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Abstract

Financial literacy has been identified as a one of the key competencies required for the
establishing, management and thriving of SMEs. However, the exact effect they have on the
financial performance of SMEs hasn't been fully established by the available literature thus the
need for further research in this area. This study sought to establish the influence of financial
literacy on the financial performance of SMEs in Ruiru sub county, Kiambu County. A
descriptive survey design was adopted in conducting the study. The study population entailed
the registered SMEs in Ruiru Sub County and who have undergone some financial literacy
training by Equity bank through a programme known as financial knowledge for Africa (FIKA). A
sample of 100 respondents was selected out of the total population of 334 respondents. The
study used stratified sampling to get the sample of respondents. The data collected was
analyzed using SPSS and the significance of the results tested using inferential statistics. The

results of the multiple regressions revealed that there is a significant strong positive relationship
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between financial literacy and financial performance of SMEs. From the results, the study
concluded that high levels of financial literacy among SME owners led to higher financial
performance of SMEs. The study recommended that awareness be created to the SMEs on the
importance of being financially literate by encouraging them to participate in financial literacy
training programmes and also for the trainers to consider including ICT as one of units on which

participants will be trained.

Keywords: Financial Literacy, Skills Training, Small and Medium Enterprises, Financial

Performance

INTRODUCTION

Financial literacy has attracted increasing attention in both the developed and developing world
due to its role in financial decision. For example, in January 2008, the United States government
set up a President’s Advisory Council on Financial Literacy tasked to improve financial
education at all levels of the economy. Developing economies have also not been left behind;
countries like Indonesia and Ghana have set up programs that are aimed at increasing financial
literacy. Financial literacy encompasses the knowledge and skill required by individual to
function effectively in the money economy and make informed judgments in respect to their own
and their family circumstances. The need for financial literacy among entrepreneurs and
business owners has henceforth become an issue of interest in both developed and developing
economies (Hilgert&Hogath, 2003). Though it might not be an absolute state, it enables
individuals to be able to respond effectively to ever changing personal, social and economic
circumstances. Financial literacy is hypothesized to be a major determinant of the firm’s
success or failure. It is for this reason, many countries have created task forces to study and
evaluate the level of the financial literacy of their citizens (Alessie, Van &Lusardi, 2011).

Past literature depicts correlation between financial literacy and financial performance
trend of Small and Medium Enterprises (SMEs) although the direction of causality is unclear
(Hilgert& Hogarth, 2003). For instance, according to Bosma and Harding (2006), many SMEs
firms fail because they lack financial literacy, insufficient business acuity, as well as poor
financial literacy, undermines entrepreneurial activity. Most scholars agree that entrepreneurs,
regardless of their age, consistently engaged in decision-making activities concerning resource
procurement, allocation and utilization. Such activities almost always have financial
consequences and thus, in order to be effective, entrepreneurs must be imparted with financial

knowledge (Oseifuah, 2010). Drexler, Fischer, and Schoar (2014) posited that entrepreneurs
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usually suffer from insufficient financial literacy to make the complex financial decisions they
face. This is unfortunate, since according to Oseifuah (2010), financial literacy among youth
entrepreneur contributes meaningfully to their entrepreneurship skills. Entrepreneurs wanting to
grow need to have confident of their finances, as well be adequately informed (Kotzé&Smit,
2008). If the owners-managers are illiterate concerning their organizational finances, the
financial knowledge of their firms will also be lacking and this will lead to reduction in innovation
that can transform into competitive capability, unable to access different sources of financing
provision due to non-awareness and this attitude will lead to possible failures of SMEs
(Kotze&Smit, 2008). In conclusion entrepreneurs suffer from lack of financial literacy and such
deficiency undermines the probability of getting different sources of financing that can result into
competitive capability and firm superior performance.

Financial literacy refers to the knowledge of money and financial products that people
can apply to financial choices in order to make informed decisions about how to handle their
finances (Basu, 2005). It includes the ability to make informed judgments and to take effective
decision regarding financial matters (Worthington, 2005). OECD (2005) argued that financial
literacy must involve not only the investors but also the customers, both having the knowledge
of financial products and concepts and their ability to consider financial risks in their decision
making and to make other effective actions to improve their financial levels. Financial literacy is
essential in helping individuals to identify vital financial issues and behaviors that support
effective management of financial resources (Hilgert&Hogath, 2003). It enables one to have the
knowledge of critical financial concepts for instance, types of interests, risks and returns of
investments, diversification of investments, among others. Hence it equips the ability to
understand important financial products needed in life including various bank products, basic
investments, ideas and saving plans. It improves how individuals are able to examine and
appreciate money and financial issues. This aids greatly in making effective financial decisions
regarding financial managements (Greenspan, 2001).

Financial literacy not only enables one make decisions while confident and sure, but also
assists individuals to respond competently to changes that affect their everyday financial
wellbeing including events in the general economy like collapse of financial markets, rising
unemployment and the threat of rapid inflation (Hilgert&Hogath, 2003). Hereafter for any
financial system to be effective, financial literacy is required in order to avoid pitfalls and to take
appropriate actions to improve the firm's present and future conditions (OCED, 2009). Having
the numeracy and capacity to do calculations, understanding the financial systems and
understanding the risks of financial decisions are some of the fundamental concepts about

financial literacy. Common measures of financial literacy being money basic knowledge,
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financial management, debt, savings, insurance and investment literacy (Rooij, Lusardi,
&Alessie, 2007). As argued by Mandell (2008), there should be more emphasis on rising up the
level of financial literacy as this would help in achieving many objectives of organizations.

Financial performance refers to the total economic results of activities undertaken by an
organization, whether directly or indirectly (Lusch and Laczniak, 1989). It is the efficiency and
effectiveness of the organization (Letting, 2009). Specifically, financial performance of a firm
determines how well the business is doing in wealth creation and acquiring of resources
(Komppula, 2004). Daft (1997) attributes performance to the competency of an organization to
transform the resources within the firm in an efficient and effective manner to achieve
organization goals. To measure financial performance, varied measure approaches have been
adopted by various researchers including sales revenue, profits, return on investment/ equity
(Wijewardena, Zoysa, Fonseka&Perera, 2004). The measures include, return on sales,
combination of ROl and ROS (Pegels& Yang, 2000) and by its liquidity which is the amount of
cash a company can put its hands on quickly to settle its debts as adopted by Gill (1990). Colvin
(1991) provide various financial measures which include sales level, sales growth rate, cash
flow, return on shareholder equity, gross profit margin, net profit from operations, and ability to
fund business growth from profits.

Financial performance majorly influences the firm's growth. The enterprise growth is the
unification of quantity and quality. Growth is often closely associated with firm overall success
and survival (Johannisson, 1993). Hence growth is a measure of performance (Ochieng, 2012).
Schayek (2011) argues that most SME owners or managers are very sensitive about disclosing
information relating to their firm financial performance. In addition Watson (2007) suggests that
because most SMEs are not required to report and publish their financial records, it is difficult to
obtain, directly, the financial figures on sales and profitability of most SMEs. Therefore, most
research studies such as Lechner, Dowling and Welpe (2006) and Watson (2007) have
developed the use of a five point Likert scale which measures sales growth and profitability
growth as financial performance measures. A similar technique is used by Sawyerret al. (2003)
Thrikawala (2011) and Watson (2011). This approach is implemented as it avoids the direct
approach of asking for sales or profitability figures but infers the performance, indirectly, through
the responses on the level of satisfaction with sales and profitability growth of the firm. However,
it is important to note that sales and profitability growth should not be viewed in isolation as
profits and sales may increase as a result of some underlying factor such as price increases or
sales promotions, respectively, and not due to the improved performance of the firm or its

products.
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There is no standard definition of SME in Kenya, according to the micro and small enterprise act
of 2012, a micro enterprise is a business with a sales turnover of less than Kshs.500, 000 a
year, or has 1-9 people working in it. A small enterprise is a business that has sales of between
Kshs.1, 000,000 and Kshs.5, 000,000 in a year, or has 10-50 people working it. These two
types of enterprises are usually put in one group called micro and small Enterprises, or MSEs.
The reason for this is that they face similar opportunities and challenges, especially when
compared with bigger businesses.

Several countries in the world are promoting financial literacy amongst SME proprietors
as a tool of fighting poverty (UN, 2003), some of the countries involved are Egypt, Uganda,
Ghana, South Africa, Tanzania, Kenya (African Development Bank, 2007). In Kenya, key efforts
have been made by the government through Financial Sector Deepening (FSD), which
educates people to enhance financial freedom. The central bank has direct interest in financial
literacy and ensures that commercial banks show the public their charges so as to enable
persons to compare and make decisions. Commercial banks involvement has been mainly
relying on their marketing activities e.g. market activations. Further financial institutions such as
Equity Bank and KCB has made deliberate effort to educate Kenyans on finance. Equity Group
Foundation (EGF) has partnered with The Master Card Foundation while KCB has partnered
with Visa International to provide finance literacy programs that are aimed to giving Kenyan
SME owners an opportunity to learn how to effectively manage their finances.

Purpose of the study
The general objective of the study was to establish the influence of financial literacy on financial

performance of small and medium enterprises in Kiambu County, Kenya.

THEORETICAL REVIEW
This study is anchored on the following three theories, namely; Social learning theory, financial

literacy and behavior theory and the knowledge spill over theory.

Social Learning Theory

The social learning theory of Bandura emphasizes the importance of observing and modeling
the behaviors, attitudes, and emotional reactions of others. Bandura (1977) states: "Learning
would be exceedingly laborious, not to mention hazardous, if people had to rely solely on the
effects of their own actions to inform them what to do. Fortunately, most human behavior is
learned observationally through modeling, from observing others one forms an idea of how new

behaviors are performed, and on later occasions this coded information serves as a guide for
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action.” The component processes underlying observational learning are: Attention, including
modeled events and observer characteristics. Retention, including symbolic coding, cognitive
organization, symbolic rehearsal, motor rehearsal, motor reproduction, including physical
capabilities, self-observation of reproduction, accuracy of feedback; and Motivation, including
external, vicarious and self-reinforcement.

Social learning theory has been applied extensively to the understanding of aggression
and psychological disorders, particularly in the context of behavior modification (Bandura,
1969). It is also the theoretical foundation for the technique of behavior modeling which is widely
used in training programs. Social learning theory is extensively used in financial literacy
programs alike. In financial literacy programs, its components of motor reproduction, motivation,
retention and the attention paid by the trainees are of key importance to produce desired
results. However, money management characteristics can be said to innate, some studies
support the idea that psychological attributes associated with money management can be

culturally and experientially acquired (Gorman et al., 1997).

Financial Literacy and Behavior theory

Several studies showed that financial literacy is positively related to self-beneficial financial
behavior. Hilgert, Hogarth, and Beverly (2003) added financial behavior and financial literacy
guestions to the nationwide survey of consumer finances. They formed a financial practices
index based upon behavior in four variables, cash-flow management, credit management,
savings, and investment practices.

Comparing the results of this index with scores on the financial literacy quiz, they found
that those who were more financially literate had higher financial practices index scores,
indicating that financial knowledge is related to financial behavior. Further they found that those
with low financial literacy are more likely than others to base their behavior on financial advice

from friends and are less likely to invest in stocks.

The Knowledge Spill over Theory

In this theory the creation of new knowledge expands the set of technological opportunity.
Entrepreneurial activity does not involve simply the arbitrage of opportunities, but also the
exploitation of intra-temporal knowledge spill over not appropriated by incumbent firms. The
theory focuses on individual agents with endowments of new economic knowledge as the unit of
analysis in a model of economic growth, rather than exogenously assumed firms. Agents with
new knowledge endogenously pursue the exploitation of knowledge. This suggests that

knowledge spill over come from the stock of knowledge, and there is a strong
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relationship between such spill over and entrepreneurial activity. If incumbent firms appropriated

all the rents of R&D, there would be no intra-temporal knowledge spill over (Zoltan et al 2008).

EMPIRICAL REVIEW
There are several empirical studies that were undertaken by different scholars concerning

SMEs, both in developed and emerging economies. This are discussed as follows;

Personal Saving skills and financial performance of SMEs.

Bowen et al. (2009) observed that over 50% of SMEs continue to have a deteriorating
performance with 3 in every 5 SMEs failing within months of establishment. Only 2.5%
respondents saying their businesses were very successful. They established that 49.5% of
those who had received training in their areas of business reported that their businesses were
doing well hence the conclusion that relevant training or education is positively related to
business success and recommendation of the need for SMEs owners to get trained in an area
that is relevant to the business carried.

Nyabwanga (2011) postulates that majority of the small business owners or managers
had just basic education and over 57% of these business operators hardly attended any
financial training programmes. He also established that over 60% of them had little or no
knowledge in business management hence were void of management skills vital in the running
of their enterprises. The study also established that the performance of small scale enterprises
was on average low.

Osinde et al (2013) observed that entrepreneurs who received business development
services recorded an improvement in the growth of sales and growth in market shares on the
various businesses they were operating. The study further established that those who attended
the training services recorded an improvement in their businesses in terms of growth in sales
and profits with 83.3% of the respondents who always attended training reporting to have good
growth in profits as opposed to only 41.2% of those who never attended training.

Longenecker et al. (1994) observed that personal savings and contribution of business
partners constitutes an important source of funds, particularly in the formative stages of a firm.
Significant financial commitments made by owners of a company tend to build a lot of
confidence among potential investors. Kuriloff et al. (1993) these include borrowing using one’s
personal assets such as house and bonds as collateral.

Loans and contributions from friends and relatives are common source of funds,
especially for new business since the financial institutions are reluctant to providing funding for

start-up business because of the risk involve. This source of funds, however, comes with one
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serious challenge whereby many friends and relatives find it very difficult to stay as creditors or
investors without having to interfere with the business operations. They usually try to interfere
with policy and operational issues of the business (Kuriloff et al. 1993; Longenecker et al. 1994).
As a remedy to this problem, Kuriloff et al. (1993) recommended the treatment of such loans like
bank loans by putting in writing all the terms including interest rates and payment schedule.

Entrepreneurship Skills and Financial Performance of SMEs

Solomon & Winslow, (1988) indicated that business management training transforms one into
an innovative person who creates something unique with value by devoting time and effort,
assuming the financial, psychological and social risks in an action oriented perspective and
receiving the resulting rewards [and punishments] of monetary and personal satisfaction”
Carland, et al, (1984) suggest the business management skills are critical factors in business as
it gives entrepreneurial owners innovation, with entrepreneurial types showing more innovative
combination of resources to achieve a profit and stability.

Katz & Green, (2006), postulates that businesses entrepreneurship skills are important
for owners who are interested in control, financial independence and autonomy. Basic
entrepreneurship skills augmented with networking and resource management are foremost in
the minds of the business owner-manager. The high growth venture entrepreneurs are
fascinated by the birth and growth of their ideas. They want to create wealth, are highly
innovative and creative and seek to form, where feasible, strategic alliances. This is well
facilitated by quality entrepreneurship skills.

Entrepreneurship education provides students motivation, knowledge, and skills
essential for launching and managing a successful venture company (Cho, 1998). Nevertheless,
the extent of entrepreneurship education to train on business management by country differs
according to each country’s unique cultural context (Peterson, 2000). Education is one of the
critical factors in distinguishing entrepreneurs from non-entrepreneurs. Based on the point that
home-education from parents has a significant impact on an individual's life, entrepreneurial
parents should also be included in the education category. In addition, many organizations
allocate a great deal of resources to training their members through external as well as internal
education opportunities on business management.

Entrepreneurship training concerns itself with the conversion of inputs into outputs, using
physical resources, so as to provide the desired utilities to the customer while meeting the other
organizational objectives of effectiveness and efficiency. Entrepreneurship is also concerned
with the achievement of both satisfactory customer service and resource utilization (Flynn,

1995). An improvement in one will often give rise to deterioration in the other. Often both cannot
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be maximized, and hence a satisfactory performance must be achieved on both objectives.
When entrepreneurs are equipped with entrepreneurship skills most often they are motivated
into self-employment (Chase et al. 2006). It distinguishes itself from other functions such as
personnel, marketing and finance by its primary concern for ‘conversion by using physical

resources.’

Book keeping skills and financial performance of SMEs

Asquith et al, (2004) found that small and medium term enterprises (SMEs) comprise the largest
proportion of businesses in most economies and frequently offer the greatest potential for job
creation The government of Kenya has placed a lot of emphasis on the development of SMEs
as a means of encouraging self employment, poverty reduction and accelerating economic
growth.

This has seen SMEs contribute over 50% of the employment opportunities in Kenya and
over 40% of the GDP. Despite their significance, recent studies show that 60% of the SMEs fall
within the first few months of operation (Kenya National Bureau of Statistics, 2007). It is hard for
the SMEs to access finances from the financial institutions since they lack proper financial
records as a requirement (William et al 2003).

Dawuda, (2015) in his study an assessment of financial records keeping behaviour of
small scale businesses in Ghana found out that lack of education and high cost of hiring
qualified staff made it very difficult for the owners to keep proper books of accounts. Some
SMEs owners are ignorant of the value of keeping proper financial records and have perception
that it is waste of time and resources to create finance and accounting department with qualified
staff considering the scale of their operations. This may be true for businesses which are not
generating much revenue. It could be argued from this evidence that, the volume and value of
transactions can influence records keeping behavior of SMEs owners.

The overall effect of lack or poor financial records keeping is that, the owners cannot
perform financial analysis to establish trends to know whether their businesses are doing well or
not. They cannot understand and predict business environment and this can lead to business
losses. Inadequate or poor financial records affect users such as government agencies,
financial institutions, investors and other users in decision making and economic planning. He
recommended that accounting software packages should also be made available by
government to all institutions and also for sale at affordable prices, so that they can purchase
and use the packages, secondly a law on financial records of small scale businesses should be

passed and strictly enforced.

Licensed under Creative Common Page 424



International Journal of Economics, Commerce and Management, United Kingdom

Banking Services Access Skills and financial performance of SMEs

Andoh and Nunoo (2005) discussed how to sustain small and medium enterprises through
financial service utilization. In the analysis, two equations were estimated: (1) financial literacy
level, and (2) utilization of financial service which includes financial literacy as an endogenous
variable.

Overall, the results show that there was modest level of financial literacy among small
and medium entrepreneurs in Ghana. Moreover, it was discovered that the better and more
financially literate entrepreneurs were more likely to utilize financial service. The most
commonly utilized financial service was operating a bank account. This has important policy
implication. Finally, the instrument for financial literacy, recipient of financial education, also had

positive relationship with utilization of financial service.

METHODOLOGY

Research Design

The researcher used descriptive research design. Descriptive studies are usually the best
methods for collecting information that will demonstrate relationships and describe the world as
it exists. Bickman and Rog (1998) suggest that descriptive studies can answer questions such
as “what is” or “what was.” Experiments can typically answer “why” or “how.” The design was
appropriate for the study because the study came up with findings that will showed the influence
of financial literacy on financial performance of small and medium enterprises in Ruiru Sub

County.

Population of the study

The population of the study included all the licensed SMEs by Ruiru Municipal Council and had
undergone financial literacy training by Equity group foundation in partnership with MasterCard
foundation through a programme known as financial knowledge for Africa, (FiKA) in the last five
years between 2011 to 2015. In Ruiru Sub County 334 SMEs had undergone financial literacy
training on book keeping skills, entrepreneurship skills, personal saving skills and access to

banking services. These SMEs are registered by Ruiru municipal council.

Sample Size and Sampling Technique

Sampling is the process of selecting a sufficient number of individuals or objects from a
population such that the selected group contains elements representative of the characteristics
found in the entire group (Orodho and Kombo, 2002). The sample of respondents was

determined using stratified sampling which relies on mere chance to determine who will be
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selected in the sample and called for random selection in the inclusion of the cases into the
sample. According to Hayer (1997), it is a statistical determination of the appropriate sample
size and it will enable the researcher to generalize results to the population. Stratified sampling
eliminates the possibility of biasness in the selection of a sample under investigation. A sample
size of 100 respondents out of a population of 334 respondents was be given questionnaires.
This represented 30% of the total sample which was fair number to generate results. This

sample is recognized as being representative of the entire population (Kothari, 2006)

Data collection Instruments

Primary data was collected using questionnaires distributed to the registered small and medium
enterprises in Ruiru Sub County. The questionnaires evaluated their response on the influence
of financial literacy on financial performance of small and medium enterprises in Ruiru Sub
County, by indicating scores along a 5 point Likert scale ranging from ‘strongly agree’ to
‘strongly disagree’. The researcher used research assistants to administer the questionnaires to

the respondents and left them to fill it at their own time.

Data Analysis and Presentation

The study involved collection of both qualitative and quantitative data. After data collection, the
data was edited and coded in readiness for analysis by the researcher. The qualitative data
collected was subjected to content analysis. On the other hand the researcher used descriptive
and inferential statistics to analyze the quantitative data. This study utilized the SPSS software

to perform correlation and regression analysis on the collected data.

EMPIRICAL FINDINGS

Model Summary

Table 1 gives the regression model summary results. It presents the R value which is the
measure of association between the dependent and the independent variables, the R Square
which is the coefficient of determination measuring the extent at which the independent
variables influence the dependent variable as well as the Adjusted R Square which measures

the reliability of the regression results.

Table 1: Regression Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate
1 .889 .0790 0.736 .22462
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From the findings in the above table the value of adjusted R squared was 0.736 an indication
that there was variation of 73.6 percent on financial performance of small and medium
enterprise due to changes in training on personal saving, training on entrepreneurship skills,
training on book keeping and training on access to financial services at 95 percent confidence
interval. This shows that 73.6 percent changes in financial performance of small and medium
enterprise could be accounted to training on personal saving, training on entrepreneurship skills,

training on book keeping and training on access to financial services.

Analysis of Variance

Table 2: Analysis of Variance

Model Sum of Squares df Mean Square F Sig.
1 Regression 1.724 4 431 3.814 .001°
Residual 7.006 62 113
Total 8.73 66

Critical value =1.997

From the ANOVA statistics, the study established the regression model had a significance level
of 0.3% which is an indication that the data was ideal for making a conclusion on the population
parameters as the value of significance (p-value) was less than 5%. The calculated value was
greater than the critical value (3.814>1.997) an indication that training on personal saving,
training on entrepreneurship skills, training on book keeping and training on access to financial
services all affects financial performance of small and medium enterprise in Kenya. The

significance value was less than 0.05 indicating that the model was significant.

Regression Coefficients

Table 3: Coefficients®

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
1 (Constant) 1.508 1.131 1.333 .001
Training on personal saving 481 228 0.203 2.110 .002
Training on entrepreneurship Skills .347 127 217 2.732 .003
Training on book keeping 416 115 .316 3.617 .001
Training on access to financial services .267 .103 125 2.592 .000
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From the data in the table below, the established regression equation was:
Y = 1.508 + 0.481X; + 0.347 X, + 0.416 X3 + 0.267 X4

From the above regression equation it was revealed that holding training on personal saving,
training on entrepreneurship skills, training on book keeping and training on access to financial
services to a constant zero, the financial performance of small and medium enterprise in
Kenya would be at 1.508, a unit increase in training on personal saving would lead to an
increase in financial performance of small and medium enterprise in Kenya by a factors of
0.481, a unit increase in training on entrepreneurship skills would lead to increase in financial
performance of small and medium enterprise in Kenya by factors of 0.347, a unit increase in
training on book keeping would lead to increase an in financial performance of small and
medium enterprise in Kenya by a factor of 0.416, and a unit increase in training on access to
financial services would lead to an increase in financial performance of small and medium
enterprise in Kenya by a factors of 0.267 and . All the variables were significant as their
significant value was less than (p<0.05).

Tests of Independence

Durbin Watson Test

Independence of error terms, which implies that observations are independent, was assessed
through the Durbin-Watson test. Durbin Watson (DW) test check that the residuals of the
models were not autocorrelated since independence of the residuals is one of the basic
hypotheses of regression analysis. Its statistic ranges from zero to four. Scores between 1.5
and 2.5 indicate independent observations (Garson, 2012). The DW statistics were close to the
prescribed value of 2.0. Thus, it can be concluded that there was no autocorrelation and the

residuals were independent.

Table 4: Durbin Watson Test

Variables Durbin Watson
Personal saving 1.987
Entrepreneurship Skills 2.084
Book keeping Skills 2.231
Access to banking services skills 2.026
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Heteroskedasticity Test

Heteroskedasticity test was used to examine the assumptions of homoskedasticity in the
residuals. According to this assumption, residuals in the regression model must have constant
variances. If they are not constant, the situation can be defined as heteroskedastic.

Table 1: Heteroskedasticity Test

F-statistic 4.619239 Prob. F(4,103) 0.0018
Obs*R-squared 0.82708 Prob. Chi-Square(4) 0.0025
Scaled explained SS 17.34903 Prob. Chi-Square(4) 0.0017
Prob(F-statistic) 0.000000

To confirm for heteroskedasticity assumption in the error term of the regression model, this
study applied heteroskedasticity test by Breuch-Pagan-Godfrey test. If the P-value of the
observed* R-squared is greater than 5 percent, then null hypothesis which state that residuals
was not heteroskedastic would not be rejected. If P-value is less than 5 percent, the null
hypothesis would rejected, it would be concluded that there is significant evidence of
heteroscedasticity, so that it is not be plausible to assume that the variance of the errors is

constant in this case.

Discussions of findings

The study sought to determine whether, for the past five years, training on personal saving
skills, entrepreneurship skills, book keeping skills and access to banking services has any
influence on the financial performance of the respondent’s SMEs.

Concerning the influence of training on personal saving the findings established that
majority of the respondents owned bank accounts for easy acquisition of loans for business
expansion and also for personal savings. Only a minority of the respondents indicated that they
don’t own bank accounts since they don’t make much profit from their small enterprises hence
they do not need banks accounts for saving purposes. Though majority of the respondents
owned bank accounts, the study established they do not use this accounts frequently for making
savings into their accounts. This may be an indication that either the amount of profits derived
from the businesses is not enough to sustain these businesses as well as make frequent
savings in the banks or the SME owners are ploughing back most of their profits into their

businesses for faster growth and bigger profits in the future.
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The study established that for the past five years, training on entrepreneurship skills has
influenced financial performance of the respondents’ small and medium enterprises. Majority of
the respondents agreed that training on entrepreneurship skills has influenced financial
performance of their SMEs. Only a minority of the respondents did not agree. They stated the
main reason being their inability to leverage on the internet to market their finished goods and
also source for quality raw materials at fair price. For it is not sufficient to know how to produce
a high quality product. The producer must also know how to sell it. They attributed this as the
main reason for revenues of their businesses not growing fairly first as compared to those SMEs
that leveraged on technology.

The study found out that for the past five years, training on book keeping skills has
influenced financial performance of the respondents’ small and medium enterprises. Majority of
the respondents agreed that training on book keeping has positively influenced financial
performance of their SMEs by helping them plan ahead for the businesses, for instance
budgeting, equipped them with necessary skills for generating financial statements needed by
government, supplies, creditors and other stakeholders, also equipped them with skills
necessary to ascertain profits earned.

The study found out that training on access to banking services has influenced financial
performance of the respondents’ small and medium enterprises. All the respondents agreed that
for the past five years, training on access to banking services such as, how to secure an
affordable loan for business expansion, how to manage business account to transact day-to-day
affairs, for example paying wages, paying bills such as water bills etc., how to use facilities such
as bank cheque, credit cards, bank drafts etc. for smooth day to day payments and revenue
collection of their business has positively influenced financial performance of their SMEs to a

very great extent.

CONCLUSION
The findings established that personal saving skills are relevant in enhancing profitability of the
SMEs. Therefore, the study concludes that entrepreneurs who are adequately equipped with
personal saving skills are seen to make more profits as compared to those with no knowledge in
personal saving. This is because the skills help them to focus on making personal savings
hence increase more capital for re-investing and business expansion, this in the long run brings
in more profits.

The findings further revealed that entrepreneur skills positively influence sales volume of
a business to a very great extent. The study thus concludes that in an industry characterized

with many sellers, an entrepreneur can be able to stay competitive and maintain profits if he had
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adequate and necessary entrepreneurial skills. These skills help in maintaining the old as well
as attracting new customers.

The study found that book keeping skills help in proper budgeting of the resources of an
enterprise. Therefore, the study concludes that book keeping skills are necessary in a business
since they help the entrepreneur to avoid setting unachievable goals with the limited financial
resources. They also help to ascertain profits earned or losses incurred.

The study further concludes that limited access to financial services is a major hindrance
to expansion of small and medium enterprises. This is because borrowing from the banking
sector is very costly due to the interests that are involved when paying the bank loans. These
high interest rates result to SMEs shunning most financial institutions despite them being ready

to offer financial support to the SMEs.

RECOMMENDATIONS

This study focused on the influence of financial literacy on financial performance of small and
medium enterprises in Ruiru Sub-County and established that financial literacy improves
financial performance of SMEs. However, the study recommends that awareness be created to
the SMEs on the importance of participating in financial literacy training program to quip the staff
with financial literacy skills.

The study also recommends that stakeholders providing financial literacy in Kenya
should consider adding ICT as one of the critical components of the training as this opens more
doors to source for raw materials at fair prices. Through technology, businesses can get greater
access to markets for their finished products as well as to new and cheap technology for use in
production through the use of the internet. Further, it recommends that research work should be
undertaken to look at how financial literacy influence SMEs’ entrepreneurs in other parts of the

country for comparison purposes.
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