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Abstract

Growth of Microfinance in most countries especially Kenya has been a challenge which is contrary to their vision
on creation and more so their goals and that of the firm which is profit maximization that only comes true
through various aspects of growth. The study basically examined the factors affecting the growth of the
Microfinance institutions operating in Kenya, with the main focus on Micro finances within Nairobi County. The
main objective of the study was to fill this gap. It was only limited to the two objectives that the study intended
to explore. These include leverage and financial literacy. Various theories done by other researchers in regard to
this topic have been highlighted here and include; trade-off theory and theory of financial literacy. The study
used a descriptive design where data was collected by questionnaires which were distributed to the respondents
in return of responses. The study population was the microfinance institutions in Nairobi County. The study used
sample size of 20% from 180 target population of the microfinance institutions. The study comprised of 36 staff
from top, middle and lower level of microfinance institutions were the representative of the due population of
the microfinance institutions in Nairobi County. The study used stratified random sampling technique. The study
used both primary and secondary data for easy data collection, analysis, presentations and discussion of the
research findings. The primary data and financial and income statements panel data covering five-year period
were summarized and ratios calculated and analyzed using SPSS version 21 to produce inferential statistics using
multiple regression analysis so as to determine the relationships between dependent and independent variables.
The findings of this study showed that there was a positive and significant relationship between leverage,
financial literacy and growth of micro financial institutions in Kenya. The study concluded that expansion of these
micro finance institutions can positively impact on the welfare of the clients they serve. But this can only happen
if they can achieve good financial growth and stability. The study recommended that microfinance institutions
should develop a strategy that sets the objectives of ensuring that it has adequate levels of leverage to meet its
operational needs and adopt the necessary policies and procedures to achieve this objective.
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Introduction

According to Reille (2010) a few countries boasted
strong and vibrant MF sector as Morocco, where
MFIs saw the size of their combined loan portfolio
multiply 11 times between 2004 and 2007. But the
last two years have shown that this growth came at
the cost of asset quality, which combined with
clients borrowing from multiple MFIs have spurred
write-offs and falling returns. Some well-known
MFS have collapsed in the past. E.g. Dubai bank,
Imperial bank, Charter house bank, Trade bank, etc.
The report by the (Task force on Pyramid Schemes,
2008) was formed to investigate the collapse of
pyramid schemes in Kenya (pyramids are forms of
MF). The taskforce found that Kenyans lost more
than kshs 34 billion to schemes such as Developing
Enterprise Community Initiative. MFS in Kenya have
the potential of growth. The ratio of gross loans
however increased from 5.2 per cent in December
2013 to 5.6 per cent in December 2014,
leverage/gearing ratios increased by 32.4 per cent
to Kshs. 108.3 billion in December 2014 from Ksh.
81.8 billion in December 2013 which affected
growth of microfinance banks in Kenya. Growth of
private sector credit in Kenya is impeded among
other factors, by efficiency. The costs incurred by
micro finance banks to mobilize deposits are spread
over a smaller number of borrowers, which
contributes to the higher cost of credit.

These ratios decreased from 18 percent and 21
percent in year 2013 to 16 per cent and 20 per cent
respectively in year 2014. Liquidity as one of the
important financial stability/growth indicator as its
shortfall in one MF can causes systemic crisis in the
growth of MF sector due to their interconnected
operations. Liquidity held by MF banks depicts their
ability to fund increases in assets and meet
obligations as they fall due. The liquidity ratio stood
at 37.7 per cent as at December 2014 compared to
38.6 per cent registered in December 2013. The
banking sector expenses rose by 17.4 per cent from

Ksh. 236.4 billion in December 2013 to Ksh. 277.6
billion in December 2014 (Kenya, 2014).

Based on studies both done inside and outside the
country covering the subject of Growth of MFIs
such as (Manyumbu, 2014; Hoque et al 2011;
Ganka 2010; Kumar 2007; Kyereboah — Coleman
2007). In Kenya Mutua (2013) factors influencing
the growth of microfinance institutions (Winnie
2011), factors influencing the sustainability of
microfinance institutions Kimando (2012) factors
affecting institutional transformation have been
studied. The unique dynamics of the Kenya, the
factors, and its effect on MFIs have not been
adequately captured hence creating a gap that this
study intends to bridge (Ndulu, 2010).

General objective

To assess factors affecting the growth of

microfinance institutions in selected microfinance

banks in Nairobi County, Kenya. The specific

objectives were:

= To analyze the effect of leverage on growth of
microfinance institutions in Kenya

= To ascertain the effect of financial literacy on
growth of microfinance institutions in Kenya

Empirical Review

Leverage

Hoque et al (2011) noted that leverage reduced the
level of outreach to the poor, since it increased the
cost of capital resulting in high costs of borrowing.
This in turn affected the default rates thus affecting
growth of MFIs. Coleman (2007) found that most
MFIs used high gearing from long terms sources of
finance for their operations. This coupled with the
firms lending to more clients reduced risk. However
Shankar (2007) in a case study in India found that
the drivers of the costs of transactions were mainly
field worker remuneration, the number of groups
each worker dealt with and the collection activities.
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Manyumbu (2014) study revealed that owing to
high gearing, MFls incurred high proportion of costs
averaging 36% to service loans limiting growth. One
other negative phenomenon was the high bad debt
expense at 15% of total costs. He indicated that
MFIs were highly geared and susceptible to interest
rate risk. The main source of funding was debt
capital through loans obtained from banks and
other credit institutions. Bank borrowings account
for an average of 68% of the injected capital whilst
shareholders contribution, savings and equity
combined accounted for an average of 32% of pool
of capital.

Financial leverage affects the return on equity
theoretically and this effect may be positive or
negative according to profitability and to
productivity in the use of debt financing. This can be
realized under the conditions that the used debt be
on time, with lower interest, low costs and through
effective using them and in addition to positive
leverage or debt financing is not limitless. After
accessing the feasible debt ration the financial risk,
cost of debt and demanded collateral securities
increase in case asking for new debts put the firm in
financial difficulties and the positive leverage effect
of debt financing turns to negative (Oluyol, OlLebe
& Akbas, 2014)

At an ideal level of financial leverage a company’s
return on equity increases because the use of
leverage increases stock volatility, increasing the
level of risk which in turn increases returns,
however, if a company is financially over-leveraged
a decrease in return on equity could occur. Financial
over-leveraging means incurring a huge debt by
borrowing at lower rate of interest and using the
excess funds in high risk investments. It the risk of
the investment outweighs the expected return the
value of a company’s equity could decrease as
stockholders believe it to be too risky Debt to asset
ratio (Boundless, 2013).

Financial literacy

Mukama (2005) study showed that educational
levels of clients, lack of capital to lend to clients and
staff related incentives and skills development as
some of the factors that affect the growth of
microfinance institutions. According to Mulunga
(2010) it has been identified that some
microfinance institutions fail to manage their funds
adequately enough to meet future cash needs and
as result, they confront liquidity problems. Harker
(2006) found that the poor can greatly benefit from
appropriate education and health-related services.
He suggests that in providing such services, MFls
will not only be bettering the lives of their
borrowers but will also increase repayment rates
overtime. Creating a more educated and healthy
population of borrowers also creates a population
of individuals with a greater capacity to earn money
and in turn repay loans and provide opportunity for
growth.

Mukama (2005) found out that the education level
management is of utmost importance in that it puts
better into perspective the necessary marketing
conditions that translate into profitability, financial
sustainability, enhanced quality loan book,
improved quality service to attract customers,
minimal fraud, savings mobilization, regulatory
compliance and shareholders accountability and
growth. Labie (2001) In a study done in Rwanda,
found that the factors that affect loan repayment
behavior were the size of the household, age,
gender, purpose for which the credit was obtained
for, interest charges and the number of official visits
to the credit societies. This affected growth of
microfinance institutions.

According to Financial literacy theory the behavior
of people with high level of financial literacy might
depend on the prevalence of the two thinking
styles according to Dual-process theories; intuition
and cognition, this theory embraces the idea that
that decision can be driven by intuition and
cognitive processes, (Evans, 2008) financial literacy
facilitates decision making process such as payment
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of bills on time, prober debt management which
improves the credit worthiness of potential
borrowers, economic growth, sound financial
systems and poverty reduction thus promoting
overall growth.

The Organization for Economic Cooperation and
Development (OCED, 2005) states that the financial
literacy comprises the combination of consumers
and investors’ understanding of financial products
and concepts and their ability to make informed
choices and decisions in cognizance of the risk and
opportunities in order to know where they can seek
help and better their financial well-being.

Methodology

The research study used descriptive research design
as explained by that the advantage of this design is
that the study is able to use various forms of data as
well as incorporating them (Njeri 2014). The major
emphasis of a descriptive study was to determine
frequency of occurrence or the extent to which
variables were related. The study used both the
qualitative and quantitative method where the
relationships of variables were established through
descriptions and then express statistically.
According to Kothari (2007) a descriptive case study
approach makes a detailed examination of a single
subject or a group of phenomena easier. The
approach helped to narrow down a very broad field
or population into an easily researchable one and
seeks to describe a unit in details, in context and
holistically (Kombo & Tromp, 2006). Descriptive
research portrayed an accurate profiler of a person,
event or situations in their current state (Robson,
2002).

The population involved all elements, individuals, or
units that meet the selection criteria for a group to

Table 1: Trend Analysis for Average Market Share for MFls

be studied (Njeri, 2014). The population under
study comprised of the top level, middle level and
lower level of management from the 12 licensed
and registered microfinance institutions in Kenya
(Maobe, 2013). The study was about factors
affecting the growth of MFIS in Kenya.

The study intended to use stratified sampling
technique as this method deals with the subset of
the strata from the total population hence made it
appropriate for this study out of which simple
random sampling used to select the population of
interest. The sample size is the number of items to
be selected to make the sample. It is one of the four
inter-related features of a study design that can
influence the detection of significant differences,
relationships or interactions.

A sample size of the study constituted the top level,
middle level and lower level of management of the
12 licensed and registered Microfinance institutions
in Kenya (Maobe, 2013) from where a sample of 5
registered and licensed Microfinance institutions
from Nairobi county was selected basing on their
years of existence and capital outlay was selected,
36 employees which comprises of a 20% sample size
of the staff from the selected Microfinance’s was
drawn (Lewis and Thornhill, 2009) observed that
10% to 20% of the target population (p) could be a
representative sample.

Research Findings

Trend Analysis for Market Share

The study measured the growth of micro finance
institutions by assessing their market share for the
period of five years. The study analysed the trend
in market share of the registered micro finance in
Kenya to establish the growth in market share for
the micro finance institutions in Nairobi County.
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Trend Analysis for Growth in Customer Deposit

The study further assessed the percentage growth in the customers deposit for the micro finance institutions in

Kenya.

Table2: Trend Analysis for Average Growth in Customer Deposit
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in the
average percentage growth in customer deposits.

The findings showed a reducing trend

The trend analysis revealed that there was a sharp
increase in the growth in customers’ deposit in
2011. This growth coincided with the period when
most of the Micro finance institutions were
launching their operations. From 2012 there was
decrease in the growth of customer’s deposits. The
reduction in customers’ deposits growth could have
been as a result of increase in the number of Micro
finance institutions and also due to the scramble for

customers with commercial banks.

Descriptive Results For Leverage
The study sought to establish the extent to which
in the micro finance

leverage was adopted

institutions in Kenya. The study sought to establish

the extent to which high degrees of leverage in
threat
growth. The result showed that 46.9 percent of the

Microfinance institutions indicated to
respondents rate it as high extent, 18.8 percent
rated it as very high extent, 12.5 percent were
undecided, and another 12.5 percent rate it as lo
extent and finally 9.4 percent rate it to have very
low extent. The study further sought to establish
the relationship between debt financing and low
(59.4%)

indicated that there was high relationship between

return on equity. Majority percent
debt financing and low return on equity. Finally the
study sought to establish extent to which low
financial risk was an indicator of positive growth in
MFIS. The findings also showed that majority of the
respondents indicated that low financial indicated

positive growth in micro finance institutions.
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The findings of this study concurs with Manyumbu
(2014) who argued that bank borrowings account
for an average of 68% of the injected capital whilst
shareholders contribution, savings and equity
combined accounted for an average of 32% of pool
of capital. Shankar, (2007) in another study found
that the drivers of the costs of transactions were
mainly field worker remuneration, the number of
groups each worker dealt with and the collection

Table 3: Descriptive for Leverage

activities. Similarly, Boundless (2013) found that
financial over-leveraging means incurring a huge
debt by borrowing at lower rate of interest and
using the excess funds in high risk investments. It
the risk of the investment outweighs the expected
return the value of a company’s equity could
decrease as stockholders believe it to be too risky
Debt to asset ratio.

Very low Low

Very Std

Undecided High High Mean Dev

To what extent are high

degrees of leverage in

Microfinance institutions

indicators of threat to

growth? 9.4% 12.5%
To what extent is strong

relationship between

debt financing and low

return on equity 3.1% 0.0%
To what extent is low

financial risk an indicator

of positive growth in

MFIS 15.6% 6.2%

12.5% 46.9% 18.8% 3.53 1.22

15.6% 59.4% 21.9% 3.97 0.82

15.6% 34.4% 28.1% 3.53 1.39

Descriptive Results For Financial Literacy

The study further sought to establish the extent to
which micro finance institutions in Kenya conducted
financial literacy and the effects on the growth of
MFIs in Kenya. The study sought to establish the
borrower understanding of savings in the MFIs in
Kenya. The findings showed that 53.1 percent of the
respondents indicated that the borrowers highly
understood saving in MFIs. The study further
intended to establish to what extent to which
borrowers in most Microfinance institutions in
Kenya efficiently utilized borrowed funds. The
findings showed that 57.1 percent of the
respondents indicated that there was efficient

utilization of borrowed funds by the borrowers. The
study also sought to find out the extent to which
financial literacy was important factor to consider in
promoting growth of MFIS, the findings showed
that 40.6 percent and 37.5% indicated that financial
literacy was of high and very high importance in
promoting growth of MFIs in Kenya. Finally the
study sought to establish to what extent is the need
to create awareness on financial literacy among
borrowers and the Microfinance institutions to
boost their growth, majority indicated high extent
as shown by the mean of 3.69 which was above the
mean of 3.5.
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The findings of this study concurred with that of
Mukama (2015) who showed that educational
levels of clients, lack of capital to lend to clients and
staff related incentives and skills development as
some of the factors that affect the growth of
microfinance institutions. Similarly, Mukama (2005)
found out that the education level management is
Table 4: Descriptive for Financial Literacy

of utmost importance in that it puts better into
perspective the necessary marketing conditions that
translate into profitability, financial sustainability,
enhanced quality loan book, improved quality
service to attract customers, minimal fraud, savings
mobilization, regulatory compliance and

shareholders accountability and growth.

Very low  Low

Undecided High High

Very Std
Mean Dev

To what extent is borrowers’

understanding on savings in

Microfinance institutions 6.2% 9.4%
To what extent is efficient

utilization of borrowed funds

by borrowers in most

Microfinance institutions in

Kenya 9.4% 6.2%
To what extent is financial

literacy important factor to

consider in promoting growth

of MFIS 3.1% 6.2%
What extent is needed to

create awareness on the need

of financial literacy among

borrowers and the

Microfinance institutions to

boost their growth 9.4% 3.1%

12.5% 53.1% 18.8% 3.69 1.09
9.4% 57.1% 17.9% 3.72 1.17
12.5% 40.6% 37.5% 4.03 1.03
18.8% 46.9% 21.9% 3.69 1.15

Effects of Leverage on Micro Finance Growth
Table 5: Model Summary

Model R R Square

Adjusted R Square Std. Error of the Estimate

1 0.668° 0.447

0.428 0.1607

F-test was carried out to test the null hypothesis
that there is no significant impact of leverage and
micro finance growth of registered MFIs in Kenya.
The results of ANOVA test show that the F value is
24.213 with a significance of p value = 0.000 which

Table6: ANOVA Results

is less than 0.05, meaning that null hypothesis was
rejected and concluded that there was a
relationship between of leverage and micro finance

growth of registered MFls in Kenya.

Model Sum of Squares

Mean Square F Sig.
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Regression 0.625 1 0.625 24.213 0.000

1 Residual 0.775 30 0.026
Total 1.400 31

The results showed that coefficient 8 = 0.74 was of capital. Shankar, (2007) in another study found
also significant with a p-value=0.000 which is less that the drivers of the costs of transactions were
than 0.05. The results implied that unit change mainly field worker remuneration, the number of
leverage will result in 0.74 units change in economic groups each worker dealt with and the collection
growth. This revealed that there is a significant activities. Similarly, Boundless (2013) found that
positive linear relationship between leverage and financial over-leveraging means incurring a huge
growth of registered MFIs in Kenya. The findings of debt by borrowing at lower rate of interest and
this study concurs with Manyumbu (2014) who using the excess funds in high risk investments. It
argued that bank borrowings account for an the risk of the investment outweighs the expected
average of 68% of the injected capital whilst return the value of a company’s equity could
shareholders contribution, savings and equity decrease as stockholders believe it to be too risky
combined accounted for an average of 32% of pool Debt to asset ratio.

Table7: Coefficient for Leverage and Micro Finance Growth

B Std. Error Beta t Sig.
(Constant) 0.74 0.123 6.036 0.000
leverage Mean 0.16 0.032 0.668 4921 0.000
Effects of Financial literacy on Micro Finance indicated a strong positive association financial
Growth literacy and micro finance growth. R-squared=
To further ascertain the relationship between 0.288 indicated that 28.8% of variation in the micro
financial literacy and growth of micro finance in finance growth can be explained by leverage.

Kenya. The results showed a relationship R= 0.537,

Table8: Model Summary for Financial literacy on Micro Finance Growth

Model R R Square Adjusted R Square Std. Error of the Estimate
1 0.537° 0.288 0.264 0.1822

F-test was carried out to test the null hypothesis which  is less than 0.05, meaning that null
that there is no significant impact of financial hypothesis was rejected and concluded that there
literacy and micro finance growth of registered MFls was a relationship between of financial literacy and
in Kenya. The results of ANOVA test show that the F micro finance growth of registered MFIs in Kenya

value is 24.213 with a significance of p value = 0.000

Table 9: ANOVA Results for Financial literacy on Micro Finance Growth

Model Sum of Squares df Mean Square F Sig.
Regression 0.403 1 0.403 12.145 0.002
1 Residual 0.996 30 0.033
Total 1.400 31
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The results showed that coefficient 8 = 0.142 was
also significant with a p-value= 0.002 which is less
than 0.05. The results implied that unit change
financial literacy will result in 0.142 units change in
economic growth. This revealed that there is a
significant positive linear relationship between
financial literacy and growth of registered MFIs in
Kenya. The findings of this study concurred with
that of Mukama (2015) who showed that
educational levels of clients, lack of capital to lend
to clients and staff related incentives and skills

development as some of the factors that affect the
growth of microfinance institutions. Similarly,
Mukama (2005) found out that the education level
management is of utmost importance in that it puts
better into perspective the necessary marketing
conditions that translate into profitability, financial
sustainability, enhanced quality loan book,
improved quality service to attract customers,
minimal fraud, savings mobilization, regulatory
compliance and shareholders accountability and
growth.

Table 10: Coefficient for Financial Literacy and Micro Finance Growth

B Std. Error Beta t Sig.
(Constant) 0.383 0.157 2.436 0.021
Financial literacy Mean 0.142 0.041 0.537 3.485 0.002

Summary of Major Findings

On Leverage and Growth of MFIs, the descriptive
results showed that majority of the respondents
indicated that leverage indicated positive growth in
micro finance institutions. The correlation was
conducted to test the strength of the association
between leverage and growth of micro finance
institutions. The findings indicate there exist a
strong positive and significant association between
leverage and growth of micro finance institutions
(r=0.668, p=0.000). The results showed a
relationship R= 0.668, indicates a strong positive
association leverage and micro finance growth. R-
squared= 0.447 indicated that 44.7% of variation in
the micro finance growth can be explained by
leverage. The results implied that unit change
leverage will result in 0.74 units change in economic
growth. This revealed that there is a significant
positive linear relationship between leverage and
growth of registered MFIs in Kenya.

On financial Literacy and Growth of MFls, the study
sought to establish the borrower understanding of
savings in the MFIs in Kenya. The correlation was
conducted to test the strength of the association
between financial literacy and growth of micro
finance institutions. The findings indicate there exist
a strong positive and significant association
between Financial literacy and growth of micro
finance institutions (r=0.537, p=0.002). R-squared=
0.288 indicated that 28.8% of variation in the micro
finance growth can be explained by financial
literacy. The results showed that coefficient 8 =
0.142 was also significant with a p-value= 0.002
which is less than 0.05. The results implied that unit
change financial literacy will result in 0.142 units
change in economic growth. This revealed that
there is a significant positive linear relationship
between financial literacy and growth of registered
MFls in Kenya.

Conclusion
Microfinance institutions in the world are already
perceived successful in poverty reduction as viewed

123 | The Strategic Journal of Business & Change Management. ISSN 2312-9492(Online) 24 14-8970(Print).www.strategicjournals.com



by many policy makers in their engagement to
microfinance  growth and  stability. Many
shareholders in the microfinance institutions
especially the donors and investors have argued
that the institutions can be independent on their
own and they can provide sufficient loans to their
borrowers. The study concluded that micro finance
should embrace leverage as a means of promoting
continuous growth. This would enable them to
continue contributing to economic by ensuring
credit accessibility to marginalized groups such as
women and the youths.
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