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DEFINITION OF TERMS

Financial literacy -OFCD (2013} broadly debfines financial lteracy as knowledge and
understandmg of financial concepts and risks, and the skills, motivation and confidence to apply
such knowledge and understanding in order to make effective decwions across a range of
financial contexts, to miprove the fmancml wellbeing of mdividuals and society, and 1o enable
participation i ecenomc life,

Debt Management Skills -Debt manogement skills 8 the abaility 1o perform activities of a
business within a budget, A plan i3 usually created to help people manage their debts especially
those with too much debt, often referred to as debt management plan (Bankrate, 2000)

Micro and Small Enterprises —According to Eenva’s Micro and Small Enterprises Act 2002,
micro enterpriscs are defined as a firm, trade, service, industry or a busincss activity whose
annual turmover does nol exceed Eshs, 500,000 and whose iolal employees are less (han 10
people.

Enterprises Growith — Businezs! Entérprise growih & stage where the business reaches the point
of expansion and seeks additional oplions o generate more profil, Gupta, Guha, &
Ershnaswami {2003) suggesis that growth can be mensured by the use of quantitative feafures
such as; value addinon, revenue generation, volume of aszets and volume of bosiness or
qualitative features like maorket posttion, quality of product, goodwill of the customers,
productivity, sales revenue, total assets, the number of employees, investment in B & D. and

other intangible assets have a more direct impact on enterprise’s growth prospects.
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ABSTRACT

Despite the significant confribution of Micro and Small Enterprises (MSEs) to the economy,
MEEs have been faced by a number of issues affecting their growth, One of the issues relates 1o
inadequate financial literacy which limits their growth and diminishes theirr contribution to
sustainahle development. Consequently, the growth of M5E=s i mhibited m terms of hgudity
and being unable fo aitend effectively fo their duly busipess operafions and mvesimenis
commitments thus losing on business opportunities which builds up difficull to achieve ther
grovwih in ferms of size and wealth accumulation. The general objective of the study was 1o
establizh the effect of financial Ineracy on growth of MSEs i K Town, Kinn County, The
study amed at estnblishing the influence of debt management skills on the growth of MSEs
Kitw1 Town. The study was anchored on financial Isteracy theory and dual process theory, The
study used descriptive research design. The target population of the study was 1448 MSEs
Stratified random sampling was used to select a sample of 313 MSEs. 313 gquestionnaires were
digpatched with 213 beng filled and returned vielding a response rate of 68%. The study found
that debt management skills had a positive and significant effect on growth of M5Es. Descriptive
analysis and findings indicate that multiple borrowmng from formal and informal sectors
adversely affect debt repayment which may hinder growth of M3Es, This study concludes that
MEEs peed o be tramed oo debt management, The swudy also concluded that MSEs should avoid
accumulating debts through multiple borrowings from both formal and informal sector,

LN
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CHAFTER ONE
INTRODUCTION

Thiz chapter provides the background of the stdy, statement of the research problem, reacarch
objectives and questions, justification of study, limitstions and delmitations, scope of the study
and assumptions et underpin the study .

1.1 Background of the Study

Micro and small enterprises (MSE's) are promoiers of broad-based growth in competilion,
employment, entreprencurship and offer economy-wide benefits such a8 innovation and
aggregate productivity growth (Tarfasa, Ferede, Kebede, & Behailu, 2006). In Kenva, the Micro
and small Enterprizes (MSE) mdustry hos been defined by the number of warkers, the turnover
and assets of the enferprises. According to Eenyva's Micro and Small Enterprises Act 2002, micro
enterpriscs have been defined as a firm, trade, service. industry or a business activity whose
annual turnover does not exceed Kshs, 500,000 and 113 total employees are lesa than 10 people.
The same statute defines a small cnterprisc as a firm, trade, service, industry or a busimess
activity that which has an annual tarnover of between Kshs0.5 - 5 mallion, with the nomber of
employees m the renge from 10-50 people with total assets and financial investment subject to
determination by the finance minister from Gme o Gme. In moany African couniries, Micro and
Small enterprises. MSE’s employment 15 almost twice the level of telal employment in registerad
large-scale enferprises hence gives a green light that micro and small enterprises are a major
source of livelihood for a large proporiion of the population (Tarfasa, Ferede, Kebede, &
Behailn, 2016). Although MSEs have a potential role i sccelerating the growth and job creation
m developing countries, a number of bottlenecks aftect thewr ability 1o reahze ther full potential
{Njoroge, 2014; Fatoki, 2014). Apart from accesz to capital and an enablmg environment. the
success of MSEs largely depends on the financial management skills of the managers
[ndividuals with financial literacy skills tend to make better financial decizions with fewer
management mistakes than ther correspondents who are financially illiterate (Njoroge. 2014:
Fatok:, 2014).

Different definitions of financial literacy indicate that, researchers are vet (o agree on 8 commaon
definition and measurement of this concept. The current siudy shall embrace the defininon of

OECD (2013) because It acknowledges the need for understanding of financial concepts and
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risks, and the skills, motivation and confilence to wse such knowledge and understanding n
order 1o make effective decisions across a range of financial contexts. Financial literacy supports
entrepreneurs with financial knowledge necessary to make budgets, wmitiale savings plans, and
acquire financial knowledge and skills to meet their financial goals {Greenspan, 2002). The key
competencies of financial leracy are: money bagics, budgeting, saving and planning, borrowing
and debi Iiteracy, financial products, and recourse and self-help (Rooij, Lusardi & Alessie.
2007 Money bisics comprelend the knowledge., skills and understanding required for the most
ezsential day o day caleulations. Examples inclhade nomeracy and money management skillz
(Roodj, Lusardi & Alessie, 2007) Numeracy skill is hasically the skill which allows people 1o
nsgess the switnbality of expenses for themselves, Numeracy skill 15 the bage of considering which
financial products are cost effective. Also numeracy akilks have been found to play an important
role m oanfluencing saving and even budgeting. Higher numeracy has been hnked with Togher
levels of household wealth and good financiol decigions while poor numeracy has been linked
with unneceasary ¢xpenses (Rooy, Lusard: & Alesaie, 2007)

Financial literacy is a growing concern around the world for every professional and there are
different views apd claims about evolution of the ssue of hOnancal education and hiteracy
Moctor, Stoney and Stradbing (1992} a5 cited in @ study by (Jariwala, 2013) have deflined
Financial lteracy os an mlormed judpment and capabiliy of decision making of a person in
money management. This is the first precize definition of imancial leracy ever found. However,
Sarigul (2004) states that the concept of fmancial literacy was first deliberaded in 1997 hy
Jurnpatant Coalition a2 a persopal financial literacy survey, But, Eemund (2010} argues that the
exposition and research on financial literacy begun smce 2000, Moreover, the focal point of
fimancial literncy i closely assoceted with global finoncial crigss of 2007-09 and thereby
becomes a policy agenda m the fnancial sector. Aftermaths of global financial distress
revitalized the aren of financial Ineracy for policy makers all over the globe (Gupta & Kaur,
2014). Smmnailarly, Miller. Reichelstein. Salas and Zin (2014} also highlight that the prionty of
fmancial Iiteracy intensificd efter of global finencial crisiz that enhghtencd the fimancial system
the cost of financial illsteracy, ignorance and wnpremeditated financial behavior of financial

imstiutrons and consuwmers.
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Wagner (2015) opanes that global fimancial erizis raised the wsue of financial Titeracy with higher
priority and one of the reasons of the global financial crisis was the poor financial literacy of
financial consumers. Ordinarily, the management of money abolished the barter syatem however,
the concern of using money 3 closcly linked with human bat difficult to pinpoint the date and
context of beginnmg of financial Tneracy {Wagner, 2015}, The relationship of knowledge and
management of money 15 inseparable 10 cach other and it 5 worthwhile to study the issue as a
normal phenomenon that B close o human beings, Being fnancially mformed, conscious,
ratienal and active person in financial matter, the agenda of financial literacy was established and
developed with econom ic history {Wagner, 2005).

[mdivadunls with less Financaal literacy nre hkely to face more challenges wah regard to debt
management, savings and credit access, and are less hikelv to plan for the future while those with
higher tinancinl literacy are better able to manage therr money, participate mn the stock morket
and perform better on their porifolio choice, they are likely 1o crente and sccumulate wealih,
have betier debt management skills and avoid hagh interest payments (Lusardi & Mitchell, 2008,
2011; FSD, 2009). Some of the challenges that micro and small enterprises encounter m debi
management are the inability to perform sccurste calculations and lack the level of numeracy
skills especially for the elderly people, Female and less educated popultation (Plakalovi, 2005
Every enterprise, however sunple requires written records which are used by managers o gusde
the routige  gction, making of decisions, formulation of general rules and mamntaining
relationships with other orgamizations or wWith mdivklualk (Frankwood, 20000 Frankwood { 2000
the following az the main benefits of keeping buziness records; they help in calculating business
profits or losses, reveal valoe of debtors in terms of amount doe and when payments are due s0
as to avaid hepvy costs of bad debis, they alio help in business planning and are needed by
lenders of businesz finance (Kalekve & Memba, 2015 ). Most small entreprises do not summarze
records and they keep records m an informal manner (Kalekye & Memba, 2015).

Saving 15 also a nccessary skill for micro and small entreprencurs that want to advance their
business skills. Indwviduals arc smid to ke financilly illiterate of they ore unable to save
(Behrman, bMitchell, 500, & Brave, 20012), However, Maondell & EKlein {2009 arpue that
[imancial lileracy does nol necessanly mean one 15 savings-eriented and does nol give belter

[inancial behavior. Savings groups and self help groups can strengthen people’s resilience 1o
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financial challenges by helping them 1o plan, adapt to changes. and cope with shocks when they
happen (Haworth, Frandon-Martinez, Favolle, & Wilkinson, 2016),

Financial hteracy skills enable individuals to navigate the financial world, make nformed
decisions about therr money and munimize their chances of being misled on financial matiers
{Beal & Delpachitra, 2005). The need for Ninancial literacy has become significant with the
deregulation of financial markets and the easier access to credil as financial mstitutions compete
strongly with each other for market share, the rapid growih in development and marketing of
financial products, and the Government's encouragement For people 1o take more responsibility
for their retirement incomes (Beal & Delpachira, 2005)

Financial hieracy s considered an smporiant for promotmg financmal inclosion and Hinancml
stability (Lusardi & Tufono, 2009}, Both developed and developing countries are therefore
focusmg on programs for financial hteracy‘education. In India, the need for financal hteracy 15
greater congidering the exmtence of low levels of the formal financial loop (Lusards & Tufano,
2009}, Atkinson & Messy (2012) added that governments around the world are interested m
finding effective approaches of mproving financiel literncy of their populations through
developing strafegies for linancial education with the main aim of providing varnows learning
opporiunities on financial Meracy, Mebkon & Wambugu (2008) argue that financial Iiteracy
provides o stable foundation for managing money and 15 an indispensable skill in a world where
microfinance products and services are proliferating with financial service providers whe are
ever ready to pressure the consumer, Mungai (20125 farther highhighied the Tinancial
management aspects of Anancial Weracy programs infloenced the debi-management and savings
behaviors,

Im Kenya, within the financial context there exisfz a relationship between use of financml
services and exposure to financial mformation (Xo & Zia, 2012} The most common sources of
fiancial information is through radio, word of mouth from friends and family members, and the
urban youth have greater access to television and other meda (Xn & Zm, 2012} Despite
successive policy mterventions and , micro and small enterprises in Kenva face challenges that
lomat ther growith and dimmish théir contribution to sustainable development. Accordmg to
Lusimbo and Mutary (20167, the micro and small enlerprises sector in Kenva has a disiinct dual

structure whereby al one extreme there exists a few large modern capital intensive enterprses
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while at the other extreme there exists micro enterprises that are informal, vse very smple
traditional technologies and serve a mated local market.

1.1.2 Micre and Small Enterprises Growih

Sound financial management practice 18 critical to the growth and performance of MSEs because
Financial literacy skills empower and educate investors 2o that they are able 1o evaluate Financial
products and make informed decisions that Facilitate proper debi management which mproves
the credn worthiness of potential borrowers (MasterCard, 2011} Basically, frm growth has been
operationalized in many ways and different measures have been used. This may be one reason
for the contradictory resulis reported by previous siodies (Weinzimmer, Nystron, & Freeman,
Loasy, though other explanations have also been presemted (Delmar, Davidsson, & CGariner,
2003; Davidsson & Wikhund, 2000).

Emterprise growth can be measured m various ways, Gupta, Guha, and Krshnagwami (2013)
suggests the use of guantiative features such as; volue addition, revenue generation, volume of
assets and volume of business or qualitative features like morket position, gualiy of product.
poodwill of the customers. productivity. sales revenue. total nssels; the number of employecs,
mmvestment m B & D, and other inlangible assets have a more direct impact on enterprise's
growih prospecis. Consequently, enterprise growth may be achieved quickly, slow Iy, or mot at all
depending oo the strength of the growith aspirations and growth-enabling Dactors of an enterprise
{Mckaskill, 2013)

103 Kitni Couniy

Kituwi County lies m the Eastern part of Kenya and 15 located in Eastern province and constifufes
B sub-Counties whech are; Kotni West Sub-County, Kitm Central Sub-County, Kitui Eural Sub-
Cotnty, Kitvi South Sub-County, Kinni East Sub-County, Mwingi North Sub-County, Mwing
West Sub-County, Mwingm Central Sub-County were mapped to this county for the purposes of
generating county estimates (Republic of Kenya, 2010).

Geographically, Kitwi County is positioned in enstern Kenya and borders several counties whach
inchude; Tharaka Mitht County and Meru County to the north, Embu County to the northwest,
Machakos and Makuen) County te the west, Tana River County to the east and southeast, and
Tata Taveta County o the southern part of the Kilui counly, Kdw County streiches [rom

latitudes 0010° and 300°Scouth and lopginades 37050° and 3900 Bast. It covers an area of
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496 5KEm2. It has a total population of 1065330 people, 205 491 Houscholds, The
Population density of people hvmg in Kitmi County = approximated as 33 persons per square
kilometer. The Akamba people are the dominant habitantz of Kim County (KNBS, 2013). The
local chimate of Kitus County i3 semi-arid with a hilly terrain covermg most parts of the county
The county has a beaunful natural vegetation cover and hilly scenery which is a perfect source of
tourist related activities such as camping, hiking safaris, ecotourism and culiural toursm, dance
and music festivals among others. A nomber of esiablslments exist to ensare the region has a
well-rounded hospitality indusiry. Subsizience agriculiore is practiced with Maize and drought-
resistant crops such as sorghom and millet being grown in the area. However, the Counpty also
plays host 1o the open air markel concept with major market dayvs where large amounis of
produce are traded such as frams, vegetables and other food stuffs like maize and beans are sold
i s morket (KNBS, 2013},

I Kitui County, Micro and Small Enterprises operate within o number of sectors including trade,
construchion. welding and small scale metal fabncation, textile and tloring, forniture
manufacturing. light motor vehicle mamtenance and fransport business and many others where
majorily are traders of foodstuffs. houschold goods, and clothes (CGE, 2003), Many of those
rade sell similar goods and offer services ofien located pext door. This means that an
entrepreneur foces a lol of compettion [rom similar businesses in the area, The county has a tolal
of 68 small scale market centers spread throughout the County and most of the goods (raded in
these markets are foodsiuffs and lhivestock (CGR, 200 3) Basically, Micro and Small Enterprses
are major sources of employment 1o the vulnerable population w Kiwi county hke the women,
and yvouth, The Juakali, M5Es and retail businesses are the prominent emplover which
contributes margmally 1o the houzehold income (Mutiya, 2016)

1.2 Statement of the Problem

Financial Iiteracy s massively playing a role m financial reforms across the world (Lusard: &
Mitchell, 2007). Varant financial crisis are being faced by all generations in the past and today
who are expocted fo make and take mereasingly vital and complex choices on budpeting for
consumption, savings and investing, debt management and handling criss (Lusardi & Mitchell,

2007). Modern technology., globalization and liberalzation have made new [mancial producis
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and services widely avalable leaving majority of the M3Es leas equipped to make mformed
financial choices or to evaluate complex financial products (Lusards & Mitchell, 2007),

The MSEs in Kenya play an important role in the socio-economic development of the country.
The sigmificance of the Macro and Miero enterprises can be scen in terms of contribution owards
ecomomic growth, emploviment ereation, poverty reduction and development of an indusirial
base. Despite the sigmificant contribution of Micro and Small Enterprises (MSEs) 1o the
economy, MSEs have been faced by a number of zsues affecting their growth. One of the
challenges MSE: face relates to inadequate financial literacy which hinders their fexibility 1o
diversify  risk  thus preventing them  from  growing and aftaining  economies of scale
Consequently, the growih of MSE: 15 inhibmed in terms of ligquadity and being unable to attend 1o
their daily operations and mvestments commuiments thus losmg on buginess opportanites which
make it dafficult for them 1o achieve growth in terms of size and wenlth accumulation. Statistics
show that 3 out of 3 emall and micro-enterprizes fil 10 make it to the gsecond yvear of operation
and those that continue only 20% reach the fifth year (KNBS, 2007). Mulle: & Bokea as crted
by Wambugu {2005) stated that very few small and micro enterprises have experienced growth
and trapsitioned mto medium or large a formal organization which 15 an adverse scenane that =
apparently common among Small and Micro enterprises in Kenya,

Fingncial hiteracy has been found 10 be a mapor determinant in the growth of enterprises. This
has been blomed on the MSEs managers lacking the financial literacy skilk i steer their
husinesses o growih, According to Mutegy and Phelister (2005 banks like Equiry and micro
finance instifutions hike Faulu, SMEP and KEWFT have establizhed separate units fo be more
responsive fo the financial literacy needs of their MSE clients, in realization of the fandamental
ditferences thal arge between MSEz, consomer and corporate clients Such s the perceived
magnitude of the problem that banks and micro finance institutions heve apportioned internal
budgetary resources to assiEt MSEs through the extension of trainmg services (Equity Bank,
2013}, The researcher therefore sought to investigate the effect of financial Interacy on growth of
Micre and Small enterprizes in Kenva with a specific reference on Kitui Town.

1.3 Research Objectives

The study was guided by the following general and specific objectives.
131 CGreneral Objective

To establish the effect of financial hteracy on growth of MSEz m Kitm Town
7
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1.3.2 Specific Objectives

i. To establish the influence of debt management skills on the growth of MSEs in Kitui

Town.
L4 Research Questions
i What is the mfluence of debt management skills on the growth of MSEs in Kitui Town?

1.5 Justification of the Study
The mim of the study was to establish the effect of fimancial Iteracy on growth of MSEs in Kitui
Town and thus to address a gap in the literature. This study contributes to the literature on
Financial literacy of MSEs in five ways, First, the research draws on two theoretical perspectives,
namely financial lideracy theory and the deal —process theory, to describe the imponance of
financial litergcy in the MSE scector, Second, the rescarch expands knowledge of financial
literacy because it mvestigaied the relationship between linancial literacy and MSEs" growth
Third, althoogh it 15 widely accepted that fmancial hteracy s very crucial in the context of
personal finance decisions, the concepl of firm-level financial literacy 15 less well onderstood and
resgarched, especially in developing countries. This study addresses this gap through exploring
firm-kevel financial lteracy m the Kenvan MS3Es sector. Fourth, the research gencrated a
framework that could be used by MSEs to sustam their firm's growth. Fifth, the findings of this
study should aszist policy makers to design and initiate programs to enhance financial literacy,
including programs specifically tailored to the needs of MSEs, If the relevant agencies were (o
offer more robust, more specific traiming programs it would boost the Anancial lieracy of key
players in the MSEs Sector. This rescarch also contributes o research on a particular
geographical region, namely Kiui Town-Kiul County, and the findings shoold help to enhance
the sustainability and growth of MSEs in Kitui County.
The research is therefore significant in various ways 1o various stakeholders imerested in MSEs
operations such as mdividuals™SE owners, County government of Kinw, researchers and
academicians. To individuals/MSE owners it has highlighted the key financial [neracy skill arcas
that need capacity buoilding and development as well as the benefits that would be realized by
acquisition of financial literacy skills to improve the financial management of their businesses

and growth prospects. It will also o help MSE owners o fake initiatives 1o save enough to

GSJ© 2021
www.globalscientificjournal.com



GSJ: Volume 9, Issue 8, August 2021
ISSN 2320-9186 998

provide adequate income for growth and expansion, while avoiding high kevels of del that
might result in bankruptcy, defaul and foreclosures,

The research results will help the county Government of Kitoi and policy makers soch as the
Micro and Small Enterprise Authority (MSEA) o formulate positive financial pobicies on a
framework that is relevant and sensitive that woubkd guide financial literacy among MSEs 1o
achieve preat spccess and sostainability. Further, this stody will also o be significant o
researchers and academicians in that, academically it adds to the existing knowledge of effective
financial literacy thus forming part of academic reference.

1.6 Limitations and Delimitations

Limitation is any . situation that may influence the resulis pegatively but over which the
researcher has no comirol (Mogenda & Mugenda, 200105 The rescarcher met respondents with
different attitudes but he promised them of confidentiality and benefus they were 1o gam after
the research was complete. The researcher also faced time constrains but this was catered for by
training research assistants who assisted in data collection.

1.7 Scope of the Study

This study was limited and focused on establishing the effect of financial teracy on growth of
Micro and Small enterprises in Kitui Town. This study was also limited and focused on the
variahle of study that was debt management skills and the growth of MSEs i Kitui Town,

LE Assumptions of the Study

The stody assumed that the respondents were to be available during the administration of the
questionnaires, fill them and returns 1o the researcher in good time and that the owners of MSEs
were 1o continue operating their business in the foreseeable future to enable effective completion

of the study.
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CHAPTER TWO

LITERATURE REVIEW
2.0 Introduoction
The study was informed by a comprehensive review of the relevant theoretical and empirical
literature 1o build an in depth understanding of the curremt body of Knowledge on financial
lmeracy and growth of MSEs. From a synthesis of the literatore reviewed, a conceptual
framework on effect of financial literncy on growth of MSEs was developed showing the
relationship between independent variable of debt management skills and the dependent variable
growth of MSEs, The chapter was organized in the following main sections: theoretical review,
empirical review, conceptual framework and research gap.
2.1 Theoretical Review
According o Stem (2007), a theory is a proup of logically organized sentences of a relationship
that comprises of 4 set of observations. The theories indicate the importance of relationship-
bailding in explaining how and why specific phenomena will occur (Stem, 2007). This section
reviews the various theories related o financial lrersey and will help goide the study.

2.1.1 Financial Literacy Theory
Financial literacy theory is an emerging theory that draws iheoretical perspectives from other

theories including cconomics, psychology, sociology and mapagement o explain the financial
behaviour of individuals, Financial Ineracy was furst supported by the Jumpstart coalition for
personal financial literacy m o8 introductory study of financial lineracy among high school
sludents (Hastings, Karlan, & Zinman, 2013k As operationalized in academic hiterature, financial
literacy s a molti-dimeénsional construct consisting of knowledge of fnancial products,
knowkedge of financial concepts, having the mathematical skills or numeracy necessary for
effective financial decision making and fAnancial behaviowr such as financial planning {Wise.
2013).

Early literature on financial teracy began by documenting important links between financial
literacy amnd several ccomomi¢ behaviowrs such as money management, debt and saving
behaviowrs, retirement planning, asset ownership and participation i financial markets (Xiao,
2008, Van Roon. Lusardi, & Alessie, 2011} Economic psycholopists posited that factors

associated with retirement saving and asset ownership behaviours are both economic and

10
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peychological {DeVaney, & Chien, 2001; DeVaney, Anong, & Whirl, 2007}, Various behavioral
theories have as well been used in the study of financial literacy and financial behaviors,

Hilgert, Hogarth, & Beverly (2003) formed a financial practices mdex based upon self-benefiting
behaviowr in cash-flow management, credit management. saving and investment practices and
established that there was a positive relationship between financial literacy scores and Financial
Practices Index scores thus validating that financial knowledge is related w0 financial pracrices.
The theory of planned behavior, often used to understand and predict hbuman behaviour, has been
apphlied to online shopping behaviour, investment behaviowr and debt reducing behaviours { Xian,
2008),

The trans-theoretical model of change (TTM), which is wsed o understand how consumers
eliminate undesirable behaviours and develop positive behaviours, hias been applied o saving
and debt reducing behaviors (Xiao, Newman, Prochaska, Leon, Bassewt, & Johnson, 2004}, The
self determination theory which posits that poals contribute to human well-being based on the
extent of their contributions to the core human psychological needs of competence and antonomy
has as well been applied w study money motivation and aftitudes (Stone e al., 2008).

Existent Incrature has established a relationship between financial Hiteracy and several different
financial behaviors and outcomes such as paying bills on time, tracking expenses, budgeting,
paving eredit card hills in full each month, saving owt of each paycheck, maintaining an
emergency fund and diversifying investments ( Hilgert, Hogarth, & Beverly, 2003). Subsequent
research has found thar financial literacy is positively correlated with planning for retirement,
savings and wealth accumulation, market participation and better financial diversification (Yan
Rooij, Lusardi, & Alessie, 2011; Lusardi et al. 2006; 2007).

Financial literacy theory can be linked to this study as it incorporates key aspects of financial
concepls and the economic environment implicitly assuming that people are able 1o formulate
and execute saving and spend-down plans, all of which require expertise in dealing with
financial markets, knowledge of purchasing power, and the capacity to undertake complex
econamic decisions.

2.1.2 The Dual -Process Theory
This theory asserts that financial decisions can be goided by both intuitive and cognitive

processes which mean that financial lterscy may not always yvield optimal financial decisons.
The Dual Process Financial literacy theory argues that the behavior of people with a high level of
11
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Financial lteracy might depend on the pervasiveness of the two thinking stvles: intuition {system
1) and cognition {system 2} (Lusardi & Mitchell, 2011; Glaser & Walther, 2013). Intuition is the
potential 10 gain knowledge without mference or the vse of reason, Intuiion gives views,
understandings. judgments, or beliefs that cannot be empirically verified or rationally justified.
Taylor (1981) as cited by Chan & Park (20013) asserts that individuals who rely on intuition
prefer to use mental short cuts as they make decisions which tend to be largely infloenced by
their emotions, Glaser &Walther (2013) identified that the positive effect of financial literacy on
reasonable investment decisions is reduced by a high prevalence of mtuition. Therefore, the
rising use of intuition results to sub optimal investment decisions.

Cognition on the other hand is the undertaking by which the sepsory input is converted, reduced,
elaborated, swored, retrieved, and utilised, Cognition is the mental processing that includes the
comprehending, calculating, reasoning, problem solving and decision making (Chan & Park,
2013). High cogmtwon individuals enpoy thinking, are analytical and are better ot keeping
information and more probable o search oot new information. They are more hikely 1o be
influenced by a refevant messape and not by orelevant mformation such as endorser’s
appearance or use of bumor (Chan & Park, 2013). Since the need for cognition sets off the use of
analvtical process, it can directly shape investment portfolio composition. Such investors will
therefore more hikely use the systematic approach of capital budgeting when evaluating
investment opportunities and are more hikely to diversify investments compared to those with a
low need for cogmition.

Dual process theory is of relevance in this study because it implies that individuals who are high
on cognition will seek out for information and are more likely to be influenced by a relevant
message while use of ntuition may be reduced by provision of relevant information to support
decision making through financil education smee individuals tend o rely on imtuition where
relevant mformation s lacking.

2.2 Empirical Review

Several scholars and researchers have studied the concept of financial literscy both glabally and

locally;

12
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2.2.1 Debt Management SKills and Growth of MSEs

Kibui {2013) sought to find out the effect of financial literacy and financial management of the
vouth enterprise development fund in Konoin Constituency Kenyo, A cross sectional descriptive
survey approach was used o find out the fmancial WMeracy and financial management of the
vouth enterprise development fund in Konoin constituency. A representative sample of 250
respondents was chosen using random sampling approach. The stdy adopled primary data
which was collected from the respondents by use of o detailed questionnaire which consisted of
both open ended and close ended questions. Data was then analyzed by use of regression analysis
amd descriptive statistics wis presented using mean, comelation, standard deviation and
percentages as well, The analvsis results were then visually presented in graphs, frequency tables
and charts. Based on the findings financial literacy greatly influenced the respondent™s ability to
manage debis, Most respondents indicated w fall behind with some bills and commitments while
others were able to keep thewr bills and commtments which show that there was low financial
literacy which caused i hard for respondents © comtrol debis effectively. Some of the
respondents provided that they experienced challenges in getting out of debis which were
represented by 380 indicating that financial [teracy was still low among the respondents. The
results on the frequency the respondents paid their bills on time were indicated by 3.60. On how
often respondents repaid the money they owe on time was represented by 3.00 of the respondents
which shows that respondents had problems managing their finances.

Lusardi and Tufino (2008) researched on Debt Literacy. Financial Experience and Ower-
indebiedness in America, The survey was felded in and the data were collected via a phone
interview from a sample of 1,000 U.S, residents. Weights were established to make the final
sample representative of the U.S. population with reference o income, gender. age, and other
evident traits such as household size. region. and marker size. Data was analysed and findings
made. The findings showed that there are sharp differences between male and female debt
lieracy levels. In every three questions, women were much unlikely to respond comectly than
men would, sometimes by as much as 20 percentage points. Furthermore, majority of women
indicated that they did not know the answer to the |iteracy questions. Since the survey covered
the entire age group, it ako investizgated gender differences among those respondents below the

age of 30 and those older than 63, The stody established that gender differences were significant
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among the young and the old therefore validating the findings in other rescarch abouwt the low
levels of literacy of women in youthful and aged generations (Lusardi and Mitchell, 2008;
Lusardi, Mitchell, and Curto, 2008). The findings also indicated that changes in debt over tme
and  seross ndividuals would not cedanly show that avome was  “overlevered” or
“underlevered.” Yet mperfections m fnancial markets and shocks might lead ndividuals to
deduce that their debe level was sub optimal, Some may saffer from credit construnts and loose
the power to borrow as muoch as they would like, Others may be hit by unforeseen negative
shocks and carry higher debt loads than they might otherwise prefer. The existing literature has
largely failed o consider that some may accumulate too much debt by being ignoramt of the
consequences of the choices they make.

Nyiambogd, Nyvamweyi, and Mjeru (2004) conducted an assessment of the role of financial
literacy on loan repayment by small and micro emerprises in Ngara, Nairobi County. A
descriptive research design was used and a sample of 30 M5Es was selected using stratified
random sampling technigue. The population of the study was in various strata which included:
hardware businessmen, clothes deakers, general retail rraders and others. A sell adminisiered
structured questionnatre was utilized to collect pnmary data from the respondents, Data analyvsis
was carried out using both descriptive and simple regression analysis, The study found out that
financial literacy training program had a direct influence on credit management skills of the
beneficiaries, The findings showed that fimancial literacy increased the MSEs capacity 1o
maintain invoicing ‘and billing records over the vears as indicated by a mean of 3.6667 and
standard deviation of 0.5164. The study also shows that self assessmem of customer credit risk
nereased at a mean of 4.5 and a standard deviation of 0.54772. The financial literacy initiative
assisted the MSEs to capture a great number of different customer groups. The study assumed a
direct linear relationship between entrepreneur financial literacy and loan repayment and also

focused on only one area in Narrobs County.
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2.3 Conceptual Framework

A diagrammatic representation of the both independent and dependent variables is known as
conceplual framework (Camp, 2001}, In the current study financial iteracy was operationalized
as debt management skills, bodgeting skills, book keeping skalls, savings skills, and the dependent
varable growth of MSEs operationalized as growth in sales revenue, accumulated assets, and

number of employees

Debt management skills

. Eﬂﬁ;;::;::rg:rﬂ“?“kmm e Growth in sales

; Adfects - ® Accumulated assels
offers, .
s Number of employees

¢  Knowledge on loan
Repayments
o effects of defauh

Cirowth of M3Ex in Kitui Town

{Independent variables) {Dependent vanable)
Figure 2.1: Conceptual Framework

231 Debt Management Skills

Debt mansgement &5 the capability (o undertake activities of an enterprise within a budget. A
plam is usually created to help people manage their debts especially those with too much debt,
often referred to as debt management plan { Bankrute, 20000, Sucuahi (200 3) found out that debe
management skill 15 an essential fmancial literacy measure that provides entrepreneurs with the
capacity to secure capital at a minimum cost. Researchers have established that majority of
Micro and Small enterprises owners/managers have inadequate fimancial literacy when it comes
to the aspect of accessing credit for their enterprises ( Assibey, 2010). However, the findings of
Sucuahi suggested that micro entrepreneurs are very much aware of the consequences and
penalties that come with poor debt management, One of the challenges that micro and small
enterprises owners/managers encounter in debt management is the nability to carry out accurate
calculations and low the level of numeracy skills mostly for the aged, female and less educated
population {Plakalovi, 2015).

Lusardl and Tufano (2009} in a study on Debt Literacy, Financial Experiences, and over

indehtedness among Americans found that only one-third of respondents in the target population
15
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could apply concepts of interest rates compounding o daily sivations or understand  the
workings of credit cands. Financially illiterate individuals are prone to borrowing too much and
generally use more expensive sources of finance that may impact negatively on their enterprises
performance and are also more likely 1o report excessive debt position or have the nability o
measure their debt position (FSD, 2008 Mastercard, 201 1)

232 Growth of Micro and Small Enterprise
There 15 a litthe agreement in the existing literature on how to measure growth hence most

previous studies have used a variety of distunct measures such as todal assers, sales, employment,
Earningsfincome, capital, and others {Berkham et al, 1996; Davidsson & Wiklond, 200d4;
Holmes & Zimmer, 1994). Growth of a firm is generally measured using absolite or relative
changes in sales, aesers. employment, productivity, profits and profit margins, 11 serves as an
measure of success of the entreprencur and the company as a whole, and it s also a measure of
the cconomic contribution of the firm to common good (Dunkelberg and Cooper, 1982).
Moreover, firm growth s measured throngh relatively objective and measurable attributes such
a5 growth in sales turnover, total azsets and employment size, These measures are comparative ly
incontestabie, the data tend to be easily accessible and it increases the scope for cross study
comparability (Freel & Bobson, 2004 ), Hence, the measurement of growth in terms-of changes in
the numbers of employees is objective, Interestingly, Olawale & Garwe, (20000 reports thai
estimates using employment size is similar 1o those that use sales besides growth in sales and
growth in the nomber of workers are highly correlated. Tn addition, sales growth 18 also easier 10
measure compared with some other ndicators and is much more likely o be recorded. Sales are
i pood indicator of size and growth (Olawale & Garwe, 20000 Delmar, Davidsson, & Gartner
{2003}, however supports the mportance of wsing maltiple growth indicators when studying firm
growth.

2.4 Research Gap
The main objective of this chapler was 1o review both the theoretical literature and empirical

literature on financial litgracy, Several researches such as those done by Kibui (20103, Lusardi &
Tufano (2ME), Nyamboga, Nyamweya, & Njeru (2014) . Lusimbo (2016), Siekei et af (2013),
Fatoki (2014) , Sucuahi (2003), Ahmed (20017},  Barte (2012},  Atandi (2017) offer some
evidence that financial literacy 15 an important determingnt in the performance and growth of
Micro and Small Entreprises.
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Based on the findings by Kibui (2013) financial lteracy greatly influenced the respondent’s
ability to manage debts. Lusardi and Tufano {2008) also argeed that imbalances in debt over time
and across individuals would not certainly show that anvone was “over levered™ or “under
levered ™ Yetl mmperfections m [inancial markets and shocks may lead mdwduals to conclude
that their debt level were minimal. Some may suffer from solvency constraints and be unable 1w
bormow as much as they wouold like. Others may be faced by unforeseen negative shocks and
convey huge debt loads than they might otherwise prefer. Bare (2012) indicated that most
enterprises had bow levels of financial literacy as revealed by madeguate financial records,
inadegquate monitoring of profit and losses ag well ag lack of sound cash management practices.
The vendors were also constricted o high interest loans. Myamboga, Myamweva, and Mjem
{2014} in their research findings indicate that financial Iiteracy increascd the MSEs ability to
maintain mvoicing and billing records over the years. Siekel, Wagoki, and Aquilars (2013)
established that Training in financial analysis, budgeting and credit management improved the
performance of micro-gnterprises. A ol has been writtén on financial lneracy as shown in the
foregoing. These sudies were caried oot mainly in developed countries and developing
countries in Africa. A critical review of literature show that several conceptual and contextual
gaps exist in the discourse of this subject. Existence of these conflicting findings creates the need

for further study which motivates this research study,
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter will discuss the way the study was planned, condocted and the procedures and
technigues utilized to address the rescarch problem. Tt will also describe the tools wsed for
carrying out the study, Specifically, it will address: the research design, the wrpet population,
sample design which contains sampling techniques, data collection instruments and proceduore,
pilt test, and data analysis and presentation,

3.2 Research Design
Descriptive survey design was employed in carrying out this study o achieve the set objectives.

According 1o Kothari (2008) descrptive research encompasses of surveys and lact-finding
inguiries and describes the state of affairs as it exists at present. A descriptive research design
helps to ascertain amd describe the characteristics of the variables of interest in a situation,
portrays the characteristics of a particular situation and it has the advantages of accuracy and
Fexibility,

Descriptive survey research desizns are used in preliminary and exploratory studies o enable
researchers o gather information, summarize, present and interpret it for the aim of clarification
{MNeaman, 2011} Mugenda & Muogenda (2003) on the other hand give the aim of descriptive
research as determining and reporting the way things are.

3.3 Target Population
A target populbstion s every member of a group of individuals, objects or items from which

samples are taken for measurement {Cooper & Schindler, 2004). The target popualation of this
study was 1448 MSEs operating in Kitui Town as per the records of County Government of

Kitui Business Data Bank, Kitui Town (as shown in appendix i)
A4 Sample and Sampling Technigue

Sample size 15 a given number of members or cuses from the target population which 1s carefully
selected so-as to he a representative of the whole population with the relevant characteristics. A
sample & consequently a smaller group obtained from the available population (Mugenda &
Mugenda, 2003}, The MSEs in Kitui are not homogensous and thus stratified sampling was used.

The strata were the business catepories from which the sample was selected.
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The resgarcher used simple random sampling to pick MSEs from the specified strata that was
involved in the study, The simple random sampling procedure was preferred because this
concepl grants unbised sampling and gives the research work more scientific feature thereby
making the validity of the research findings more concrete. Sample sze in each business
ciategory was determined by the proportion of the tolal in each category o the wotal population as
shown in the table 3.1 below.

Table 3.1: Sample Size
Husiness Business Code Population Sample  Category
Category size Percentage
100 100, 103, 104, 105,106,107, ... 199 655 142 45
200 200,205,210.215........258 403 87 28
3} 304,305, 306,309.313.314, ...320 1% 4 I
i} 204,402,403 402, 0 i 0
S00 504.505.506.512,515.517.518,524.527, 2003 44 14
532
LY B01,602,605,607.608 610611612613 12 24 B
Ty TO3,704, 7705, 706,707, TOE, 709 710,718 29 6B 2
BN B4, 205, 807 308, 809 27 b p
Tuotal 1448 33 Liv

Computation of sample size

T
Where,
M- Population, er-Margin of error and Confidence level of 95% and total population of 1448

MEEs, the sample size is 313 calculated as follows
1448

~ 1+ 144B(0.05)°

=313

3.5 Daia Collection Instruments and Procedures

For the purposes of this research, data was collected by use questionnaires. The questionnaires

1

were administercd to the respondents at the point of encounter with the respondent by research

assistants that were mained by the researcher. The respondents were owners in charge of the
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various MSEs, The data collection tools allowed a trade-off between cost. specd, accuracy,
detail, comprehensiveness, response rate, clarity and anonvmity which were useful for validity
and reliability. Permmssion 1o distribute questionnaires was sought through an introduction letter,

A6 Pilot Tesi
Filot testing was aimed at establishing the reliability and wvalidity of the research instruments,

Reliability is a measure of the extent to which a research instrument yields consistent results or
data after repeated trials (Borg, Gall & Gall, 2003), Kothan (2004}, states that validity is the
degree o which an instrument measures what it is sopposed o measure. A pilor test of
instruments was carried oul prior o the sctual admmistration of questionnaires on sody
respondents to gscertain validity and reliability. The test was carried out on 15 MSEs in
Machakos Town where the instruments were admimstered 1o the owners of the MSEs randomly
sclected to test the rehiability of the instruments in terms of achieving the rescarchers intended
ohjectives before the main data collection kicked off. The precision of data to be collected
lurgely depends on the data collection mstruments in terms of validity and relisbility {Cooper and
Schindler, 2003).

A.6.1 Reliahility
Relability 1 about stabality, consistency and dependability of daw; this i when the

measurements are not only accurate but also trustworthy, in such a way that somebody else using
the same measuring instruments shoukd obtain same or similar resuls (Newman, 2003). In other
words, a reliable instrument 15 one, which if consistent produces the same results 1f used with
same respondents on different occasions. Thus, reliable data is replicable; the study can be
repeated and yield same findings (Neuman, 2003). Cronbach’s alpha was used to test reliability
of the data collection instrument.

3.6.2 Validity

Validity s the magniiude o which inferences made on the basis of numerical scores are
approprate, meamngiol and wseful. Validity of the study is assessed depending on the purpose,
population and environmental characteristic in which measurement tikes place (Cohen, Manion,
& Morrison, 2000k Kothar ¢ 2004 ), states that validity 5 the most crtical erterion and shows the
extent to which an instrument measures what it s supposed to measure. Cohen et al, (2000}
states that to demonstrate content validity the research mstrument must convey that it fairly and
exhauvstively covers the domain or items that it purports to cover. To assess the validity, the
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researcher consulted the supervisor o deferming the validity of the instruments who offered
suggestions on content. The data collection instrument was edited appropriately as per the
sUperviEsors” recommendatons,
A.7 Data Analysis and Presentation
Data analysis refers o examining what has been collected and making inferences and
conclusions, (Kombo and Tromp, 2006). Cualitative dota was analyzed which involved
summarizing key findings, with the researcher focusing on frequent responses to the sses.
Quantitative data analysis mvolved data sorting, separation of the responsive questionnaires o
those which were not, Data was then edited and coded so as to minimize emrors during data entry
and processing. This was done using Statistical Package for the Sogial Sciences (IBM S5P55)
version 24iand mcans and standard devistions of the various wvariables gencrated. Deta
presentation involved organizing and assembling the selected data into diagrammatic displays
which were presented in the form of percentapes, pie charts and tables using descriptive
SLALISTICS.
The analytical model that was used was in the conformation of a regression model.

=act X +E (Muller & Stewart, 2006)

Wherne:

¥ = MSEs Growth, o= Constant/the intercept pomt of the regression line and the y-axis, i= the
slope/gradient of the regression line, X.= Debt management skills and £ = Error term
MSEs Growth = o + [ ( Debt manzgement skills) &
The strength of the relationship berween the dependent and the independent variable was
reasured by carrying out ftest and student’s t-distribution test at 5% level of significance and
5% level of confidence. The test was o0 determme whether the coetficients i, was significantly
different from zero and if so, it was concluded that there is a strong posuive relationship berween

the dependent and independent variables,
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CHAPTER FOUR
RESULTS

4.1 Introduction
The chapter presents the results of data analysis and findings in line with the objectives of the
study. The data was analvzed using the Statistical Program for Social Sciences (SPSS) version
24, by use ot both descriptive and inferential statistics. Descriptive. statistics such as frequency
distributions, percentage, mean and standard deviation were used, Tests on the data for the
assumplions of lingar regression were conducted and results were within the limits necessary for
Further statistical tests,
4.1 Response Rate
The study tanpeted a sample size of 313 respondents from which 213 filled in and retumed the
questionnaires making a response rate of 68 percent. This response rate was sufficient © draw
conclusions for the study, The response rate was representative and good for analysis and
reporting. According to Mugenda & Mugenda (2003), a rate of response of 50 percent &
sufficient for analysis and reporting at a rate of 60 percent 15 good and @ rate of response of 7
percent and over is excellent. From that assertion, the response rate was considered to be good.
4.3 Reliability Tesis
The pilot stedy sampled 15 MSEs in Machakos Town where the instruments were administered
o the owners of the MSEs randomly selected to test the reliabilny of the imstroments im terms of
achieving the researchers imtended objectives before the main data collection kicked off. This
was [ooensure that the instrument collects reliable and valid data. Beliability analysis was also
done using Cronbach’s Alpha which messures the intemnal consistency by establishmg i certain
item within a scale measures the same construct.
Table 4.1: Reliability Test Results

Research variables Number of iens Cronbach's Alpha Coefficient o
Girowth of SMEs 3 T4
Debt management skills 5] B39
22
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Table 4.1 shows the reliability test resuliz. Debt management skills had a=0. 839 and the
Cronbach's Alpha coefficient value of debt management =kills was greater than 0.7, From these
findings, Tt can be concluded that the data collection mstrament had adequate reliability for the
subsequent stages of analysis since the Cronbach's alpha value was greater than (0.7,

4.4 Background Information

The backaround information of respondents work experience, level of education and form of
business ownership was sought to establish ability of the respondents to give satisfactory
information on the effects of financial literacy on growth of small and micro enterprises in Kituj
Town, Kitui County.

4.4.1 Education Level of Respondents

DPretails about the education levels of respondents were obtained i order o establish whether the
respondents would [l the gquestionnaire and internalize the imended purpose with ease. The

results are presented in the Figure 4.1

Education Level of Respondents

Secondary Schood
Uthers 11%

%

Post-grad uate
A%

Figure 4.1: Education Level of Respondents

The findings in Figure 4.1 indicate that, 21% of the respondents were college centificate holders,
3% diploma, 18% were degree holders and 8% were post-graduste degree holders which is
equivalent to 4% of total respondents. 1 1% indicated secondary school level and 5% indicated

others whereby 3% were Technical and Vocational Training level and 2% mdicating primary
23
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school level, Based on the results of the stwdy with regard o the cducational levels of the
respondents, it is fair 1o allude that the respondents were well educated. This implied that they
could read and understand the guestions asked by the researcher as well as provide detailed and
in depth mformation that would greatly improve on the resulis of the study on the effects of
Mnancial literacy on growth of Micro and Small Enterprizes.

4.4.2 Period of Operation
The study sought to establish the perind the respondents have operated the enterprise. This

infarmation was considered relevant given that the longer the period they hiad worked in Micm
and Small Enterprises, the more familiar they would be with the effects of financial literacy on

growth of Micro and Small Enterprises.

Period of ﬂperatmn
0%, -| -
z _
S 308 .
P
& 20% o
m
£ I
;_ 10% - B Periad af Qperatian
1% "
Less than 2
2-5 years
EIS * - ll.]1.lcar:-
More than
10 years
Mo of Years

Figure 4.2: Number of vears the Enterprise has operated,

Based on Figure 4.2 above, slightly more than half of the respondents indicated that they had
operated Micro and Smuall Enterprises for a period of more than 6 years which accounted for
55%. This implies that they have gained essentinl knowledge and experience o operate the
enterprises. 45% of the respondents alluded that they had operated MSEs for a period of less than
5 vears. The findings indicated that the respondents had been in business for a period long
enough that they could be able to gauge the effects of financial literacy on growth of Micro and
Small Enterprises,
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4.4.3 Form of Business Ownership

The study sought o ascertain the form of business ownership of Micro and Small Enterprises in
Kitei Town, Kitui County. As shown in Figure 4.3 below, the findings revealed that majority of
the respondents 78% operated sole proprietorship busmmess. Thas implies that most Micro and
Small Enterprises’ entreprencurs prefer owning their busmess individually as opposed o co-
ownership through partnership or incorporating into limited company and joint ventores which
was represented by 1096, 8% and 4% respectively, This may be attributed 1o ease of establishing
and running sole proprictorship business though the growth is limited to capital invested.

Form of Business Ownership
TR
BPE =
-F~|'.|4:.I1I
ans 4
A0% 1O o
f f ﬁ‘“ | | "
& .
&ﬁ ‘fsﬁ.
#‘_t.
o«

Figure 4.3: Form of Bosiness Ownership

4.4.4 Number of Emplovees

The study also sought to find out the number of full time and part time employees the
respondents had. Results are as depicted in figure 4.4 below.
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Number of Employees

5%
0% 4
5% 1 —
0%
5%

8 Mumber of Employess

lm3s & oo 10 Mo than 10

Figure 4.4: Number of Employvees

From the findings, 60% of the respondents as shown above indicated that they had between | o
1 hoth part time and full time employees, 40 % of the respondents indicated that they had more
than 10 employees both parm time and full time employvees.

4.4.5 Gender of Employees

The study also sought to find oot the gender of employees involved in operation of the MSEs,
Eesulis are as depicted in figure 4.5
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Gender of Employees

mAIALE  ® FEMALE

Figure 4.5: Gender of Employvees

From the findings, 58% of the emplovees were females of which 36% among them were in
Micro enterprises and 32% of them m Small enterprises. 42% of the employees were Males
operating the MSEs of which 28% of them were in Micro enterprises and 14% of them in the
Small enterprises.

4.5 Descriptive Statistics

Descriptive analysis included an assessment of the MSEs financial literacy, debt management
skills, Descriptive measures mcluded mean, standard error of estimate, standard deviation,
skewness and kurtosis. Mean s a4 measure of central tendency used to describe the most
distinctive value in a set of values, Standard emor of mean is @ measure of reliability of the
research results, It s equal to the standard deviation of the popolation divided by the sguare root
of the sample size calculated as: SE= (5D} (of the population ysquare root (n). Standard deviation
indicates how far the distribotion 15 from the mean. Skewness is the computation of the
asymmeiry of probability distribution of an awthentic valued random variable around its mean.
Kurtosis shows the beight and sharpness of the central peak, in comelation o that of a standard
bell curve, Skewness and kurtosis are used to test the normality of o given data set or whether a

data set 15 modeled for normal distribation,
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4.5.1 Debit Management Skills and Growth of MSEs

Objective one of the study sought to establish the influence of debt management skills on the
growth of MSEs in Kitui Town, Descriptive statistical analysis was done to determine the effect
of each factor of debt management skills on the growth of MSEs.

4.5.1.1 Access Credit from Financial Institutions
The study sought o establish whether the respondents have accessed credit from fnancial

inst tutioms,

Access to credit from financial institutions

= YES
| KO

Figure 4.6: Access credit from financial institutions

From the results, majority of the respondents, 78.0% said that they have accessed credit from
financial institutions while 2205 have not accessed credit from financial institutions. This
implies majoriry of MSEs have sccess (o credit from financial mstitutions.

4.5.1.2 Training on Debt Management Skills
The study sought to establish whether the respondents had becn trained on debt management

skills, As shown in Figure 4.7 below, 35% of the respondents indicated that they had been
trmned on debt management skills, 65% of the respondents mdicated that they had not been
trained on debt management skills.
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Training on Debt Management Skills

mYES
N

Figure 4.7: Training on Debt Management SKills

4.5.1.53 Ratings on perception of respondents” level of debt management skills
The study sought 1o establish the perception of respondents” level of abildy m debt management.

Ratings on perception of respondents’ level
of ability on debt management skills

W Ratings on perception af respondents’ bavel of abilty on debt managerment skils

S h N

Mo level of Lo bevel of Aperage level of  Maoderately high High lewel of
competence —ng competence—little  competence — leved of COHTpetence -
epporience in the  cxperience in the some experience in competence - pood outenshe

skill area skill area the skill area sxparience in the  exparencs in the
skill area skl area

Figure 4.5: Ratings on perception of respondents”™ level of debt management skills
From Figure 4.8 above, the results indicate 104 of the respondents rated their perception on their
level of ability on debt management skills as no level of competence — no experience in the skill
area, 20% rated their perception on their level of ability on debt management skills as low level
of competence — little experience in the skill area, 28% rated their perception on their level of
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ability on de management skills average level of compelence — some experience in the skill
area, 27% rated their perception on their level of ability on debt management skills as moderately
high level of competence - good experience in the skill area and 9% rated thewr perception on
their level of ability on debt management skills as high level of competence - extensive
experience in the skill area. This implies that MSEs competence and experence on debt
management skills i not adequate enough hence a deliberate effort is required 1o equip MSEs
with adequate debt management sklls to enable them to bormow and repay wisely.

4.5.1.4 Descriptive Statistics on Debt Management Skills and Growth of MSEs
This section provides results of parameters used 1o ascertan the level of debt management skills,

Questionnaire items per objectives were put down in the form of statement using a 5-point
Likert-type scale ranging from (1) strongly disagree to (5} strongly agree. The mean score for
each parameter was derived nsing SPSS and the associated standard deviation based on the range
of responses. The results were as tabulated below

Table 4.2 Descriptive Statistics showing Debt Management Skills

Deht Management Skills Minimum Maximum Mean  Std. Dev
Dbt 15 imevitable m o business I .Mk 5000 33788 1.1393
My debt management 2kills have enabled me o .00 5000 22348 1.3917
pecess various sources of credit for my business

| compare the terms and conditions of various 1.0 5.00 4348 9949

financiers before buying their products and services
for my business.

Tam able w determine accurately the total deb 1.00 5.00 24304 1.4317
position of my business 1o date.

Multiple bormrowing from formal and mformal 1.00) 5.00 4. 1818 T390
sectors affect my debt repayment

| know the etfect detanlt on the loans | hormow | M 5,00 41338 8079

for my business.

The results of the study as shown in Table 4.2 revealed that the majority of the respondents of
the study concurred that they compare the erms and conditions of varions financiers before
buying products and services for their business. In addition, most of the respondents alluded that
multiple borrowing from formal and informal sectors affect debt repayment. More than halt of
respondents that is 67% alluded that debt was inevitable in their business while 48% of
respondents” ability to determine accurately the total debt position of their business was

questionable, This sugeests that accumulation of debt through multiple borrowings and failure to
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adhere to the purpose of the kean adversely affects debt repayvment which may hamper growth of
MSEs.

4.6 Growth of MSEs

The general objective of the study was to establish the effect of financial hiteracy on growth of
MSEs m Kitui Town, Kii County. In order o ascertain the growth of MSEs, the study sought
o establish how the respondents busmesses performed in relations with sales revenue.
Aoccumulated Assets and number of employees for the last four years.

Table 4.7: Average Annual Sales Revenue for the Last 4 years

Average Annual Sales Revenue for the Last 4 vears Frequency Percent
below 1000 26 12.2
between 10001 — 20000 47 220
between 200611 — 30000 47 220
between 30001 — SO00 39 183
ghove SO000 N 234
Total 213 100

As shown in table 4.7, the study finding revealed that on average 12.2% of the respondents
operating MSEs alluded that average annual sales revenue for the last four vear was below
10,000, 22.0¢% indicated that thewr sales revenue range between 10,001- 20,000 and 20,001 to
0000, 18.2% aliuded that their sales revenue range between 30,001 - 30,000 and a-guarier of the
respondent’s sales revenue was above 30,000,

Table 4.8: Accumulated Value of Asseis for the Last 4 vears

Value of Assets (K5h) Freguency Percent
<50, D00 79 37
SO.001 < 100,006 i B
DO OO <500, 000 M I
SOOLO0T <1, 000,000 21 I
Over 1,000,000 4 y 3
Total 213 104

Findings in Table 4.8 indicate that 72% of the MSEs surveyed had asset value of less than
ESh1ih, (0= with only 12% operating with asset valoe of over S00.006N=.
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Table 4.%: Duration in Business *Value Assets Creoss Tabulation

Value of assets
0 S0,001 100,001 500,001 Over
hhhhhhh <SOKK <I00000 <S00.000 <1000 1000000  Total
Dhuration in
Business -2 57 a3 14 4 ] [O8
2-5 24 22 15 fu | 67
610 10 9 £ 4 0 31
Chwer 10 1 2 0 0 7
Taotal 113 114 54 Al 1 213

A cross tabulation of duration in business and value of assets in Table 4.9 indicates a stagnation
in growth which may impact negatively on bosiness survival, Of the businesses that had been in
operation for 2-5 years 68.65% had not grown their assets bevond TO0UKK), of those that had
operated for 610 yvears 61.29% still have assets below KSh, 100,000 while of the 7 businesses
that had operated for more than 10 vears only 2 (28.537% ) have assets with a valee of more than
100,000, These results further indicate that of the 213 respondents only 32 (15.02% ) have grown
their assets (o 300,000 and above. This implies that volume of assets has not grown

proportionately with duration in business indicating stagnation.

Table 4.10; Number of Employees for the Last 4 Years

Mumber of Employees Froguency Percent
Below 3 emplovees 103 51
Between & - 10 emplovees bl 4]
Maore than 11 employess 17 b
Total 213 160

As shown in Table 4. 10 the study findings revealed that 51% of the M5SEs had an average of less
than 5 employees for the last four years, 419 indicated that the number of employees range
between 6-10 years while 8% indicated that the number of emplovees were more than 11
emplovees.
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Table 4.11: Assessment of the Overall Growth of MSEs

Overall growth of your Enterprise Minimum Maximum Mean  Std. Dey

Sales Revenue 100 4.(H) 21818 HT4T1
Accummlated Value of Asscrs 1.1 3.0 29848 [.OE413
Number of Employees .01 500 2909 [.24456

Valid M [ hstwise)

The overall assessment of the growth of MSEs over the list four year was undertaken by rating
the growth of MSEs i terms of Sales revenue, Accumulated Value of Assets and nomber of
employees, Questionnaire items per objectives were written in the form of statement vsing a 5-
point Likert-type scale ranging from (1) very low to (5) very high. The mean the finding of the
siudy revealed that growth of Sales revenne; Accumulated Value of Assets and number of
employvees were moderately rated between o range of 2,15 w 2.98. This implies that the M5SEs
arowth for that last four vears has been moderate.,

4.7 Regression Analysis

This section sought to establish the relationship between financial literaoy and growth of Micro
and Small enterprises in Kitul Town, Kitoi County. Repression analysis was applied using mean
score to determing the effect of independent variable (debt management skills) on dependent
variable (growth of MSEs) This was performed using the field data and the resulis interpreted
according to the B values, E? valoes, the beta values and F ragio ag the 0,03 kevel of significance.
Explanation and interpretation of the findings was given.

4.7.1 Maodel Summary

The study used o regression model 1o determine the correlation coefficient (R) and coefficient of
determmation (R of independent variables on the dependent variable.

Table 4.13: Regression analysis model summary

Model R R Square Adjusted R Square  Std. Evror of the Estimate

1 AT 228 204 1.03227

a. Predictors: (Constant), Debt Management Skills
The results for model summary indicated m Table 4.13, the Pearson’s Simple Correlation of
0477 indicates that financial literacy has a fairly strong positive comrelation with growth of
MSEs in Kitui Town. Kitui County, The findings further indicated that financial literacy explains

228% of the changes in growth of MSEs when other factors are held constant (R squared =
3
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(1228}, Hence, Growth of the MSEs is mainly explained by other factors not pan of the current

siticly,
4. 7.2 ANOVA Table
Analysis of varionce (ANOVA) was used 1o evaluate whether statistical model could be fitted o

i data set from which the data were sampled.
Table 4.14: Regression analysis ANOVA tabhe

Model Sum of Squares df Squares of Mean ¥ Sig.
| Regression 39068 4 o093 0.377 LICHye
Reswdual 135,328 127 106G
Tokal 175.295 131

a) Dependent Yariable: Growth of M5Es

b} Predictors: {Constant), Debt Management Skills
An F statistics of 8,377 was significant at 95% level of confidence (p value = 0,000 <0.05) which
indicates that the model was significant in predicting growth of MSEs.
4.7.3 CoefMficient Table
Beta coefficients were used to determine the cavsal effect of the mdependent varinbles on the
dependent variable. Tuable 4:15 below shows the values as extracted from SPSS.
Table 4.15: Regression Analysis Coetficient table

Model Unstandardized Coefficients Standardized Coefficients T Sig.
1 Std. Error Beta
{ Comstant) A02 1.502 534 594
Deht Munagement Skitls 281 82 281 3431 K1)

a, Dependent Variable; Growth of MSEs

The beta coefficient im Table 4.15 indicated a positive relationship between debt management
skills and growth of MSEs in Kitni Town, Kitui County with fi=(0.281. A regression model
adopted by this study was Y = [l + X, +E

From the data in the above table 4.15 the esmblished regression equation was Y= 0802+
281X, Whereby Y = the dependent variable {growth of MSEs)

X = Debt Management Skalls

F = error term
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From the regression equation it was revedled that bolding debt mansgement skills o a constant
gero, Growth of MSEs in Kitui Town would be ar 0,802, a unit increase in debt management
skills would lead to ncrease m growth of MSEs in Kitmi Town by a factor of 0.28]. The study
found that p-valoe was less than 0.05 for debt management skills which imdicated that debt
management skills influence growth of MSES in Kitui Town,

The optimal regression equation for this stody was stated as: Y= 00802+ 0,281 X, Where X, =
debt munagement Skills. This implies that imcreasing the debt management Skills by one unit
would increase the growth of MSEs by (0.281

4.8 Kesearch Cyuestions Besults and Discussion

The research questions that the study sought o answer 15 addressed in this section based on
regression analysis coefficient oniput on Table 4,15 above.

4.8.1 Debt Management Skills and the Growth of MSEs

The study hindings revealed that debt management skills had positive and statistically significam
effect on growth of MSEs in Kitui Town with f1=0.281 at P value 0.001 whach is less than 0.03.

It is on this basis that debt management skills were found 1o have significant effect on growth of

MSEs in Kitui Town,
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CHAPTER FIVE
5.0 DISCUSSIONS
Based on the siudy results, this study made varous discussions concerning MSEs financial
lmeracy and growth in Kitmi Town, Kii County. The discussions were in line with the
ohjectives of the study and the resulis disagreements or agréements with past studies were
showon.
5.1 Debt Management Skills and Growth of MSE=s
The first obective of the study was to establish the influence of debe management skills on the
growth of MSEs in Kitni Town, Descriptive analyszis indicated that three quarter of the
respondents had accessed credit from financial institutions although majority had not received
training on debt mamagement. These results differ with various studics which indicate lack of
access 10 financial services as one of the main problems facing MSEs in Kenya, There have been
several attempts to explain the limied access to credit by MSEs in Kenyi. These attempts have
mainly taken two arguably complimentary perspectives. The first highlights the prevalence of
factors imernal to MSEs such as the limiled capacity, ouireach and linkages by fnancial
intermediarics as the main impediment 0 MSEs access to credit (Ateno, 2001}, Unfriendly legal
and regulatory framework for financial services onderlies such impediments (Government of
Kenya, 2005), The second perspective also acknowledges the ssue of macro level constraints,
but highlights the greater explanatory powers of the relatively weakly MSEs Capacities including
inadequate tangible security and limited human capital ( Kimuyu & Omiti, 2000). Arguably, both
perspectives have enhanced the understanding of the factors that affect the likelihood of MSEs 1o
access eredit. However, focusing on either perspective has resulted to different conclusions on
the probable determinants of access o bank credit by MSEs. From the results of the study,
majority of MSEs who indicated 1o have aceessed credit from fmancial mstiutions mphed tha
they had limited ntermal and macre level constrains. Also this could be attrbuted to the
educational levels of the respondents as well as those who had hmited company registration
because they have the capacity to liaise with financial institutions for credit sdvancements. The
results of the study regarding the educational levels of the respondents showed that the
respondents were well educated, This implied that they cookd read and understand the credit

terms and requirements offered by the financial institutions since various financial institations
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such as the micro finance institutions have been advancing credit o MSEs and individoal
borrowers through organized groups which act as guarantors for the credit provided, This
concepl of group lending adopted by micro finance institutions has also led (o increased
consumplion of micro finance products snd the in depth information that micro fnance
institutions offer to those MSEs and other chents greatly improves on the uptake of the financial
products. Also this could be atnbuted w various Banks, digital mobile loan providers, Micm
hnance mstitutions, Sacco’s, NGOs and government ngencies efforts to support access to credit
by MSEs whereby some of these financial institutions have tailor made products which suit
MSEs credit needs.

The analy=is further revealed that the majority of the respondents of the study compare the rerms
and conditions of various financicrs before buying products and services for their business. In
addition, most of the respondents alluded that multiple borrowing from formal and nformal
sectors affect debt repayment. A number of respondents were inditferent on whether debt was
inevitable m ther business and were nol in a position to accurately determing their business debr
position. This could have been anributed w MSES being unable (o separate personal debt and
business debt appropriately especially those MSEs with multiple bormowing and those that have
sccessed credit for their business and used #t to cater for personal expenses,

The study findings revealed that debt management skills had positive and statistically signiticant
effect on growth of MSEs in Kitui Town, The study concurred with Lusardi and Mitchell (201 1)
who studied the impact of Iiteracy levels on entrepreneurs’ performance which revealed tha
persons of limited financial literacy are more prone 1o exploitations when it comes to debt
mardgement, savings and credit, and are not able (o admimster their resources competitively.
This suggests that accumulation of debt through multiple borrowings and failure to adhere to the
purpose of the loan sdversely affects debt repayment which may hinder growth of MSEs. The
study also concurs with Kibui (2013} who sought to find out the effect of financial literacy and
financial management of the youth enterpnse development fund in Konein Constituency Kenya.
Based on the findings financial literacy greatly mfuenced the respondent’s ability to manage
debes. Most respondents indicated to fall behind with some hills and commitments while others
were able to keep their bills and commitments which show that there were low debt munsgement

skills which made it difficult for respondents 1o manage debts.
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CHAPTER SIX
6.0 CONCLUSSIONS AND RECOMMENDATIONS
6.1 Conclusions
Based on the stody results, this study made various conclusions concerming MSEs Tinancial
literacy and growth in Kitui Town, Kitui County. The study concluded that majority of the MSEs
have accessed credit from financial institutions. These results differ with various past studies
which indicate lack of access to financial services s one of the main problems facing MSEs in
Eenva., From the resulis of the study, majorcity of MSEs who indicated o have accessed credit
from financial institutbons implied that they had limieed internal and macro level constrains. Also
this could be atrbuted o the educational levels of the respondents as well as those who had
limited company registriation because they have the capacity to liaise with financial institutions
for credit sdvancements. The results of the study regarding the educational levels of the
respondents suggested that the respondents were well educated. This led o conclusions that they
could read and understand the credit terms and requirements offered by the financial institutions
since various financial institutions such as the micro finance institutions have been advancing
credit 1o MSEs and individual borrowers throwgh organized groups which act as guarantors for
the credit provaded. This concept of group lending adopted by micro finance institutions has also
led o increased consumpiion of micro finance products and the in depth information that micro
finance mstitutions offeér o those MSEs and other clients greatly improves on the uptake of the
financial products. Ao this could be atributed o various Banks, digital mobile loan providers,
Micro finance mstitutions, Sacco’s, NGOs and govermnent agencies efforts 1o support aceess to
credit by MSEs whereby some of these financial mstitonions bave tailor made prodects which
suil MSEs credit needs.
The study concluded that most MSEs lack maining on debt management skills. This is because
MSEs competence and experience on debt management skills is not adeguate enough o enable
them to bormow and repay wisely. The study findings show that mapority of the respondents
compare the terms and conditions of various financiers before buying products and services for
their business and alko undertakes muliple borrowing from formal and informal sectors which
affects MSEs debt repayvment. The study. concluded that accumulation of debt through multiple
borrowings and failure 1o adhere to the purpose of the loan adversely affects debt repaymem

which may hinder growth of MSEs,
£l
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6.2 Recommendations

Based on the findings and conclusions that accumulation of debt through muliple borrowings
and failure to adhere © the purpose of the loan adversely affects debt repayment which may
hinder growth of MSEs, the stody recommends that financial providers, Micro Finance
Institutions and government agencies including Kenva Youth Employment and Opportunities
Project (KYEOQFP), National Indostrial Troimng Authority (NITA), Women Enterprise Fund
{WEF), Youth Enterprise Development Fund (YEF) and Uwero Fund should tram their MSEs
chients on the importance and mpact of negotiating with for better terms and enlighten them on
the different areas that they can seek negotiations. These areas wonld comprise of interest mates
reduction, period of repavment among others. They should alse rain M3Es on loan wiilization
and repayment which will have an advantage in the efficiency of the business and money
utilization, Under- and over-financing of specific purpose more likely encourages borrowers 1o
divert the loan to other purposes such as personal use, thereby wndermining repaymemt
performance. Moreover, the loan usage also affects the repayment rate. If the entire loan is used
for the imended activities. the repayment will be enhanced. By devoting the whole loan for
runming & busingss, it is possible o generate income and pertorm the business in o better way,
But, if the loan is used for unintended purpose like home consumption or repayment of other
loans for those MSEs with mukiple oans, it will hinder the repayment performance of the M5SEs,
6.3 Sugpestions for Further Studies

The following are the recommended as areas of further research:

In order to ephance the external validity in terms of peneralization of the study findings, it is
recommended that this study be replicated in MSEs drawn from other Counties in Kenya.

Further research can be done testing the effects of other variables such as money basics include
nomeracy and money management skills, portfolio choice and spending behaviors, Nnancial
products, and recourse and self-help (o ensure more reliability and accuracy of the data as well as
the results.

There 15 need to conduct a study of this kind bat targeting the mediom enterprises. Given that the
need for accurate book keeping and debt management increazes with the expansion of growth in
size of 4 business and therefore there is need o find oot how the medium enterprises are

performing in terms of the debt management,
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This study focused gencrally on Micro and Small enterprises in Kitui Town whereby gender of
MSE operators was not factored in any other aspect of the study. There is need to carry out a
study of this Kind but tarpeting the MSEs operated by either gender that is men or women in

Kitui Town to find owt: is it possible that women have better savings skills than men? Or men are

better financial planners than women? and vice versa,
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APPENDICES

Appendix i: Permission to Proceed for Data Collection

SOUTH EASTERN KENYA UNIVERSITY
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Masters of Business Administration

£ Director, Kitul Campus

Diear Wuatlya

RE: PERMISSION TO PROCEED FOR DATA COLLECTION

This is to acknowledge recelpt of your Master in Business Administration Proposal document entithed:
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Appendix ii: Questionnaire
PART 1: GENERAL INFORMATION

i Tdame ol the BOEIABSES: s enm e i s o o ptonad}
2. What s your highest level of educational qualification?
Post-graduate
Bachelor degree
Diploma

College certificate

LI O O

Secomdary School
3. Whart s your designation in the business. ..o
4. How long has vour business been in operation”
Less than 2 vears
2 -5 years

6 - 110 years

HIRINEN

More than 10 vears
J. What i the form of yvour business organization?
Sole proprictorship
Partnership

Private limited company

HiREAN

Joint venture

Others (speecify) ...

2
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6. How many emplovees does vour business corrently have?

Full-tme: Male..... T R emplovees
PRI s soagoh sinnor s s K emplovees

Part-tme: Male . ................... emplovees
Female..................... employees

PART [l: SECTION A: Debt Management Skills

7. Have you ever acoessed credit from any financial institutions?
YES [ ]
No o []

#. Have you recerved any tramning on debt management skills?

YES [ ]
NO []

1042

9. Please indicate your perception of your kevel of ability on debt management skills using

the following scale: 5 = High level of competence - extensive experience in the skill area

4 = moderately high level of competence - good experience in the skill arca, 3 = Average

level of competence - some experience in the skill area, 2 = Low level of competence -

little experience in the skill area, | = No level of competence — no experience in the skill

arca
High level of competence D
Moderately high level of competence |:|
Average level of competence D
Low fevel of competence ]:|
No bevel of competence ]:l

[0, Please mdicate the most sppropriste nomber that describes your business position in

terms of debt management on the scale of [-5: |= strongly disagree, 2= disagree, 3=

neutral, 4= agree, 5= strongly agree

23
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SN

Debt manazement Skills

Stromgly

[Msagree

§d

Dhsagree

Mentral

&
Slrongly

Agree

Dbt 15 inevitable in a business

fd

My debt management skills
have cnabled me o access
various sources of finance for
my business

I compare the erms and
conditions of vanoas financiers
before buying their products
and services for my business,

[ am ahle et determine
accurately the toral debt
position of my business to date.

Multiple borrowing from
tormal and informal
spetors affect my debt
repiyment

I know the effect defauk on the
louns 1 bomrow for my business,

SECTION E: Measuring MSE Growth

I1. How did your business perform in the folbowing area for the last four vears?

i} Average Annoal Sales Revenue in Kshs
Below 10,000

Between 10,001 20,000
Between 20,000 - 30,000
Between 30 001 - 50,000

Above 50,008}

iy Accumulated YValue of Assets in Kshs
50,0010

S0,000 < 100,000

54
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100.001<500,000  []

SOO,000 < 1,000,000 D

Over Loonoon [ ]

i) Number of Emplovees
Below 5 Employees |:|
Between 6-10 Employees |:|
Mare than 11 Employees [ ]
12, Please give yvour assessment of the overall growth of your organizaton over the last 4

years. on a scale of [-5: | = Very Low 2 = Low 3 = Moderate 4 = High 5 = Very High

- 4 3 2 |

Sales

Revenue

Accumm lated
Yalue af
T

Mumber  of
Emgplovees

13, What measurcs have you adopted within your business to encourage financial literacy in
vour bosiness?

14, What recommendations would yvou make to promote financial literacy among MSEs?

Thank you very much for sacrificing your precious time W answer my Juaestions.
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