest rateg@ha by financial institutions on operation,
profitability and growth of SMEs using ordered Istig regression analysis, diagnostic tests

were first conducted to check the presence of amyiticolinearity between the

47



independent/explanatory variables. The presencemolticollinearity was tested using

contingency coefficients test. For dummy variabiete value of contingency coefficients is
greater than 0.75, the variable is said to be redli. The values of the contingency
coefficients ranged between 0.001 and 0.382 whidicates there is no evidence for strong
correlation between the dummy variables. Consetyyeait the explanatory variables were

entered and the equation fitting the Ordered LBgigression Model was estimated.

Table 24: Influence of Interest Rates on OperationRrofitability and Growth of SMEs

Explanatory variables Coefficient Std. Errors P -values

Interest rates

Interest rate (1 = Below 15%) .0255547 1498474 0.865
Interest rate (2 = 16% - 20%) 0.649* 0.243 0.009
Interest rate (3 = 21 - 25%) 0.043 0.087 0.49
Interest rate (4 = Above 31%) -0.140 0.093 151
_lcutl 1.641

_[cut2 3.371

Log likelihood -173.74703

Prob > Chi2 0.046

Pseudo R 0.859

Source (Research Data, 2012)

The rate of interest charged for the loan advarmeéinancial institutions was statistically
significant at 5% level of probability in influeme SMEs operation, growth and profitability
only for interest rate of 16% to 20%. Such a lewtlinterest rates is typical for most
commercial banks, implying that loans from commardianks were better in influencing
SMEs operation, growth and profitability. This codie attributed to the reliability as well as
the amount of the loan in which, it is relativebsg to get loan of any amount if the borrower
meets all the requirements given by the lendingtuisn. Financial institutions offering low
interest loan were consequently unreliable. Theagliees with Brigham and Gapenski (1996)

who argued that low interest rates contribute t&ESMnprovement in performance.
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4.5 Restrictions by Financial Institutions and Thei Effect on SMEs Growth, Operation
and Profitability

The third objective of this study sought to deterenihe restrictions by financial institutions
and their effects on operation.

Majority (85.8%) of the respondents were notedhttidate that there exist specific problems
affecting small and micro enterprise in their angigh only 14.2% of the respondents

indicating otherwise as shown in the Table 25 below

Table 25: Presence of Problems that Affect SMEs

Responses Frequency Percent
Yes 211 85.8
No 35 14.2
Total 246 100.0

Below is a list of the specific problems cited fteat small and micro enterprise in the
Centre.
Table 26: Specific Problems Cited to Affect Smallr@d Micro Enterprise

Problems Frequency Percent
High municipal charges 11 5.4
High rent of premise 7 3.4
High unemployment rate in the are:i 2 1.0
Insecurity 27 13.3
Lack of bank financing 74 36.5
Limited customers 29 14.3
No records 3 15
Seasonal cash flow 3 15
Unfair competition 47 23.2
Total 203 100.0

The above table shows that majority of the busegssffered from problems of lack of bank
financing (36.5%). This is closely followed by umfeompetition (23.2%), limited customers
(14.3%), insecurity (13.3%), high municipal char@®1%), high rent of business premises

(3.4%), seasonal cash flow (1.5%), lack of recqfdS5%) and high unemployment rates in
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the area (1.0%). This implies that the most progednbusiness problem relate to lack of

external financing from financial institutions.

4.5.1 Regression Analysis for the Influence of Seted Problems on Operation,

Profitability and Growth of SMEs

In analyzing the influence of selected problemsoperation, profitability and growth of

SMEs, the variables relating to high unemploymexte in the area (significant at 1%) and
lack of bank financing was found to be significamt10% level while variables relating to
insecurity, limited customers and seasonal cash fi@re found to be significant at 10%
level implying that these variables significanthflience operation, profitability and growth

of SMEs in the study area. These results are pregem Table 27.

Table 27: Problems Affecting Operation, Profitabiliy and Growth of SMEs

Explanatory variables Coefficient Std. Errors P -values
High municipal charges -0.051 0.087 0.590
High rent of premise -0.043 0.087 0.490
High unemployment rate in the area -0.001 0.001 0.001*
Insecurity -0.038 0.022 0.084%*+
Lack of bank financing -0.058 0.031 0.063***
Limited customers -0.002 0.001 0.079***
No records -0.140 0.093 0.510
Seasonal cash flow -0.017 0.010 0.085**+
Unfair competition -0.022 0.026 0.395
Log likelihood -358.51244

Pseudo R 0.693

*significant at 1%;**significant at 5%;***significat at 10%
The coefficient for high municipal charges, higintref premises, lack of records and unfair
competition were not significant indicating thagyhwere not important factors in influencing

operation, profitability and growth of SMEs in theeidy area.

The coefficient for high unemployment rates in #iea was negative and significant at 1%
level, suggesting that operation, profitability agrdwth were greatly hampered by increase
of unemployment problem in the area. This may lebated to the reduction of the

purchasing power of the customers.
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The coefficient for lack of bank financing was neéga and significant at 10% level,
suggesting that operation, profitability and growtkre greatly hampered by lack of bank
financing. Normally, lack of credit from financiahstitutions such as banks cripples the
operation of the businesses as well as discoutagesstablishment of new ones.

The coefficient for insecurity was negative andndigant at 10% level, suggesting that
increase in insecurity in the study area affecterafon, profitability and growth of
businesses as most investors fear to put moresoflihrd earned resources in the businesses.
The coefficient for limited customers was negatinel significant at 10% level implying that
businesses that were affected by low numbers dbmess experienced low performance in
operation, profitability and growth. The problemliofited customers may be associated with

the high unemployment rate in the area.

The coefficient for seasonal cash flow was negatind significant at 10% level implying
that businesses that were affected by high seasowdltheir cash flow experienced low

operation, profitability and growth.

4.5.2 Impact of Restrictions by Financial Institutons on the Growth of Small and Micro
Enterprise

Restrictions by financial institutions have a direapact on the growth of small and micro
enterprise. When the respondents were requestedniment on their agreement with the
statement, “Given financial support by the governinebusinesses would grow”, the

responses below were compiled.

Table 28: How the Businesses Could Grow if Given &ancial Support by the
Government

Responses Frequency Percent
Strongly disagree 10 4.1
Strongly agree 118 48.0
Agree 95 38.6
Disagree 13 5.3
Neutral 10 4.1
Total 246 100.0
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As shown in the above table, majority of the regjgmms strongly agreed (48.0%) with the
statement that businesses would grow if given tir@rsupport by the government. This is
closely followed by respondents who agreed (38.8%4)as only 41.%, 5.3% and 4.1% of
the total respondents that strongly disagreedgoesal and were neutral respectively. These
results are an indication of the great importantsupportive financial institutions to the

welfare of businesses in the study area.

4.5.3 Influence of Restriction by Financial Instituions on SMEs Operation, Growth and
Profitability

Before determining the influence of selected faxtmn financial institutions restrictions on
operation, profitability and growth of SMEs usingdered logistic regression analysis,
diagnostic tests were first conducted to checkpitesence of any multicolinearity between
the independent/explanatory variables. The presehaaulticollinearity was tested using
contingency coefficients test. There is no eviddiocestrong correlation between the dummy
variables and consequently, all the explanatorialabes were entered and the equation fitting
the Ordered Logit Regression Model was estimated.

Table 29: Influence of Restriction by Financial Ingitutions on SMEs

Variable Parameter  Std error P-value
Possession of adequate collateral (1=Yes) 0.352*  1480. 0.0422
Possession of an active account (1=Yes) 0.348* 780.1 0.0417
Time taken to repay the loan

Time taken to repay the loan (1 = Within 1 month)0.621 0.843 0.086

Time taken to repay the loan (1 = Within 1 year) 808* 0.351 0.0177
Time taken to repay the loan (1 = Within 2 years) .459* 0.115 0.0384
Time taken to repay the loan (1 = Within 5 years) .050 0.154 0.051

Time taken to repay the loan (1 = Within 6 years) .090 0.130 0.103

_[cutl 0.829

_leut2 1.544

Log likelihood -187.33

Prob > Chi2 0.0279

Pseudo R2 0.0875
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The requirement on possession of adequate collaberst a positive and statistically
significant effect on reported SMEs operation, gfowand profitability at 5% significant
level. However, this effect is probably due to #féect of commercial bank financing in
which such loan sources mostly require collatevath the advantage that they are able to
give higher loans to viable businesses that bdwst bperation, growth and profitability. In
the same connection, the requirement to be in pe&seof an active bank account (as is the
case with most commercial banks loan financing) dag@®sitive and statistically significant
effect on SMEs operation, growth and profitabiltty5% significant level. SMEs that were
able to borrow from commercial banks and therefoeee able to overcome the challenge of
being in possession of an active bank account tregobetter operation, growth and
profitability in their businesses. This is consmstevith what McPherson (1996) found with
regard to the size of loan advanced by financstituxion.

Time taken to repay the loan that lied within 1ryaad 2 years significantly influenced
SMEs operation, growth and profitability at 5% sigance level. Loan amounts that were
advanced to be repaid in more than 1 month butinvihe year were noted to improve SMEs
operation, growth and profitability as opposednose advanced to be repaid within 1 month.
Similarly, loan amounts that were advanced to Ipaickin more than 1 year but within two
years were noted to improve SMEs operation, graavith profitability as opposed to those
advanced to be repaid in less than 1 year timeinBsses that had adequate time to repay
their loan benefited more from the service. Longasgment period is the most important
factor that influences the borrowing levels fromnueoercial banks. Borrowing from
commercial banks increased with the increase irrépayment periods. Most SMEs owners
prefer loan from sources that offer them long apospd to short repayment periods since
they believe there is better chances of utilizing tunds well and improve the businesses.
This agrees with Bwire (2006) who noted that theagenent periods as one of the important
factors that influence borrowing from financial tihgtions as well as prudent utilization of

the borrowed loan.

4.6 Influence of Financial Management Skills on Ogration, Growth and Profitability

of Small and Micro Enterprise

The fourth objective in this study sought to deteemthe influence of limited financial
management on small and micro enterprises growtaration and profitability. This was

analyzed using Pearson’s chi-square.
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The researcher measured financial management bkikk®nsidering four parameters. These
parameters are; (i) whether the small and micrerprise owner had training on how to run
the business, and if so, (ii), how much money wseduin the training, (iii) whether the
owner was preparing financial statements and (iejimer the financial statements prepared
are analyzed using ratios to estimate growth, aperand profitability of the business. Table

30 shows the description of respondents’ finangiahagement skills as measured by four

parameters.

Table 30: Summary Statistics on Financial ManagemdrSkills of the Sample
Parameters Responses FrequencyPercentage
Whether the respondent was Yes 72 29.3%
trained on how to run the No 174 70.7%
business Total 246 100.0%
Amount of money used in the Amount (Kshs)
training 0 - 20,000 32 44.4%

21,000 - 40,000 12 16.7%
41,000 - 60,000 9 12.5%
61,000 - 80,000 4 5.6%
Over 81,000 15 20.8%
Total 72 100.0%
Whether the respondent Responses
prepare financial statements Yes 134 54.5%
for the business No 112 45.5%
Total 246 100.0%
Whether the respondent Responses
analyze financial statements Yes 101 41.1%
using ratios to estimate No 145 58.9%
operation, growth and Total 246 100.0%

profitability of the business

The above table shows that majority (70.7%) ofrdspondents had not been trained on how
to run the business with only 29.3% being train€dhining on business related issues

enhances the trainee management skills.
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Majority of the small and micro enterprise ownerBowindicated that they had business
training were noted to have spent less than 20@0the training. Other training costs were
over 81,000 (20.8%), between 21000 and 40000 (16.@étween 41000 and 60000 (12.5%)
and between 61000 and 80000 (5.6%). The trainirgiscof over 81,000 correspond to

degree or diploma level of education.

The above table shows that majority (54.5%) of iegpondents did not prepare financial
statements for the business with only 45.5% bemtjcating to be preparing the financial
statements. Financial statements are very crutitiie indication of the state of the business

and to show the record of periodic operation.

Majority (58.9%) of the respondents did not analfmancial statements using ratios to show
growth and profitability for the business with ordy.1% being indicating to be using
financial ratios. Financial ratios are able to stsmmne hidden information that may otherwise
not be gotten from financial statements. The respsncollected were then utilized to
compute a Likert scale of between 0 and 4. Thevbédble shows the frequency distribution
of each of the scores generated as a measureapicial management sills along with the

suggested description.

Table 31: Financial Management Scores

Score Suggested description Frequency Percent Cumulative Percent
0.00 Verylow 0 0.0 0.0
1.00 Low 32 13.0 13.0
2.00 Neither low nor high 10 4.1 17.1
3.00 High 140 56.9 74.0
4.00 Very high 64 26.0 100.0
Total 246 100.0

The table above shows that majority (56.9%) of tleepondents had high financial
management skills (as computed with a score off Bjs is closely followed by very high
(26.0%), low (13.0%) and neither low nor high (4)1%

The below cross tabulation was used in the analysite relationship between financial
management skills and business growth, operatidrpasfitability.
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Table 32: Financial Management Skills and Businegsrowth, Operation and Profitability

Employee number change Change in capital base of the business Change ircome
Financial
= g = 0 g e 2
management 2 w 2 = (<2 L = =2 S
_ 2 S S S J a5 T S 2 ] T S|
skills S S T S = 9 =
1 Low 63.2% 26.3% 10.5% 100% 78.9% 158% 5.3% 100% 52.6% 31.6% 5.3% 100%

2 Neitherlow 55.3% 32.0% 12.6% 100% 34.0% 56.3% 9.7% 100% 39.8% 57.3% 2.9% 100%
nor high

3 High 17.4% 453% 37.2% 100% 14.0% 46.5% 39.5% 100% 14.0% 38.4% 47.7% 100%

4 Very high 2.1% 42.1% 55.3% 100% 0.0% 41.7% 58.3% 100% 0.0% 43.8% 56.3% 100%

Pearson Chi-Square = 31.540 Pearson Chi-Square = 16.384 Pearson Chi-Square = 15.931
Degrees of freedom = 6 Degrees of freedom = 6 Degrees of freedom = 6
Probability value = 0.000 Probability value = 0.027 P-value = 0.040
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The Pearson’s chi-square value of 31.540 (compait&ddegrees of freedom) is significant at
1% level since the p-value is less than 0.01. Thigies that there is a relationship between
financial management skill and the growth, operatamd profitability as measured by the
changes in the number of employee in the busimesshown Table 32 , majority of the
businesses that showed low change in growth, aperand profitability as measured by
change in employee number were those whose finamemagement skills of the owner was
poor and vice versa. The table shows that 63.2%@fbusinesses whose owner had low
financial management skills had low growth in enypl® number as compared with 26.3%
and 10.5% of the businesses that reported a medndrhigh growth in employee number

respectively while being owned by persons with fovancial management skills.

Small and micro enterprise owners with moderateitfee low nor high) financial
management skills had their reported employees pumiianges distributed as low change
(55.3%), medium change (32.0%) and high chang&¥%apRrespectively. Majority (45.3%) of
the small and micro enterprise owners who possebggd financial management skills
recorded a medium change in employee number in biusiness. This was closely followed
by those who recorded a high change in employeebetsn(37.2%). About 17.4% of the

owners with high skills recorded a low change irpkyee numbers.

Majority (54.2%) of the small and micro enterpres@ners with very high skills were noted
to record high change in employee numbers. This @lasely followed by those who
recorded a medium change (43.8%). About 2.1% obtineers with very high skills recorded
a low change in employee numbers. These resulisatedthat businesses with good financial
management among the owners were doing well as a@dpo those that had no good

financial management.

The Pearson’s chi-square value of 16.384 (compaitéddegrees of freedom) is significant at
5% level since the p-value is less than 0.05. irhdies that there is a relationship between
financial management skill and the growth, operatimd profitability as measured by the
changes in the capital base of the business. Awrsio table 32, majority (78.9%) of the
businesses whose owners had low financial manageskéls had a low change in capital
base recorded. Other results for business ownebrslow financial management skills were
medium (15.8%) and high (5.3%) change in capitakbr@spectively. The above table shows

that majority (56.3%) of the businesses whose osviiad average financial management
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skills had a medium change in capital base recordiééd business owners with average
financial management skills and recording low anghhchange in capital base of the

business were 34.0% and 9.7% respectively.

Majority of the small and micro enterprise ownerth high financial management skills had
medium change in capital base for their busineasespresented by 46.5%. This was closely
followed by businesses with high (39.5%) changecapital base. The owners with high
financial management skills who recorded a low ¢gegnin capital base was only 14.0%.
Majority of the small and micro enterprise ownerghwery high financial management
skills had high growth in capital base for theirsinesses as represented by 58.3% of the
businesses studied. Other owners with very higanfiral management skills recorded a
medium changes in capital base (41.7%). None ofbimginess owners with very high
financial management skills recorded a low changeapital base. These results indicate that
businesses with good financial management amongwiners were doing well as compared

to those that had no good financial management.

Small and micro enterprises whose owner’s finantiahagement skills were low had their
change in income distributed as follows: low (52)6%edium (31.6%) and high (5.3%).
Similarly, SMEs whose owners had average finamo@hagement skills recorded changes in
business income distributed as follows: low (39.8f¢dium (57.3%) and high (2.9%). On
the other hand, SMEs whose owners had high finen@aagement skills recorded changes
in business income distributed as: low (14.0%), iomad(38.4%) and high (47.7%) while
SMEs whose owners had very high financial managesieits recorded changes in business
income distributed as; low (0.0%), medium (43.8%3l digh (56.3%). The above results
shows that there is a significant relationship eetwthe financial management skills by the
small and micro enterprise owners and the busigessth, operation and profitability as
measured by the change in gross income (Chi-squdt®.931 with a P-value of 0.04 is
significant at 6 degrees of freedom).

Table 33 shows the Pearson’s correlation analysssilts for the relationship between
financial management skills of the business owaears three variables (change in employee
number in the business, change in capital baseedbtisiness and change of gross income of

the business) that were noted on how they charniged e business was started.
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Table 33: Financial Management Skills and SMEs Growh, Operation and Profitability

Variables Correlation coefficient P-values
Change in Employee Number 0.9276* 0.001
Change in capital base of the business 0.8696* 0.030
Change in Business Gross Income 0.8127* 0.021

* = Significant at 5%

The above results shows that there was a significalationship between financial
management skills and change in employee numbesstiffe and significant at 5% level),
change in capital base (positive and significarti%tlevel) and change in business income

(positive and significant at 5% level).

The positive and significant relationship betweewner’'s financial management skills and
the employee numbers change imply that the higierfihancial management skills of the
owners, the higher the growth, profitability andeogtion of a business venture and the
greater would be the business requirement of extnployees. These results agrees with
(Philips and Kirchloff, 1989) who noted that as inesses grow, their requirement for
additional employees also increases and that serficprofit must be earned to sustain

additional employees in any business venture.

Table 33 shows that there was also a significarsitipe relationship between owners
financial management skills and the change in ahpdse of the business, which imply that
the higher the financial management skills of ters triggers growth in profitability and

operation of a business venture which further sateg a swell in capital bases of the

business.

Modigliani and Miller's (1958) noted that lendingstitutions are biased towards the ventures
which have been recording an improvement in theafifability, a situation that is best
nurtured by owners with higher financial managemsalls. The positive and significant
relationship between owner’s financial managemeitissand the change in business gross
incomes implies that higher business incomes asé d&hieved by business owners whose
financial management skills are also higher. Thiétyalto manage and control the business
resources, especially the finances has a significamtribution to the growth, operation and
profitability of businesses (Van, 2002).
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 Introduction
This chapter presents summary, conclusion and newordations of the findings of the
study. It also highlights the suggestions for fartbtudies. The study sought to evaluate the
effects of financing constraints on growth, openatand profitability of small and micro

enterprises.

5.2 Summary of Findings

The businesses that were not financial throughddzsad minimal improvement in growth
operation and profitability as compared to thoset thad acquired loan. There was a
significant in growth operation and profitabilityg @emonstrated by the mean difference of
0.3226 at 5% significance level. This implies thaghest growth operation and profitability
was associated with loan financed business andatess to finance is major business

growth constraint.

Interest rates between 15% and above 31%were digneeay high. This may discourage
borrowing and suppress the activities of small amdro enterprises. Most respondents
(53.8%) felt that the interest charged on loan ibwarfcial institution influenced growth
operation and profitability.

The major restriction is high interest rate andklatbank financing due to lack of collateral.
This makes majority of the respondents unable tescfinance from financial institutions
given that the return from the businesses are Bamks do not give credit to businesses with
out collateral which most SMEs lack.

Majority of respondent (70.7%) had not been trainachow to run businesses. Those who
had financial management skill indicated high gtoaperation and profitability as measured
by the change in number of employees and changmapital base and change in growth
income. The Pearson’s chi-square values of 31.648% and 15.931 (significant at 5%
level) implies that there is a relationship betwé&aancial management skill and the growth
operation and profitability as measured by chamgéhe number of employees, change in
capital base and change in gross income in teméss.
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5.3 Conclusion

It is generally recognized that SMEs (Small and mliEnterprises) face unique challenges,
which affect their growth, operation and profitatiyiland hence, diminish their ability to
contribute effectively to sustainable developmdiiis does not spare businesses in the study

area.

The credit facilities available to SMEs in the stuatea contribute to low growth, operation
and profitability of small and micro enterprisesheTamount of credit is not sufficient to

induce significant growth.

Restrictions by financial institutions such as atral requirements, inflexible repayment
period and other conditions in the study area dumue to low growth, operation and

profitability of small and micro enterprises in thieidy area.

5.4 Recommendations

Government has an important role in transforming itistitutional environment in formal
banking and non-banking set up as well as providegulatory frameworks and fostering
competition so that the rates of interest chargethb institutions can reduce to a reasonable

level.

The government should revise its regulatory franr&wie order to create and encourage an
environment that encourages more financial ingbitgt in the study area. The possible
competition from the operation of these instituianay boost the availability of finance to

small and micro enterprises.

The government should come up with training centoedraining managerial and technical
courses for the small enterprises entrepreneurglbygthere should be business information

centres.
The government should come up with proper regwapmiicies that are small enterprises

friendly since many of what we have in Kenya, fratds every effort of a junior
entrepreneur. The policies we have seemed to oathd well-established businesses.
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Since majority of small enterprises lack financeyeynment should establish friendly small
loaning system. This would include low interestgesato ensure the continuity of these
businesses. SMEs have the potentiality of trangfagrthe economy of a crippling nation. As
such, every effort should be made to boost thewgr.

5.5 Suggestions for Further Research
The research has covered influence of credit fesliinfluence of interest rates charged by
financial institution, influence of restriction ipancial institution and influence of financial
management skills on growth, operation and profitglof SMES.
The findings of this study would act as a basenfimre findings on the issue of financing
constraints on growth, operation and profitabibfysmall and micro enterprises in the study
area. However, the study was not exhaustive anteearcher suggests the following:

i) An investigation of financing needs by small an@mmienterprises in the study area.

i) A study to identify and understand SME lending pcas by financial institutions in

the study area and identify best practices in theysarea.

lii) The role of technology in expanding banks’ servidetivery to small and micro

enterprises in the study area.
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APPENDICES
Appendix I: Questionnaire for Small and Micro Businesses
INSTRUCTIONS
My name is Karanga Mwohe, a Master of Business Adstration student at Kabarak
University. | am here to solicit for some inforn@atithrough this questionnaire. The aim is to
find out “the effects of financing constraints dmetoperation, profitability and growth of

small and micro enterprises.”

This questionnaire is for academic purposes an#tsse® collect data on the financing
constraints and their effects on the operationfigatmlity and growth of small and micro
enterprises. Please spare a few minutes of younakbd time to complete it. Your
participation will help in understanding your busss and give you a chance to make input in
strategies for improving small businesses. Pleasadsured that your responses will be

treated with strictest confidentiality and can obé/produced with your authority.

QUESTIONS

A. GENERAL INFORMATION

1. Gender Male[ ] Female ]

2. Age
0-20yrs [ ] 21-30yrs[ ] Above 50 y[ ]
31-40yrs [ ] 41 -50yrs__|

3. Marital Status
Single [ ] Married [ ] Divorced [ ]

4. Occupation
Formal [ ] Farmer [ ] Businessman and Employ{ ]
Businessman None ]

5. What is the level of your education?
Primary [ ] Secondary[ ] Polytechni{” ]
University ] College ]
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6. What type of business do you operate?

9.

Sole proprietorship ] Family partnershif ]

[ ]

Non-family partnership Private company
Others (specify)

Where is your business based?

Mau Narok ] Likia ] Kianjoya [ ]
Mwisho wa Lami Tipis Center Meta
[]

Were you employed before you started your business?

Yes [ ] No [ ]
If yes, how has your standard of living improvedaagsult of the business?
Not at all

Lowly improved
Neutral

Moderately improved

INERininE

Extremely improved

If No, has the business enabled you to meet yasic lmeeeds?
Yes [_] No

When did you start your business?

i

Less than 1 year
1 - 2 years ago
3 - 5 years ago

6 - 10 years ago

IREninini

11 years ago
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10.What business do you do?

Hotel business ]
Selling cereals ]
Selling consumer goods in a sh{]
Selling clothes ]
Others
11.How many employees were employed by your businéssw was started (including the
owner)?
One person only ] 2 - 5 people ] Above 16 ped__]
6 - 10 people ] 11-15 peop[:|

12.How many employees are employed by your businassruly?

13.How much money did you use to start your businksgg.)?
0 - 30,000 [ ] 31,000 - 60,000 [ ] 61,000 - 90,00 ]

91,000 - 120,000 [ ] More than 121,00 ]

14.How much is your capital now? Kshs.
0 -50,000 [ ] 51,000 — 100,000] | 101,00%0,000[ ]

151,000 — 200,000 ] More than 201,00 ]

15. What was your gross income from the businesseastrt (Kshs.)?
0 - 5,000 [ ] 6,000 - 10,000 ] 11,000 - 20,0 ]

21,000 - 30,000 [ ] Above 31,000 ]

16.What was your gross income from the business itestfinancial year (Kshs.)?
0 - 10,000 ] 11,000 - 20,000 ] 21,000 - 30,00 ]

31,000 - 40,000 [ ] Above 41,000 [ ]

17.Based on your current projections, is the net ireofyour business in the current
financial year likely to change?
Lower [ ] About the same ] Neutral[]

Higher [ ] Very high ]
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18.How do you use your income?

Consuming ]
Paying school fees [ ]
Saving in the bank [ ]
Reinvesting in the business [ ]
Others
19.Do you think there are constraints that are spéaialomen operated businesses?
Yes[ | Nd ]

If yes please list them starting with the major®one

20. Are there specific problems affecting small andnmienterprises in your region?

Yes [ ] No[ ]

If yes, list them starting with the main ones

B. RESTRICTIONS BY FINANCIAL INSTITUTIONS

21. How do you finance your business?

Loan [ ]

Personal contribution ]

Funds from friends and relatives ]
Personal contribution and loans ]
Others

22.Are there financial institutions in the area whaan give you financial assistance?

Yes [ ] No[ ]

23.Have you ever applied for a loan?

Yes [ ] Nd ] Not at al|__]

24.Are you able to raise the required security fonksa

Yes [ | No[__]
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If yes, how much were you given as loan? Kshs.
0 - 5,000 [ ] 6,000 - 10,000 [ ] 11,000 - 15, ]

16,000 - 20,000 ] Above 21,000 [ ]

25.How long did you take to repay the loan?
[_]within one month
[]Within one year
[_Iwithin 2 years
[ ] Within 5 years
] Within 6 years.
26. Are there other conditions to get loans other tih@required security?

Yes [ ] No[ ]

If yes, indicate

27. Do you agree with the statement that if you wevergfinancial support by the

government your business would grow?

Strongly Disagree ] Strongly Agre[ ] Agrd ]

Disagree ] Neutral ]

C. INTEREST RATE

28.What is the rate of interest that financial indtdos charge on loans? %
Below 15% [ ] 16-20% [ ] 21-259 ]
26 - 30% ] Above 31%[ ]

29. Does the interest rate charged on loans influéme®peration, growth and profitability

on your business?

Yes [ ] No [ ]

If yes, explain

30.If interest rates were low, would you be able torb@ more so as to activate growth of

your business?

Yes [ ] No[ ]
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D. FINANCIAL MANAGEMENT, SKILLS AND EXPERIENCE

31.Were you trained on how to run your business?

Yes [ ] No [ ]

If yes, how much money was used in your trainingi(¥)?

0 - 20,000 ] 21,000 - 40,00 ] 41,000 - 60, ]
61,000 - 80,000 [ ] Over 81,000 [ ]

32.Do you prepare financial statement for your busfies

Yes [ ] No|[ ]

33.Do you analyze the financial statements using sabaestimate operation, growth and

profitability of business?

Yes [ ] No [ ]

34.Does the experience and skills you have influeheeoperation, growth and profitability

of your business?
Strongly disagree [ ]
Disagree

Neutral

Agree

o

Strongly agree
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Appendix IlI: Letter of Introduction
| am a student undertaking an MBA (Finance optiDepree at Kabarak University. | am
carrying out a research on the effects of the fiivaq constraints on operation, profitability
and growth of small and micro-enterprises. Due daryposition and responsibility, | have
chosen you to participate in the study. | assuretizat the information you will give me will
be treated with the utmost confidentiality andhialé not be used for any other purpose other
than for academic use for which it is intended.aBée give your honest information as

required.

Thank you very much for your cooperation and congaéions for being a participant in the

study.

Yours

Karanga Mwohe
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