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ABSTRACT
There have been relatively few studies focusingaliy on the way mobile payments are used to erhéme
quality of the services of MSEs especially thoseural areas and therefore increasing their pioifitg. The
main purpose of this study was to determine thecté$fof mobile phone-money transfer servi@dsPESA) on
the profitability of Micro and Small Enterprises Bungoma South District. The target population WESES in
Bungoma South District which consisted businessesh sas retail shops, tailoring, chemists, hardveare’
carpentry, metal workers, hair salons, repair ses/iand butcheries. Some of the major findinguuded that
almost each business own or have used a mobilespihaheir business at 98%, education level andtéur of
running the business has an effect on the profitaloif that business. Most MSEs also felt that if@inoney
transfer services have helped to increase salenwevas mobile phones are mostly used by businesgme
communicate with customers and suppliers and asdklped the business to grow and as a resutisised the
productivity and profitability of the business. koeffort should be made to educate the public @ajhe the
MSEs on business benefits of these new technologiemternet enabled mobile phones are alreadyhen
Kenyan market and most MSEs in rural areas do settliese service therefore training is requireghtighten
rural people as the internet is important for theart or export of goods, and MSEs that would lthe
participate in global markets should be given ancbao make informed market choices by being etdigdd on
internet-based mobile phones.
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INTRODUCTION

The Kenyan economy has gone through substantiafalitzation and changing economic opportunitiesictvh
has led many organizations to either down-sizeetrench their employees, forcing them into the rimial
sector. Lack of employment alternatives has pushady people into self employment activities whialhgkely
form the micro and small enterprises sector indbentry. A micro enterprise is one having not mibr@n ten
employees including the owner, while a small entsepis the one having eleven to fifty employeggy8&nson,
2005). The Kenyan Government recognizes the cartoib of the small enterprises to the Kenyan econdin
has come up with the department of micro and ser@krprise development. The department is a re$uhe
merger of the division of small scale adda Kali (hot sun) enterprises and the Directorate of Agupli
Technology. This department is responsible forftiimulation and implementation of policies and t&tgges for
the development of the MSEs sector. Although hagmunts of money have been spent on MSEs through
projects and programs in recent years, their impacturvival and development of the enterprisesbleas low,
as their mortality rate remained high (GovernmdnKenya, 2005). The micro business operator alsigdo
fully understand the entrepreneurial effect of thesv technology on their business so as to copk thi¢
increasing developments in the mobile payment sesvon one hand, and the challenges of the micsiméss
operating environment, on the other hand. The ehaitd use of technology in micro business is degrgnon
how well it is likely to influence greater succegeywth and profitability of the business.

MATERIALSAND METHODS

Cost reduction refers to thmrocess of identifying and eliminating unnecessarsts to improve the profitability
of a business. It may also be defined as the aetient of Real and Permanent Reduction in the wsit of
goods manufactured or services rendered withouaiinmg their suitability for the use intended omitiution in
the quality of the product. Cost reduction, shatherefore, not be confused with cost saving and costrol.
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Cost saving could be a temporary affair and magtkibe cost of quality. Cost reduction implies tatention of
essential characteristics and quality of the produ thus it must be confined to permanent anciigen
savings in the costs of manufacture, administratdistribution and selling, brought about by eliation of
wasteful and inessential elements form the desigheproduct and from the techniques and practieesed
out in connection therewith. In other words, theessial characteristics and techniques and qualitthe
products are retained through improved methodsteeithiques used and thereby a permanent reductitrei
unit cost is achieved (John, 2005).

Actual Usage of the M obile Payment and business perfor mance

The rapid spread of the mobile phone usage in Kemgans that the number of mobile users exceedartihé
number of banked people. Mobile phones offer easynsunication and the current M-Pesa facilities have
reduced the average transaction costs for the omasVaughan, 2009). The Safaricom’s Annual Report
2008/2009 show that person to person transactioos @t KShs. 120.61 billion for the same year ragfal4.74
billion for the year 2007/2008. The total cumulatiperson to person transactions stood at KShs38 35llion

as at 31st March 2009 since inception of the mgialgment service. This indicates that M-Pesa mqizilenent

is reaching the unbanked (Vaughan, 2009). Omwa2320], argues that the benefits associated withekRre

so enormous that those who try to place regulgtoegsure on it might feel guilty if they appearfrgstrate it.
The extent to which the mobile payment usage waujgact on performance depends largely on whethereth
is an enabling environment (Porteous, 2006). Therartbusinesses are spread throughout the countinyhuige
clusters in the market areas and near shoppingrsenthis enables them to easily access the M-8asice
providers for registration and to make cash depadstb their accounts. The mobile payment providegents
are well distributed and easily accessible to ti@aerbusiness owners for support.

Resear ch Design

A research design is a presentation of the planstiucture and the strategy of investigation, Whias used to
answer various research questions. It constititedlue print for collection, measurement and aislgf data
and answers the question what, where, when, hovhnhiycwhat means the research was conducted (Kpthar
2004). The major purpose is the description ofstlage of affairs as it exists at present. Survesygieis a report

of study, which requires the collection of quantfifie information from the sample. The survey radeavas
descriptive because it obtained information abdet éxisting phenomenon. Mugenda (1999), noted ttieat
design takes less time to carry out and is simple.

Target Population

The researcher defines a target population as tpalation from which a Sample can be obtained and
conclusions applied on it. The target populationtfe study was drawn from Micro and Small Entrepres
based in Bungoma South District, running Micro &mdall businesses. The total target population afréMand
small businesses for the entire Bungoma District 8®74 (Business Register-County Council of Bungom
2012) that of Bungoma South District was 2,557 (Blanconstituency had 861 businesses while Kanduyi
constituency had 1,696 businesses). The reseavolvéd businesses such as retail shops, tailoohgmists,
hardware’s, carpentry, metal workers, hair salogair services and butcheries.
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Table 1.1 Target Population of M SEsin Bungoma South District

CONSTITUENCIES WARDS TARGET
POPULATION
Mukwa 65
Siboti 45
Bumula 205
Kimaeti 102
Bumula Musikoma 185
Namasanda 98
Sio 65
Siritanyi 96
Total 861
Khalaba 197
Mijini 155
Sinoko 205
Stadium 165
Kibabii 235
Kanduyi Bukembe 365
East sang’alo 198
West sang’alo 176
Total 1,696

Sour ce: Business Register-County Council of Bungoma

Sampling Technique

Multi-stage random sampling technique was used evlaesample was prepared in stages and sampling was
ideally random at each stage. Since Bungoma Soistihidd was a large area, the researcher firstidensd the
Constituencies in the district which were only twioat is; Bumula and Kanduyi Constituencies. In skeond
stage, a random sample of smaller areas that dswaas taken within each of the constituencies emas the

first stage where three wards were randomly selefitem each constituency. In the third stage, aloam
sample of one ward in each constituency was takem the second stage, where finally Bumula ward and
Bukembe ward were randomly selected to come up avigpresentative sample.

Sample size

The researcher defines a sample as a represergativp of the target population that is selectadgusarious
sampling methods. The total target population ef skudied wards was 570 (Bumula-205 and Bukembe-365
Businesses). The researcher studied only 57 MSEsfdhe total 570. This sample is enough for cosicle
generalization of the whole population as it cdngdis 10% of the target population (Kothari, 2006).

Data Collection Proceduresand Instruments

The main primary data collection instrument thaswaed was the questionnaire. The draft of thetiquesire
was pre-tested on a sample of 5 respondents i tydest the instruments validity and reliabilagd the final
draft adjusted as per the observations made dtin@gre-test such as the responses received foremed
questions were coded to closed-ended questioreafier analysis. Closed-ended questions in therlamgvere
used to collect data. They were administered tadhpondents on normal working day.

Data Analysisand Presentation

Analysis of data in this study was descriptive. chaias and Nachmias (2004) noted that descriptiaisscs
enables the researcher to summarize and organiadrdan effective and meaningful way. They providels
for describing collections of statistical obsergas, reducing information to an understandable faviierosoft
Excel was used in the processing of data and foemation generated was presented in the form ablys, pie
charts, frequency and percentage tables. Theseagalear and a more understandable presentatitrealata
so obtained.
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Quantitative analysisand pr esentation
Data collected was presented in charts and tables making it easier toread and interpret.

Table 1.2.. Response rate

Category No of respondents
Responded 52 (91)*

Did not respond 5(9)

Total 57 (100)

*Figuresin brackets ar e per centages

During the study, not all targeted respondents aeded to the questionnaire and the informal ingawvi
sessions. As represented in table 4.1 above, 9%adicespond whereas 91% of the target populagspanded
which implies that the response rate was good ladnformation analyzed and discussed, can be gkzest to

the whole population.

Comparison of mobile money transfer services, ti@ukl banking and money transfer companies

Mobile money transfer service utilizes technologyiah enables micro and small enterprises to donabeu of
transactions such as: - Payment for trading betveeinesses, Secure money transfer for People ggung
between the places, depositing cash at one end)éhdrawing it a few hours later at the other; flecsending
airtime purchased by M-PESA directly to their relas up-country as a kind of informal remittancen8
money for various ad hoc reasons etc.

COMPARISON OF MOBILE MONEY TRANSFER SERVICES, TRADITIONAL
BANKING AND MONEY TRANSFER COMPANIES

Money transfer
Traditional hanking companies 4%

10%

Figure 1.3 comparison of mobile money transferises; traditional banking, money transfer companies

The study reveals that mobile money transfer sesvforms the highest percentage of banking usaga@mhe
respondents at 86% as opposed to the traditiomditog hall set up and money transfer companie%t and
4% respectively. Respondents prefer using this neddervice compared to traditional banking hafid anoney
transfer companies because Mobile Money Transfevi@s holds the prospect of offering a low cost,
accessible transaction banking platform for cutyatmbanked customers in Kenya (Info DEV, 2006).

Additionally, the flexible operating hours of thepésa agents leaves them with greater
opportunities to satisfy banking requirements thay arise at any time. On the contrary, Kenyan baerate
for an average of seven hours per day. The suppi@mneAutomated Teller Machines (ATMs) do not have

sufficient outreach since they are only availabie major towns. While money transfers companies are

expensive, not reliable and takes more time tovdethe service.
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Table 1.4Respondents opinion If M-PESA has redwosts and increased profitability

Category No of respondents
Yes 40(77)*

No 8(15)

Do not know 4(8)

Total 52(100)

*Figuresin brackets ar e per centages

Mobile Money Transfer (MMT) services dramaticalgduce the cost of delivering financial services thiaptly
demonstrated by the 77% score of the respondetatis/iewed. CBK (2007), statistics put the averagmtily
cost of operating a current account with a Kenyammercial bank at over Ksh 900 ($13). M-pesa resltice
cost of basic banking services to customers witkr &0 percent from what it would cost through tiiadéal
channels. The electronically managed transacti@ssiltr in huge cost savings, the benefits of which a
transferred to the users. This is explained byatteence of charges at the time of registratiocaritbe deduced
that majority of MSEs seeking MMT attach a high sideration to the monetary consequence of enraillitiga
banking facility. Thus the absence of opening antbdalance boosts their preference for the service.
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

The researcher mainly focused on Micro and Smaipnises in Bungoma South District and concentrate
the entrepreneurs’ who owned a mobile phone and osebile money transfer services specifically M-RES
because of its customer base. In the study, tlearelser was able to determine the effect of caktatéon, sales
revenue and market share by use of mobile phoneeyntransfer services on the profitability of Micamd
Small Enterprises. The sample size was 57 resptsm@an 52 responded giving a response rate of Itfs.
data collected from the questionnaire was sorteite@, analyzed and then presented in the tablg@<laarts for
quick reference and to provide insight into theooese from the opinions of the respondents.

Some of the major findings included that almosthehasiness own or have used a mobile phone in their
business at 98%, education level and duration wfiing the business has an effect on the profitghif that
business. Other major findings were that Mobile Elpiiransfer services forms the highest percenthgeage
among the respondents at 86% as opposed to traitianking hall and money transfer companies & 26d
4% respectively as it reduced their transport eost risks when sending cash. Mobile Money Transéevices
were also rated above average with 58% and havstexbdVISEs to reduce costs as it reduced the nuoiber
times going to the bank i.e. time saving on queulnteft individuals with more time to run and mitor their
businesses one on one, transaction fees are lbaeithose charged by most banks and it's easigseat when
paying for clients and customers in their ruralaareMost MSEs also felt that mobile money transtwvices
have helped to increase sales revenue as mobileeptare mostly used by businessmen to communidttie w
customers and suppliers and also has helped tlieelsaso grow and as a result increased the predvand
profitability of the business because the servaelme used at anytime while purchasing goods anites.

Conclusions

From the findings of the study, the following camibns were made in determining the effect of neoptone-
money transfer service@-PESA) on the profitability of Micro and Small Enterprisén Bungoma South
District. There are high chances for all the peaplihe rural areas to own a mobile phone and thee will be
increased use of the Mobile Money Transfer serveb@®ng the MSEs in rural areas. Majority of the rmic
business operators who completed the survey questie strongly agreed that Mobile Money Transévises
has increased the profitability of a business asdtices costs, increases sales revenue and ettabISES to
have a high market share. Just like all other ussesmobile phones same device for both businedsacial
purposes, as a result there were increased pirfitssiness, and enhanced social networks (Chogi7)2

Most of the MSEs are literate people due to curter@mployment in formal sectors and therefore tintstins
should come up with lessons to teach mobile ph@ageltechnology which is transforming the livestfetter
in the informal sector and train the public on bess benefits of mobile money transfer servicese8an the
research model and research findings, the governamehthe mobile service providers can enhancanriiceo
business operators’ use of the mobile paymentstieddigital technology by: Providing infrastructutieat
minimizes congestion periods within the mobile retwand enhance security measures. The above nesasur
would encourage positive attitude in the mobile magt users which would result in increased usehef t
services and hence the profitability of MSEs inatuireas. This study identified that mobile monensfer
service increases market share as more and mopéep@® increasingly using the mobile payment ses/and
a more extensive research should be conductedrtg but those factors that are necessary to erthatethe
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micro businesses embrace the digital technologthénconduct of their business and enhance theinéss
performance not necessary for social network.
Recommendations

Studies that have been done so far on informatichcammunication technologies (ICTs) in the inforsector
have focused on the internet and computer usagerréttan on applications of a mobile phone, andtlyet
mobile phones are wide used in the informal seforbusiness transactions. The mobile phone handse
performs the same tasks as input and output desiceasomputer, and since the phone is widely sbezaong

the MSEs in the informal sector, chances of altamers and business people having the phone iruthkarea
are very high. The researcher recommends thatutistis should come up with policies to educateviddals

on the importance of ICTs also focusing on mobégrpents by use of phones but not only computers.

The mobile phones have become a springboard for dVi8Ebe entrepreneurial and hence increase the
profitability of a business; they are helping opers in the informal sector to come up with solotidhat are
specific to their problems, as compared to thoggosad on them by outside agencies and as a resediuces
the costs of a business. Education level is kegntp business set up, and according to the resuttecstudy,
most high school leavers followed by tertiary cgliethen primary school leavers and university gasekiare
involved in informal sector which implies that théector is not dominated by illiterate people andkilled
workers as some of the studies have claimed. Tleeatgrs in this sector are hard working and creasind
should be made aware of the enormous opporturnitesare availed by the use of mobile phones fainass.
Appropriate premises would also ensure that the $18&ve access to electricity, which is crucial fioe
possession and usage of mobile phones.

Suggestions for further Research

Globalization is one of the goals of Kenyan Vis@080, and this goal cannot be achieved without syicead
adoption of high-powered mobile phones in the imfak sectors. Research is needed to measure thet éat
which internet enabled mobile phones and mobile aypdransfer services have diffused in the inforsedtor
and their effects on import/export.
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