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[bookmark: _Toc82758258]ABSTRACT
The main objective of this study was to determine the effect of Commercial banks on the growth of SMEs in Kakamega County. The study was guided by the following research objectives: To determine the effect of Commercial banks on the growth of SMEs capital, to examine the effect of commercial banks on the growth of SMEs human resource and to investigate ways of how Commercial banks can improve their financial assistance towards SMEs growth. 
This research adopted a descriptive research design. A descriptive research design is a scientific method which involves observing and describing the behavior of a subject without influencing it in any way. The research population consisted of 200 registered Kakamega SMEs.  The sampling techniques included the purposive sampling method in the determination of SMEs to be included in the study. Using a confidence level of 95% and a total population of 200 SMEs the sample size was 1240. The data collection techniques that were employed for the research include the use of structured questionnaires. The respondents were requested for their time prior to sending the actual questionnaire. 
The study established that savings remains the most important source of finance throughout the business cycle.  Access to finance has been identified as a key element for small scale enterprises to succeed in their drive to build productive capacity, to compete, to create jobs and to contribute to poverty alleviation in the county. Without finance, small scale enterprises cannot grow or compete in the turbulent business environment.  
The study concludes that commercial banks have a small impact on the growth of SMEs as savings remains the most important source of finance throughout the business cycle.Commercial banks  plays a small role on the growth of human capital. The Kenyan government has failed to safe guard the property of the SMEs. The study recommends that Commercial banks should come up with innovative ways to finance SMEs for successful growth.Commercial banks should play a critical role on the growth of human capital. The government should be involved in business growth.Commercial banks should assist SMEs in marketing of the business products, making credit available to SMEs at an affordable rate.  
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[bookmark: _Toc82758260]1.1 BACKGROUND OF THE STUDY.
It's widely recognized that the role of commercial banks is key towards development of small medium enterprises as they channel funds from where they are in excess to where they are needed for the purpose of investment. It has been indicated that a substantial link exist between the role of commercial banks and development of small medium enterprises.
Financing is the act of providing funds for business activities, making purchases or investing (Anderson, 2004). Financial institutions and banks are in the business of financing as they provide capital to businesses, consumers and investors to help them achieve their goals. According to a World Bank study, there are many SMEs in Kenya which, despite their high potential, have been unable to access financing from existing institutions in the financial sector. Such situations may be due to the inability of the SME to offer sufficient loan collateral or to operational issues within the SME requiring more hands-on assistance than commercial banks and leasing companies, for example, are normally able to provide (Bronson, 2006). Various sources of finances are available to the SMEs from banks, micro-finance, cooperatives, government instruments, international institutions and donors as well as personal finances. These are categorized as public, private, international and personal. Industrial and Commercial Development Corporation (ICDC) ICDC has been the Government's main channel for joint venture investments and has made equity investments in many industrial and commercial ventures along with local and foreign partners. ICDC provides project and commercial financing (Bronson, 2006). Small and Medium Enterprises (SMEs) are entities that does not have a public accountability, it publishes general purpose financial statement for external users e.g. owners are not involved in a day to day management, its debts and equity instruments are not traded in the public market (Sensoy 2010). Small and Medium Enterprises (SMEs) have been known to contribute greatly in economic growth of both developed and developing countries. The share of SMEs in employment tends to be higher in developing countries, which are typically more focused on small-scale production. As such, policy provisions remain fundamental in propelling these enterprises towards self-sustenance and realization of their full potentials in contributing towards economic growth. (Sensoy 2010).
In Kenya for instance, SME operation cut across almost all sectors of the economy and sustain majority of households. This was well recognized by the 2003, National Budget. David Mwriraria 2003, the then Minister for Finance noted that SME activities form a breeding ground for businesses and Employees, and provide one of the most prolific sources of employment. Their operations are more labor intensive than the larger manufacturers. As such, policy provisions would mean boosting not only the operations of these enterprises but the country’s economy as well (Chowdhury, 2005).
Commercial banks play a major financial deepening and intermediary role between savers and borrowers. Through banking institutions savings are mobilized hence providing a major source of finance required for economic development of individuals and the country (Bricy, 1990). Commercial banks offer unsecured business loans or character loan to the Small and Medium Enterprises (SME). Adverse selection refers to a market process in which the undesired result occurs when buyers and sellers have asymmetric information (Khandker, 1996). The stakeholders in the Small and Medium Enterprises (SMEs) choose a bad product because they don’t have the proper information regarding a particular product they want in a commercial bank. Moral hazards on the other hand is, the risk to a party to a transaction has not entered into the contract in good faith, has a misleading information about its assets, liabilities or credit capacity, or has an incentive to take unusual risk in a desperate attempt to earn a profit before the contract settles (Anderson, 2004)Unsecured business loans emerged in the 1990’s in Kenya as a paradigm shift from the conventional collateralized lending as commercial banks’ change of strategy to grow their loan book and increase profitability as well as increased efforts by the government to liberalize the credit market and increase credit access (caremark, 2001). 
Unsecured business loans target people without collateral. In most of the commercial banks, it is up to a maximum of Ksh.500, 000. Anything above that, a collateral has to be issued. Most of the applied loans by the Small and Medium Enterprises are normally rejected because SME’s are affected by the downward trends in the economy and structural rigidities. This segment is considered risky although the returns are impressive due to the high interest charged on borrowers (Ferrando 2012). These loans are easily accessed by individuals helping them undertake projects that improve their living standards. The individuals will have to pay higher in terms of interest. Western region has a high number of individuals who are not salaried. Majority of the people in the region are self-employed. Most of these individuals (Small and Medium Enterprises) have accessed unsecured business loans from Commercial banks. These individuals pay more in terms of interest as compared to manufacturing firms. This study seeks to establish the commercial banks perception of issues in Small and Medium Enterprises (SME) financing by carrying out a case study on different commercial banks in Kakamega county.
[bookmark: _Toc82758261]1.1.1 Financing Small and Medium Enterprises (SMEs).
SMEs tend to face higher costs for bank finance. A simple comparison between small loans and very large loans shows that SMEs pay more than large companies.Another thing is that the higher rejection rates of loan applications of SMEs (Sensoy 2010). SMEs face more financing obstacles large firms and this is to be related to their financial position (Ferrando 2012). Indeed, when linking information on the financial health of SMEs with the actual financing obstacles they experience, it turns out that firms with higher leverage and interest payment burdens as well as lower profits tend to be more affected by financing obstacles than SMEs.
However, it is worth noting that in conjunction with credit constraints, several other issues have an impact on the environment in which SMEs operate. For instance, they are more affected by downward trends in the economy and structural rigidities (Anderson, 2004). For instance lack of demand for their products, high input prices, unfavorable regulation, heavy administrative burdens, and inflexible labor and productions markets. Since such factors differ across countries, the financing costs of SMEs will inevitably also vary.
In countries around the world, including Thailand, the lack of bank financing to small enterprises is often regarded as one of the reasons for income distribution problems and poor economic performance. Past studies have also shown that financial access helps generate more new firms, which are generally vibrant and creative (Demirgüç-Kunt, Beck, and Honohan 2008). For these reasons, policies to promote inclusive finance should be prioritized as one of the most important economic development policies.

[bookmark: _Toc82758262]1.1.2 SMEs and their difficulty in accessing finances 
Financing SMEs is difficult because they are opaque. Opaqueness means that it is difficult to ascertain if firms have the capacity to pay (they have viable projects) and/or the willingness to pay (due to moral hazard). This opaqueness particularly undermines lending from institutions that want to engage in the more impersonal or arms-length financing that requires hard, objective, and transparent information (Bronson, 2006).SMEs are more likely to be informal, particularly in developing countries. This not only makes opaqueness worse, but it also poses additional obstacles and risks to SME lending. For example, banks cannot lend to SMEs as much as would be warranted if firms do not report reliably their full financial activity on their financial statements.Furthermore, informality implies that the firm has unrecorded, contingent senior liabilities to the government and its own employees (Sensoy, 2010). Faced with the risk that tax and/or labor authorities could cause such liabilities to materialize, banks would lend less to SMEs or charge a higher risk premium.Capital markets do not compensate for these deficiencies in the banking sector as they do not have a comparative advantage in dealing with opaque and small firms (Bronson, 2006). In effect, capital market financing rests on comparatively high accounting and disclosure requirements which, by definition, opaque SMEs lack (Andersen, 2004). In addition, capital markets are typically not a source of direct funding for SMEs, given that these firms are unable to issue debt or equity in amounts sufficiently large to attract investors (who prefer liquid issues and are not willing to take too large a share of a single asset) and amortize the large issuance-related transaction costs (including compliance with complex tax).
[bookmark: _Toc82758263]1.1.3 Role of Small Medium Enterprises.
Small medium enterprises are important in economic development of a country. Small medium enterprises role in terms of production, employment generation, contribution to exports and facilitating equitable distribution of income is very critical.
Small and Medium Enterprises (SMEs) have utmost importance in the development of any country regardless of the nature of the economy (developing or developed). SMEs not only provide income to the economy but also create employment opportunities. Today, a country cannot get standard of growth without the active role of the SME sector and this is why it is always in debt with this sector.SME serve vital role in the economy by creating job opportunities, increase competition and also creates entrepreneurship trend in country. And it is the major factor that reduced massive poverty in country. There might be difference in their contribution to relative economies, but its importance is agreed globally. Small and Medium Enterprises (SMEs) are cause of successful and growing economy for a country. (Mudassir, Marryam 2012).
Small medium enterprises in Kakamega county also presents new job opportunities and serve as the building blocks of largest corporations within. They also often offer a more diverse inventory or specialize in providing unique or personalized customer experience.
Western region borders Uganda. It is the west of the Eastern Rift Valley and it is inhabited mainly by Luhya community. This region has four counties namely: Busia, Bungoma, Vihiga and Kakamega. Kenya’s second highest mountain, Mount Elgon is located in Bungoma County. The Kakamega rainforest is located in the Kakamega County. The western region has a total population of 4,334,202 and an Area of 7,400.4 (km2). The climate is mainly tropical, with variations due to altitude. KakamegaCounty is mainly hot and wet most of the year, while Bungoma County is colder but just as wet. Busia County is the warmest, while the hilly Vihiga County is the coldest. The entire Region experiences very heavy rainfall all year round, with the long rains in the earlier months of the year (Wright, 2005).
Farming is the main economic activity in the Region. Maize is also grown for subsistence, alongside pearl millet and sorghum. Dairy farming is widely practiced, as well as the raising of poultry. There is a small but important tourist circuit, centering on the biennial circumcision ceremonies and the forest in the Kakamega County (Berger, 2004). These form the backbone activities for all micro enterprises because through these economic activities they can get something to trade with to make them earn living. According the Commission on Revenue Allocation, 53% of the inhabitants in Western region live beneath the paucity line. This is regardless of the reality that the region is gifted with productive soil and well disseminated rainfall all through the year (Wright, 2005).Western Region experiences perennial floods from the Nzoia River in the Busia County and the dominant economic activity is fishing on Lake Victoria.Commercial farming is also practiced, mainly of sugar cane in the Bungoma and Kakamega County where the Mumias sugar company and West Kenya sugar company are located respectively. Subsistence farming of cassava is widely practiced (Berger, 2004). Despite this, living standards are generally low and social amenities like running water and electricity are not available to the majority of the region residents.
Small and medium-sized enterprises (SMEs) play a central role in enhancing economic dynamism and employment opportunities in Thailand. Development of this sector has, therefore, been widely acknowledged as a crucial strategy for growth. Compared with large enterprises, which have many financial channels including capital markets, SMEs depend primarily on bank loans to finance their business operations. However, one of the main obstacles for SMEs remains the lack of adequate access to financial services (Ayyagari, Demirgüç-Kunt, and Maksimovic 2006).1 SMEs, especially small enterprises, usually have difficulties in obtaining finance, and hence are prevented from contributing fully to economic development.
[bookmark: _Toc82758264]1.1.4 Role of commercial banks and Small medium enterprises.
Commercial bank is a financial establishment whose function is to take deposits, provide credit and account checking services as well as general financial products such as savings accounts and certificates of deposit to individuals and small medium enterprises.
Commercial banks are key to development of small medium enterprises in Kakamega county. Small medium enterprises get credit from commercial banks for investments. Small medium enterprises dealing on agricultural products are of much benefit since they are given that priority to boost farmers also.
Commercial banks has also organized for pre-disbursment training to small medium enterprises on entrepreneurship and marketing. Apart from issuing credit to small medium enterprises commercial banks in Kakamega as also ensured market linkage and product promotion to small medium enterprises who are their clients. Most of small medium enterprises do their savings with commercial banks in Kakamega, savings helps in investments.
Kenya’s commercial banking sector comprises of 3 public, 28 local (private), 11 foreign (private) and two Islamic (private) as at 31st Dec. 2013 (CBK & Kenya Bankers Association, 2013). Financial sector in most of the developing countries are characterized by fragility, volatile interest rates, high risk investment and inefficiencies in the intermediation process. The industry further differs in ownership, structure, financial liberalization level and accounting treatment of various streams of income. Different regulations do exist for all institutions and some are standard across foreign banks, locally owned private banks and financial parastatals (RoK, 2010).Most banks have dedicated units serving MSEs, to which they offer largely standardized products though the degree of personalization is growing. And albeit advanced transaction technologies based scoring and risk-rating systems remain relatively underdeveloped, banks are gradually automating their risk management frameworks to achieve efficiency gains (Calice, 2012). The findings were broadly akin to those of similar studies in other geographical contexts, suggesting that banks in the region have enthusiastically embraced the MSE segment and are making substantial investments to develop their relationship with MSE clients. Kariuki (2011) studied on bank’s credit access in Kenya and established that MSEs were faced with higher nominal interest rates at higher inflation rates in the latter half of the 1980s. Moreover, the explicit transaction costs of borrowing were found to be high in relation to interest costs.
[bookmark: _Toc82758265]1.1.5 Commercial banks in Kakamega. 
There are more than 25 commercial banks within Kakamega, private owned, locally owned also included. Commercial banks in Kakamega perform essential role which include; acceptance of deposits; processing of payments; giving credit. They provide other services for instance, insurance contracts and offering advice on investment among others.
A number of factors affect the growth of African MSEs, including the business environment and the quality of the labour force. However, a crucial element in the development of the MSE segment is access to finance, particularly to bank financing, given the relative importance of the banking sector across the continent. African MSEs are more financially constrained than in any other developing region (Stephanou & Rodriguez, 2010). Only 20 percent of MSEs in Sub-Saharan Africa have a line of credit from a financial institution compared, for example, with 44 percent in Latin America and Caribbean, and only 9 percent of their investments are funded by banks versus 23 percent in Eastern Europe and Central Asia. The study found that the MSE is a strategic priority for the banks in the region. MSEs are considered a profitable business prospect and provide an important opportunity for crossselling (Calice, 2012).The participation of Kenya government in the financial sector dates back to the late 1960s when the government aimed to make the sector more responsive to the borrowing needs of the Kenyan public. This was in order to offset the tendency of financial corporations to invest their funds abroad and hence living out the common citizen from development participation (Central Bank of Kenya Annual Report, 2009).
A commercial bank is a type of bank that provides services such as accepting deposits, giving business loans and basic investment products (Biggs, 1996). Commercial bank can also refer to a bank or a division of a bank that mostly deals with deposits and loans from corporations or large businesses, as opposed to individual members of the public -retail banking(CBK report, 2013).Kenya has a reasonably sophisticated banking system. Commercial banks account for much of the total deposit in the country. Some of the banks that dominate the commercial banking system in Western region are: Barclays Bank, Kenya Commercial Bank, Standard Chartered Bank, National Bank, Bank of Africa, Post bank, Eco bank, Equity bank, Family bank, Diamond trust bank and Cooperative Bank of Kenya have also opened many branches in most areas of the region. These banks engage in the general banking system although some smaller banks tend to be rather specialized in domestic trade and others in import and export finance facilities (CBK report, 2013).The Main Facilities offered by these Banks include the following: Money telegraphic transfer by mail, Standing order payments, Foreign exchange transactions services, Discounting of bills of exchange and promissory notes, Providing documentary credit to overseas trade, Providing credit status information to customers, Offering share brokerage services, Offering business advisory services, Acceptance of various deposits like fixed and regular deposits, Providing loans and advances (CBK report, 2013).
[bookmark: _Toc82758266]1.2 Research problem.
One of the biggest obstacles in MSEs is access to either start-up or expansion capital. Lacking sufficient credit, entrepreneurs are seldom able to take advantage of discounts on new materials, and are unable to extend credit to their customers. Credit and capital have been found to be the greatest perceived needs of small businesses (Liedholm & Mead, 2009). They require working capital to survive and buy equipment. Various lending institutions like K-Rep, Faulu-kenya and Jamii Bora Bank have introduced products that enhance lending to MSEs. Despite the loan facilities offered by these institutions, the MSEs Performance, growth and existence still remains unknown. Studies on micro-enterprises suggest that most of them do not grow, although approximately 40% does actually grow (Baud & Bruijne, 2013). Micro and small enterprises have a high mortality rate. Many are started every year but very few see their third birthday (Ngugi, 2012). Micro and small enterprises do not grow at the expected rate to become medium enterprises hence the missing middle phenomena (Ngugi, 2013).Reports from Kenya Bankers Association show that 80% of lending by banks is to corporate and government clients (KBA, 2014). Worked out, this leaves only about 20% of lending by banks shared between individual borrowers and the MSEs. Yet up to 40% of the country’s GDP is attributed to the MSEs. Could this trend be reversed by the commercial banks’ lending strategies? 
Commercial banks perform an important function in development of small medium enterprises in Kakamega county. They accumulate individual savings that are idle and avail them for investment. They offer new demand deposits while they are offering credit and buying investment securities.
Commercial banks promote trade both within Kakamega county and outside Kakamega county through the bills of exchange acceptance and discounting hence develope small medium enterprises. Commercial banks facilitates flow of credit in the market of Kakamega county.
In Kakamega county commercial banks have several barriers to credit facilitation for instance, lack of good liquidity, lack of adequate capital (fund), lack of borrowers collateral among others. These barriers of the commercial banks will be hindering the contributions of commercial banks on development of small medium enterprises in Kakamega county. However, there has been a significant improvement in the level of accessing funds in Kakamega county. The improvement in financial access in Kakamega county is indicated by improved loan accessibility in Kakamega.
The financing of small and medium enterprises (SMEs) has attracted much attention in recent years and has become an important topic for economists and policymakers working on financial and economic development. This interest is driven in part by the fact that SMEs account for the majority of firms in an economy and a significant share of employment (Hallberg 2001). Furthermore, most large companies usually start as small enterprises, so the ability of SMEs to develop and invest becomes crucial to any economy wishing to prosper.The recent attention on SME financing also comes from the perception among academics and policymakers that SMEs lack appropriate financing and need to receive special assistance, such as government programs that increase lending. Various studies support this perception. A number of papers find that SMEs are more financially constrained than large firms. For example, using data from 10,000 firms in 80 countries, Beck, Demirgüç-Kunt, Laeven, and Maksimovic (2006) show that the probability that a firm rates financing as a major obstacle is 39% for small firms, 38% for medium-size firms, and 29% for large firms. Furthermore, small firms finance, on average, 13 percentage points less of their investments with external finance when compared to large firms. Importantly, lack of access to external finance is a key obstacle to firm growth, especially for SMEs (Beck, Demirgüç-Kunt, and Maksimovic 2005). On the policy side, there are a large number of initiatives across countries to foster SME financing.The analysis in this paper shows that there is a gap between the prevalent conventional view upheld in academic and policy circles and how banks are in practice interacting with SMEs. In particular, the evidence we present characterizes a different pattern of bank involvement with SMEs, which is consistent with the arguments first articulated by Berger and Udell (2006). This new pattern goes well beyond pure relationship lending and is increasingly observable even in relatively less developed countries, where relationship lending would be expected to be more prevalent. This research bridge the knowledge gap on the perception of commercial banks on the issues of financing Small and Medium Enterprises in the Western Region and answers the following questions: What is the impact of institutional and legal factors on SME in Western Region?, Are there any effects of transactional cost on the growth of SME in Western region?, What are the impacts of information asymmetric on the growth of SME in Western Region?, and finally, what are the impacts of collateral requirement on the SME in Western Region?. 
[bookmark: _Toc82758267]1.3 Research objectives.
The objective of the study is to examine the relationship between role of commercial banks on the development of small medium enterprises in Kakamega county.
[bookmark: _Toc82758268]1.4 Value of the study.
This research would be valuable to county government of Kakamega, policy makers and researchers. This investigation would be of value to the county government since it would aid it to establish proper developmental plans regarding development of small medium enterprises and commercial banks.
Additionally, it would be valuable to policy makers as  it would assist them develop policies that would enable commercial banks to enhance the services they offer to the county of Kakamega as well as implementing advanced measures for the enhancement of growth to small medium enterprises.
Lastly, this investigation would be of importance to other researchers as it would augment the researcher knowledge by providing more insight on small medium enterprises and importance of commercial banks services.

[bookmark: _Toc82758269]CHAPTER TWO
[bookmark: _Toc82758270]LITERATURE REVIEW
[bookmark: _Toc82758271]2.1: Introduction 
This chapter covers a review of literature that is associated with the subject under study and that has been presented by various researchers and scholars. Section 2.2 reviews theories related to commercial banks. It also looks at SMEs and the situation in Kenya and reviews commercial banks services as well as entrepreneurship. Section 2.3 illustrates the key determinants of growth of SMEs. Section 2.4 discusses the commercial banks services. Section 2.5 reviews empirical studies previously done on the area of study. Section 2.6 gives the summary of the chapter. 
[bookmark: _Toc82758272]2.2: Theoretical Review 
This segment discusses and articulates the pertinent theories and concepts on the role of commercial banks services on the performance of SMEs. The theories help to build a case to justify the study. These theories include Pecking Order Theory, Game Theory and Peer selection and group liability concept. 
[bookmark: _Toc82758273]2.2.1: Pecking Order Theory 
According to this theory, there are three sources through which financing come from. These are: retained earnings, debt and equity. The theory postulates that companies prefer to finance in the following preference - first from retained earnings, then from debt and lastly from external equity; with costs such as bankruptcy, agency, and information asymmetries contributing little in affecting the capital structure policy of the enterprises (Whonderr-Arthur, 2009). This theory is being adopted on the strength of past research which showed that majority of SMEs base their financial structure decisions on its rationale (Wilson, Larson, & Jacobson, 2014). Majority of SMEs’ follow this theory because its basis is consistent with the fact that these owners who double up as managers do not want their ownership to be diluted by rushing to sources of financing that have a potential of reducing their ownership. Generally, owner-managed businesses usually have preference to retained earnings as this guarantees maintenance of control over assets and operations (Makhbul, 2011). Preference to use retained earnings implies that the owners of those businesses want to use their savings, as savings essentially refers to the profits that have been retained after the business has paid off its entire operating, staff and other expenses (Fabayo, 2009).
According to this theory, SMEs preference for savings is not only hinged on maintaining control of business but it’s also a good way of avoiding the costs associated with other types of financing, which many SMEs find to be too expensive and adverse to the achievement of their business goals and objectives (Whonderr-Arthur,2009). The accessibility of savings services is consequently envisioned to have a positive effect on the attainment of anticipated business goals.
[bookmark: _Toc82758274]2.2.2: Game Theory 
The game theory of finance is consistent with the idea of group lending among SMEs. 
Avinash Dixit Nalebuff (2008) concluded that the participants in these games are solely responsible for the actions which they take individually, but their connections to the other members of the wider group involve both competition and cooperation angles. 
This concept is also centered on Grameen bank’s lending model of micro finance. The model is founded on groups peer pressure where micro-loans are advanced to individual groups of between four to seven members. This theory also backs up the concept of group lending by MFIs. Majority of the new mechanisms count on borrower groups to jointly enforce contracts and monitor themselves. Group members collectively guarantee repayment of loans and approval of succeeding loans will be dependent on all group members successful repaying the loans. The groups have proved to be effective in preventing nonpayment as demonstrated by rates of loan repayments achieved by establishments such as Grameen Bank in Bangladesh that make use of this kind of model. This model has also led to wider social benefits such as common trust at the core of groups guarantee system and key component that steers members to a broader social network (Ledgewood, 1999).
In Kenya, most commercial banks put very competitive rates for people in groups to be able to obtain loans from them. However, these rates are for those who borrow collectively as a group for puposes of investment. They also encourage them to save with the commercial banks so that they better quality for subsequent loans.
[bookmark: _Toc82758275]2.2.3: Peer Selection and Group Liability Concept 
Screening problems are solved by group lending schemes through provision of incentives for borrowers who are homogeneous to group together (Morduch 1999). According to Stiglitz (1990) joint liability may encourage members in a group to screen or vet each other’s abilities and monitor each other’s efforts, thereby mitigating moral hazard problems. Ghatak (2000) concluded that borrowers can use information about each other’s projects to facilitate self-selection of group members leading to positive and matching group formation. (I.e. members with similar risk-type select each other hence forming homogenous groups) Thus, local knowledge serves as an effective mechanism for screening prospective members, where “matching” borrowers can be grouped together and appropriate interest rate applied. Competitive interest rates given to good borrowers have an effect of inducing good types of members into the credit market. 
Karlan (2007) agrees that social capital reduces costs associated with screening and monitoring, supports enforcement of the contract and effectively improves access to credit. Karlan also finds that more social capital results not only in higher loan repayments but also increased savings.
[bookmark: _Toc82758276]2.2.4: The Welfarist theory  
Adam Smith (Aidukaite, 2009) developed the welfare theory. The theorist created the invisible hand idea that became one of the most fundamental equilibrating relations in economic theory; the equalization of rates of returns as enforced by a tendency of factors to move from low to high returns through the allocation of   capital to individual industries by self‑interested investors. The self‑interest will   result in an optimal allocation of capital for society. Directly quoted, Adam   asserts that: “Every individual is continually exerting himself to find out the most advantageous employment for whatever capital he can command. But the study   of his own advantage naturally, or rather necessarily leads him to prefer that employment which is most advantageous to society”. Adam further postulated that what is true for investment is true for economic activity in general. “Every individual necessarily labor to access basic necessities in life (well-being). The theory advocates that the lack of well‑being translate to poverty. Both government and non‑government organizations are therefore agued to develop strategies and instruments such as lending institutions in order to improve the poor people’s well-being.  
The Welfarist theory views commercial banks as one of the most effective tools for combating poverty and realizing a sustainable life; the theory supports the idea of subsidizing credit programs in order to lower the cost of operating commercial banks to in turn lower loan interest rates (Morduch, 2000). The performance of commercial banks is measure through household studies which focus on individuals living standards; number of saving accounts, number of loans, productivity improvement, incomes, capital accumulation, social services such as education and health as well as food expenditures (Brouwer et al., 2005). Welfarist is of the assumption that commercial banks can achieve sustainability without the institutionalist definition of self‐sufficiency (Tsuchiya et al., 2005).  
[bookmark: _Toc82758277]2.3: Determinants of the Growth of SMEs 
The assessment of the growth performance of any business venture is very important. The growth of SMEs is determined by several factors:  
[bookmark: _Toc82758278]2.3.1: Access to credit 
Micro financing or access to credit can be defined as giving small amounts of money in form of loans (micro loans) to small scale borrowers who in one way or another lacks collateral and a verifiable credit history, mainly micro credit is purposed for poverty eradication and empowerment. In Kenya lack of credit has identified as one of the most serious constraints facing SMEs and hindering their development. Mwobobia (2012) argues that loans from Kenyan Microfinance Institutions tend to be limited in amount, have no grace period, are short term in design and carry very high interest rates. These studies may be important in highlighting the providers of micro credit in these African countries but have not discussed the effects micro credit on the growth of SMEs.
A study by Kehinde and Ashama (2014) on the effect on growth and earning of SMEs in Nigeria revealed that granting pioneering status for tax purpose will go a long way to create a strong earnings base for the SMEs. It was revealed that personal savings is mostly used by the SMEs owner to start the business but it is not better than debt financing at growth stage of the SMEs` life. The study further highlighted perking order theory that started companies prioritize on using internal sources of finance than taking on debt this involve using equity to enable companies access capital at the initial stage of their development.
This study provides an important base for accessing the impact of micro credit on growth of SMEs however it does not give a detailed analysis of this role of micro credit on the growth of SMEs. Ariawodzi and Adede (2012) in a study of Ho-Municipality of Ghana indicate that access to credits exerts a significant positive effect on growth of SMEs, the result from the regression model shows that there is positive relationship between the growth of the SMEs and access to credit while this study addresses the effect of provision of micro credit on the growth of SMEs it does not specifically mention the micro credit.
[bookmark: _Toc82758279]2.3.2: Financial Skills Training 
Financial training provides material capital to a business, empowering the person to participate in the economy. Microfinance institutions train entrepreneurs on financial management, business planning and projection.
  “SMEs are dominated by people with positively low levels of education in Kenya.”  (Bowen, Morara & Mureithi 2004, pg 4) similarly in Belgium SMEs according to statistics by the Nationale Bank San Beigie, less than one out of ten employees had participated in formal education. In Zimbabwe Zindiye (2008, pg 78) argues that the SME sector attracts a low priority to financial training and are often unwilling to participate in programs that require them to finance the costs these enterprises are eventually weak in cash management, marketing strategies and finance. It can be argued that well-designed financial training programs can improve the incomes of SMEs. Therefore, microfinance institutions need to create ways of measuring the impact of financial skills training to the SMEs.
A study of SMEs by the OECD (2013) in New Zealand, United Kingdom, Belgium, Turkey and Canada outlined the following reasons why SMEs do not participate in financial training programs:  lack of time, very expensive and difficulty in accessing its relevance to the needs of the enterprise. Furthermore, a conclusion was drawn that firms that did not participate in these training programs did so because they believed they can recruit the skills the enterprise required. Financial skills training can improve the ability of the low-income earners to operate enterprises either directly or indirectly. Complexity of financial decisions requires that business owners are able to make informed choices on saving, borrowing, spending and investing their money.
Financial skills as contended by ILO (2013) can improve productivity and incomes in the informal economy and open opportunities to link with the formal economy this can support medium term strategies for integration with the mainstream economy while also offering a range of benefits to informal economy entrepreneurs and workers. This argument is particularly important in Nairobi County where large populations of the SMEs are in the formal economy their transition to the formal economy would create a bigger tax base for the government and also increase formal employment. It’s therefore important to investigate the effect of financial skills training on the on the growth of SMEs as it is often these vulnerable business affected by lack of financial capability. The effects of lack of financial training as highlighted by MC Quid and Egdell (2011, pg 2) are not only financial but may lead to wider problems for the individuals, household and beyond, including debt, higher stress and reduced well-being.
[bookmark: _Toc82758280]2.3.3: Mobilization of Savings 
Savings is not only important to private persons but it is also equally important for success and growth of any business. While the business is making profit, the business owner should explore starting a savings plan which can provide relief during tough times as well as for funding investments.
A study by Kurgat (2007) of the Kenya Women Finance Trust shows that clients preferred credit and savings services in the microfinance institution with their reason for saving being to expand their businesses (62%), education for their children (40%) and for emergencies (26%) additionally 71% of the clients viewed compulsory savings as an opportunity to save. In this study it is concluded that savings mobilization is important for the improved performance and outreach especially in the rural areas where access to financial services is challenging.
A study in Uganda by Akisimire (2010) found that MFI savings products to SMEs have encountered stiff competition at the market place with the entry of new commercial banks and downscaling of old banks while competition may beneficial to the SMEs because of higher interest rates on savings, it could affect the MFIs by reducing the revenue available in order to lend. Yeboan (2010) contents that little progress has been made to establish microfinance institutions as full-fledged financial intermediaries and MFIs offer only credit and savings mobilization remains the forgotten half of microfinance. Microfinance institutions can gain outreach to SMEs by providing appropriate saving products. The commercial banks should conduct research to ensure that the pricing of their savings products will ensure financial sustainability.
[bookmark: _Toc82758281]2.4: Empirical Literature Review 
Several studies have been done both at the global as well as local levels to establish the role of commercial banks in the financial performance of SMEs. 
[bookmark: _Toc82758282]2.4.1: Global Studies 
Makorere, (2014) sought to study the role that microfinance plays in promoting SMEs in Tanzania. The key focus was on the factors influencing small enterprise to scale up to medium enterprise and then large enterprises. A sample of 200 respondents was selected for an interview using simple random technique. Results showed that adequate microfinance access led to increase of business profits, employment, outlets and volume of sales. The study further showed that aside from capital limitations, many other problems related to macro-economic institutional constraints face Tanzanian entrepreneurs.  
Xitian Wang (2013) did a survey on the Influence of Microfinance on the Development of SMEs in Taizhou Zhejiang, the largest home of SMEs in China. The data he used in his paper was derived from investigation results of designed questionnaire to conduct an independent survey. According to him, number of employees determines firm size. Secondly, the study also introduced the availability of train as the key characteristics of an SME. He pointed out that the availability to train is a very important measure in forecasting the growth and productivity level of an SME because SME who offer training to their employees often tend to have a higher level of productivity and better employee’s satisfaction rate. The study concluded that microfinance services are very essential for development of SMEs.
Olu (2009) did a research study to investigate the influence of microfinance services on entrepreneurial development of SMEs that are yearning for growth and development in Nigeria. The primary data collection instrument used by the researcher was a questionnaire. For data presentation, tables and simple percentages were used. For clear analysis, the study tested two broad variables; entrepreneurial development (dependent variable) and the microfinance institutions (independent variable). Data analysis was done using various statistical tools such as Chi-square test and simple regression analysis. The conclusion of the researcher was that microfinance institutions all over the 	World including Nigeria are acknowledged to be among the major actions in the financial sector that have influenced in some positive way individuals, businesses, other financial institutions, government and the economy as a whole through their important services and functions.


[bookmark: _Toc82758283]2.4.2: Local Studies 
Ouma and Ogaga (2015) analyzed the effects that microcredit facilities and institutions have on household welfare in Suna East Sub-County. The focus of the study was on the commercial banks customers who were given loans by five selected commercial banks. By using Morgans' table, 1970 a sample size of 306 households was obtained for the study. While carrying out the study, questionnaires were used to for data collection from the respondents. Multiple regression analysis was used to analyze the data for purposes of ascertaining the association between the variables. The findings of the study confirmed that credit plays a role in positively improving the overall living standards of the respondents through improved income, diet patterns, health and education. The recommendation of the study was that emphasis should be placed on the significance of credit services on improving household welfare and that the credit availability and accessibility should be increased. 
Koech (2011) carried out a survey to establish the financial limitations that deter the growth of SMEs in Kenya. He adopted an approach of case study. Samples were drawn from SMEs in  Lurambi, Kakamega. Structured questionnaires were used for data collection. Data analysis was done using exploratory factor analysis as well as descriptive analysis with the help of SPSS software. The factors that were identified to hinder growth of SMEs were: access to initial investment, cost of capital, collateral requirements, informational asymmetry, capital management and registration costs. The recommendation by the researcher was that business financiers should consider reducing or even removing collateral requirements in order to facilitate SMEs to have easier access to credit. 


[bookmark: _Toc82758284]2.5: Conceptual Framework 
The definition of conceptual framework by Kothari (2004) is that it is a structure that presents the relationships between the main variables in a given study. Mugenda and Mgenda (2003) further clarifies that a conceptual framework provides an explanation of researcher’s perceptions on the relationship between variables that are deemed to be vital in a study. Such association is described in the figure below. 
  Independent variables							Dependent variable


SME performance 
Provision of Loans

Mobilization of savings   


Financial skilss Training  

Figure 2.5: Conceptual framework



The above variables in the fig 2:5 may be explained as follows:



[bookmark: _Toc82758285]2.5.1: Provision of credit
This is a variables described as the initial capital utilized to start a business. This variable is to produce quantitative data that highlights the effects of credit provided by Commercial banks on the growth of SMEs.
[bookmark: _Toc82758286]2.5.2: Financial Skill Training
This variable is defined as the financial skills training necessary to manage a business. The variable is expected to produce quantitative data that analyses the financial skills acquired by entrepreneurs from Commercial banks and the effect on the growth of SMEs.
[bookmark: _Toc82758287]2.5.3: Mobilization of Savings 
This variable is defined as the money stored by entrepreneurs for future use. The variable is expected to produce quantitative data on the amounts of saving that Commercial banks accumulate from SMEs and the effect on their growth.
[bookmark: _Toc82758288]2.5.4: Growth of SMEs
This variable defines the stages of growth of an SME. It is expected produce a quantitative data on the effect of services provided by Commercial banks on the growth of the SMEs.
[bookmark: _Toc82758289]2.6: Summary of Literature Review
This literature review tends to reinforce the role of commercial banks to small and medium enterprises. Commercial banks offer credit services to their customers. These include credit or loans as well as savings services that are necessary for financing of the informal sector in developing economies. They also provide access to funds on smaller scale and empower poor individuals to engage in trade activities that are productive. Other benefits provided by commercial banks include social intermediation services such as group formations, individual’s self-confidence development training opportunities on financial literacy and management for group members.
Theories of microfinance in the study included: Pecking Order Theory, Games Theory, Peer selection and group liability concept. The unique characteristics and constraints of SMEs were explicitly mentioned throughout the literature. Some of the identified factors hindering growth of SMEs include access to capital, cost of capital, collateral requirements, capital management and registration costs. The conceptual framework gave a diagrammatic representation of the association between the independent and dependent variables.











[bookmark: _Toc82758290]CHAPTER THREE
[bookmark: _Toc82758291]RESEARCH METHODOLOGY
[bookmark: _Toc82758292]3.1: Introduction
This chapter presents a logical discussion on research strategy that was adopted in establishing the role of micro funds loan on the growth of SMEs in Kakamega County. It presents the research design and methodology under sub topics.
[bookmark: _Toc82758293]3.2: Research Design
The research design constitutes the blueprint for the collection, measurement and analysis of data. It is a plan and a structure of investigation so conceived as to obtain answers to research questions (Charenza and Deadman, 2007). The plan is the overall scheme or program of the research. The research design is the plan aimed at achieving (Cooper and Schindler, 2011).
In this study, the cross sectional analysis was used. A cross sectional analysis is a type of descriptive study in which data is analyzed at a specific point in time. A descriptive study is concerned with determination of the frequency of occurrence of phenomena or the association between variables (Cooper and Hindler, 2003). Descriptive statistics was valuable and the most appropriate research design since it brought out the relationship and casual effect of the role of MFIs on the growth of SMEs.
[bookmark: _Toc82758294]3.3: Population 
Population is a set of all the individual of interest in a particular study (UN, 2009). The target population under the survey was the registered SMEs within the main municipality of Nairobi County. These are 1264 registered SMEs in the county. For purposes of this study, only businesses that have operated for not less than one year were considered as in my opinion this is the minimum time period within which it will be possible to reasonably test the effects of micro-credit on firm`s growth.  
[bookmark: _Toc82758295]3.4: Sample Size and Sample Period
According to Cooper and Schindler (2011), sampling size is the number of sampling units which are to be included in the sample. A sample is a proportion of the whole population, which is selected and analyzed, and the results obtained are generalized to represent the whole population (Kothari, 2004)
 The SMEs in Kakamega County are not homogenous and therefore stratified sampling, based on business categories was used. The categories are; manufacturing, wholesale & retail, restaurant & hotels, agriculture, education and health. Stratified random will be applied to pick 80 SMEs out of 1264 that will be surveyed in the study. Due to constraints of time and cost this number was considered to be appropriate and fairly representative. The simple random sampling procedure was preferred for the reason that allows unbiased sampling.
[bookmark: _Toc82758296]3.5: Data and Data collection Instruments
Primary data was used in this study. Self-administered questionnaire were used as a means of data collection from respondents. The instruments contained two sections, first to collect background information and second to test aspect of growth. According to Best and Kahn (2004) a questionnaire is easy to administer. Questionnaire also reduces since the respondents will not be influenced to answer questions in a certain manner that may be preferred by the researcher. The instrument attempted to capture aspects of growth of the businesses. For the purposes of ensuring uniformity in response and encouraging participation, the questionnaire was kept short, structured and mostly with multiple choice selection on a liker scale.

[bookmark: _Toc82758297]3.6: Data validity and Reliability
 The reliability and validity of the content was guaranteed by making sure that every question in the questionnaire was legitimate and well-structured for easy understanding. To ensure reliability the researcher conducted a pilot study for pre-testing the questionnaire using two SMEs. According to Masibo (2005), pre-testing the questionnaire provides a check on the practicability of the planned procedure for coding data. It also shows if there exist any flows or ambiguities in the instrument of data collection.
[bookmark: _Toc82758298]3.7: Data analysis
Once the questionnaires were completed, they were reviewed and edited for accuracy, consistency and completeness. The data was then analyzed using descriptive statistics whereby quantitative analysis will be applied on closed question while qualitative methods used on open ended questions.
[bookmark: _Toc82758299]3.7.1: Conceptual Model
The conceptual model applicable to this study was in the form of the below mathematical expression:
Y=f(x1, x2, x3)
Where: 
Y= Growth of SMEs
X1= Provision of  credit
X2= Mobilization of savings
X3= Financial Skills Training 
The data that was gathered in this research was quantitative. The data was also analyzed descriptively using statistical package for social statistics (SPSS) to illustrate the effect of microfinance services on the growth of SMEs in Kakamega County. To measure each independent variable, the respondents were asked to rate the extent to which they agree with a carefully selected set of statements in a five-point likert scale.
Multiple regression and correlation analysis was done to determine the coefficients of independent variables and establish the nature of association be variables between the dependent and independent variables and their strength. Correlation quantifies the strength of the association between the variables while the regression expresses the relationship between or association in equation form. Therefore, multiple regression model was used for the purpose of interpreting the outcomes of the effects of predictor variables on the dependent variables.
[bookmark: _Toc82758300]3.7.2: Analytical Model
The analytical model that was used to investigate the effect of Commercial banks services on growth of SMEs in Kakamega County was in the form of a multiple regression model using ordinary least square stepwise method.
The regression model was in the form of: 
Y = α + β1X1 + β2X2 + β3X3 + ɛ 
Where: 
Y = Growth of SMEs 
α = Constant/the intercept point of the regression line and the y-axis 
β = the slope/gradient of the regression line 
X1 = Provision of credit 
X2 = Mobilization of savings 
X3 = Provision of financial skills training 
ɛ = Error term 
Growth of SMEs = α + β1 (Provision of credit) + β2 (Mobilization of savings) + β3 (Provision of financial skills training) + ε













[bookmark: _Toc82758301]CHAPTER 4
[bookmark: _Toc82758302]DATA ANALYSIS AND PRESENTATION
[bookmark: _Toc521706399][bookmark: _Toc521706746][bookmark: _Toc522177704][bookmark: _Toc82758303]4.1 Introduction 
This chapter presents the data analysis and presentation of the study. The study relied on primary data that was collected through structured questionnaires. Collected data was coded into SPSS Version 23 and analysis was done using descriptive and inferential statistics. The findings are presented through frequency distribution table, pie charts and graphs.
[bookmark: _Toc521706400][bookmark: _Toc521706747][bookmark: _Toc522177705][bookmark: _Toc82758304]4.2 Response Rate
The researcher distributed out 12 questionnaires. Out of these, 10 of them were filled and returned. This gave a response rate of 83% as indicated in Figure 4.1. 

According to Babbie (2010), a response rate of 70% and above is adequate for analysis and interpretation of the findings. Hence, the study had a reliable response that resulted into analysis of findings as presented herein. 

[bookmark: _Toc521706401][bookmark: _Toc521706748][bookmark: _Toc522177706][bookmark: _Toc82758305]4.3 Demographic Information
[bookmark: _Toc521706749][bookmark: _Toc522177707][bookmark: _Toc82758306]4.3.1 Gender of Respondents
	
	Frequency
	Percentage

	Male
	6
	60

	Female
	4
	40

	Total
	10
	100.0



Graphical presentation 

From table /bar graph 4.3.1., there were 6 male and 4 female respondents giving a corresponding 60% and 40% proportion of the total population sample respectively.



[bookmark: _Toc521706750][bookmark: _Toc522177708][bookmark: _Toc82758307]4.3.2 Level of Education
	
	Frequency
	Percentage

	Certificate/diploma
	3
	30

	Undergraduate degree
	5
	50

	Masters
	2
	20

	Total
	10
	100.0




From table/line graph 4.3.2, results on the level of education are presented. It can inferred that 30% of the respondents held certificate/Diploma Qualifications, while 50% of the total population had Undergraduate Degree and only 20% of them had Masters Degrees at the time of this survey. Majority of the respondents were Degree graduates.



[bookmark: _Toc521706402][bookmark: _Toc521706751][bookmark: _Toc522177709][bookmark: _Toc82758308]4.3.3 Age Distribution of Respondents
	
	Frequency
	Percentage

	Below 25 years
	2
	20

	25-34 Years
	3
	30

	35-44 Years
	3
	30

	45-50 Years
	1
	10

	over 51 Years
	1
	10

	Total
	10
	100.0





[bookmark: _Toc521706403][bookmark: _Toc521706752][bookmark: _Toc522177710]From table/line graph 4.3.3, the age distribution of the respondents is illustrated. It can be indicated that 20% of the respondents were at an age distribution of below 25 years, 45 – 50 years and over 51 years respectively, but 30 were between 25 – 34 and 35 - 44 years respectively.


[bookmark: _Toc82758309]4.4 Descriptive Statistics
	4.4.1. Provision of Loans

	How does provision of loans affect the growth of SMEs
	Mean
	Std. Deviation

	Does provision of loans affect the growth of SME in Kakamega County 
	3.00
	0.000

	
	
	



Table 4.4.1, presents the findings on the mean and standard deviations of the responses as recorded in the field. From the table the mean response rate relates to this question of how does provision of loans affect the growth of small scale enterprises The highest mean of 3.00 (SD=.000) was observed. 



	[bookmark: _Toc521706753][bookmark: _Toc522177711][bookmark: _Toc82758310]4.4.2. Mobilization of Saving
[bookmark: _Toc82758311]Table 4.4.2 Mobilization of Saving

	How do mobilization of saving affect the growth of SMEs 
	Mean
	Std. Deviation

	Doe mobilization of saving affects the growth of SMEs in Kakamega County
	3.00
	.000

	
	
	

	
	
	

	
	
	



From table 4.4.2, the mean response rate of the respondents relates to the question of how do mobilizations of savings affect the growth of small scale enterprises. This indicates a mean response of 3.00 (SD = 0.483)
[bookmark: _Toc82758312]4.4.3 Financial skills training 
	
	Mean 
	Std.Deviation

	Does human resource training affects the growth of SMES 
	8.0100
	5.08603



[bookmark: _Toc521706404][bookmark: _Toc521706755][bookmark: _Toc522177713]From table 4.4.3, the mean response rate of the respondents relates to the question of how does human resource training affects the growth of SMEs. This indicates a mean response of 8.01 (SD = 5.08603).

[bookmark: _Toc82758313]4.5 Regression Analysis
Results of the multiple regression analysis on the role of commercial bank's loan fund on the growth of Small scale enterprises in Kakamega county. 
[bookmark: _Toc521706756][bookmark: _Toc522177714][bookmark: _Toc82758314]4.5.1 Model Summary	
	Table 4.5.1 Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	.872a
	.761
	.742
	.30882

	a. Predictors: (Constant),  Loan Fund
 Assesment, Growth of SMEs


From table 4.5.1, the correlation coefficient (R) was .872a, indicating a strong positive linear relationship between commercial banks loan fund and growth of Small scale enterprises.
Furthermore, the correlation coefficient of determination (R2) was .742. This implies that only 74.2% of the variations in provision of  credit and financial skills training are explained by the variation in the growth of Small scale enterprises. The remaining 25.8% proportion of the variations can be explained by other factors beyond this regression model and can be accounted for by the stochastic term Ɛi.

[bookmark: _Toc521706757][bookmark: _Toc522177715][bookmark: _Toc82758315]4.5.2 Analysis of Variance
Table 4.5.2

	ANOVAa

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	3.696
	4
	.924
	1.590
	.000b

	
	Residual
	1.161
	2
	.581
	
	

	
	Total
	4.857
	6
	
	
	

	a. Dependent Variables; Growth of SMEs

	b. Predictors: (Constant), micro credit, financial skills, mobilization saving 


Table 4.5.2 presents results of the ANOVA table using F – test. This is used to test the overall significance of the regression model to the findings of our study. The model recorded an F – value of 1.590 which was significant at 5% level of significance (sig = .000b).
Therefore, on overall, the regression model was statistically significant. We thus accept the null hypothesis and reject the alternative.







[bookmark: _Toc522177717]
[bookmark: _Toc82758316]CHAPTER FIVE
[bookmark: _Toc521497776][bookmark: _Toc521501313][bookmark: _Toc521703098][bookmark: _Toc521706406][bookmark: _Toc521706760][bookmark: _Toc522177718][bookmark: _Toc82758317]SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS
[bookmark: _Toc521501314][bookmark: _Toc521703099][bookmark: _Toc521706407][bookmark: _Toc521706761][bookmark: _Toc522177719][bookmark: _Toc82758318]5.1 Introduction
This chapter presents a summary of findings to the study and gives conclusions based on the findings. Recommendations are also given based on the conclusions made.
[bookmark: _Toc521501315][bookmark: _Toc521703100][bookmark: _Toc521706408][bookmark: _Toc521706762][bookmark: _Toc522177720][bookmark: _Toc82758319]5.2 Summary of Findings
The purpose of the study was to establish the role of commercial banks on the growth of SMEs. We found that there is a correlation between provision of credit and growth of SMEs. It was also evident that financial skill training has a significant relationship with the growth of SMEs. However, it was established that mobilization of savings has no significant relationship with growth of SMEs.
[bookmark: _Toc521501316][bookmark: _Toc521703101][bookmark: _Toc521706409][bookmark: _Toc521706763][bookmark: _Toc522177721][bookmark: _Toc82758320]5.3 Conclusion
Commercial banks cannot be under estimated in relation to the growth of SMEs within Kakamega county. The practices play a major role in relation to the growth of SMEs as realized in the findings of this study. The study examined the role of commercial banks on the growth of SMEs in Kakamega County by using provision of credit, financial skills training and mobilization of savings. Commercial banks institution plays an important role in the success and prosperity of the SMEs by ejecting funds in form of loans. The regression results show further that the direction and the extent of SMEs is dependent on the predictors being examined. 


[bookmark: _Toc521501317][bookmark: _Toc521703102][bookmark: _Toc521706410][bookmark: _Toc521706764][bookmark: _Toc522177722][bookmark: _Toc82758321]5.4 Recommendations
The findings of this study provides SMEs with information on the essence of the role of Commercial banks loan in boosting the operations of SMEs to enhance their growth. In order to control the financial institutions to support SMEs, they should establish certain control mechanisms. The study apprises bank institutions that it has to be concerned with SMEs since they are unique from other sector. The central bank of Kenya has to encourage commercial banks  to support SMEs through enacting rules and regulations. We recommend that Commercial banks to formally adopt and implement loaning system as one of the fundamental role to play in enhancing the growths of SMEs in Kakamega. Commercial banks to initiate training of SMEs personnel, managers and shareholders on the loaning protocols and interest to be paid to attract SMEs .in addition to this we recommend that the commercial banks to establish and maintain better relations with their stakeholders, and inaugurate the unitary model of loaning system, in accordance with existing legal provisions. 
The central bank of Kenya should come up with awards for commercial banks banks that exercise best practices of good loaning system to embolden competitiveness amongst other commercial banks. 
	





[bookmark: _Toc82758322]APPENDICES

APPENDIX A – Questionnaire
The role of commercial banks on the growth of small medium enterprises in Kakamega county.
Data Collection Questionnaire
Introduction	
This questionnaire is prepared only for the purpose of gathering information to ascertain the role of commercial banks to growth of SMEs in Kakamega county, it is guaranteed that the data acquired and the identity of the respondents shall be kept strictly confidential and only used for the tenacity of this research.
SECTION B: Background Information of the Respondent 
Instructions to respondents please tick appropriately inside the box     
1. Respondent’s Age bracket
	Below 25 years
	

	25-34 Years
	

	35-44 Years
	

	45-50 Years
	

	over 51 Years
	



2. Respondent level of education 
	Diploma 
	

	Degree
	

	Masters
	

	None of the above 
	






3. How long have you worked in the banking sector? 
	1 year
	

	2-5 years
	

	6-10 years
	



SECTION B: 
1. Provision of Credit
	Provision of  credit affect the growth of SMEs in Kakamega County
	Agree 
	Disagree
	None of above 

	Male 
	
	
	

	Female 
	
	
	


 
2. Mobilization savings 
	Mobilization of saving affects the growth of SMEs in Kakamega County
	Agree 
	Disagree
	None of above 

	Male 
	
	
	

	Female 
	
	
	



3. Financial skill training  
	Does financial skills training have a role in the growth of SMEs
	Agree 
	Disagree
	None of the above 

	Male 
	
	
	

	Female
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Gender


Male	Female	60	40	

level of Eduation 

Certificate/diploma	Undergraduate degree	Masters	30	50	20	


Age distribution 

Below 25 years	25-34 Years	35-44 Years	45-50 Years	over 51 Years	20	30	30	10	10	


Response
83%
Non Response
17%

Response	Non Response	78	22	
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