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Abstract

SMEs are vital for economic growth and development in both industrialized and developing countries because they play a
key role in creating new jobs. The specific objectives are financial accessibility, institutional framework and financial capacity
building and their influence on financial performance of SME’S in Kilifi County. The study employed mixed research design.
The target population was 204 SME’S from various business activities or industry in Kilifi County. The sample size was 135.
Financial liberalization theory, game theory of microfinance financial stability theory were used to explain the theoretical
framework. A pilot study was carried out to refine the instrument. Secondary data was collected from both published and
unpublished records. Data screening was done to identify any missing data and it was further tested for reliability. Reliability
was tested using Cronbach’s Alpha. Inferential statistics such as Pearson’s correlation and multiple regression analysis was
used for further analysis. The quality and consistency of the survey was further assessed using Cronbach's alpha. Data analysis
was performed on a computer using Statistical Package for Social Science (SPSS Version 23) for Windows. The results shows
that it was clear that there was a positive correlation between the independent variables, financial accessibility, financial
institutional framework, financial capacity building and dependent variables financial performance of small and medium
enterprises in Kilifi County, Kenya. The correlation coefficient was generated at 0.01 significance level (2- tailed). The results
indicates a strong positive relationship between independent variables (financial accessibility, financial framework policies &
financial capacity building) and dependent variable (financial performance). The overall ANOVA results indicates that the
model was significant at F=1.975, p-value = 0.000, this shows that the overall model was significant and financial
accessibility, financial framework policies and financial capacity building have significant effect on financial performance of
small and medium enterprises in Kilifi County, Kenya. From the findings it shows that financial framework policies were
measured in terms of legal framework, collateral and loan products. The overall measure of financial framework policies was
found to have strong positive effect on the financial performance of small and medium enterprises in Kilifi County. From the
study results of the analysis conducted by the study, it was concluded that financial accessibility, financial framework policies
and financial capacity building have a positive significance influence on the financial performance of small and medium
enterprises in Kilifi County, Kenya. In the same regard relevant agencies should organize trainings to SMEs owners on how to
manage their businesses successfully so as to become full going concerns and survive for long period. Government agencies
that are charged with the responsibilities of promoting the activities, the SMEs should provide a platform for training the
SMEs owners on how to adopt and access financial so as to ensure long term survival of the SMEs as the current status of the
SME’s to access finance is a challenge. The government, financial institutions and other relevant players should provide
proper financial institutional framework policies that will initiate the small and medium enterprises to access finance for their
business.
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1. Introduction

SMEs are vital for economic growth and development in both industrialized and developing countries because they play a key
role in creating new jobs. Financing is necessary to help them set up and expand their operations, develop new products, and
invest in new staff or production facilities. Many small businesses start out as an idea from one or two people, who invest their
own money and probably turn to family and friends for financial help in return for a share in the business. But if they are
successful, there come at times for all developing SMEs when they need new investment to expand or innovate further. That is
where they often run into problems, because they find it much harder than larger businesses to obtain financing from banks,
capital markets or other suppliers of credit (Mulandi, 2013).

2. Research Problem
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Even with the option of youth accessing such funds through NGOs, SACCOs, and MFIs the efforts have not yielded the much
desired uptake. As a result, most of the funds received by YEDF from government to finance youth entrepreneurial startups end
up being returned to the government. We can therefore deduce that access to YEDF is still a major impediment for the youth
(Henry, 2010). Of the various studies that have been done by Kanyari and Namusonge (2013), Wanjohi and Mugure (2008),
Ramsden, (2010), and Oketch (2010) on youth entrepreneurship in Kenya, none of these studies were directed towards
establishing challenges facing youth access to Youth Empowerment Development Fund.

Wamiori, Namusonge and Sakwa (2016), pointed out that financial access is an important determinant of the performance of
enterprises as it provides them working capital, fosters greater firm innovation and dynamism, enhances entrepreneurship,
promotes more efficient asset allocation and enhances the firm’s ability to exploit growth opportunities. Firms with access to
funding are able to build up inventories to avoid stocking out during crises, while the availability of credit increases the growth
potential of the surviving firms during periods of macroeconomic instability. Access to external resources allows for flexibility in
resource allocation and reduces the impact of cash flow problems on firm activity.

Information in the Ministry of Devolution and Planning indicates that by end of 2014, the Y.E.D.F. had disbursed over Ksh.5.9
billion to youth led enterprises. (Y.E.D.F. status report 2014). The money had been distributed countrywide Manga youths also
benefited from the fund where over 45 youth groups have benefited. Despite this effort by the government and other stakeholders
investing in the youth enterprises, very few of these projects go beyond implementation stage (Kenya Vision 2030).

3. Objectives of the Study

The specific objectives of the study were:
i To evaluate the effect of financial accessibility on the financial performance of small and medium enterprises in

Kilifi County.

ii. To establish the effect of financial institutional framework policies on the financial performance of small and
medium enterprises in Kilifi County.

iii.  To determine the effect of financial capacity building on the financial performance of small and medium enterprises
in Kilifi County.

iv. To examine the effect of investment decisions on the financial performance of small and medium enterprises in
Kilifi County.

4. Research Hypotheses

The study was guided by the following null hypotheses:

Ho1: There was no significant effect of financial accessibility on the financial performance of small and medium
enterprises in Kilifi County.

Hoo: There was no significant effect of financial institutional framework policies on the financial performance of
small and medium enterprises in Kilifi County.

Hoa: There was no significant effect of financial capacity building on the financial performance of small and medium
enterprises in Kilifi County.

Hoa: There was no significant effect of investment decisions on the financial performance of small and medium
enterprises in Kilifi County.

5. Review of Variables
5.1 Financial Accessibility

Access to finance can be defined as the availability of a supply of reasonable quality financial services at reasonable costs,
where reasonable quality and reasonable cost have to be defined relative to some objective standard, with costs reflecting all
pecuniary and non-pecuniary costs (Claessens, 2016). Theoreticians have argued that lack of access to finance generates persistent
income inequality or poverty traps and limits financial performance of small firms. Without inclusive financial systems, small
enterprises need to rely on their personal wealth or internal resources to invest in their education, become entrepreneurs, or take
advantage of promising growth opportunities (Nwanna, 2015).

5.2 Financial Institutional Framework

The two main mechanisms for the delivery of financial services to such clients are relationship-based banking for individual
entrepreneurs and small businesses and group-based models, where several entrepreneurs come together to apply for loans and
other services as a group (Diagne and Zeller, 2011). Microfinance credit can play a pivotal role in economic growth. Banks and
lending institutions provide the services that allow people to save and invest available assets and resources, which further supports
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and strengthen economic activity. Within underdeveloped communities, the role of microfinance institutions provides the credit
access and financial services needed to develop income earning businesses.

5.3 Financial Capacity Building

Group of groups is an approach used by Grameen bank (Bangladesh). Its replications and others rely on social pressure from a
wide network to reduce credit risk. As self-selected group of five prospective borrowers are linked with four or five other groups
from their village to form a centre. Prospective borrowers initially go through several weeks of training or induction, during which
time group member begin to make small savings deposits. The weekly savings practice continuous during the client’s relationship
with the financial institution. Loans for income generating activities are usually provided to individual's group members on a
staggered basis, initially two of the five members.

5.4 Financial Investment Decisions

The Small and Medium Enterprise (SME) sector has an important role to play in economic development, poverty reduction
and employment creation in developing economies (Government of Kenya, 2005). The sector largely exceeds the average
economic growth of national economies in many countries and contributes significantly to employment creation. Accordingly,
governments and donors alike have recognized the important role of the SME sector for overall development (Government of
Kenya, 2003). In most economies, Kenya included, SMEs comprise approximately 99% of all firms and employ between them
about 60% of the people (AfDB, 2012). In many sectors, SMEs are responsible for driving innovation and competition. Globally
SMEs account for 99% of business numbers and 40% to 50% of GDP (Government of Kenya, 2003).

6. Research Methodology

This study adopted a mixed research design where both quantitative and qualitative approaches were used to determine the
effects of youth funds on the financial performance of SME’S in Kilifi County. The analysis of data commences immediately after
data collection and ends at the point of interpretation and processing data is data analysis (Cooper & Schindler, 2003). Therefore,
editing, coding, classifying and tabulating are the processing steps to be used to process the collected data for a better and efficient
analysis. Editing of collected data helps in detecting errors and omissions to ensure accuracy and consistency. Data coding was
assigned symbols to answers to classify or categorize responses. Data was coded and recorded on tally sheet after the systematic
analysis of each individual variable for measuring completeness; occurrence and clarity because row data collected from the field
through primary data are never well organized for interpretation.

7. Research Findings and Discussion
7.1 Descriptive Statistics
7.1.1 Financial Accessibility

Table 1 Financial Accessibility

N Mean Std. Deviation
Af:cess to financing is important for growth of 115 410 693
SME’s
_SME s loans are easily access_lble and 115 497 742
available for use to start up a business
Credit finance accessed through semi-formal
financial sectors has positively affected the 115 4.53 739

business
Reduction on the cost of finance that is
interest rates, application fees, loan insurance
premium, legal fees etc. has made easy for 115 4.87 .650
SME’s to access financing

Valid N (listwise) 115

Majority of the respondents strongly agreed that reduction on the cost of finance that is interest rates, application fees, loan
assurance premium and legal fee has made easy for SME’s to access financing with a mean score of 4.87 and standard deviation
of 65%. This statement is in support of Ombasa (2016) who asserted that when the government and other financial institutions are
able to reduce their interests rates then the small and medium enterprise’s will have a robust opportunity of doing great business.
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7.1.2 Financial Institutional Framework Policies

Table 2 Financial Institutional Framework Policies

N Mean Std. Deviation

The financial framework was developed to
reduce the heavy costs on recipients governments

Financial framework was developed to improve
and enhance coordination among donors who are 115 4.50 .601
funding the projects

Financial framework was developed to improve

115 4.75 .644

. o 115 4.80 .631
the impact of reforms initiatives
Lack of proper regulatory authority and
framework in place causes SME’s to fail miserably 115 4.65 626
Valid N (listwise) 115

Most of the respondents strongly agreed that lack of proper regulatory authority and framework in place causes SME’s to fail
miserably having mean score of 4.65 and standard deviation of 62.6% .The statement depicts that relevant financial sectors and
other key players have the responsibility of implementing better regulatory framework policies that will provide room for small
and medium SME’s to borrow access youth funds and enable them expand their businesses. Most respondents strongly agreed that
financial framework was developed to improve and enhance coordination among donors who are funding the projects with mean
score of 4.50 and standard deviation of 60.1% signifying a better response rate.

7.1.3 Financial Capacity Building

Table 3 Financial Capacity Building

Std.
N Mean Deviation
The company has put in place staff training and 115 464 622
development programs ' '
Financial capacity has led to improving the company 115 475 683

performance and competitiveness
Larger financial institutional are able to generate
stronger competitive capacity than their smaller rivals as 115 4.84 .651
a result of their superior access to resources.
Limited access to funds and higher costs associated
to firm and it affects funding of its members. 115 4.71 657
Valid N (listwise) 115

Most of the respondents strongly agreed that larger financial institutional are able to generate stronger competitive capacity
than their smaller rivals as a result of their superior access to resources having mean score of 4.84 and standard deviation of
65.1%. The results implicates that in order for financial performance of small and medium enterprises to be achieved they must be
empowered and supported with massive training capacity that will innate them with more knowledge and understanding of the
youth funds.

7.1.4 Financial Decisions Investment

Table 4 Financial Decisions Investment

N Mean Std. Deviation

Thg business has experienced an increase in total capital 115 459 739
budgeting over the past years

SM]_E s have competitive advantage over our 115 4.92 717
competitors

The bu3|r_1ess has experienced an increase in total 115 467 660
working capital net over the past few years

Finance and accounting department are the most 115 458 580
understaffed

Information and communication skills are effectively
affecting our business performance positively 115 4.78 696

Valid N (listwise) 115
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Majority of the respondents strongly agreed that the business has experienced an increase in total revenue over the past years
with mean score of 4.59 and standard deviation of 73.9%. Majority of the respondents strongly agreed that SME’s have
competitive advantage over our competitors having mean score of 4.92 and standard deviation of 71.7% which implicates higher
response rate. Most of the respondents strongly agreed that the business has experienced an increase in total revenue over the past
few years having mean sore of 4.67 and standard deviation of 66%. The results are in support of Obwocha (2015) who asserts that
there is positive relationship between financial accessibility and financial performance.

7.2 Inferential Statistics
7.2.1 Correlation Results

The correlation coefficient was generated at 0.01 significance level (2- tailed). The results indicated a strong positive
relationship between independent variables (financial accessibility, financial framework policies & financial capacity building)
and dependent variable (financial performance). Based on the results it shows that financial accessibility, financial framework
policies & financial capacity building are significance to the financial performance as dependent variable. The results is in
agreement by Okwemba (2015) that significance of the variables depicts that the factors have influence on the financial
performance of small and medium enterprises in Kilifi County, Kenya.

Table 5 Correlation Analysis

Financial Financial Financial
Financial Framework Capacity Investment
Accessibility Policies Building Decisions
Financial Pearson 1
Accessibility Correlation
Sig. (2-tailed)
N 115
Financial Pearson 357" 1
Framework Policies Correlation '
Sig. (2-tailed) .000
N 115 115
Financial Capacity Pearson - -
Building Correlation 548 347 !
Sig. (2-tailed) .000 .000
N 115 115 115
Decision Investment Person 489** 593** A72%* 1
Correlation
Sig. (2-tailed) .000 .000 .000
N 115 115 115
Financial Pearson . 583" . 495" 679" 1
Performance Correlation
Sig. (2-tailed) .000 .000 .000
N 115 115 115 115
**_Correlation is significant at the 0.01 level (2-tailed).
*, Correlation is significant at the 0.05 level (2-tailed).
7.2.2 Correlation of Determination
Table 6 Model Summary
Model R R Square Adjusted R Square Std. Error of the Estimate
1 .259% .067 .033 2.36094

a Predictors: (Constant), Financial Accessibility, Financial Framework Policies, Financial Capacity Building, Investment
Decisions

The above model shows that overall regression model is significant at the calculated 95% level significance. The model
implicates that the independent variables financial accessibility, financial framework policies and financial capacity building have
significant effect on dependent variable financial performance. The regression model summary indicates the coefficient
determination R square as 0.067. This means that at 67% of the relationship is explained by the identified three variables financial
accessibility, financial framework policies and financial capacity building. The rest 33% is explained by other factors not studied
in this research.
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7.2.3 Analysis of Variance

Table 7 Analysis of Variance

Model Sum of Squares df Mean Square F Sig.
1 Regression 44.036 4 11.009 1.975 .000°
Residual 613.146 110 5.574
Total 657.183 114

a. Dependent Variable: Financial Performance
b. Predictors: (Constant), Financial Accessibility, Financial Framework Policies Financial Capacity Building

The overall ANOVA results indicates that the model was significant at F=1.975, p-value = 0.000, this shows that the overall
model was significant and financial accessibility, financial framework policies and financial capacity building have significant
effect on financial performance of small and medium enterprises in Kilifi County, Kenya.

7.2.4 Multiple Regression Analysis

Table 8 Multiple Regression Analysis

Unstandardized Standardize
Coefficients d Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 24.696 1.973 12.515 000
Financial Accessibility 287 030 006 074 000
_Fl_nanual Framework 264 048 055 671 000
Policies
Investment Decisions .294 .058 522 084 .000
Financial Capacity 153 .067 .208 2 565 .000
Building '

a. Dependent Variable: Financial Performance
From the analysis, the general regression Model arrived at was Y = 24.696 + 0.287X; + 0.264X, + 0.294X; + 0.153X,

The findings implies that a unit change of X;(Financial Accessibility) = 0.287, will results in change in financial
Performance of small and medium enterprises in Kilifi County; X, (Financial Framework Policies) = 0.264, will results in
change in the financial Performance of small and medium enterprises in Kilifi County while Xj (Financial Capacity Building
0.153; will results in change in the financial Performance of small and medium enterprises in Kilifi County. From the results a
change in financial investment decisions will lead to an increase in financial performance of small and medium enterprise in

Kilifi County. From the results it also implicates that the independent variables have significant positive relationship with the
dependent variable.

8. Conclusions and Recommendation
8.1 Conclusions

From the findings it shows that financial framework policies were measured in terms of legal framework, collateral and loan
products. The overall measure of financial framework policies was found to have strong positive effect on the financial
performance of small and medium enterprises in Kilifi County. The overall measure of financial accessibility was found to have a
positive effect on financial performance of small and medium enterprises in Kilifi County. In the generalized multiple correlation
model results showed a significant positive coefficient of financial accessibility implying significance influence on the financial
performance.

8.2 Recommendations

Relevant agencies should organize trainings to SMEs owners on how to manage their businesses successfully so as to become
full going concerns and survive for long period. Government agencies that are charged with the responsibilities of promoting the
activities, the SMEs should provide a platform for training the SMEs owners on how to adopt and access financial so as to ensure
long term survival of the SMEs as the current status of the SME’s to access finance is a challenge. This is more importantly
concerns on how to choose and evaluate investments in which to invest in. For example more sensitization needs to be done on
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how to use investment analysis techniques. Like payback period, NPV, return on investment, so as to maximize their wealth.
Similarly, SMEs owners themselves needs to pick interest and seek professional help on how to choose the best portfolio to invest
their funds so as to obtain higher returns on investment. The government, financial institutions and other relevant players should
provide proper financial institutional framework policies that will initiate the small and medium enterprises to access finance for

their business.
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