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Abstract 

Small Enterprises in Kenya face challenges that inhibit their growth and diminish their 

contribution to sustainable development. Consequently, few have transited from micro to 

medium scale. Although numerous financial education programmes are in place for MSEs 

development in Kenya limited growth persists, it’s  unclear which MSEs  have been reached by 

the programmes and which key factors bring  about growth. This research investigated the 

relationship between financial literacy and the growth of MSEs in Kenya. Descriptive cross 

sectional survey design was used. 306 MSEs were selected using stratified random sampling 

from a population of 1300 MSEs registered in Kakamega Central Sub County as of 2015.  A 

questionnaire was used to collect primary data while document analysis was used for secondary 

data. Data was analyzed using percentages and frequencies using SPSS. Findings reveal that; 

although MSE managers had a fair knowledge of debt management literacy majority do not 

understand the effect of inflation and interest rates on loans they borrow and were not 

comparing terms and conditions before purchasing financial products, most managers have low 

book keeping literacy. Managers with low financial literacy have recorded minimal or no growth.  
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INTRODUCTION 

Small businesses continue to play a key role in triggering and sustaining economic growth and 

equitable development in both developed and developing economies. (Gordon & Brayden, 

2014; UNIDO,1999).In Kenya  MSEs employed 42 % of the working population and accounted 

for 75 % of all modern establishments as at 2011 (KIPPRA, 2012). A healthy MSE sector 

therefore contributes significantly to the economy through creating employment, producing large 

volumes of goods and services, increasing exports and a fertile ground for nurturing innovation 

and entrepreneurship skills. Thus for Kenya to realize and sustain double digit economic growth 

as envisioned in the Kenya Vision 2030 strategy, the  performance and competitiveness of 

MSEs  must  be increased. 

Despite the numerous benefits of MSEs worldwide, these enterprises are reported to 

have both a high birth rate and high death rate (Turyahebwa et al., 2014; Fatoki, 2014; GOK, 

2005 & Oluoch, 2014) . These studies indicate that a large number of MSEs do not survive to 

celebrate their third birthday because they tend to remain small hence vulnerable to failure as a 

result of simple management mistakes as compared to large enterprises. This has made it 

difficult for most MSEs to graduate into medium and large-scale enterprises, thus creating the 

“missing middle” phenomenon.  The Sessional paper No 2 of 2005 reports that when compared 

to other countries, the number of Kenyan firms employing 11-50 persons is relatively small. 

Consequently, this has resulted to a weak base for industrial take-off and sustainable 

development in Kenya (KIPPRA, 2012). The high failure rate has also been attributed to low 

financial literacy which results to poor planning, limited access to finance and poor financial 

management (Oluoch, 2014; Agyei, 2014; Njoroge, 2012). Individuals with financial literacy 

skills tend to make better financial decisions with fewer management mistakes than their 

counterparts who are financially illiterate (Njoroge, 2014; Fatoki, 2014). Sound financial 

management is therefore critical to the survival and management of MSEs because financial 

literacy skills empower and educate investors so that they are able to evaluate financial 

products and make informed decisions and facilitates proper debt management which improves 

the credit worthiness of potential borrowers (MasterCard, 2011). Financial literacy also builds 

the risk management skills of individuals. Siekei et al., (2013) argue that financial literacy 

prepares investors for tough financial times through strategies that mitigate risk such as 

accumulating savings, diversifying assets and avoiding over indebtness.   

Lursadi and Mitchel conducted various studies with the US adult population of 50 years 

and above in 2004. The survey revealed that only 34% answered all the financial literacy 

questions on inflation, compound interest and investment risk correctly despite the fact that at 

their age they were expected to have made many financial decisions and witnessed two periods 
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of high inflation that should have informed them on investment risks and interest. These same 

questions were added to several other U.S. surveys thereafter and all the studies revealed a low 

level of financial literacy among Americans (Lusardi and Mitchell 2009; Lusardi; Lusardi and 

Mitchell 2011d). These studies however focused on the numeracy skills of individuals and how 

these skills affected their financial decisions; no attempt was made to establish how the level of 

literacy of these individuals affected the performance of their businesses. Fatoki (2014) found 

that despite financial literacy having a positive correlation with MSE performance, a large 

majority of micro enterprises in South Africa had a low level of financial literacy negatively 

affecting the performance of their businesses. Similarly Agyei (2014) reported a low level of 

financial literacy among women micro entrepreneurs in Accra Ghana. Poor record keeping and 

poor financial management among a majority of MSEs has been attributed to low level of 

financial literacy especially among the adult population across countries (Lursadi and Mitchel, 

2014; FSD, 2009; Fatoki, 2014). Given that most MSE owners in Kenya are adults, these 

statistics could imply that low levels of financial literacy may be one of the major causes of poor 

performance, stagnation and business failure for a majority of MSEs.  

 

Statement of the Problem 

The Asian experience shows that it is mainly the growth-oriented medium-sized enterprises 

among the MSEs that have a high propensity to apply technology and training to serve 

specialized niche markets and bring about industrial growth. On the contrary, the MSE sector in 

Kenya faces unique challenges which inhibit their growth and profitability and hence, diminish 

their ability to contribute effectively to sustainable development. In Kenya the small enterprise 

sector shows a distinct dual structure, at one extreme there exist a few large modern capital- 

intensive enterprises, while at the other extreme there are small micro enterprises that are 

informal, use very simple and traditional technologies and serve a limited local market. This 

structural imbalance exists despite the implementation of MSE promotion programmes for many 

years hence the “missing middle” phenomena (GOK, 2005). KIPPRA (2012) reports that 

although the MSE sector generates up to 75% employment, enterprises employing 11-50 

workers which are mainly found in the manufacturing sector constitute only about 10.6% of the 

total MSE employment . This poses a challenge for the government to increase the proportion of 

MSEs that grow to the next employment size if Kenya is to achieve the double digit economic 

growth rate. 

Although numerous financial education programmes are in place for MSEs sector in 

Kenya, limited growth persists, It remains unclear whether MSEs in Kenya have been reached 

by financial literacy programmes and which factors play a key role to bring about growth. The 
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problem is further compounded by scanty empirical studies reviewing the relationship between 

financial literacy and MSE growth. Njoroge (2013) found a positive relationship between 

financial literacy and entrepreneurial success in Nairobi County. However, respondents were 

from MSEs with at least 3 employees, had been in business for at least five years with a 

turnover of 5 million. This left out micro enterprises with a lower turnover yet these forms the 

bulk of traders in this sector. Siekei et al., (2013) looked at  the role of financial literacy on 

performance of MSE enterprises whose managers had undergone the Equity foundation 

financial literacy training in Njoro district. The findings revealed a positive relationship between 

the financial literacy training and the performance of the MSE managers that had been trained. 

However, for a conclusive picture, it’s necessary to measure the level of literacy of all MSEs so 

that those that have not been reached can be prioritized by future efforts. This research 

investigated the relationship between financial literacy and the growth of MSEs in Kenya. The 

general objective was to determine the relationship between financial literacy and the growth of 

micro and small scale enterprises in Kenya with a view to establish the level of knowledge of 

MSE managers and how it affected the growth of their businesses. The study was guided by the 

following specific objectives; 

1. To determine the effect of debt management literacy on the growth of MSEs in 

Kakamega central sub county. 

2. To examine the effect of record keeping literacy on the growth of MSEs in Kakamega 

Central sub county. 

 

LITERATURE  REVIEW 

Micro and Small Enterprise Growth 

Enterprise growth can be measured in various ways. Gupta et al.,(2013) suggests the use of 

quantitative features such as; value addition, revenue generation, volume of assets and volume 

of business or qualitative features like market position, quality of product, and goodwill of the 

customers, on the contrary Mateev and Anastasov (2010) opine that financial structure, 

productivity, sales revenue and total assets have a more direct impact on growth but caution 

that the number of employees, investment in R & D, and other intangible assets have minimal 

influence on the enterprise's growth prospects.  Lorunka et al., (2011) argues that the gender of 

the founder, the amount of capital required at the time of starting the business, commitment of 

the entrepreneur and growth strategy of the enterprise are the most important factors in 

predicting growth in a small enterprise. Men owned enterprises exhibited faster growth than 

women owned enterprises. This could be attributed to the assertion that men tend to acquire 

knowledge on financial literacy earlier in life while women will do so late in life particularly in 
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anticipation of death of a spouse (Lusardi and Mitshell, 2013). Consequently, growth may be 

achieved quickly, slowly, or not at all. It depends on the strength of the growth aspirations and 

growth-enabling factors of an enterprise (Mckaskill, 2013) Various studies further confirm that 

while some entrepreneurs aspire to grow either for recognition as founders of business empires 

or to serve their customers better (Penrose, 1959) others are not able to grow due to inability to 

manage transition (Greiner, 1972) and others do not want to grow. A study by Kolvereid and 

Bullvag (1996) found that almost 40% of the respondents do not want to grow. Further, they 

found that there is a significant relation between education, industry, past growth in turnover, 

and entrepreneur's aspiration to grow. They concluded that entrepreneurs who want their firms 

to grow will have higher level of education and will tend to have manufacturing firms rather than 

service firms. However, Njoroge (2013) argues that education may not be the only determinant 

of growth as there are also cases of illiterate persons running successful enterprises in Kenya 

especially in the informal Jua Kali and farming sectors. A clear understanding of factors that 

greatly influence the growth of MSEs would ensure that they are measured and enhanced to 

promote the growth of MSEs.  

  

Debt Management Literacy 

Studies reveal that individuals with less financially literacy are likely to face more challenges 

with regard to debt management, savings and credit, and are less likely to plan for the future 

while those with higher financial literacy are better able to manage their money, participate in 

the stock market and perform better on their portfolio choice, they are likely to accumulate 

higher amounts of wealth, have better debt management skills and avoid high interest payments 

(Lusardi and Mitchell, 2008, 2011; FSD, 2009). Financially illiterate individuals tend to borrow 

too much and generally use more expensive sources of finance that may impact negatively on 

their business performance and are also likely to report excessive debt position or inability to 

measure their debt position (FSD, 2009; Mastercard, 2011). Obago (2014) found that higher 

numeracy skills have a positive relationship with higher levels of  household wealth and good 

financial decisions while poor numeracy was linked with unnecessary expenses. Lusardi et al., 

(2011) found that an increase in the financial literacy of an individual with otherwise average 

characteristics is associated with a 17 percentage point higher probability of stock market 

participation. 

Problems resulting from poor financial management also affect the productivity of 

employees. Brown et al., (1993)  as cited by Obago (2014) found that many employees  suffer 

from stress as a result of money problem  behaviors which  include: over-indebtedness, 

overspending, unwise use of credit, poor money management and inadequate resources to 
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make ends meet which impacts negatively on their productivity at work. The Financial capability 

Report of 2009 reveals that a significant population of Kenyans i.e 25% has credit difficulties 

and tends to borrow loans to repay loans and admit that they are not in control of their finances. 

This study posits that acquisition of financial literacy skills would have a positive impact on an 

individual’s behaviors in terms of increased savings, wealth accumulation and avoidance of 

unnecessary expenses. This would make MSE managers better customers for the banks, 

prudent managers of the limited financial resources in their businesses and better able to select 

the most suitable products for their businesses. 

 

Book Keeping Literacy 

Every enterprise, however simple requires written records which are used by managers as 

guides to routine action, taking of decisions, formulation of general rules and maintaining 

relationships with other organizations or with individuals (Frankwood, 2010). Therefore a 

business without written records is like a blind man without his aid or a vehicle without a driver 

for it does not know which way it is going. Frankwood, (2010) identifies the following as the main 

benefits of keeping business records; They help in calculating business profits or losses, reveal 

value of debtors in terms of amount due and when payments are due so as to avoid heavy costs 

of bad debts, They also help in business planning and are needed by lenders of business 

finance.  Hussein (1983) as cited by Ezejiofor et al., (2014) notes that, a good accounting 

system is not only judged by how well records are kept but by how well it is able to meet the 

information needs of both internal and external decision-makers. Quality accounting information 

will enhance financial management as well as accessibility of finance by small businesses. Wise 

(2013) finds that increase in financial literacy leads to more frequent production of financial 

statements and  such an entrepreneur has a higher probability of loan repayment and a lower 

probability to voluntarily close his/her business. Ezejiofor et al., (2014) found that MSEs in 

Nigeria that kept proper books of account were able to measure accurately the performance of 

their businesses. They also assert that business decisions with regard to expansion, 

maintaining a competitive edge, prevention of business failure and filling tax returns need to be 

supported by quality financial information which needs to be relevant, user friendly and available 

in a timely manner. Hence accounting systems that generate the information should be simple 

in order not to impose unnecessary operative burdens. 

Most micro-enterprises do not keep books of accounts that will allow them to extract 

useful accounting information due to lack of accounting knowledge (Fatoki, 2014; Agyei, 2011; 

Maseko and Manyani, 2011). Ezejiofor et al., (2014) opine that except for statutory demands, 

MSEs hardly give serious thoughts to the process of sound accounting, yet the inadequacy and 
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ineffectiveness of accounting processes have been responsible for untimely collapse of a host 

of them. Lack of business records results to information asymmetry which makes it difficult for 

financiers to quantify accurately the level of risk involved in a business opportunity so as to fix 

accurate interest rates which results to high transaction costs due to high cost of information 

gathering, screening and monitoring of MSEs. Consequently financiers tend to fix high 

premiums, high interest rates and demand excess collateral which makes it difficult for MSEs to 

comply. Such severe credit rationing for MSEs results to credit constraints making them miss 

out on projects that are profitable because they cannot raise the external capital necessary to 

fund them (Craig et al., 2007). The G20 Seoul Summit (2010) also reports that low levels of 

financial literacy particularly book keeping skills have contributed to lost opportunities for a large 

number of MSEs worldwide.  It affirms that information asymmetry arising from MSEs 

inadequate financial statements or business plans make it difficult for creditors to assess the 

creditworthiness of potential MSE proposals which makes most lenders reluctant to fund small 

firms especially those with new products.  

 

RESEARCH METHODOLOGY 

 Descriptive cross sectional survey design was used. The study targeted 1300 MSEs registered 

under the single business permit in Kakamega Central Sub County as of 2015. MSEs were 

stratified into sectors as; Service, Retail/Wholesale, Manufacturing and Agribusiness. 

Proportionate sampling was used to determine the number of respondents from each strata to 

reduce sampling errors (Kombo & Tromp, 2006; Guthrie, 2012). Sample size was calculated 

using Yamane’s formula (1967) on the basis of which a sample of 306 MSEs was selected.  A 

structured questionnaire with closed and open ended questions was used to collect primary 

data. The closed ended questions were designed on a likert scale of 6 items while document 

analysis was used for secondary data. A pilot study involving thirty randomly selected 

respondents from Butere Sub County was carried out to ensure reliability of the instrument. 

Mugenda and Mugenda (2003) recommend that a sample of 10% of the proposed sample size 

is adequate for piloting.  Internal consistency reliability was measured using the Cronbach’s 

alpha which gave an overall standardized alpha value of α=0.944 for all the 23 items in the 

instrument which was way above the minimum recommended by Field (2005) of 0.7.  The face 

and content validity of the research instruments was established by seeking opinions of experts 

in the field of study especially my research supervisors. Responses to the questions were 

checked against the research objectives to ensure they were relevant. 306 questionnaires were 

distributed and returned from which 3 were discarded for being incomplete. The researcher 

ended up with 303 usable questionnaires which represented a response rate of 99.02% which 
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was above the minimum recommended of 50-70% therefore deemed adequate for analysis and 

reporting (Mugenda & Mugenda, 2003). Data was subject to descriptive statistics using SPSS. 

 

RESEARCH FINDINGS AND DISCUSSION 

Characteristics of the Respondents 

Majority of the respondents were male (56.1%) while female represented 43.9% of the 

respondents. Majority (40.6%) of the respondents had Secondary education, 16.2% had primary 

education, 6.9% had no education, 29% had college education while 7.3% of the respondents 

were University graduates. This implies that most of the respondents   totaling to 63.9% have 

less than College education. It was also established that majority of the respondents (49.2%) 

were in Retail /Wholesale, 33.3% in Service, 11.6% in Agribusiness and 5.9% in Manufacturing. 

The  analysis revealed that majority ( 41.6%)  of the businesses have been in existence  0-5 

years, 38.3% for 6-10 years, 17.5% for 11-15 years and only 2.6 % for 16-20 years. This implies 

a low rate of transition of these MSEs to the next level of growth. On training attendance results 

indicated that out of the total sampled majority have not attended any training accounting for 

54.13% against 45.87 who have attended financial education training. Main reasons cited was 

lack of awareness of the trainings being conducted at 73.75%, 17.50%  were not invited, 6.88% 

cited other reasons which mainly included lack of time to attend and lack of interest while only 

1.88% claimed the training was too expensive. 

 

Debt Management Literacy 

Respondents were presented with 6 questions on a likert scale to state their level of agreement 

with the statement where SD= Strongly Disagree, D=Disagree, U= Unsure, A=Agree, SA= 

Strongly Agree. 

 

Table 1: Debt Management Literacy 

Debt Management Literacy SD D U A SA TOTAL 

I always repay my loan installments on time. 5.9 18.2 1.3 54.8 19.8 100.0 

I always compare the terms and conditions of various 

financiers before buying their products for my business 

5.9 33.3 4.0 50.5 6.3 100.0 

My business uses more than half of the revenue generated 

to repay loans 

13.2 46.5 3.0 32.3 5.0 100.0 

My debt management skills have enabled me to access  

various sources of finance for my business 

5.9 27.4 9.9 55.4 1.3 100.0 

I know the effect  of Inflation and interest rates on the loans 

I borrow for my business 

19.1 42.9 5.6 31.7 0.7 100.0 

I can determine accurately the total debt position of my 

business 

5.3 19.8 7.3 66.0 1.7 100.0 
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On whether they repay loan installments on time the modal response was agree with 54.8%. 

This means most of the MSE owners were able to repay their loans on time.  

On ability to compare terms and conditions before buying financial products the modal 

response was agree (50.5%). Whereas 56.8% of the respondents either agreed (50.5%) or 

strongly agreed (6.3%) that they were comparing terms and conditions, a significant number 

(43.2%) strongly disagreed (5.9%), disagreed (33.3%) or were unsure 4.0 %. This implies that 

although majorities were comparing terms and conditions of various financiers before buying 

products a significant number were not comparing.  

On whether the businesses use more than half of the revenue to repay loans  results 

show that  59.7% of the respondents either strongly disagreed (13.2%) or disagreed(46.5%) 

against a total of 37.3% who either agreed or strongly agreed. This shows that most businesses 

were using affordable loans in their businesses.  

The analysis also revealed that majority of the respondents agreed (55.4%) that their 

debt management skills had enabled them access various sources of finance. This implies that 

finance is readily accessible to most MSEs surveyed although the cumulative total of those who 

strongly disagreed, disagreed or were unsure is also significant (43.2%) as shown in table 1 

above.  

On whether the respondents know the effect of inflation and interest rates on the loans 

they borrowed. The modal response was disagree at 42.9% ,strongly disagree(19.1%) 

unsure(5.6%) totaling to 67.6% as those who either did not know or were unsure against only 

32.4 % who agreed and strongly agreed that they knew the effects.  

Findings further established that 66.0% agreed, 19.8% disagreed, 5.3% strongly 

disagreed, 7.3% were unsure while 1.7% strongly agreed that they could accurately determine 

the total debt position of their businesses.  This implies that majority were able to ascertain their 

total debt which was also made easier by the small size of their businesses. 

Whereas a cross tabulation of debt literacy variables with gender and age did not reveal 

any significant trends. Education attainment revealed that the negative responses on two 

questions i.e ability to compare terms and conditions and Knowledge of the effect of inflation 

and interest rates were given by respondents with below college education as shown in table 2 

and 3 below. This supports the findings by Obago (2014) and Marzieh et al.,(2013)  that higher 

education is positively associated with financial awareness. 
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Table 2: Educational Attainment *Ability to Compare Terms and Conditions 

  Strongly 

Disagree Disagree Unsure Agree 

Strongly 

Agree Total 

Educational 

Attainment 

Primary 7 27 0 14 1 49 

Secondary 3 47 8 59 6 123 

None 5 10 1 5 0 21 

Diploma/Cert 2 14 2 61 9 88 

University  1 3 1 14 3 22 

Total 18 101 12 153 19 303 

 

Table 3:  Educational Attainment *  The Effect of Inflation and Interest Rates 

  Strongly 

Disagree Disagree Unsure Agree 

Strongly 

Agree Total 

Educational 

Attainment 

Primary 19 28 0 2 0 49 

Secondary 20 67 9 27 0 123 

None 12 9 0 0 0 21 

Diploma/Certificate 6 25 5 52 0 88 

University graduate 1 1 3 15 2 22 

Total 58 130 17 96 2 303 

 

Record Keeping Literacy 

The likert scale on book keeping literacy consisted of 6 questions which asked respondents to 

evaluate their knowledge and skills in book keeping by stating whether they have; 1= No 

knowledge and skills, 2=Unsatisfactory Knowledge and skills, 3=Satisfactory Knowledge and 

skills, 4=Good knowledge and skills 5= Excellent knowledge and skills.   

 

Table 4: Record Keeping Literacy 

Record Keeping Literacy 1 2 3 4 5 TOTAL 

Ability to prepare financial statements for your business 

(income statement, balance sheet) 

31.4 23.4 25.4 17.5 2.3 100.0 

Ability to perform financial Analysis on your business 

financial statements( gross profit margin, net profit  margin, 

current ratio) 

33.3 24.8 22.1 18.5 1.3 100.0 

Adequate knowledge on maintenance of cashbook 33.0 22.8 25.7 16.8 1.7 100.0 

Filling of tax returns 40.3 24.4 17.2 16.2 2.0 100.0 

Ability to maintain and balance the ledger book accurately 38.3 27.1 17.5 16.2 1.0 100.0 

Ability to do bank reconciliations for your business 39.9 25.7 17.2 15.8 1.3 100.0 
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Findings as shown in table 4 above revealed that majority of the respondents had no knowledge 

and skills on all the book keeping skills tested. Specifically, on whether the respondents were 

able to prepare financial statements accurately the modal response was no knowledge and 

skills (31.4%) while only 19.8% had good (17.2) and excellent knowledge (2.3). On ability to 

perform financial analysis, findings revealed that  more than half of the respondents (58.1% ) 

had  either no knowledge(33.1) or unsatisfactory knowledge and skills(24.8)  while only 19.8% 

rated themselves as having good or excellent skills and knowledge. The analysis also 

established that majorities (58.8%) of the respondents have either no knowledge or 

unsatisfactory knowledge and skills on maintenance of a cashbook while only 18.5%  had good 

or excellent skills and knowledge.  On filling tax returns the study established that, 40.3% had 

no knowledge and skills, 24.4% had unsatisfactory knowledge and skills, 17.2% had satisfactory 

skills while those with good to excellent skills were only 18.2%. Findings   further revealed that 

majority of the respondents (38.3%) had no knowledge and skills on maintenance of the ledger 

book, 27.1% had unsatisfactory knowledge, 17.5 % had satisfactory knowledge while only 17.2 

% had good or excellent skills and knowledge. On ability to do bank reconciliations findings 

revealed that 65.7% had either no knowledge or unsatisfactory knowledge and skills with only 

17.1% indicating that they had   good or excellent skills and knowledge. In general, the findings 

imply that most of the MSE managers surveyed were not practicing book keeping in their 

businesses due to lack of skills and knowledge. 

A cross tabulation of book keeping skills and education attainment  revealed that on all 

the six skills tested, majority of the  respondents who answered no knowledge or unsatisfactory 

knowledge and skills had Secondary education and  below while those with satisfactory skills 

and above  had  diploma/Certificate or university education. This implies that   higher education 

attainment has a positive impact on book keeping skills. 

 

Debt Literacy and MSE growth in value of Assets 

Findings in Table 5 below reveal that knowledge on debt management has a positive influence 

on the growth in value of assets of MSEs. Specifically, of the 31 MSEs that have grown their 

assets beyond 500,000/= only 6 disagreed that they are not able to repay their loan installments 

on time while of the 77 MSEs that strongly disagreed, disagreed or were unsure on timely loan 

repayments only 9 have a value of assets above 100,000/=. This implies that timely loan 

repayments improve the ability of the owner manager to access development finance for 

business expansion. On ability to compare terms and conditions 131 MSE owners either 

strongly disagreed (18), disagreed(101) or  were unsure(12), Consequently only 8 out of 131 

have assets valued above 500,000/= implying that inability to compare terms and conditions has 
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a negative impact on the growth in assets since the owner manager may not purchase the best 

products for his business. On ability to access various sources of finance, of the 131 MSEs that 

either strongly disagreed(18), disagreed(83) or were unsure(30)  only 7 have grown their assets 

to at least 500,000/=. On the other hand, of the 30 MSEs with assets above 500,000/= 23 

agreed that they are able to access various sources of finance which implies that access to 

finance accelerates business growth. 205 MSE owners either strongly disagreed, disagreed or 

were unsure on knowledge of the effect of inflation and interest rates, consequently  only 10 out 

of the 205 have assets valued above 500,000/= hence lack of knowledge on inflation and 

interest rates negatively affects business growth. 

 

Table 5: Debt Literacy and Growth in Value of Assets 

  Value of assets 

Total 

 Response 

500<50000 

51000< 

100000 

101000<5

00000 

501000< 

1000000 

Over 

1000,000 

Timely loan 

repayment 

1 10 7 1 0 0 18 

2 27 20 2 6 0 55 

3 3 1 0 0 0 4 

4 57 60 31 17 1 166 

5 13 21 19 7 0 60 

Total 110 109 53 30 1 303 

Ability to 

compare terms 

and conditions 

before buying 

financial 

products 

   1 9 8 1 0 0 18 

   2 55 33 6 7 0 101 

   3 7 3 1 0 1 12 

   4 37 58 39 19 0 153 

   5 2 7 6 4 0 19 

Total 110 109 53 30 1 303 

Use more than half 

business revenue to repay 

loans 

1 16 11 13 0 0 40 

2 53 50 24 13 1 141 

3 5 3 0 1 0 9 

4 33 38 13 14 0 98 

5 3 7 3 2 0 15 

Total 110 109 53 30 1 303 

Access to various 

sources of finance 

1 10 7 1 0 0 18 

2 47 26 5 5 0 83 

3 13 14 1 2 0 30 

4 40 59 45 23 1 168 

5 0 3 1 0 0 4 

Total 110 109 53 30 1 303 
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Knowledge of the effect of 

inflation and interest rates 

on business loans 

1 38 17 2 1 0 58 

2 56 53 15 6 0 130 

3 6 6 2 3 0 17 

4 10 32 33 20 1 96 

5 0 1 1 0 0 2 

Total 110 109 53 30 1 303 

Can determine accurately 

the total debt position of 

my business 

1 8 7 1 0 0 16 

 

2 33 16 5 6 0 60 

3 8 12 0 2 0 22 

4 59 72 47 21 1 200 

5 2 2 0 1 0 5 

Total 110 109 53 30 1 303 

Note: 1=Strongly Disagree, 2= Disagree, 3=Unsure, 4= Agree, 5= Strongly Agree 

 

Record Keeping Literacy and MSE growth in Value of Assets 

Results as shown in table 6 below reveal a positive relationship between book keeping literacy 

and growth in value of assets. Specifically, of the 166 MSE managers with no knowledge or 

unsatisfactory knowledge and skills on ability to prepare financial statements accurately, 

majority have assets below 100,000/= with only 3 having grown their assets above 500,000/=. 

Conversely of the 59 with good or excellent skills 45 have grown their business assets above 

100,000/=. On ability to perform financial analysis, out of the 186 MSE managers who have no 

knowledge or unsatisfactory knowledge and skills only 3 have assets valued above 500,000/= 

while majority  still have assets below 100,000/= over the last 4 years. On the other hand, of the  

60 MSEs who rated themselves as having good or excellent skills to perform financial analysis 

46 have asset value above 100,000/= which implies that ratio analysis improves financial 

decision making that facilitates growth in assets. On ability to maintain the cashbook, 169 MSE 

managers were found to have no knowledge or unsatisfactory knowledge and skills. 

Consequently, 157 have not grown their assets above 100,000/= with only 3 having assets 

above 500,000/=. However, of the 56 with good or excellent skills on cashbook maintenance 

only 11 have assets less than 100,000/=. On filling tax returns, 196 MSE managers were found 

to have no or unsatisfactory knowledge and skills out of which only 3 have assets above 

500,000/=. On the other hand of the 31 businesses with assets above 500,000/= 22 have good 

or excellent skills on filling tax returns. Though the ledger is an important book for tracking 

business transactions, 198 MSE managers were found to have either no or unsatisfactory 

knowledge and skills. As a result, only 4 have grown their assets above 500,000/=. However, of 

the 52 with good or excellent skills only 11 still have assets below 100,000/=. Moreover, majority 

Table 5... 
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(199) of the MSEs were also found to be lacking skills and knowledge to do bank 

reconciliations, consequently only 5 have grown their assets above 500,000/=.It can therefore 

be inferred that an increase in book keeping literacy has a high potential in bringing about 

growth in MSEs in terms of value of assets  which supports the findings of Ezijiofor et al.,(2014) 

that businesses that keep proper books of account are able to measure accurately the 

performance of their business which provides quality financial information to support business 

decisions with regard to expansion, maintaining a competitive edge and prevention of business 

failure which improves business survival. 

 

Table 6: Book Keeping Literacy and Growth in Value of Assets 

  Value of assets Total 

 Response 500< 

50000 

51000< 

100000 

101000< 

500000 

501000< 

1000000 

Over 

1000,000  

Can prepare 

business 

financial 

statements 

accurately 

1 63 27 5 0 0 95 

2 31 32 5 3 0 71 

3 15 37 21 4 1 78 

4 1 12 21 18 0 52 

5 0 1 1 5 0 7 

Total 110 109 53 30 1 303 
       

Ability to 

perform  

financial  

analysis 

1 65 31 5 0 0 101 

2 32 34 6 3 0 75 

3 12 31 20 3 1 67 

4 1 13 21 21 0 56 

5 0 0 1 3 0 4 

Total 110 109 53 30 1 303 

Maintenance 

of cashbook 

1 65 31 4 0 0 100 

       

2 31 30 5 3 0 69 

3 13 38 21 5 1 78 

4 1 10 22 18 0 51 

5 0 0 1 4 0 5 

Total 110 109 53 30 1 303 

Filling tax returns 1 75 40 6 1 0 122 

2 28 37 7 2 0 74 

3 5 22 19 5 1 52 

4 2 10 19 18 0 49 

5 0 0 2 4 0 6 

Total 110 109 53 30 1 303 
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Maintain& 

balance 

the ledger 

accurately 

1 73 38 5 0 0 116 

2 31 40 7 4 0 82 

3 5 21 21 5 1 53 

4 1 10 19 19 0 49 

5 0 0 1 2 0 3 

Total 110 109 53 30 1 303 
       

Ability to 

do bank 

reconciliations 

1 74 40 6 1 0 121 

2 29 39 6 4 0 78 

3 6 20 21 4 1 52 

4 1 10 19 18 0 48 

5 0 0 1 3 0 4 

Total 110 109 53 30 1 303 

 

DISCUSSION OF RESULTS 

While the modal response on debt management literacy was “agree” which shows that majority 

were knowledgeable on most of the areas tested. Responses on  whether the respondents were 

comparing terms and conditions before buying financial products show mixed results with 50.5% 

who were comparing against a significant number 43.2% who were not which can be attributed 

to their low level of financial literacy. This is supported by the assertion made by Wachira and 

Kihiu (2012) and  Siekei et al.,(2013) who argue that failure to compare options, ask questions 

and negotiate effectively with financial providers depicts a low level of  financial literacy. 

Knowledge of inflation and interest rates further reveal that majority of the respondents do not 

understand the effects, which coincide with the findings by Lusardi and Mitchell (2014) and 

Atkison and Messy (2014)  that majority of the adult population do not understand  inflation, 

interest rates and terms and conditions of consumer loans and mortgages which could 

negatively affect their financial decisions and ultimately business performance  in terms of how 

much to borrow, when to borrow and from whom. 

On book keeping, findings reveal that most of the MSE managers surveyed were not 

practicing book keeping in their businesses due to  lack of skills and knowledge since the modal 

response was “no knowledge and skills” on all the knowledge areas tested. This confirms 

findings by the G20 Seoul Summit (2010) and Gordon and Brayden (2014) that a low level of 

literacy on book keeping skills has contributed to lost opportunities for a large number of MSEs 

worldwide. This is because lack of business records increases the opacity of the business 

making it difficult to assess their credit worthiness. Consequently most MSEs are rationed out 

on the growth capital they need. These findings also indicate that debt literacy and book 
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keeping literacy have a  positive relationship with growth in value of assets since MSEs that 

were found to have these skills have managed to grow their assets above 500,000/= while a 

majority of those without financial literacy skills have remained below 100,000/=. This implies 

that financial literacy skills of the owner managers has the potential to bring about growth in 

MSEs consistent with the assertion by Turyahebwa et al., (2014) that sound financial 

management is critical for business survival and growth. 

 

CONCLUSIONS 

In view of the findings as summarized above, this study concludes that a positive relationship 

exist between enterprise growth and financial literacy. MSEs that are more successful are run 

by entrepreneurs who have financial literacy and understand key financial concepts that include, 

debt management, interest rates and book keeping. Whereas efforts have been made to expose 

the public to financial education, financial literacy among majority of MSE managers in 

Kakamega Sub County remains low implying that financial literacy education is yet to achieve its 

objectives. In particular; There is a low level of debt management literacy among MSE 

managers which may negatively affect their financial decisions of when to borrow, how much 

and from whom resulting to poor business performance. The Study also concludes that most 

MSEs in the study area do not keep business records that can enable them measure accurately 

the financial performance of their businesses due to unsatisfactory knowledge and skills on 

record keeping. Lack of records increases information opacity and may constraint their access 

to finance. Financial literacy was also found to be positively related with formal education; 

entrepreneurs that scored high in financial literacy had at least a diploma/certificate education, 

while in contrast, entrepreneurs with low level of formal education demonstrated low level of 

financial literacy.  

 

RECOMMENDATIONS 

1. Micro Finance Institutions and government agencies including Women Enterprise Fund, 

Youth Enterprise Fund and Uwezo should organize financial education capacity building 

programs and financial awareness campaigns on debt management and book keeping 

SMEs under their jurisdiction since they are in constant contact with SMEs. Trainings 

should be separated from financing since mixing training and financing has been 

reported to be ineffective (UNCTAD, 1997). 

2. Book keeping skills require a longer duration for trainees to master the skills. 

Accordingly, the Micro and Small Enterprise Authority charged with a mandate  to do 

capacity building of MSEs (MSE Act, 2012) should in collaboration with village Youth 
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polytechnics organize training on  book keeping skills for MSEs on a train the trainer 

approach whereby instructors in the Youth Polytechnics can be used to train MSEs 

having been trained by MSEA. Youth polytechnics are easily reachable and training 

programmes can be organized at the convenience of the participants. This would help 

ensure that all SMEs have basic book keeping literacy. 

3. Incorporate financial education in the school curriculum from Primary level so that 

individuals are financially informed early in life. Business studies as a subject was 

removed from primary school curriculum in Kenya and is an elective at secondary level. 

 

SCOPE FOR FURTHER RESEARCH 

1. In order to improve the external validity in terms of generalization of the study findings, it 

is recommended that this study be replicated in MSEs drawn from other Counties in 

Kenya.  

2. The FSD report of 2009 proposed six key areas of financial literacy. A study should be 

undertaken to determine the effect of saving literacy and investment literacy on the 

growth of MSEs. These variables were not included in the current study. 
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