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Abstract

Business practices in Somalia have gone through many innovations. One of the most dynamics of these innovations has been
mobile money transfers. Different telecom companies provide different brands of mobile money platforms. The study sought
to determine the effects of mobile transaction costs on the financial performance of Small and Medium Enterprises (SMES) in
Mogadishu, Somalia. The study adopted a descriptive survey method which was conducted through administration of
questionnaires. Data was collected from a sample of 146 SMEs in Bakara market using purposive sampling technique. Both
descriptive and inferential statistics were then used to analyze data with the help of statistical package for social sciences
(SPSS) version 21.0.The results of this study revealed that mobile money transaction costs affected financial performance of
Small and Medium Enterprises (SMESs) in Mogadishu, Somalia.
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1. Introduction

Business practices in Somalia have gone through many innovations, the most important being the introduction of information
communication and technology (ICT). Mobile phones have been a key ICT product that has affected business practices in many
ways such as advertising, marketing, emergence of new products and new methods of payments (Mbogo, 2010). One of the most
dynamic of these innovations has been mobile money, the use of mobile phones to purchase goods or services through funds
connected to the user’s account (Harris, 2013). Other researchers defined mobile money transfer as a service that refers to the
transferring of money from one person to another through use of mobile phone. Mobile money, also referred to as mobile
payment, mobile money transfer, and mobile wallet, generally refers to the services operated and performed from a mobile device
such as mobile phone, credit or debit cards (Mutinda, 2014).

While mobile money is playing a complementary role in developed countries, in the developing world, Africa in particular, it
is an alternative to the lacking formal financial systems, however there has been a high demand for mobile phones in the
Continent. In the sub-Saharan Africa, for instance, only 1.7 out of 100 people had access to mobile phones in 2000. By 2009,
things had changed since 37.3 out 100 people were then using mobile phones. In 2011, mobile phone penetration in Africa was
estimated at 52%, about one mobile phone per adult(Chibango, 2014). Telecommunication is a major area of success in Somalia
and it is considered as one of the most important industries in Somalia’s economy. Many telecommunication organizations in
Mogadishu brought new services to the market by enhancing their business performance, growth, and innovation strategies to
succeed their competitors (Abdi & Ali, 2013).

Before the advent of mobile money transfer service (MMT) which is sometimes referred to as mobile banking, money transfer
services (MTs) globally were through formal means that include commercial banks, that has been serving mainly businesses that
operate across borders and continents; within and between the developed countries, electronic transfer of funds through the
internet and instruments such as credit cards have been in use (Wanyonyi & Bwisa, 2013). however in countries like Somalia,
where international banking services are relatively very low was very challenging to send or receive funds to and from families
and friends or business purposes, which led to the emergence of informal ways of money transfer known as Hawala system by
Somalia Community, however before the emergence of mobile money in Somalia back in 2010 most small and medium business
managers or owners had to travel or use public transport systems to access banking services or even transact their payments , or
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send or receive documents ,however this is not the case today, as one can pay for goods and service trough mobile money transfer,
email the documents it is now possible to carry out the required tasks at any time and any place.

In Somalia six main companies provide telecommunication services in the country. These include Hormuud Telecom,
Telecom Somalia, Somafone, Nation-link and Golis Telecom. Mobile money transfer (MMT) is one of the services that
telecommunication industries provide to its customers. These service providers offer MMT with different brands, for instance
Telecom Somaliland in northern regions provide ZAAD service; Golis Telecom in east northern regions provide SAHAL service,
while Nation link and Hormuud Telecom in Southern and central regions provide E-MAAL and Electronic Voucher Card (EVC
plus ) respectively. Hormuud telecom was the first to introduce MMT service in the country. EVC plus not only allows the
customers to send and receive money through their mobile phones but it also has other user friendly interactive features, for
example users can recharge airtime for their own mobile phones or their friends, can refund and re-cash their balance for free of
charge .EVC Plus had become one of the services that people depend on their daily transactions in south and central Somalia.
Most businesses use this service as payment method including water and electricity bills, while most of the family and daily
business transactions occur through this service. More than 70% of the total 2.5 million Hormuud Mobile subscribers are currently
using EVC Plus for daily transactions since its inauguration (Ali & Dhaha, 2013).

2. Research Problem

Africa is already leading the world in the use of mobile money, and its growth is accelerating. In countries such as Kenya,
Tanzania and Uganda, mobile-money accounts have become much more widespread than bank accounts. More than 17 million
Kenyans (two-thirds of the adult population) are using mobile-money services, mainly to transfer money to family members or
business partners in distant locations, but increasingly for bill payments and small loans (York, 2013). Mobile money service,
designed to help microfinance institutions streamline their operations has received overwhelming uptake in Kenya since its
introduction in 2007. This success is attributed to the service being affordable and accessible including low income earners. The
technological invention is considered easy to use yet efficient and reliable with the potential to extend financial services to the
unbanked or those preferring cheaper financial services. It is an appropriate technological invention for SMEs that continue to
face challenges related to limited affordable and accessible financial services to support business operations. SME’s needs for
payment and transactional services are not always well served by conventional banks since they do not always find it easy or cost
effective to adopt a full-feature package for banking services (Simiyu & Oloko, 2015).

In Somalia the leading telecommunication company Hormuud in the capital city, Mogadishu, launched Electronic VVoucher
Card plus (EVC plus), a mobile application technology for money transfer. People and SMEs widely adopted EVC plus for
transferring, selling/buying, sharing and receiving money to family members, friends and businesses(Ali & Dhaha, 2013;
Wardhere & Dhaha, 2013). This technological innovation has given many low income families and small businesses a chance to
access financial services to both banked and unbanked members as they can access from their mobile phones and it is also more
convenient as one can avoid queuing in banks.As a result, majority of micro business operators in Somalia especially in the capital
city Mogadishu have embraced its use in their daily business operations such as paying suppliers for goods and services, paying
bills, sending money to friends and relatives, withdrawing cash and topping up airtime accounts.

As statistics shows More than 70% of the total 2.5 million Hormuud Mobile subscribers are currently using EVC Plus for daily
transactions since its inauguration,(Ali & Dhaha, 2013; Wardhere & Dhaha, 2013). However with the absence of strong central
bank and regulation of financial sector in Somalia since 1991 the wide spread of Mobile Money transfer Among low educational
background community is a double sword in the sense that it could affect the performance of their businesses either positively
such as reduction of costs as individuals, businesses and non for profit organizations can avoid cash handling and securing costs
(Orozco & Yansura, 2014).

Despite the ease of use and the convenience for payment some people argue that the use of mobile money has negative effect
on cash disbursement in the sense that it speeds up the use of cash for unnecessary things or unplanned events, fear of losing the
mobile and the existing infrastructure to support mobile money technology is still limited in some ways (Nyaga, 2013). However
even though a preliminary survey shows that mobile phone coverage and adoption has a positive impact on risk reduction, market
improvement, coordination amongst firms and labor market (Simiyu & Oloko, 2015),yet there is no previous research conducted
in Somalia regarding the effects of mobile money transfer costs on the financial performance of SMEs in Somalia.

3. Objective of the Study

The objective of the study was to determine the effects of mobile transaction costs on the financial performance of Small and
Medium Enterprises (SMEs) in Mogadishu, Somalia.
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5. Justification of the Study

Before the invention of mobile money platforms, SMEs in Somalia were using other means of payment such as Hawala money
transfer system. However this technological innovation has changed the way SMEs do their day to day business activities such as
business transactions, paying bills and supplier’s debts, collecting receivables as well as making banking activities such as bank
deposits and withdrawals more efficient and convenient. Therefore the main objective of this study was to determine the
relationship between mobile money services and financial performance to Small and Medium Enterprise. The findings of the
study would go a long way to help SME owners, managers, the Government of Somalis in making relevant policies as well as
mobile service providers.

6. Review of Literature
6.1 Technological Acceptance Model (TAM)

Mobile payment procedures are essentially Information Technology (IT) procedures and channels through which users make
various payment transactions. Studies show that the acceptance to use the mobile payments varies with the context in which users
are able to use a mobile payment procedure (Simiyu & Oloko, 2015). Since this study focuses on effects of Mobile money
payments on the financial performance of small and medium enterprises in Mogadishu hence it applies the theory of technology
acceptance Model (TAM).Technology Acceptance Model (TAM) is widely adopted theory for examining the behavioral intention
of using computers by the users. According to Ali & Dhaha (2013), TAM was first introduced by Davis (1989) and cited that the
perceived usefulness and perceived ease of use were major determinants for using computers. Perceived usefulness is defined as
“the degree to which a person believes that using a particular system would enhance his or her job performance”, while perceived
ease of use refers to “the degree to which a person believes that using a particular system would be free of effort” and further
declared that these two beliefs determine the majority of variance in an adoption of a new technology.

According to (Mutinda, 2014), TAM has received praises from earlier researchers on its contribution towards our
understanding into consumer behavior and further stated that “It has proven to be a useful theoretical model in helping to
understand and explain user behavior in information system implementation”. Many researchers, however conducted numerous
researches of TAM model for example, according to (Porte & Naveen, 2006), the researcher asserting the work of other
researchers for example, Bruner & Kumar, (2005), stated that “TAM has been applied in the context of online consumer behavior
and received empirical support via numerous studies (Venkatesh & Davis, 2000). TAM was chosen as the appropriate model and
was extended to include other factors such as perceived ease of accessibility of the mobile payment services, perceived low cost of
the mobile payment services, perceived convenience, perceived security, perceived support from the mobile services provider and
from the government, perceived satisfaction and actual usage of the mobile payments (Simiyu & Oloko, 2015).

6.2 Innovation Diffusion Theory

Diffusion of Innovation (DOI) Theory, developed by E.M. Rogers in 1962, is one of the oldest social science theories. It
originated in communication to explain how, over time, an idea or product gains momentum and diffuses (or spreads) through a
specific population or social system. The end result of this diffusion is that people, as part of a social system, adopt a new idea,
behavior, or product. Adoption means that a person does something differently than what they had previously (i.e., purchase or
use a new product, acquire and perform a new behavior, (Nartei, 2014). Innovation is defined as “an idea, practice or object that is
perceived as new by an individual or another unit of adoption”, while diffusion is “the process by which an innovation is
communicated through certain channels over time among the members of a social system (Nyaga, 2013). According to Drucker (
2002), Innovation is a specific Function of entrepreneurship, the means by which the entrepreneur either creates new wealth
producing resources or endows existing resources with enhanced potential for creating wealth (Abdi & Ali, 2013).

A review of the literature on innovation and diffusion revealed that there were several distinct schools of thoughts as to what
an innovation is. Barnett and Schumpeter define innovation as the carrying out of new combinations. The concept of innovation is
an essential component of commercial entrepreneurship. Innovation can therefore be defined as all the scientific, technological,
organizational, financial, and commercial activities necessary to create, implement, and market new or improved products or
processes (Maina, Bwisa, & Kihoro, 2012).

Furthermore this theory has the following characteristics just like other innovations: Relative Advantage: the degree to which
the innovation is perceived as being better than the practice it supersedes; Compatibility: the extent to which adopting the
innovation is compatible with what people do; Complexity: the degree to which an innovation is perceived as relatively difficult to
understand and use; Trial ability: the degree to which an innovation may be experimented with on a limited basis before making
an adoption (or rejection) decision; the degree to which the results of an innovation are visible to others (Mutinda, 2014).The final
important issue with regard to Rogers’ theory, according to (Ghazizadeh, 2012), is the categorization of the individuals among the
member of social systems. Rogers classified the individuals into five groups: Innovators: who are the first to adopt a new
innovation, Early adopters: who are the second largest group of the individuals mainly youth, with high education and income,
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Early majority — who are required a long time to adopt a new innovation, individuals who have above average social status , Late
majority — who usually adopt an innovation after when the average of the members in a social system adopted the innovation,
Laggards — Is the last group of member in a social system who adopts a new innovation.

6.3 Conceptual Framework

Mobile Transaction Costs Financial Performance
o Transportation Costs | e Increases Sales
o Cash Handling Costs "I e Increased Market Share
o Transaction Time o Increased Profits
Independent Variable Dependent Variable

Figure 1 Conceptual Framework

6.3.1 Mobile Transaction Costs

This is a factor that has been added to the existing technology adoption theories in order to sufficiently explain the adoption of
mobile based financial services. The cost associated with using a service is one of the key drivers of a user’s intention to adopt
mobile money. Individuals are likely to adopt mobile money services if they perceive that the cost is acceptable compared to other
existing alternatives of the service (Bosire, 2012).The transaction costs of sending money through the mobile payment technology
are lower than those of banks and money transfer companies (Omwansa, 2009). The cost of a payment transaction has a direct
effect on consumer adoption if the cost is passed on to customers (Mallat, 2007).

Transaction costs should be low to make the total cost of the transaction competitive. The cost of the mobile payments should
be affordable to most of the micro business operators and far below what the banks normally charge for their bank transactions.
There are many different mobile handsets which are easy to operate and have the functionalities required for the mobile payment
technology (Mbogo, 2010b).The use of mobile money for business Transactions has many befits for SMEs as they can avoid the
cost of Transportation to geographic outreach and facilitating payments, deposits, receive insurance payments, withdrawals, or
loan disbursements more cheaply. Other benefits include reduced Cash handling costs (Kendall, Maurer, Machoka, & Veniard,
2012).

The Objective of Mobile Money transactions is to improve the efficiency of SMEs by using Mobile technology to make
transactions faster, cheaper and more secure (Guagraw, 2007). It involves account transactions, balance checks and payments.
According to Ngaruiya, Bosire, & Kamau, 2014), they note that mobile phone technology has made it easier for SMEs to conduct
their financial transactions. This is because mobile phone financial transactions saves time and provides a safer means of handling
money transfer. Additionally mobile technology can be used to reach more customers and facilitate exchange of information and
decision making. Therefore, Mobile financial transactions provide SMEs with means through which they can reduce their costs as
well as increase their ability to extend their business networks thus enabling them to increase their performance.

According to (Nyaga, 2013), Mobile money services are considerably much cheaper than other money transfer options such as
Western Money Union (Omwansa, 2009). Mobile money is considered up to 19% cheaper than banks by international standards
(World Bank, 2009), with low transaction costs favoring formal and informal money transfer. When transfer cost is low, the
saving is either passed on to the customers, or translates to money that can be kept by SMEs and contribute to profits.

6.3.2 Financial Performance

Use of mobile money for business transactions by SMEs in Somalia, as it means a faster and cheaper geographic outreach,
reduced cash handling costs, safer and easier mechanism for money transfer, Therefore, Mobile financial transactions provide
SMEs with means through which they can reduce their costs as well as increase their ability to extend their business networks
thus enabling them to increase their performance (Ngaruiya, et.al., 2014). Almost after six years since the introduction of EVC
Plus by Hormuud telecom in south and central Somalia, almost hundred percent of SMEs use this service for business purposes,
to receive and send small Transactions to the extent that in a particular small business one account of ECV plus is not enough for
daily transactions due to the limit set by the company that Customers can only have $300 in their account at any given time
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(Mohamed, 2013). Therefore, the frequent use of mobile money by SMEs for the purpose of doing business will affect financial
performance of SMEs directly.

All the literature reviewed reveals that financial literacy is an important determinant of financial performance of SMEs by
saying that only those entrepreneurs who are financially literate are more likely to utilize the financial services such as mobile
money. Empirical evidence also supports and indicates that there is a positive relationship between financial literacy and
entrepreneurial success. Yet in Somalia, the facts unfortunately points out that small business nearly die out per day as much as
they are born due to lack of skills necessary to manage risks and proper financial management and consultancy (Haraf, 2013).
Therefore this implies that to investigate how financial literacy affects the financial performance of SMEs in Somalia will be of
special interest as it will bring out more useful information clearly such as the rate of financial literacy in Somalia. Finally, lack
of the Supervisory role of the central bank will trigger the long term fear of negative impact of mobile money on the financial
performance of SMEs in Somalia.

7. Research Methodology

The study adopted a descriptive survey method. Mugenda & Mugenda (2003) described descriptive research design as a
systematic, empirical inquiring into which the researcher does not have a direct control of independent variable as their
manifestation has already occurred or because the inherently cannot manipulated. Descriptive studies are concerned with what,
where and how of a phenomenon hence more placed to build a profile on that phenomenon (Mutua, 2010). Descriptive research is
more appropriate because the study seeks to build a profile about the effect of mobile money transfer on the financial performance
of SMEs in Mogadishu.

8. Research Findings and Discussion

The study sought to determine the effects of mobile money transfer on the financial performance of small and medium
enterprises in Mogadishu. About 74% of the respondents agreed that transactions through mobile money reduce transaction costs.
It implies, with the application of mobile money people are no longer incurring transportation costs to send money to suppliers or
collect money from customers as well as remittance fees. This supports the study findings of (Omwansa, 2009) which revealed
that transaction costs of sending money through the mobile payment technology are lower than those of banks and money transfer
companies. Moreover, the largest mobile money provider in Mogadishu, Hormuud Telecom does not charge their customers for
using the mobile money service. The only charge so far is a small amount of 0.20$ per transaction for reverting wrong
transactions when money is sent to unintended client unlike other mobile money providers like MPesa those who charge their
clients per transactions.

The study also revealed that 82.9% of the respondents either agreed or strongly agreed that time taken to transact with mobile
money are shorter than other forms payment as indicated by a mean of 1.90 with a standard deviation of 0.794. This supports of
the research findings of (Ngaruiya et al., 2014) , that mobile phone technology has made it easier for SMEs to conduct their
financial transactions. This is because mobile phone financial transactions saves time and provides a safer means of handling
money transfer. 57.5% of the respondents either strongly agreed or agreed that mobile money is convenient for transactions as
indicated by a mean of 2.43 with the standard deviation of 1.030. This is in line with research findings of Simiyu & Oloko (2015),
who sought to find out the perception of the respondents on the convenience of mobile money use. Most of them indicated that
they strongly agreed that mobile money is convenient for various transactions. Although a mean of 2.43 falls in the agree region
of the scale but it is also close to the middle of the scale, however, it implies that a significant number of respondents were not
sure or some sort disagreed that mobile money is convenient for transactions due to the fact that it sometimes inconveniences
transactions such as transferring funds to wrong client and hence reverting such transactions may take time. Sometimes
transactions using mobile money may take time due to the system overload. This is also supports the study findings of (Nyaga,
2013), he sought to find out the cause of these inconveniencies and he discovered that there were three major causes, these were;
delays, (66%) no float (22%) and loss of money (18%).

A relatively moderate number of respondents (47.3%) had somewhat agreed that mobile money reduces cash handling costs.
This supports the findings of (Orozco & Yansura, 2014),who stated that businesses and non for profit organizations can avoid
cash handling and securing costs. However, a reasonable number of respondents, 52.7% were either not sure whether mobile
money reduces cash handling costs or somewhat disagreed that mobile money reduces cash handling hosts as indicated by a mean
of 2.73 with a standard deviation of 1.183.

9. Conclusions

The study sought to establish the effect of mobile money transaction costs on the financial performance of SMEs in Somalia,
Mogadishu. The findings on effects of mobile transaction cost on the financial performance of small and medium enterprises
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showed a positive relationship between mobile transaction cost dimensions and financial performance of small and medium
enterprises. Respondents indicated that transactions involving mobile money reduced business transaction costs. The findings
revealed that the duration of transaction is shorter and faster than other forms of payments. Respondents further indicated that
mobile money is convenient for caring out transactions. Moreover, the findings of the study revealed that respondents disagreed
that using mobile money reduces cash handling costs. On the bases of above statistical findings it has been found that cost saving,
time taken to transact with mobile money, cash handling costs and convenience of transactions have significant positive
relationship with the overall financial performance of small and medium enterprises. The study findings were found to concur
with the findings of (Omwansa, 2009) who noted that transaction costs of sending money through the mobile payment technology
are lower than those of banks and money transfer companies.
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