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ABSTRACT 

There was little empirical evidence on the relationship between economic capital, reputation asset, 

capitalization, deposit mobilization and MFI overall performance, a gap that was filled by this study. The 

study was informed by the signaling theory, agency cost theory, efficiency theory and the economic model of 

firm performance. The study used descriptive research survey design and targeted 104 respondents in 

managerial positions from 13 deposit taking microfinance institutions in Kenya from where Yamame’s 

stratified sampling formula was used to get a sample size of 83 respondents. Primary data was collected 

using structured questionnaire while secondary data was collected by a secondary data collection sheet. 

Collected data was coded for accuracy of information at the end of every field data collection day and stored 

both manually and electronically. Computer software- Statistical Package for Social Sciences (SPSS) version 

24 was used in data analysis. Both descriptive and inferential statistics showed that all independent variables 

(economic capital, reputation asset, capitalization, deposit mobilization) significantly influenced MFIs 

performance (dependent variable). The study concluded that one; efficient use of economic capital as an 

effective loan loss provisioning strategy can significantly boost performance of deposit taking MFIs. Secondly, 

deposit taking MFIs that invest in reputation asset and jealously guard their corporate image to key 

stakeholders and its customers can realize a significant and sustained increase in their performance. Thirdly, 

effective use of deposit mobilization initiatives can assist deposit taking MFIs to attract and retain more 

customers, boost their deposit to loan ratio, and consequently have a steady firm performance. The study 

recommended that one; deposit taking MFIs should have adequate economic capital reserves through 

effective loan loss provisioning to act as buffers against loan delinquencies. Two, deposit taking MFIs should 

jealously guard their corporate image so as avoid incurring high reputation costs associated with brand 

erosion arising from poor public image; and lastly, deposit taking MFIs should craft viable deposit 

mobilization initiatives that can assist them to attract and retain more customers, boost their deposit to loan 

ratio, and consequently have stable firm performance. 
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INTRODUCTION 

Microfinance performance has attracted a lot of 

attention in both developed and developed 

countries. Historically, the provision of financial 

services through Micro Finance Institutions to those 

with least financial ability was begun by Professor 

Yunus in 1972. In his wisdom, Yunus started by 

giving the financially less fortunate loans who 

would not otherwise have had such an opportunity 

through the mainstream banking system (Yunus, 

2008).  

In Kenya, the IMFs Poverty Reduction Strategy 

Paper (2005) estimated that people living in poverty 

would have been a staggering 55.4 percent in Kenya 

by 2001 and later estimated to have risen to more 

than 56 percent in 2003. In a bid to address this 

desperate position of affairs, Parker et al. (2000) 

advised that MFIs can play the financing role of 

people’s economic options in addition to 

diversifying their incomes and overall improvement 

of their quality of life. 

Most MFIs in both developed and developing 

countries have come up to boost economic status 

of the low income earners thus  has attracted  a 

number of researches to determine their 

performance. In Latin America, a sample of 229 

microfinance institutions was analyzed based on: 

outreach, transparency and efficiency pillars. It was 

established since the year 2001, loan and savings 

grew at rate of 50 % and 137% respectively. This is 

widely considered as a successful rate of 

transformation. During the period, the microfinance 

institutions experienced positive return on assets. 

From 1988- 2006, banks covered 36% of the loans 

while the MFIs had 34.4%. In 2007-2013, banks had 

27.7% while MFIs had 47.6% (Kumar & Kabir, 2015). 

Sylvester (2010) also asserted that mobilization of 

deposits is one of the important functions of 

banking business. It is an important source of 

working fund for the bank. Deposit mobilization is 

an indispensable factor to increase the sources of 

the banks to serve effectively. The success of the 

banking greatly lies on the deposit mobilization. 

Performances of the bank depend on deposits, as 

the deposits are normally considered as a cost 

effective source of working fund. There are 

different types of deposits, with different maturity 

pattern carrying different rates of interests. Deposit 

mobilization is depending on the cost of deposits. 

To enhance profitability, banks take steps to 

minimize the expenditure and are forced to 

mobilize low cost deposits, a strategy that MFIs can 

also adopt to boost their performance. 

Research revealed that MFIs in Malaysia have 

operation self-sufficiency and have higher 

performance in terms of return on asset (ROA) and 

return on equity (ROE). All these studies used 

financial metrics in the measurement of 

performance of microfinance institutions. 

Accounting profitability was used as a high standard 

measure of financial sustainability (Cull et al., 2007). 

In Rwanda, recent statistics shows that financial 

sustainability of microfinance institutions has 

improved because of the support from the district 

focus for rural development policy inititated by the 

national government. More than half of them are 

self-financed and highly efficient and effective in 

terms of costs and operations, but more research 

has been suggested to assess the MFIs 

performance in both financial and non-financial 

measures (Tehulu, 2016). 

The Microfinance Act (2006) defines Microfinance 

finance institution or a deposit-taking microfinance 

business as a business in which the person 

conducting the business holds himself out as 

accepting deposits on a day-to-day basis. 

Microfinance banks are registered under the 

Microfinance Act (2006) and are not fully registered 

banks but are subject to many of the same 

conditions under the prudential control of the 

Central Bank, given that they use customer deposits 

to raise capital for independent loans (Alastair, 

2015). Microfinance banks accept demand deposits 

and use the deposits as a means to generate capital 

for the extension of credit to customers (Alastair, 

2015). 
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The Kenya’s microfinance sector comprises of 

slightly over 250 MFIs, with only 56 of these being 

registered with the Association of Microfinance 

Institutions, an umbrella body. In Kenya as at 

December 2015, there were12 deposits taking 

microfinance institutions. Among the major players 

in the sector, include Faulu Kenya, Kenya Women 

Finance Trust (KWFT), Small and Medium Enterprise 

Programme (SMEP), Rafiki Microfinance Bank, 

Century MFI, Sumac MFI bank limited, Uwezo MFI 

amongst others (Njenje & Bengi, 2016). Kenya’s 

Micro finance industry focuses on delivering 

financial services to low-income individuals and 

Micro and Small Enterprises (MSEs) engaged in non-

farm productive activities. Over time, MFIs have 

introduced significant innovations in products and 

services, which are patronized by Micro and Small 

Enterprises (Njenje & Bengi, 2016). The total assets 

of the microfinance sector registered a stable 

growth over the past three years with the sector 

being dominated by banks but of late, most deposit 

taking MFIs have continue to perform dismally. 

Statement of the problem 

Existing researches have shown that the 

microfinance industry, along with all the players in 

it, is quickly changing (Yenesew, 2014), because the 

number of microfinance service providers has also 

increased considerably and with the growth of the 

industry and the saturation of markets, increased 

competition has been documented in many 

countries.  In this regard, many microfinance 

institutions have secured high loan repayment 

rates, but, so far, relatively few earn profits posing a 

challenge to MFI’s sustainable growth (Addisalem, 

2015). 

Locally, the microfinance sector in Kenya has 

experienced extremely high competition evidenced 

by the shifting market share and profitability. The 

competition is among the MFIs sector, mainstream 

commercial banks and the telecommunication 

money transfer platforms such as Mpesa (Okombo, 

2015). According to AMFI (2013), while over the 

time credit-only institutions have been slowly 

improving, banks and deposit taking MFIs improved 

in 2010-2011 but then worsened slightly in 2011-

2013. As such, Microfinance banks in Kenya have 

also reported very high competitive pressure in 

terms of pricing since they have less flexibility to 

adjust prices due to their financial structure (IMFI, 

2013). In fact poor MFI performance has subjected 

most MFIs to total closure and downsizing of staff 

(Arsyad, 2015). 

To help address MFI performance issues, many 

studies have used firm characteristics (Olweny & 

Shipho, 2011), credit risk management (Gracia & 

Revilla,2016), asset quality and portfolio 

management to predict MFI performance (Mian, 

Haris & Muhammad, 2012),  it is still evident that 

some deposit taking Microfinance institutions  in 

Kenya still report dismal performance with some 

facing insolvency risks.  In this regard, there is little 

empirical evidence on the relationship between 

economic capital, reputation asset, capitalization, 

deposit mobilization and deposit taking MFI’s 

overall performance, a gap that this study 

endeavored to fill. 

Objectives of the Study 

The general objective of the study was to examine 

the influence of financial management dynamics on 

performance of deposit taking Microfinance 

institutions in Kenya. The specific objectives were; 

 To examine the influence of economic capital 

on performance of deposit taking Microfinance 

institutions in Kenya. 

 To determine the influence of reputation asset 

on performance of deposit taking Microfinance 

institutions in Kenya. 

 To assess the influence of capitalization on 

performance of deposit taking Microfinance 

institutions in Kenya. 

 To evaluate the influence of deposit 

mobilization on performance of deposit taking 

Microfinance institutions in Kenya. 

The study was guided by the following research 

hypotheses 

 H01: Economic capital does not significantly 

influence performance of deposit taking 

Microfinance institutions in Kenya. 
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 H02: Reputation asset does not significantly 

influence performance of deposit taking 

Microfinance institutions in Kenya. 

 H03: Capitalization does not significantly 

influence performance of deposit taking 

Microfinance institutions in Kenya. 

 H04: Deposit mobilization does not significantly 

influence performance of deposit taking 

Microfinance institutions in Kenya. 

LITERATURE REVIEW 

Efficiency Theory 

Efficiency theory/x-efficiency theory was 

developed by Harvey Leibenstein in 1966 to guard 

welfare of consumers from monopoly, thus 

product/prices competitions improved quality of 

products/services. The Efficiency Structure theory 

asserts that bank performance is not determined 

by the market concentration but by bank 

efficiency. This theory is also made up of two 

distinct hypotheses, namely X-efficiency and Scale–

efficiency (Olweny & Shipho, 2011). According to 

the X-efficiency hypothesis, a bank which operates 

more efficiently than its competitors can be more 

profitable due to lower operational costs. Such 

firms tend to gain larger market shares and thus 

higher market concentration, however it is argued 

that concentration alone should not lead to 

increased profitability (Olweny &Shipho, 2011). 

Athanasoglou et al. (2008) argue that with other 

factors held constant, the impact of concentration 

on profitability should be negligible. 

Thoraneenitiyan (2010) discusses that banks with 

better management and practices will be better at 

controlling costs and earning profits, thus “moving 

the bank closer to the best-practice, lower bound 

cost curve.” 

Agency Cost Theory 

The agency cost theory arose from the seminal 

contributions of Jensen and Meckling (1976). 

Agency cost theory assumes that firm’s financing 

structure can be used as a mechanism or vehicle by 

managers and investors solve the free cash flow 

problem. Agency theory explains that corporate 

form of organizations is illustrated by professional 

managers who have little ownership but are 

running business on behalf of shareholders 

(owners) who are extensively dispersed 

characterizes an archetypal principal-agent problem 

(Gedajlovic & Shapiro, 2002). Agency costs arises 

from separation of ownership and control, whereby 

managers maximize their own benefits or employ 

the firm’s resources for personal gains instead of 

maximizing value of firm or the shareholder’s 

wealth (Mian, Haris & Muhammad, 2012). 

Signaling Theory 

The signaling theory emanated from Arrow (1972); 

Spence1973). Signaling theory presupposes that 

best performing or profitable firms supply the 

market with positive and better information (Bini, 

Dainelli & Giunta, 2011). In addition, the signaling 

theory is one of the theories, which have a 

clarification for the association between 

profitability and capital structure (Alkhazaleh & 

Almsafir, 2014). This theory presupposes that a 

superior capital structure is an optimistic signal to 

market worth of the organization (Adeusi, Kolapo 

&Aluko, 2014). The signaling theory further 

postulates that majority of the profitable firms 

signal their competitive power through 

communicating new and important information to 

market. Thus, information is disclosed by means of 

specific indicators or ratios which, very often, 

measure specific conditions on which to enter into 

or renew the agency contract (Bini, Dainelli & 

Giunta, 2011). 

Economic Model of Firm Performance 

This study is based on economic model of firm 

performance by Santos and Brito (2012) where 

they posit that while there is a range of specific 

models, major determinants of firm-level 

performance include:  (1) characteristic of the 

industry in which the firm competes; (2) the firm's 

position relative to its competitors; and (3) the 

quality or quantity of the firm's resources. These 

also depend on industry variables (growth, 

concentration, capital intensity and advertising 
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intensity) and firm variables (firm size, 

diversification).  

Thus the typical economic model of firm 

performance explains that firm performance can 

be measured in terms of profitability, growth, 

market value, customers’ satisfaction, employee 

satisfaction, environmental and social 

performance. From the economic model of firm 

performance, this study will measure MFI 

performance in terms of profitability (ROA), market 

share growth and customer increase since satisfied 

customers are assumed not to leave a particular 

MFI with quality products and service that meets 

customer needs that translates to overall 

performance of the MFI in both financial and non-

financial terms. 

 

Figure 1: Conceptual framework 

 

Empirical Literature Review  

Podder and Mamun (2004) carried out a study on 

economic capital using loan loss provisioning 

system in Bangladesh banking where the findings 

were that classification of loans does not ensure the 

improvement of the loan default situation, since 

classification does not ensure collection. What 

classification does is to make a provision as per the 

Bangladesh Bank requirement and as such gets a 

tax exemption. The amount of provision is set aside 

from the profit before provision and taxes to write 

off the bad loan. Another reality is banks have to 

incur a huge amount of legal fees and this expense 

also reduces the net income of the banks and as 

such reduces the wealth of the banks' shareholders. 

In this process on a timely basis older classified bad 

loans may be written off first. If the actual provision 

kept is not sufficient to write off, then provision can 

be raised from the current year's profit by reducing 

that profit (Podder & Mamun, 2004). 

Miller and Noulas (2007) found that the more 

financial institutions being more exposed to high 

risk loans increases the accumulation of unpaid 

loans and decreases the profitability thus the need 

for effective employment of economic capital. This 

suggests that decline in loan loss provisions are in 

many instances the primary catalyst for increases in 

profit margins. Thus, the level of economic capital is 

an indication of a financial institution’s level of 

Economic capital 
 Capital employed to guard solvency risks 
 A priori loan loss reserve 
 MFI credit rating/net loss provision 

Reputation asset 
 Firm’s public perception over time 
 Stakeholders judgements/evaluations 
 Reputational risks and costs 

Capitalization 
 Bonus deposits/upfront investment 
 Increase of minimum contributions 
 Re-investment of profits 

Deposit mobilization 
 Varied deposits & savings products 
 Interest rate charged on each type of 

deposit 
 Cost of deposits/ Deposit to loan ratio 

Dependent Variable 
Independent Variables 

Performance of MFIs  
 ROA 
 Increase in customer base/market 

share growth 
 Net profits 
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solvency preparedness and signals changes in the 

future performance. 

Sabate and Puente (2013) asserted that there is 

inadequate empirical literature on the relationship 

between financial performance and corporate 

reputation, because of one, the lack of theoretical 

framework and two, the inappropriateness of the 

methodological tools employed in the explanation 

of the two-way relationship. According to these 

scholars, those two, puzzles can be seen as a 

problem of inconsistency. Indeed, the lag with 

which corporate reputation affects value and vice 

versa, the multiplicity of financial performance 

measures, the use of multi-sector samples and the 

variety of reputation constructs, could make 

empirical findings uncertain since there is no 

support of a firm theory, and the problem of 

endogeneity keeps unresolved. 

Gracia and Revilla (2016) study in in Spain and the 

United Kingdom (UK), found the relevance of bank 

reputation in the process of building reliability, 

trust, and value creation between banks and their 

stakeholders. Most of them evidenced a one-way 

positive effect of reputation on banks’ profitability 

or on retention and loyalty of customers. 

Mutebi, (2007) asserted that many studies have 

shown that savings is one of the most crucial 

financial needs of SACCOs since it provides seed 

capital which is an indication of their usual lack of 

access to formal institutional credit. Thus with an 

improved financial system, SACCOs savings is 

boosted which is vital for their expansion and 

growth. In Kenya especially, SACCOs are important 

agents of job creation and official policy that 

provides impetus for savings cannot be 

overemphasized. Some SACCOs compel their 

members to save and then lock-in their savings until 

it is their turn in the rotation to be paid or when 

they leave the organizations (Mutebi, 2007). 

Porteous, Collins, and Abrams (2010) also found 

that supervision of financial lending institutions is 

ensuring that customers’ savings are safeguarded 

especially when they are invested for income; and 

The Center for Financial Training (2010) argues that 

inefficiencies or frustrations by these entities can 

lead to a disincentive to save by capitalization 

among the citizens thereby affecting the levels of 

investments adversely and impacting financial 

performance negatively. 

Wale (2015) asserted that deposit mobilization 

(Deposit to loan ratio) sustainability of MFIs 

depends on their saving mobilizing capacity. 

Deposit to loan ratio is an important indicator for 

MFIs that mobilize deposits and measures that 

portion of the MFIs portfolio funded by deposits. 

The higher the ratio the greater is the MFIs 

capability to fund it loan portfolio from its deposits 

and enhances commercialization of microfinance 

operation. Thus, higher ratio brings down the cost 

of funds and helps MFIs to rely on internal funding. 

Deposit mobilization has now becoming more 

important in Ethiopia as commercial banks seem to 

be reluctant to fund MFIs portfolio through their 

debt. Some commercial banks lent to MFIs, with 

strong third-party guarantee, an initiative meant to 

boost MFIs performance (Wale, 2015). 

Laura, Alfred and Sylvia (2009), to mobilize more 

deposits, financial institutions offer a range of 

savings products that are tailored to their particular 

clientele. They offer the widest variety of 

specialized savings products, so that their 

customers have a choice between immediately 

accessible, liquid products, or semi-liquid accounts 

or time deposits with accordingly higher interest 

rates. Simple and clear design of basic savings 

products enables depositors to easily select the 

product that best suits their needs. The simple and 

transparent design of the savings products also 

enables staff to administer them with ease, 

reducing administrative costs. 

From Katang and Ntui (2008) study, commercial 

banks take deposits from individual and 

institutional customers, which they then use to 

extend credit to other customers. They make 

money by earning more in interest from borrowers 

than they pay in interest to those whose deposits 

they accept. They are different from investment 
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banks and brokerages in that those kinds of 

institutions focus on underwriting, selling, and 

trading corporate and municipal. Therefore, one of 

the most important ways leading to financial 

performance is the effective use of deposit 

mobilized extended to customers as generation of 

interest. 

METHODOLOGY 

In this study, the researcher used descriptive 

research survey design. The target population or 

those cases that contain the desired information 

consisted of 13 established deposit taking MFIs 

also known as microfinance banks (MFBs) in Kenya 

which were all headquartered in Nairobi City 

County. The researcher used structured 

questionnaires to collect primary data. Primary 

data relevant for analysis was obtained from 83 

senior employees of 13 deposit taking MFIs. 

Regression and correlation analysis was used to 

determine both the nature and the strength of the 

relationship between variables. Correlation analysis 

is usually used together with regression analysis to 

measure how well the regression line explains the 

variation of the dependent variable. The linear and 

multiple regression plus correlation analyses were 

based on the association between two (or more) 

variables. SPSS version 24 is the analysis computer 

software that was used to compute statistical data. 

Regression Model 

Y = β0+β1X1+β2X2+β3X3+ β4X4 + e  

Y = Performance of MFIs 

β0 = Constant 

X1 = Economic capital 

X2 = Reputation asset 

X3= Capitalization 

X4 = Deposit mobilization  

{β0-β5} = Beta coefficients 

e = the error term  

FINDINGS AND DISCUSSIONS 

Descriptive statistics; economic capital and MFI 

performance 

These are summarized statistics on respondents’ 

perceptions of economic capital’s influence on MFI 

performance.

Table 1: Descriptive Statistics: Economic Capital 

Statement 5 4 3 2 1 Mean SD 

Capital employed to guard solvency 
risks affects the ROA of  this MFI 

10(12.7) 40(50.5) 6(7.6) 19(24.1) 4(5.1) 3.42 0.839 

Provisioning for bad debts affects MFI’s 
ROA 

11(13.9) 41(51.9) 5(6.3) 17(21.6) 5(6.3) 3.46 .964 

The MFI always reserves specific 
amount of capital that it needs to 
ensure that it stays solvent given its risk 
profile. 

8(10.1) 44(55.6) 7(8.9) 16(20.3) 4(5.1) 3.46 0.884 

MFI’s financial experts converts a given 
risk to the amount of capital that it's 
required to support the risk 

12(15.2) 42(53.1) 4(5.1) 18(22.8) 3(3.8) 3.53 0.919 

Provision expenses expressed as Loan 
Loss Provisioning Expenses over 
Average Gross Portfolio affects MFI 
ROA 

10(12.6) 45(57.0) 7(8.9) 15(19.0) 2(2.5) 3.58 0.820 

Generally, the MFI’s economic capital 
influences its financial performance 

9(11.4) 42(53.2) 8(10.1
) 

17(21.5) 3(3.8) 3.47 0.872 

Valid listwise 79 

 

Most respondents agreed (50.5%) and strongly 

agreed (12.7%) that capital employed to guard 

solvency risks affects the ROA of this MFI, while 

51.9% further agreed that provisioning for bad 

debts affects MFI’s ROA, implying that capital 

employed to guard solvency risks plus provisioning 
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for bad debts really influences MFIs’ return on 

asset. This was also reinforced by 57.0% of 

respondents who agreed that revision expenses 

expressed as Loan Loss Provisioning Expenses over 

Average Gross Portfolio affects MFI ROA. 

More so, 55.6% agreed that MFI always reserves 

specific amount of capital that it needs to ensure 

that it stays solvent given its risk profile, while 

53.1% agreed that MFI’s financial experts converts a 

given risk to the amount of capital that it's required 

to support the risk, implying that those MFIs that do 

not adhere to capital reserves and capital risk 

conversions may not realize a return on their assets. 

Lastly, most respondents agreed (53.2%) and 

strongly agreed (11.4%) that generally, the MFI’s 

economic capital influences its financial 

performance. This is supported by Elizalde & 

Repullo, 2016) assertion that economic capital is a 

measure of risk in terms of capital, that is, it is the 

amount of capital that a company (usually in 

financial services) needs to ensure that it stays 

solvent given its risk profile. The measurement 

process for economic capital involves converting a 

given risk to the amount of capital that it's required 

to support it. The calculations are based on the 

institution's financial strength (or credit rating) and 

expected losses which can be also be cushioned by 

loan loss provisioning in cases of financial lending 

institutions like MFIs  that may suffer financial 

losses. 

Descriptive statistics; reputation asset and MFI 

performance 

These are summarized statistics on respondents’ 

perceptions of how reputation asset can influence 

on MFI performance. The responses are 

summarized in table 2. 

Table 2: Descriptive Statistics reputation asset 

Statement 5 4 3 2 1 mean SD 

MFI’s public perception over time affects 
its market share  

7(8.9) 41(51.8) 7(8.9) 19(24.1) 5(6.3) 3.33 0.929 

Internal and external stakeholders 
judgements about our MFI affects its 
market value 

8(10.1) 45(57.0) 8(10.1) 16(20.3) 2(2.5) 3.53 0.811 

The MFI’s asset based evaluations 
affects its financial performance 

10(12.7) 42(53.1) 6(7.6) 17(21.5) 4(5.1) 3.47 0.917 

The MFI’s reputation costs influence its 
financial performance 

9(11.4) 44(55.7) 8(10.1) 15(19.0) 3(3.8) 3.52 0.848 

Reputations risks have an influence on 
MFI financial performance 

12(15.2) 40(50.6) 5(6.3) 18(22.8) 4(5.1) 3.48 0.953 

Generally, the MFI’s reputation asset 
influences its overall performance 

11(13.9) 39(49.4) 6(7.6) 20(25.3) 3(3.8) 3.44 0.929 

Valid listwise 79 
 

From table 2, most respondents agreed (51.8%) and 

strongly agreed (8.9%) that MFI’s public perception 

over time affects its market share, meaning that 

poor public image can negatively affect MFI growth.  

This was also supported by 57.0% of respondents 

who agreed that internal and external stakeholder’s 

judgements about our MFI affect its market value, 

because they too act marketers of the MFI. 

More so, 53.1% agreed that MFI’s asset based 

evaluations affects its financial performance, while 

55.7% of respondents agreed that MFI’s reputation 

costs influence its financial performance, implying 

that asset based evaluations and poor MFI’s public 

image can make it experience high reputation costs 

trying to redeem its image; thus impacting on its 

growth. This was reinforced by 50.6% of 

respondents who agreed that reputations risks have 

an influence on MFI financial performance. 

Further, 49.4% and 15.2% of respondents agreed 

and strongly agreed respectively that generally, the 
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MFI’s reputation asset influences its overall 

performance, implying that poor MFI’s corporate 

image can make it experience high reputation costs 

trying to redeem its image. This is supported by 

Pradhan (2016) assertion that corporate reputation 

emerged as an assessment of overall firm’s actions 

by all its stakeholders because of the value and 

actions generated by its identity (goals and 

missions) and safeguarded by its corporate image 

(communications and practices), thus many 

researchers have been concerned with the role of 

reputation as a company asset that can also 

influence firm performance.  For instance, poor 

public image can make an existing business firm 

incur a lot of reputational costs to redeem its public 

image and attract customers. 

Descriptive statistics; Capitalization and MFI 

performance.  

These were summarized statistics on respondents’ 

perceptions of how capitalization can influence on 

MFI performance. The responses were summarized 

in table 3. 

Table 3: Descriptive statistics; Capitalization 

Statement 5 4 3 2 1 mean SD 

The MFI has adopted a viable 
capitalization policy  

7(8.9) 41(51.8) 7(8.9) 18(22.8) 6(7.6) 3.32 0.851 

The MFI encourages members to 
engage in bonus deposits 

12(15.2) 39(49.3) 5(6.3) 19(24.1) 4(5.1) 3.46 0.964 

The MFI normally floats shares to 
members of the public 

10(12.7) 43(54.3) 7(8.9) 16(20.3) 3(3.8) 3.52 0.873 

The MFI encourages members to 
raise minimum contributions 

8(10.1) 42(53.2) 5(6.3) 19(24.1) 5(6.3) 3.37 0.946 

The MFI engages in re-investment 
of profits 

9(11.4) 44(55.7) 6(7.6) 17(21.5) 3(3.8) 3.49 0.873 

Generally, capitalization policy 
significantly influence MFI 
performance 

11(13.8) 45(57.0) 4(5.1) 15(19.0) 4(5.1) 3.56 0.906 

Valid listwise 79 
 

From table 3, most respondents agreed (51.8%) and 

strongly agreed (8.9) that the MFI has adopted a 

viable capitalization policy while 49.3% and 15.2% 

of respondents agreed and strongly agreed 

respectively that the MFI encourages members to 

engage in bonus deposits as a perceived 

capitalization measure aimed at boosting MFI 

customer and capital base. 

More so, 54.3% and 12.7% of respondents agreed 

and strongly agreed respectively that the MFI 

normally floats shares to members of the public, 

while 53.2% respondents agreed that the MFI 

encourages members to raise minimum 

contributions and a further 55.7% of respondents 

agreed that the MFI engages in re-investment of 

profits, implying that MFIs’ floating shares to the 

public and encouraging members to raise minimum 

contributions can effectively make MFIs raise their 

capital and attract more customers.. 

Further, 57.0% and 13.8% of respondents agreed 

and strongly agreed that generally, capitalization 

policy significantly influence MFI performance. This 

is supported by Mutebi, (2007) who  asserted that 

many studies have shown that savings is one of the 

most crucial financial needs of SACCOs since it 

provides seed capital which is an indication of their 

usual lack of access to formal institutional credit. 

Thus with an improved financial system, SACCOs 

savings is boosted which is vital for their expansion 

and growth. In Kenya especially, SACCOs are 

important agents of job creation and official policy 

that provides impetus for savings cannot be 

overemphasized. Some SACCOs compel their 

members to save and then lock-in their savings until 
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it is their turn in the rotation to be paid or when 

they leave the organizations (Mutebi, 2007). 

Descriptive statistics; Deposit mobilization and 

MFI performance 

These were summarized statistics on respondents’ 

perceptions of how deposit mobilization can 

influence on MFI performance. The responses were 

summarized in table 4. 

Table 4: Descriptive statistics: Deposit mobilization 

Statement 5 4 3 2 1 mean SD 

The MFI takes its services to the 
people through its accessible, 
affordable and flexible service 
provision. 

7(8.9) 44(55.7) 6(7.6) 17(21.5) 5(6.3) 3.39 0.914 

Interest rate charged on each type 
of deposit influence MFI financial 
performance 

10(12.7) 41(51.8) 5(6.3) 19(24.1) 4(5.1) 3.43 0.843 

Deposit to loan ratio influence MFI 
financial performance 

9(11.4) 43(54.4) 8(10.1) 16(20.3) 3(3.8) 3.49 0.861 

Type of deposits & their maturity 
period  influence MFI financial 
performance 

8(10.1) 40(50.6) 7(8.9) 20(25.3) 4(5.1) 3.35 0.921 

The cost of deposits/savings 
influence MFI financial performance 

12(15.2) 39(49.4) 5(6.3) 18(22.8) 5(6.3) 3.44 0.885 

Generally, effective deposits 
mobilization  influences MFI 
financial performance 

10(12.7) 42(53.2) 8(10.1) 17(21.5) 2(2.5) 3.51 0.845 

Valid listwise 79 
 

From table 4, most respondents agreed (55.7%) and 

strongly agreed (8.9%) that the MFI takes its 

services to the people through its accessible, 

affordable and flexible service provision; while 

51.8% agreed that interest rate charged on each 

type of deposit influence MFI financial 

performance,. 

Further, 54.4% of respondents agreed that deposit 

to loan ratio influence MFI financial performance, 

while 50.6% of respondents agreed that type of 

deposits & their maturity period influence MFI 

financial performance, implying that well balanced 

deposit to loan ratio and varying deposit measures 

influence MFI growth. 

More so, 49.4% and 15.2% of respondents agreed 

and strongly agreed respectively that the cost of 

deposits/savings influence MFI financial 

performance, implying that varying deposits plus 

the cost of deposits has a bearing on MFIs’ growth. 

Lastly, most respondents agreed (53.2%) and 

strongly agreed (12.7%) that generally, effective 

deposits mobilization influences MFI financial 

performance. This is supported by Kazi (2012) 

assertion that, in the banking sector, deposit 

mobilization is a good scheme intended to 

encourage customers to deposit more cash with the 

bank and this money in turn will be used by the 

bank to disburse more loans and generate 

additional revenue for them. The main business for 

banks is accepting deposits and granting loans. The 

more the loans the banks disburse the more profit 

they make. Also, banks do not have a lot of their 

own money to give as loans. They depend on 

customer deposits to generate funds for granting 

loans to other customers, thus must have effective 

deposit mobilization initiatives. 
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Inferential Analysis 

Table 5: Correlations 

  Economic 
Capital 

Reputation 
Asset Capitalization 

Deposit 
mobilization 

MFI 
performance. 

Economic capital Pearson 
Correlation 

1     

Sig. (2-tailed)      

N 79     

Reputation asset Pearson 
Correlation 

.631** 1    

Sig. (2-tailed) .000     

N 79 79    

Capitalization Pearson 
Correlation 

.623** .644** 1   

Sig. (2-tailed) .000 .000    

N 79 79 79   

Deposit 
mobilization 

Pearson 
Correlation 

.648** .643** .838** 1  

Sig. (2-tailed) .000 .000 .000   

N 79 79 79 79  

 MFI performance. Pearson 
Correlation 

.809** .769** .824** .786** 1 

Sig. (2-tailed) .000 .000 .000 .000  

N 79 79 79 79 79 

**. Correlation is significant at the 0.01 level (2-tailed). 
 
 

Multiple regression analysis 

Multiple regression analysis was computed to 

assess the multiple influence of the study’s 

independent variables (economic capital, 

reputation asset, capitalization, deposit 

mobilization) on the dependent variable 

(performance of deposit taking Microfinance 

institutions in Kenya). This was after the 

compulsory assumptions of multiple regression 

analyses were checked and met. The multiple 

regression results were shown in table 6.  

Table 6: Multiple regression analysis 

Model Summary 

Model R R Square 
Adjusted R 

Square 
Std. Error of 
the Estimate 

Change Statistics 

R Square 
Change F Change df1 df2 

Sig. F 
Change 

1 .897a .805 .795 .56826 .805 76.515 4 74 .000 

ANOVAb 

Model Sum of Squares Df Mean Square F Sig. 

1 Regression 98.833 4 24.708 76.515 .000a 

Residual 23.896 74 .323   

Total 122.730 78    
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a. Predictors: (Constant), Deposit mobilization, Reputation asset, Economic capital, Capitalization 

b. Dependent Variable: Performance of MFIs 

 

Multiple regression analysis in table 6 showed the 

multiple regression results of the combined 

influence of the study’s independent variables 

(economic capital, reputation asset, capitalization, 

deposit mobilization). The model’s  R squared (R2 ) 

is 0.805 which shows that the study explains 80.5% 

of variation in performance of deposit taking 

Microfinance institutions in Kenya, while other 

factors not in the conceptualized study model 

accounts for 19.5%, hence, it is a good study model. 

Moreover, Analysis of Variance (ANOVA) showed 

the mean squares and F statistics significant (F = 

76.515; significant at p<.001), thus confirming the 

fitness of the model and also implies that the 

study’s independent variables (economic capital, 

reputation asset, capitalization, deposit 

mobilization) have significant variations in their 

significant contributions to performance of deposit 

taking Microfinance institutions in Kenya. 

Further, the values of unstandardized regression 

coefficients with standard errors indicated that all 

the study’s independent variables (economic 

capital; β = 0.371 (0.069) at p<0.05; reputation 

asset; β = 0.251 (0.074) at p<0.05; capitalization; β = 

0.381 (0.116) at p<0.05, deposit mobilization; β = 

0.424 (0.102) at p<0.05) significantly influenced 

performance of deposit taking Microfinance 

institutions in Kenya (dependent variable). 

Therefore, the study’s final multiple regression 

equation was; 

 (v) y= 0.444 +0.371X1+0.251X2+ 0.381X3 + 0.424X4  

Where; 

y= performance of deposit taking Microfinance 

institutions in Kenya 

X1= economic capital 

X2= reputation asset 

X3= capitalization 

X4= deposit mobilization 

Table 7: Coefficientsa 

Model 

Unstandardized Coefficients Standardized Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) .444 .197  2.249 .027 

Economic capital .371 .069 .393 5.401 .000 

Reputation asset .251 .074 .266 3.380 .001 

Capitalization .381 .116 .354 3.281 .002 

Deposit mobilization .424 .102 .411 4.138 .000 

a. Dependent Variable: Growth of MFIs 
 

Hypothesis testing, interpretation and discussions 

First, study hypothesis one (H01) stated that 

economic capital does not significantly influence 

performance of deposit taking Microfinance 

institutions in Kenya. Multiple regression results 

indicated that economic capital has significant 

relationship with performance of deposit taking 

Microfinance institutions in Kenya; (β = 0.371 

(0.069) at p<0.05). Hypothesis one was therefore 

rejected. The results indicated that a single increase 

in economic capital will lead to 0.371 unit increase 

in the performance of deposit taking Microfinance 

institutions in Kenya. 

Secondly, study hypothesis two (H02) stated that 

reputation asset does not significantly influence 

performance of deposit taking Microfinance 

institutions in Kenya. Multiple regression results 

indicated that reputation asset has significant 

relationship with performance of deposit taking 

Microfinance institutions in Kenya; (β = 0.251 

(0.074) at p<0.05). Hypothesis two was therefore 

rejected. The results indicated that a single 
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improvement in MFI’s reputation asset will lead to 

0.251 unit increase in the performance of deposit 

taking Microfinance institutions in Kenya. 

Thirdly, study hypothesis three (H03) stated that 

capitalization does not significantly influence 

performance of deposit taking Microfinance 

institutions in Kenya. Multiple regression results 

indicated that capitalization has significant 

relationship with performance of deposit taking 

Microfinance institutions in Kenya; (β = 0.381 

(0.116) at p<0.05). Hypothesis three was therefore 

rejected. The results indicated that a single 

improvement in MFI capitalization initiatives will 

lead to 0.381 unit increase in the performance of 

deposit taking Microfinance institutions in Kenya. 

Fourthly, study hypothesis four (H04) stated that 

deposit mobilization does not significantly influence 

performance of deposit taking Microfinance 

institutions in Kenya. Multiple regression results 

indicate that deposit mobilization has significant 

relationship with performance of deposit taking 

Microfinance institutions in Kenya; (β = 0.424 

(0.102) at p<0.05). Hypothesis four was therefore 

rejected. The results indicated that a single 

improvement in MFIs’ deposit mobilization 

initiatives will lead to 0.424 unit increase in the 

performance of deposit taking Microfinance 

institutions in Kenya. 

CONCLUSIONS AND RECOMMENDATIONS 

First, the study concluded that efficient use of 

economic capital as an effective loan loss 

provisioning strategy can significantly boost 

performance of deposit taking MFIs. Secondly, 

deposit taking MFIs that invest in reputation asset 

and jealously guard their corporate image to key 

stakeholders and its customers can realize a 

significant and sustained increase in their 

performance. Thirdly, deposit taking MFIs that craft 

feasible capitalization initiatives can boost their 

seed capital and enhance their overall financial and 

non-financial performance. Lastly, effective use of 

deposit mobilization initiatives can assist deposit 

taking MFIs to attract and retain more customers, 

boost their deposit to loan ratio, and consequently 

have a steady firm performance. 

First, deposit taking MFIs should have adequate 

economic capital reserves through effective loan 

loss provisioning to act as buffers against loan 

delinquencies. Secondly, deposit taking MFIs should 

jealously guard their corporate image so as avoid 

incurring high reputation costs associated with 

brand erosion arising from poor public image. 

Thirdly, deposit taking MFIs should craft feasible 

capitalization initiatives that can enhance their 

capital base and consequently improve their overall 

financial and non-financial performance. Fourthly, 

deposit taking MFIs should craft viable deposit 

mobilization initiatives that can assist them to 

attract and retain more customers, boost their 

deposit to loan ratio, and consequently have stable 

firm performance. 

Areas for further research 

First, a longitudinal study can be done on Micro 

finance banks in Kenya using time series data for a 

span of five years to assess the efficacy of these 

financial management practices on financial 

performance of Micro finance banks. Secondly, a 

similar study can be replicated in Savings and 

Cooperative Societies in Kenya so as to compare 

results. 
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