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Impact of Microfinance Services on the Performance of Micro and

Small Enterprises Special Reference to Maharagama Area
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Microfinance is an economic development tool that provides financial services such as small
loans, savings, micro leasing, and money transfers to poor people. Micro and small-sized
enterprises (MSEs) are recognized around the world for their critical role in driving
grassroots economic growth and promoting equitable, sustainable development. The
purpose of this study is to examine the impact of microfinance services on the performance
of MSEs in the Maharagama area. A sample of 357 micro and small enterprises benefiting
from Samurdhi Bank in the Maharagama area was selected using simple random sampling
method. The Microfinance services - micro-credit, micro-savings, and micro-training were
considered as independent variables while the enterprises’ performance was considered as
dependent variable. Data were collected by issuing a structured questionnaire and
correlation analysis, regression analysis and factor analysis were done to measure the impact
of financial services on performance of MSEs. The results indicated that microfinance
services significantly affect MSE performance. Specifically, micro-credit enhances
operational capacity and growth potential, while micro-training improves managerial skills
and business practices. These insights are valuable for policymakers, for formulating
policies to foster economic growth, job creation and creating an environment conducive to
the success of micro and small enterprises.
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Introduction

Microfinance is a mechanism for empowering low-income individuals and small
businesses who are excluded from traditional banking services. According to the
literature finance access to small and micro businesses is limited by weak financial
literacy, poor internal and external controls, insufficient collaterals and limited
financial reports. (Rathnayake, 2021) Therefore, microfinance has been established
with the intention of increasing the living condition of low-income people by
reducing poverty and taking on an active role in the economic development of the
country. (Central Bank of Sri Lanka, 2018). Micro-financial institutes provide both
financial and non-financial services. Financial services include savings, loans,
payments services, micro leasing, pension remittance and etc. (Rathnayake
K.M.N.D, 2019) and non-financial services include group formation, development
of financial literacy and self-confidence, marketing, consultancy services and
improvement of technology for MSEs. Microfinance Institutions are established to
ensure financial inclusion, facilitate economic growth and support the development
of MSEs that are deemed to be vital in the creation of employment opportunities,
poverty alleviation and economic prosperity. (Lasya, Shalini, Krishnamurthy, &
Raju, 2023) Various institutions in Sri Lanka currently offer microfinance services.
This includes state banks, Regional Development Banks and other licensed
specialized banks, cooperative rural banks and other co-operatives, thrift and credit
cooperative societies (TCCSs/Sanasa societies), Samurdhi bank societies, non-
governmental organizations (NGOs), and other financial institutions. (Pushpanathan
& Swarnika, 2021)

Micro and small enterprises (MSESs) sector can be known as an emerging sector and
that has become the main job creation sector in Sri Lanka. This is the key section
of the private sector, especially in developing countries.(Jayasekara &
Thilakarathna, 2013) There are different definitions under different themes for

MSEs. But commonly accepted definition cannot be identified around the world. In
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most cases, this has been defined by using the number of employees, annual turnover
and value of the assets. (John Adams, 2007) defines enterprise size based on asset
value as less than one million micros, asset values between 1-20 million are small
while the department of census and statistics identifies micro industries as
employees less than 4 and between 5-24 as small in respectively (Economic census
2013/ 14, 2013).
MSEs provide a significant contribution to the economic development of a country
in variety of ways, such as generating profits, establishing new business outlets,
creating employment opportunities, increasing the value of the business etc. but the
development of MSEs has been hampered by the Lack of access to finance, lack of
access to technology and lack of training and business development opportunities,
especially in developing countries.(Longo, 2023). According to the Saito and
Villanueva (1981), these businesses have to face higher transaction costs than large-
scale businesses in obtaining credit. Despite these claims, some research
demonstrates that a considerable number of MSEs fail due to non-financial reasons
(C Liedholm, 2001)
Microfinance has received considerable recognition in recent years as a strategy for
boosting entrepreneurship and poverty alleviation mechanism while promoting
economic development at the same time.(Wasike, 2023) According to the studies,
micro financial services have a positive impact on the performance of micro and
small businesses by increasing their access to capital, improving their ability to
manage their finances, and boosting their capacity to invest in their firms.
(Holcombe, 1995). This, in turn, can lead to greater sales, earnings, and
employment, as well as contribute to poverty reduction and economic growth in the
local community.
However, there is an argument regarding the use of microfinance services.
According to Cook et al. (2000) when compared to other business owners,
consumers who used microfinance services have successfully returned their first and

second loans and saw a substantial rise in profits and household income. However,
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some individuals discontinued the program after obtaining only one loan. Therefore,
this shows the necessity of find the impact of the microfinance services and MSEs
performance.
Further there were limited studies conducted in this sector. Many of the studies have
focused on the effect of microfinance services on small and medium enterprises'
performance. But the performance of the micro-enterprises hasn’t been addressed
in these cases. Further most of the studies have addressed the rural context when it
comes to micro finance services. Limited research has addressed the unique
dynamics and outcomes in this urban setting. (Rathnayake et al., 2019)
Therefore, this shows the importance of conducting a study in the urban context to
fulfill the existing awareness gap. Hence the researcher selected the Maharagama
area for current study, which is classified as an urban area.(Urban Development
Authority, 2017) Furthermore this area has 7.9% of small and micro businesses
established in Sri Lanka, making it the third highest among the divisional
secretariats in the Colombo district. (Economic census 2013/ 14, 2013)
The general objective of this study is to investigate the impact of micro finance
services on performance of micro and small enterprises in Maharagama area.
This study specially attempts to achieve the following objectives.
1. To find the impact of Micro savings on micro and small enterprises.
2. To find the impact of Microcredit on micro and small enterprises.

3. To find the impact of Training programs on micro and small enterprises

Literature Review

Micro and small businesses are essential for economic growth, employment, and
innovation in the ever-changing global economy. Acknowledging their potential,
microfinance services have become important tools for empowering company
owners and promoting long-term, steady development. The goal of this study is to
shed light on the complex link that exists between the performance of micro and

small businesses and different aspects of microfinance services.
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Theoretical Background of the Study

Originating from the concept of offering financial services to those who are
economically disadvantaged, microfinance has developed into a versatile instrument
that can influence the course of micro and small businesses (Godson, 2013).This
study's theoretical underpinnings are derived from many important frameworks,
providing insight into the complex connections between microfinance services and
small- and micro business success.

Financial growth theory (Berger et al., 1998) explores how businesses' financial
needs evolve as they grow, highlighting challenges in accessing capital and the
higher cost of capital for small businesses. It proposes that microfinance institutions
can serve as crucial funding sources, particularly tailored to the unique needs of
micro businesses.

Savings Mobilization and Economic Resilience, drawing on behavioral economics,
posits that encouraging businesses to save contributes to economic resilience at both
individual and organizational levels. (Kumari, 2014). The study aims to investigate
how micro savings affect the financial performance and well-being of small and
micro companies.

Financial Inclusion and Microcredit, rooted in the Grameen Bank model,
underscores microcredit as a means of ending the cycle of poverty and promoting
socio-economic development.(Aladejebi, 2019) The research recognizes the need to
consider contextual elements like interest rates and repayment conditions.
Asymmetry in Information and Training Programs, grounded in information
economics and the principal-agent theory, addresses the importance of Training
programs in resolving knowledge imbalances between lenders and
borrowers.(Abiola, 2012) It is hypothesized that offering training programs helps
entrepreneurs make better decisions, thereby improving the performance and
sustainability of their businesses.

An Integrated Framework aims to combine these theoretical stances, recognizing

the interdependence of microcredit, training programs, micro savings. By
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integrating various theoretical frameworks, the study seeks to unravel the intricate
web of microfinance's influence on small and micro business performance, offering

valuable insights for professionals, decision-makers, and academics alike.

Microfinance Services

Microfinance can be known as a development tool that is often used in emerging
economies to provide financial services such as small loans, savings, micro leasing,
and money transfers to poor people. Through this government expects to support
poor people to expand or start their enterprises by avoiding the lack of accessibility
to financial services (Marguerite, 2019). According to M. A. Khan & Rahaman
(2007) most of the research only considers micro-credit. But microfinance is a
broader concept which includes insurance, transactional services, and important
savings. He further mentioned that microfinance has been appreciated by micro-
entrepreneurs and some poor clients as a “bankable product” since they can repay
both the principal and the interest on time and saving schemes are suited to their
requirements. (M. A. Khan & Rahaman, 2007)

Micro and Small Enterprises

The micro and small enterprise (MSE) sector has emerged as a dynamic and crucial
component of the private sector in developing countries like Sri Lanka. MSEs play
an important role in the development of the economy by generating employment
opportunities, mobilizing domestic savings, alleviating poverty, promoting income
distribution, fostering regional development, and providing training for workers and
entrepreneurs (Jayasekara & Thilakarathna, 2013). Micro and small enterprises are
the primary source of job creation in Sri Lanka, highlighting the importance of this
sector's accelerated development for the country’s economy. Microfinance
institutions play a pivotal role in supporting MSEs, as many of these enterprises rely
on the microfinance services offered. These institutions primarily provide
microcredit but also offer non-financial services such as business training and

financial management support to enhance the capabilities of MSEs. (T.D.H.S
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Dissanayake, 2017)

Micro Savings and Micro and Small Enterprises

The literature increasingly focuses on investigating the impact of micro savings on
small and micro businesses, revealing insights beyond traditional financial models.
Fauster (2015) shows that micro savings plans are tools for fostering a disciplined
financial culture among business owners rather than just being systems for holding
money. Micro savings are proposed as instruments that enable people to make plans

and build up a financial safety net against shocks and uncertainty in the economy.

Goto, (2014) highlight their role in reducing risks for small and micro enterprises,
acting as a safety net to help company owners overcome financial difficulties.
(Dissanayaka, 2017) notes that the micro savings programs help firms build a more
solid and secure foundation by motivating entrepreneurs to save, hence lowering
their susceptibility to unanticipated financial downturns. This is consistent with
more general economic theories that highlight the role that savings play as a
moderating influence on both individual and societal financial paths.

Although micro savings is often indicated in the literature as a beneficial
phenomenon, some researchers like (Banuka, 2019) dive into the difficulties in
promoting savings behavior among business owners. Research on the effects of
micro saving on small and micro businesses shows how these initiatives support
sustainability and economic resilience. Beyond financial transactions, this research
demonstrates the behavioral elements of saving and the complex dynamics of

financial planning at the individual and corporate levels.

Microcredit and Micro and Small Enterprises

The impacts of microcredit on small and micro companies have been the subject of
scholarly investigation, which has produced a diverse range of findings and
complicated points of view. The amount of study on this topic provides readers a
thorough grasp of how microcredit influences company operations in complex ways.

Research by (Mpanju, 2019) and others has shown that microcredit can revolutionize
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small company financing. Microcredit is considered as an instrument for economic
empowerment and poverty reduction, not just a commercial approach. Microcredit
may be provided to business owners who cannot use banks. This helps these
entrepreneurs build their businesses and give back to the community.

However, various research suggests that microcredit has several effects. Their
critique (George Mutuma & Omagwa, 2019)emphasizes contextual elements
including interest rates and repayment situations. This nuanced perspective
recognizes that microcredit terms and conditions are crucial to the overall effect on
small and micro firms and advocates for a deeper understanding of them.
Additionally, (Olugbenga & Mashigo, 2017)examines the social aspects of
microcredit, notably how it influences female entrepreneurs' company growth.
Beyond financial injections, the literature underscores the multifaceted effects of
microcredit on community dynamics, entrepreneurial attitudes, and the broader

socioeconomic fabric.

Training Programs for Micro and Small Enterprises

The research consistently emphasizes the transformational potential of training
programs, as Pushpanathan, 2020) writings demonstrates. These programs enhance
entrepreneurs' management competency, providing avenues for acquiring new
information and skills. It is thus hypothesized that this increased competency will
have a favorable impact on small and micro business performance and sustainability.
The research emphasizes how training affects organizational structures and
operational efficiency in addition to individual skill development. Rathnayake
K.M.N.D (2019) explores how training initiatives help firms make better decisions
by encouraging flexibility and perseverance in the face of adversity.

Sewwandhi (2021) propose that training encompasses wider entrepreneurial
qualities and technical skills, recognizing the dynamic interaction of financial
management, strategic planning, and capable leadership for entrepreneurial success.

Despite acknowledging challenges in efficacy and execution, particularly regarding
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the longevity of influence and further education opportunities, the research
emphasizes the necessity for training curricula supporting immediate impact and
sustained growth. Examining the significant improvement of small and micro
companies, research suggests that investing in human capital through well-designed
training programs not only benefits individual entrepreneurs but acts as a catalyst
for the resilience and expansion of the small and microbusiness sectors. Publications
by (Badullahewage, 2020) highlight the role of training programs in reducing
information asymmetry, serving as navigational aids for entrepreneurs by providing
essential data, tactical insights, and mentoring.

Guided by the principal-agent theory, which views entrepreneurs as balancing their
interests with external parties, (Aladejebi, 2019) suggests that training programs
may bridge gaps and promote harmonious partnerships. However, the literature
acknowledges challenges in effective implementation, as (Godson, 2013) discusses
obstacles like access challenges for certain business owners, emphasizing the
importance of creating inclusive training programs tailored to diverse requirements.
Illustrating the critical role of training programs in shaping small and micro business
performance and strategic direction, research extends beyond financial

considerations to highlight how consulting services foster holistic growth.

Literature Gap

The body of research on the effects of microfinance services—such as microcredit,
micro-savings accounts, and training programs on small and micro businesses has
greatly advanced our knowledge of several intricately intertwined aspects of the
field. Although a great deal of study has been done on the individual benefits of these
services, there is a significant literature vacuum when it comes to a complete
synthesis of their cumulative effects. The development of an integrated framework
that encapsulates the interactions and synergies among microfinance components
has been the subject of little research. Additionally, more in-depth studies are needed

to look into the outside factors that affect how well these services work, such as the
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local economy, cultural norms, and how the financial technology environment is
changing. Closing these gaps would improve our knowledge of the overall effects
of microfinance and provide practitioners, researchers, and policymakers with useful
information for improving and optimizing microfinance interventions for small and

micro-business owners.

Conceptual Framework and Hypotheses Development

The conceptual framework visually organizes the research, clarifying principal
constructs and their hypothesized associations to be examined. Based on reviewed
literature and theoretical reviewing of microfinance operations and MSE dynamics,
this study tests linkages between various financial services and enterprise

performance based on the (S. A. Khan, 2022) s conceptual framework.

Micro Finance Services

Micro savings H1
i - H2
Micro credit -
Firm Performance
H3
Training programs

Independent variables Dependent variable

Figure 1
Conceptual Framework

Source: (S. A. Khan, n.d.)
The dependent variable named MSEs' performance was evaluated using capital

increase, profit increase, cash collection, production level and sales volume. Based

442



15™ International Conference on Business and Information — 2024
ISSN 2961-5283 (Online)

on the conceptual framework, three hypotheses were developed as follows.

H1: There is a significant impact from Micro savings on the performance of MSEs

in Maharagama area.

H2: There is a significant impact from Microcredit on the performance of MSE in

Maharagama area.

H3: There is a significant impact from Training programs on the performance of

MSEs in Maharagama area.

The operationalization of variables is summarized below.

Table 1

Operationalization of Variables

Variable Dimension Indicators Questions | Scale
Micro Savings | Reasonableness, | Reasonable MS1 - | Likert
(Kingsley Attractiveness, | Minimum  Savings, | MS5 Scale
Bernard et al., | Simplicity, Interest Rate, Product (5-
2017) Accessibility Options,  Procedure point)
Simplicity,
Withdrawal Ease
Micro Credit Reasonableness, | Interest Rate, Loan | MC1 - | Likert
(Kingsley Simplicity, Procedure, MC5 Scale
Bernard et al., | Sufficiency, Repayment  Period, (5-
2017) Accessibility Repayment point)
Procedure, Minimum
Loan Amount
Training Utility, Social Status | MT1 - | Likert
Programs Adequacy, Improvement, Family | MT5 Scale
(Kisaka & | Business Life Improvement, (5-
Mwewa, 2014) | Impact, Adequacy of point)
Knowledge Number,  Business
Improvement Benefit, Management
Knowledge
Entrepreneurial | Financial Capital Increase, | EP1 - EPS | Likert
Performance Growth, Profit Increase, Scale
(S. A. Kbhan, | Operational Cash Collection, (5-
n.d.) Improvement Production Level, point)
Sales Volume
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Research Methods

This study utilizes a quantitative correlation design for testing hypothesized
relationships. The deductive approach, guided by established theories in
microfinance, entrepreneurship, and small business performance, aims to develop
associations through survey questionnaires. This study employs a cross-sectional
time horizon, where data are collected once over a short period to answer the
research questions (Saunders et al., 2019). The entire user base of microfinance
entrepreneurs in the Maharagama region, who are clients of the Samurdhi Bank, are
considered as the target population. This encompasses a total of 4,657 entrepreneurs.
In accordance with Morgan's Sampling Table, a sample size of 357 Micro and Small
Enterprises (MSEs) who use microfinance services provided by the Samurdhi bank
has been selected utilizing the simple random sampling method. Here micro-
enterprises will be defined as 1-4 persons engaging with the business and small
enterprises will be defined as 5-15 persons engaged with the business. (Department
of Census and Statistics, 2015). For this study purpose, closed ended questionnaires
were prepared to collect the primary data. The research questionnaire consists of
three major sections. To measure both variables, the researcher has used a five-point
Likert scale.

The pilot test was conducted using 30 entrepreneurs as per the general rule of thumb
(Lancaster et al., 2004)to measure the reliability of the questionnaire. All the
Cronbach's alpha values were greater than 0.7 which indicates that questions used to
test the quality of variables have higher internal consistency and the questionnaire is
eligible to further use in the main study.

Data analysis is done through descriptive statistics and inferential statistics. Here,
descriptive statistics are used to obtain frequency distribution, central tendency
measurements, and dispersions. To test the hypothesis and identify the impact of
microfinance and the financial performance of MSEs in the Maharagama area, the
researcher used Pearson correlation and, to test the impact between variables, used

multiple regression analysis. Cronbach's alpha has been used to measure reliability.
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This section involves results and discussion in relation to achieve objectives

Demographic information of the sample

Table 2
Demographic Information of the Sample
Gender | % Age % Marital | % Education %
status level
Male 49.44 | <18-24 | 27.8 | Single 24.4 | No formal 6.11
4 School
Female |50.56 | <25-34 | 34.7 | Married | 75.7 | Primary 24.1
6 School
<35-44 | 33.9 G.C.EO/L 43.0
<45-54 | 1.9 G.CE AL |197
>55 1.7 Professional | 3.89
Qualification
Bachelor’s 3.06
degree
Years of Years Type of
running of the
the using business
business micro
finance
service
S
<lyear |19.17 | <lyear |35 Trade 313
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and 9
other
<1-2 41.67 | <1-3 475 | Sewing | 26.1
years years 1

<3-5 29.72 | <4-6 13.8 | Manufac | 21.3

years years 9 turing 9
<6-10 6.11 |>6 3.61 | Constru | 5.28
years years ction

>10 3.33 Agricult | 15.8
years ure 3

Source: Survey data

According to the statistics above, the majority of participants engaged in
microfinance activities are females, accounting for 50.56%. Among the total
respondents, the highest proportion falls within the age category of 25-34, at 34.7%,
while the lowest is in the age category of 55 and above, making up only 1.7%.
Regarding marital status, there is a significant difference between singles 24.44%
and married individuals 75.56%. Concerning the education levels, the majority of
respondents belong to the G.C.E O/L group, representing 43.06%, while those with
a bachelor’s degree from the smallest group at 3.06%. In terms of business duration,
41.67% have been running their enterprises for 1-2 years, while the smallest
percentage 3.3% represents those in business for over 10 years. Additionally, the
majority of respondents, 47.5% have been using microfinance services for 1-3 years,
and the smallest percentage 3.61% belongs to those using these services for more
than 6 years. Regarding industries, the majority of respondents work in the trading
and other service industry 31.39%, followed by those in manufacturing 26.1%, and

21.3% work in the swing industry.
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Test of reliability

Table 3

Reliability Test
Item Cronbach’s

Alpha values.

Micro Saving .820
Micro Credit .808
Training Programs 176
Entrepreneurial performance 817

Source: Survey data

The reliability of a measure is established to test both consistency and stability of
the data set and measured through Cronbach's alpha. According to that, micro
savings has 0.820 Cronbach values which indicate higher internal consistency.
Cronbach's alpha for micro credit, training programs and entrepreneurial
performance are 0.808, 0.776 and 0.817 respectively. All the result of reliability
greater than 0.7, meaning that all questions used to test the quality of certain
variables had better internal consistency and indicating that all questions for the

analysis were highly reliable.

Test of Validity
Table 0
Reliability Test

Item Cronbach’s Alpha values.
Micro Saving 820
Micro Credit .808
Training Programs 776
Entrepreneurial performance 817

Source: Survey data
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The Kaiser-Meyer-Olkin (KMO) test and Bartlett's Test of Sphericity were used to
measure the validity of the research model. The KMO measures the sampling
validity and sampling adequacy should be greater than 0.5 for a satisfactory level.
The measure can be interpreted as meritorious if it carries a value of 0.80 or above.
Higher the value indicates higher the validity of the research instrument. The score
of KMO - Bartlett is 0.850, which is in the range of “Meritorious” and supports this
study in terms of validity. Moreover, according to the Bartlett’s Test of Sphericity
the P value is 0.000, which is also good enough to reject the null hypothesis and
accept the alternative hypothesis since the P value should be 0.05 as per the rule of
thumb.

Descriptive Analysis

Table 5

Descriptive Statistics
Descriptive
Statistics

Minimum Maximu Mean Std.
m Deviati
on

Micro Saving 2.00 5.00 4.0 .66868
Micro Credit 2.00 5.00 3.8 .73067
Training Programs | 2.20 5.00 3.9 .62990
Entrepreneurial 2.00 5.00 3.9 .69346
performance
Valid N (listwise)

Source: Survey data

According to the above table, all the variables show a high mean value, indicating a
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relatively high level of agreement among respondents towards the variables. The
standard deviation (SD) is also higher than the acceptable level of 0.5 for all the
variables, suggesting that all the variables are in a good position. The maximum and

minimum values for all the variables fall between 2 and 5.

Correlation analysis
Table 6

Correlation Analysis

Entrepreneurial performance
Micro savings 0.663
Micro Credit 0.725
Training Programs 0.752

Source: Survey data

All the independent variables are positively correlated with the Entrepreneurial
performance due to having Pearson Correlations of 0.663, 0.725, and 0.752,
respectively. And also, all the significant values are less than 0.05 which

demonstrate a significant relationship between these variables.

Regression Analysis
Table 7

Regression Analysis

Variable Model

Model Summary R - square 639
F -Value 210.148

Micro Savings B 0.181
Std. Error 0.049
Sig. 0.000
Micro Credit B 0.295

Std. Error 0.049
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Sig. 0.000
Training Programs B 0.406
Std. Error 0.057
Sig. 0.000

Source: Survey data

Regression investigation on entrepreneurial performance employing training
programs, micro savings, and microcredit as predictors shows a strong model to
explain changes in the dependent variable. According to the model summary, there
is a relatively good match which suggests that the combined effects of micro savings,
microcredit, and training programs explain for around 63.9% of the variability in
entrepreneurial performance.

The findings of the ANOVA demonstrate the statistical significance of the
regression model (F = 210.148, p < 0.0001), confirming that a minimum of one
predictor has a substantial impact on the explanation of the variation in
entrepreneurial performance.

The statistical significance of the coefficients pertaining to Micro Savings, Micro
Credit, and Training Programs (p < 0.001) indicates their separate contributions to
Entrepreneurial Performance. According to the coefficients, there is a favorable
correlation between entrepreneurial performance and micro savings, microcredit,
and training programs. More specifically, the Entrepreneurial Performance is
anticipated to rise by 0.181, 0.295, and 0.406 units, respectively for every unit
increase in Micro Saving, Micro Credit, and Training Programs. The standardized
influence of each predictor, taking into account their combined effect in the model,
is shown by these coefficients.

When comes to the hypothesis testing the hypothesis related to Micro Saving
influencing Entrepreneurial Performance is accepted. The coefficient is positive and
statistically significant (p < 0.001), suggesting that an increase in Micro Saving is
associated with a significant positive impact on Entrepreneurial Performance. In the

micro credit the coefficient is shown to be positive and has a high level of
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significance (p < 0.001), demonstrating a strong correlation between increased
Micro Credit and enhanced Entrepreneurial Performance. Training Programs have
an effect on the performance of entrepreneurs is also recognized. The coefficient is
shown to be positive and has a substantial level of significance (p < 0.001),
indicating that there is a correlation between increased engagement or participation

in Training Programs and increased entrepreneurial performance.

Finally, the study found that the microfinance services have a significant impact
towards the performance of to the micro entrepreneurs in Maharagama area in Sri

Lanka.

Discussion and Recommendation

Discussion

The study shows that MSEs’ financial health is improved by features of micro
savings programs that are reasonable interests, easy withdrawals, and user-friendly
interfaces [positive correlation between H1 confirmed]. It is notable that respondents
reported notable enhancements on capital growth, profit margins, and cash
collections, emphasizing the importance of the micro-savings towards the financial
stability and resilience of MSEs. It is in line with (Dupas & Robinson, 2013)that
shows the need for microfinance programs to provide easy to access and use savings
options for vulnerable individuals such as low-income ones as well as businesses.
Further the finding shows that there is a statistically significant positive relationship
between accessing microcredit and improved small enterprise performance (H2, p <
0.000). Short-term loans with flexible terms of payment, low interest rate serve as
powerful drivers towards business growth that is characterized by high sale volumes,
heightened production and expansion. This goes alongside (Bernard et al., 2016)that
microcredit is useful to small and medium enterprises for growth of the economy.
This highlights the importance of these types of training programs so that MSEs can
acquire vital business skills and improve performance in a range of indicators

[supported by H3]. It was found that areas like record keeping, financial
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management, and pre-loan preparation improved decision-making, increased sales,
and ensured sustainability in the long run. In general, (Beck, 2015)emphasizes the
importance of capacity and skills build up for microfinance interventions and this
finding resonates in regard to empowering the MSEs to effectively deal with the
intricate complexities of running a business and foster sustainable development.

However, there is a contradiction in some of past literature. There were some
researchers who mentioned that training programs did not have a significant impact
on the financial performance of MSEs while some were said that training programs
had a significant effect on the financial performance of MSEs. Here it should be
particularly discussed. (Aladejebi, 2019) also noted that training programs did not
have a significant effect on the performance of MSEs in Lagos Metropolis. Based
on the Sri Lankan literature, some researchers also mentioned this negligible effect
between training programs and the financial performance of MSEs. According to
(Rajapakshe, 2021)training programs do not affect the performance of MSEs in
central province. In addition, the author said that if there are training programs that
are more targeted to the businesses that the respondents run. Therefore, train them

with a tailored approach that is tailored to that industry’s needs and wants.

Recommendations

Using technology in microfinance and developing more efficient ways of providing
micro finance services in urban areas can be recommended. Microfinance
institutions can be focus on using mobile banking and other digital services in order
to reach larger urban clientele. Further, microfinance institutions should consider
adding new products such as microcredit, micro savings, and training programs that
receive widespread acceptance. Novel financial products and services could be used
to cater for different requirements and strengthen the urban micro-entrepreneurial
financial capacity. Furthermore, there should be strong monitoring and evaluation
systems in place for tracking the effects of microfinance services on urban micro-

enterprises. This makes it possible for interventions to stay in tune with the changing
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nature of the urban micro-business environment and allows for timely adjustments

and improvements to be made.

Conclusion

The objective of the current study was to determine the impact of micro finance
services on performance of micro and small enterprises with special reference to the
Maharagama area. In here researcher has selected Samuradi Bank as the
microfinance institute since most of the micro entrepreneurs take services provided
by Samurdhi bank. The Impact of the micro finance services seek out through the
three independent variables which are Micro savings, Micro credit and training
programs along with the one dependent variable which is performance of small and
micro enterprises. According to the survey outcome, it can be concluded that micro
savings, micro credit and training variables indicated a significant positive impact
towards the performance of MSEs. Therefore, the researcher can conclude that when
assessing the impact of micro finance services on the performance of MSEs truly

impacted by the micro-savings, micro-credit and training programs.

Implications of the Study

This study can be used to develop and implement specific microfinance strategies
tailored to the unique challenges and opportunities of urban micro-enterprises in
Maharagama area. Microfinance institutions should diversify their product
offerings, including microcredit, micro savings, and training programs, to meet the
diverse needs of urban micro-entrepreneurs. Adoption of technology, including
mobile banking, is critical in improving service delivery efficiency for urban areas.
Aware of the critical role played by social factors, such initiatives as networking
events, collaborative projects and forums should be created to promote community
development among urban micro entrepreneurs. As such, it is crucial to develop

strong monitoring and evaluation systems to follow up the effects of microfinance
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services among urban micro-enterprises. therefore, makes it possible for
interventions to stay in tune with the changing nature of the urban micro-business
environment. Policymakers can leverage these findings to craft policies that support
economic growth and job creation, fostering an environment conducive to MSE
success. Microfinance institutions stand to benefit by tailoring their offerings
according to these insights, thus enhancing the competitiveness of MSEs and
managing risks more effectively. Collaboration among stakeholders, including
government, policymakers, and microfinance providers, is crucial to maximizing the
impact of microfinance on MSE development, ultimately contributing to broader

economic resilience and prosperity.

Limitations

The findings of this study will be limited by the sample and the sample size. The
sample of the 357 Entrepreneurs could not represent the entire population.

Since this study is limited to clients of Samuridi Bank in Maharagama area, the
findings might not be applicable to other districts, countries, or different banking
institutions. Furthermore, the study uses only cross-sectional data and this will not
track MSE performance over time. Therefore, this could limit our capacity to make
long-term judgments about the impact of microfinance services on entrepreneurial
performance. Moreover, this study only measures the effect of microfinance services
on entrepreneurial performance. Therefore, it may fail to capture the impact of other
factors on MSE performance, such as macroeconomic conditions, industry-specific

factors and Entrepreneur specific factors.

Directions for Further Research

The current study has contributed to exploring the impact of micro finance services
on performance of micro and small enterprises in Maharagama area. In addition to
that the researcher can direct that to gain more quality outcome, future researchers

better to pursuing their research studies with quantitative data analysis method as
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quantitative approach ensures statistical rigor, objectivity, and efficient analysis. As
well as engaging with the Maharagama area this research touched urban context
which can provide an opportunity to discern unique challenges and advantages
specific to urban MSEs. The study identifies key variables (micro savings,
microcredit, training) explaining 60% of enterprise performance variability,
suggesting further investigation into additional factors like technology, digital
financial services, and insurance. This research provides avenues for advancing

sustainable MSEs development for researchers, policymakers, and practitioners.
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