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Abstract- This study explores the effect of the
adoption of mobile money use on the profits of
retailers. The focus of the study is on the microscopic
aspect leaving aside most of the macroeconomic
elements associated with the topic. The study
analyses these effects using different theories such as
market competition, demand, and supply among
others. This research was done using secondary
research analysis. This means, that past research and
data on mobile money use in small-scale businesses
were analysed to come up with the findings for the
study. The focus on this topic is based on the fact that
most traders in Kenya are adopting mobile banking
tools to enhance profitability through mechanisms
such as the provision of efficient transactions and
increasing sales. Through the microeconomic theory
analysis of this topic, the study goes further to
provide recommendations on how to fully support
and equip mobile money use in small businesses.

I INTRODUCTION

Small-scale retailers play a crucial role in the Kenyan
economy. Their position in the community might seem
negligible but their small business activities sustain the
Kenyan economy. They form the foundation for
businesses in rural and urban areas across the country.
The presence of small-scale businesses has been
increasing over the years and the advancing
technology has transformed this sector. Mobile
financial providers and mobile money use have over
the years become the backbone of small-scale
businesses in Kenya and most parts of Africa. M-Pesa
is the most common mobile money use in Kenya and
across Sub-Saharan Africa and the tool has become a
vital requirement in business operations. The tool has
been efficient in enhancing quick and efficient
transactions while also allowing traders to expand
their market reach. Despite the fast adoption of mobile
money in small-scale businesses, little research has
been put forward to explore the microeconomic
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aspects of the tool. This research therefore has an
objective of exploring the implications of mobile
money use on the profitability levels of small-scale
retailers in Kenya. Microeconomic elements will thus
be incorporated to explain the findings from different
research.

The core research question for this study is: What are
the implications of mobile money use on the
profitability of small-scale retainers? This question
will be answered in the study by exploring the
implications on market, demand, and supply elements
and the cost structures associated with the use of
mobile money use. The analysis of information from
secondary sources will explore the idea of transaction
costs and the increment of sales alongside reporting
more profits. The secondary data sources for this
research include reports from FinAccess Surveys and
previous findings on the use of mobile money among
MSMEs across Kenya. The study will explore a
comparison of the profitability of those who have
adopted mobile banking and those accustomed to the
traditional way of cash transactions in business. The
study will use already existing materials to make the
comparison while also incorporating microeconomic
theories such as the theory of the firm, market
competition, and the concept of demand and elasticity.

Il. LITERATURE REVIEW

Mobile money is a sure way for people to expand their
market while also increasing their credit services. In
another research, mobile money adoption in Ghana
reports an increased volume of sales since it allows
retailers to stretch their markets. For rural areas,
mobile money provides a platform to urbanize their
activities through improved efficiency (Asongu &
Asongu, 2018). M-shwari is a credit platform that
accompanies mobile banking in Kenya. The facility
provides M-Pesa users with a platform to take loans,
make savings, and also handle emergencies. Despite
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this aspect, however, the authors pointed out that
mobile money has not increased credit facilities for
Nigerians as of 2018.

Globally speaking, mobile banking has been through a
lot of evolution and development. Mobile money in
the U.S. is way past the connection of the banked and
unbanked and is now becoming a platform for creating
affluence and advertising. The bottom line however is
the fact that mobile money increases access to credit
facilities. The U.S. for instance has made it mandatory
that financial regulations that exist for financial
services apply to mobile banking. This creates an
equalization platform for those using banking services
and those using mobile banking (Fonté, 2012). In
support of this concept of mobile money, Shrier et al.
(2016) point out that the thought of the definition of
money is slowly changing especially in developed
economies. Money is more “digital” meaning it does
not have to be physically felt. The 1st mobile money
was recorded in 1999 by European Banks but as of
today, mobile non-contact payments have become the
norm all thanks to technology.

Mobile money use has been increasing over the years,
spreading from one country to another globally. Its
use as a mechanism as a tool for financial inclusion
was studied by Donovan (2012). According to him,
mobile money has bridged the gap between the
shortcomings of traditional banking in rural and
unreachable regions. Mobile money has been a critical
tool in Kenyan economic activities. M-Pesa services
have created a platform for those who do not affiliate
with banks to transact, save, and make payments
efficiently. The capability of mobile money has been
enhanced by the widespread use of mobile phones. As
of 2012 according to research, M-Pesa users were at
17 million people in Kenya (Mbiti & Weil, 2015).

In yet another study, mobile money created an
opportunity for the unbanked population of Kenya to
access digital financial services. Courtesy of mobile
money, online financial providers into place allowing
Kenyans to take loans, repay their loans, and improve
their credit ability. As of 2014, M-Pesa use among the
adult population in the country was at 70%. The
platform further provided a payment platform that is
efficient, transparent, and of low costs. Instead of
having to travel to withdraw money from banks, from
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M-Pesa agents, or receive from a friend or loved one;
M-Pesa has made it easier to receive money and make
payments without any struggle (Aron, 2018). This is
in support of Donovan's (2012) arguments that mobile
money facilitates its users with a platform to safely
store their money with reduced risk of theft.

Ill.  THE MICROECONOMIC FRAMEWORK
OF MOBILE MONEY AND
PROFITABILITY

i. Theory of the Firm

The theory explains the behaviour of firms. It begins
by explaining the structure of businesses, the reason
for their existence, and their certain behaviour in
business. The main focus of the theory is on
maximizing profits through certain decisions that
impact business operations.

In line with the profitability of small-scale businesses
in regards to the use of mobile money, the service is
important in cutting down on transaction costs and
saving time for both the buyer and the seller. Itis as a
result of mobile money that a business transaction is
completed, fast and efficiently. In this context, the
decision to adopt mobile money has been an efficient
tool to promote the growth of small-scale businesses
enabling business owners to focus on business
activities such as improving circulation of money and
thus enhance profits.

Mobile money reduces transaction costs by up to 0.5%
from the original 2% when using the traditional way
of having to make purchases using cash (Jack & Suri,
2014). The World Bank report on the use of mobile
money indicates that the concept has reduced small-
scale business operational costs thus increasing profits
by 3%. Thus, the idea of mobile money is one of the
best decisions by small-scale retailers.

ii. Elasticity and Demand

The elasticity of demand refers to the consumer
response to the quantity of a product demanded in
response to changes in one or more of the variables
that affect demand. Mobile money in this scenario is a
variable that affects the demand for products from
small-scale retailers. Mobile money as explained
earlier brings about efficiency in business because of
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its convenience. Convenience and safety are among
the factors that enhance consumer demand.

Consumers are less likely to consider price elasticity
in cases where convenience and safety are top priority.
Because of this aspect, retailers can make more sales
without implicating the price of commodities or
simply altering the prices based on the supply price.

iii. Market Competition

It is important to understand that small-scale retailers
in Kenya operate in both rural and urban areas with
monopolistic type of competition. They often sell
differentiated commodities with limited barriers to
exploring the market. This means that with little
capital, anyone could venture into small-scale retail
business. Business owners at the beginning opted for
the use of mobile money as a mechanism to
differentiate themselves from their competitors.

Mobile money plays a core role in giving retailers the
power to make more sales by offering multiple
payment options. In competitive markets where many
small-scale retailers are selling similar products,
mobile money keeps one at the top of the competition.
The convenience and flexibility that accompany the
use of mobile money sets a business apart because the
price and quality of a commaodity is a non-issue when
it comes to making sales.

IV. METHODOLOGY SECTION

This study relies on the use of quantitative secondary
data. In this case, the study collected findings from
various journals and research in Kenya regarding the
use of mobile money. The research design for this
study is more of a mixed-method because it integrates
data and findings from different research and journals
to establish the extent of profitability that accompanies
mobile money use in businesses. It is an integration of
qualitative and quantitative methods through the
exploration of cross-section surveys and insights from
questionnaires on the adoption of mobile money by
individuals and business operators.

One of the important sources of information for
research was the Kenyan 2021 Fin Access survey. The
survey provides a national representation of the use of
various financial tools by small-scale, micro, and
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medium enterprises in Kenya. Among the financial
tools in the survey was the use of mobile money. The
research authored by Ngumi (2022) provides an
exploration of the common use of maobile money as a
tool for making surveys by household. The robust
adoption of the use of mobile money provides a strong
basis for acknowledging its use by small-scale retailers
to boost profitability in business.

To further support the argument, more articles on the
same topic were used as discussed below.

Bosire & Ntale (2018) provide a strong argument in
support of our microeconomic topic. They researched
small and medium enterprise use of mobile money in
Nairobi County. They established that the population
of SMEs in Nairobi as of 2018 was about 50000 and
for their research, they selected a sample size of 397
MSMEs for research. The research collected primary
data using questionnaires after  successfully
conducting a pilot test on 10 businesses using similar
questionnaires. This specific research adopted the use
of regression analysis to determine the implication of
mobile money as a tool for accelerating the growth of
MSMEs. The regression model employed adopted the
formula:

Y=B1 + B2M+ B3N+ B4L +E

Where B1, B2, B3, and P4 represent regression
coefficients while the M is Mobile Money Payment, N
represents mobile money loans, and L represents
mobile banking.

E is the error and Y is the general growth of MSMEs

Another support to our topic is the arguments by
Nyaga, (2017) in his dissertation. He noted that mobile
money service use in Kenya was on the rise with a
maximum of 48% as of 2007. In seeking to establish
mobile money usage by small retailers, Nyaga (2017)
administered questionnaires to retailers from various
sectors of the economy to determine the frequency of
use of mobile money to make payments, take loans,
and make individual savings. He also focused on
establishing the common types of mobile money
platforms used by retailers. He further incorporated
profit metrics such as net profit, monthly profits, and
monthly savings accrued to mobile money use. The
questionnaires were administered to 30 businesses and
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responses were collected through face-to-face
interviews.

The Central Bank of Kenya policies and reports also
indicate an increasing use of mobile money in all
sectors of the economy. In her thesis, Ngari (2021)
compared the profits brought about by different
sectors of the Kenyan economy as a result of the
adoption of mobile money. Mobile money use
increased GDP by a higher percentage as compared to
the normal export of tea and coffee as of 2020. For the
year 2020, mobile money yielded 65.7% of GDP while
coffee and tea yielded a total of 16.41% of GDP.
Horticulture on the other hand yielded 17.87% as
illustrated below.
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Source: KNBS 2020 report

V. DISCUSSION AND ANALYSIS OF
RESULTS

This study explores the impacts of the use of mobile
money on the profits of small-scale retailers in Kenya.
In context with microeconomic theories presented
earlier, this section of the study will analyze and
discuss findings based on secondary data and
information provided in the methodology section.

i. Elasticity and Demand

The price and demand of a commodity provide a
perfect explanation of how small variables affect
consumer behaviour which in the end implicates the
profitability of a business. Businesses that offer
mobile payment as a mode of payment have increased
demand for commodities because of the efficiency that
comes with the use of mobile money. Micro, Small,
and medium enterprises adopting the use of mobile
money reports and increment their sales by 15%
(Nayaga, 2017). In line with this theory, mobile money
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can be said to be an element that increases demand
elasticity because it makes payment more efficient and
frequent.

Mararo (2018) however argues that the demand
elasticity of a product due to mobile money use is
highly dependent on the product under discussion. As
mobile money stimulates demand, there is inelastic
demand in some of the sectors because of mobile
money’s macroeconomic effects. The successful
increment in profits as a result of mobile money is
highly dependent on the type of goods (Ngari, 2021).
It is more applicable in situations where there are
frequent little payments like in the case of small-scale
retailers.

ii. Market competition

Mobile money usage increases market competition
because it eliminates most of the barriers to starting up
small-scale businesses, Mobile money is accompanied
by many features that support the idealization of
business ideas. Some of the pros of mobile money
include the ability to get loans for instance through the
Mshwari platform and saving options (Bosire
&Ntale,2018). Mobile money is an equalizer in the
business sector. It allows the informal sector to access
financial services that were traditionally provided by
banks. As a link between the banked and unbanked,
mobile money has been the driver behind the
increasing number of small-scale retailers in Kenya.
Kenya has a population of 7.4 million MSMEs with
over 1.5 million being licensed (Ndemo & Mkalama,
2018).

Despite all these facts, market competition among
small-scale retailers has been increasing courtesy of
mobile money services. The increasing competition is
accrued to the streamlined transactions that enhance
trust between retailers and their customers. Retailers
adopting mobile money use enjoy a competitive
advantage since customers are interested in
convenience when it comes to the purchase of
essential products that are similar and only
differentiated by suppliers.

It is also important to look at this microeconomic
aspect from the lens that increased competition alters
profits from a negative perspective. As much as
mobile money enhances access to the market and
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keeps a retailer at the top of the competition, it can also
erode the profitability of a business if the market is
very saturated or the market is underpopulated
(Nyaga, 2017). To maintain and enjoy the profitability
that accompanies mobile money use, businesses often
encourage customer sustainability programs such as
loyalty programs. Strategic adoption is essential for
small-scale retailers to remain relevant amid high
competition due to the simple entry of new retailers
into the market.

iii. Theory of the Firm

This microeconomic theory argues that firms, whether
small or large are interested in maximizing profits by
exploring all the possible means available. They tend
to find ways of increasing customers and cutting costs
to optimize profits. Mobile money was found to be a
perfect tool to reduce transaction costs for small-scale
retailers since it enables them to conduct fast
transactions securely and conveniently (Nyaga, 2017).
The study conducted a regression analysis which
provided a positive link between the use of mobile
money and firm profitability. This positive correlation
suggests that the adoption of mobile money in small-
scale retailing services ensures optimal utilization of
efficiency in operations while increasing profits.

Businesses that had adopted the use of mobile money
reported a reduction in costs such as the time and
money required to move to a bank and protect money
from theft associated with cash handling
(Mararo,2018). The profitability of small-scale
retailers results from the concept that mobile money
improves the utilization of minimal resources in
MSMEs. Small-scale retailers interviewed in the data
collection process recommended mobile money
because it is convenient giving them more time to
focus on core business activities at the expense of
finance management. This aligns with the theory’s
argument on maximum profits from efficient
transactions that are way cheaper.

Nyaga’s (2017) research illustrates that the concept of
mobile money was highly welcomed in Kenya. During
the presentation of his dissertation, he acknowledged
that limited access to cash tellers in remote areas made
it difficult for locals to make extensive use of mobile
money use. The research established that most people
still preferred loans and savings in banks at the
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expense of mobile money. Looking at these challenges
from our topic’s point of view, it is worth
acknowledging that mobile money use by small-scale
businesses is a strategy to manage these challenges.
The adoption of mobile money use in business is one
way of handling the challenges by giving customers a
convenient way to make payments without having
took to get to an M-Pesa agent for cash access.

VI.  LIMITATIONS OF THE STUDY

This study on the use of mobile money services to
improve the profitability of small-scale retailers
encounters challenges attributed to the methodology
incorporated and the use of previous findings. This
section of the study provides and discusses factors that
could affect the full optimization of mobile money use
by small-scale retailers and this makes it difficult to
experience its profitability. It also goes further to
outline the shortcomings of the methodology used for
the research and the possibility of bias during the
primary collection of data.

This study employs the use of cross-sectional
secondary data. The data used were collected at some
single particular time. This makes it difficult to make
conclusions about what factors were driving the use of
mobile money at that specific time. As mentioned in
some of the secondary sources of information for this
study, longitudinal data only captures temporary
variations (Nyaga, 2017) It is difficult to tell if the
economic stability or trends during the time of data
collection favored mobile money use it influenced
profit trends. The use of a cross-sectional research
design fails to account for unobserved factors that
might have increased the profitability of a business.
Seasonal demand hikes and unforeseen lack of a
commodity in the near future are some of the factors
that could lead to high profitability among retailers.
For these reasons, the use of longitudinal information
may not be able to track changes that may alter the
demand in the market.

Another challenge with the profitability metrics used
to make conclusions that businesses were making
more profits with the use of mobile money services is
the fact that they were self-reported. It is difficult to
tell whether there is bias in reporting or not.
Inaccuracy therefore is more likely to be an issue. In
one of the findings, Mararo (2018) noted another issue
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associated with self-reported data is that some MSMEs
do not have a formal financial system for keeping
records on their profitability. Such MSMES end up
reporting estimations which could lead to reporting
false data hence wrong conclusions. In response to this
problem, the study had to pre-test questionnaires to
ensure it was easily understood by the interviewees.
The interviewers provided context to ensure that the
retailers understood what was being sought in the
interview. This worked in improving the efficiency of
reported data but the fact that small-scale retailers
rarely have auditors makes it difficult to completely
gauge the net profit reported.

It is also important to note that infrastructure is a
problem when it comes to the use of mobile money
services. Some of the retailers and firms considered in
the research might have been located in remote areas
with network problems making the common M-Pesa
and Airtel Money use difficult. Network downtimes
were cited as some factors that hinder the optimization
of mobile money services in business (Nyaga, 2017).
These challenges made customers and retailers shy
away from mobile money services and made it
difficult to optimize profits. These resulted from
delayed messages, transactions hanging, and
disruptions during peak hours in the urban regions
associated with strong networks (Mararo, 2018). This
is a challenge beyond the control of small-scale
retailers which hinders their ability to make more sales
and increase their revenues.

Digital literacy is still a challenge among Kenyans.
Despite the technological advancement across the
globe, Kenya’s exposure to digital literacy is still
lagging. Mobile money services include mobile
banking and savings which altogether contribute to
business expansion and hence more profits, The
inability of some customers to make payments using
their phones and the reluctance of other retailers to
adopt mobile money as a medium of payment
challenges the full exploration of the profits generated
from mobile money use. In exploring the use of mobile
money, it was established that MSMEs with lower
levels of education still found it difficult to adopt
mobile money use and preferred the common use of
cash (Nyaga,2017). This clearly illustrates that there is
underutilization of mobile money and this inhibits
profit generation.
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Recommendations and Conclusion

For small-scale retailers in rural and urban Kenya, it is
important to diversify mobile money options to
optimize profits. For the Kenyan market, it is
advisable to adopt the use of M-Pesa alongside Airtel
money or any other banking services linked to the
phone. This will ensure that business transactions
continue even during downtime for some networks or
platforms. For instance, when there are M-Pesa delays,
Airtel Money can resolve the payment, and so on. This
will ensure the retailers achieve the high profits
expected from the adoption of mobile money services.
Similarly, small-scale retailers that have completely
switched to cashless transactions need to reconsider
the idea of optimizing profits (Mbiti & Weil, 2015).
Some providers go cashless to avoid theft or for
personal reasons and this disadvantages those
customers who make purchases using cash.
Diversification of payment options available at the
customer's disposal builds customer trust which is an
essential constituent in a competitive business
environment.

As mentioned earlier, small-scale scale retailers often
carry the burden of transaction costs that accompany
the use of mobile money. This may be challenging for
those with few transactions or customers because they
will not receive the expected profits. To curb this
challenge, retailers can pass part of the transaction fee
to customers through the pricing of commaodities while
also ensuring they maintain a balance of
competitiveness in the market. This will ensure the
transaction charges do not implicate their profits. It is
also recommended that small-scale businesses
consider utilizing mobile money platforms to engage
with credit providers and make use of available saving
options (Mbiti & Weil, 2015). This will help them
expand and grow their businesses. With mobile money
like M-Pesa, retailers can take Mshwari loans and
repay them with interest as they slowly grow their
businesses. This is similar to other mobile money
lenders.

Mobile money service providers need to consider
providing support services, enhancing the user
interaction platform of their services, and also
tailoring some mobile services to small-scale retailers.
Mobile money providers can schedule frequent
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training for MSME owners on how to use their tools
to make payments, receive payments, request loans,
and repay loans among other services linked to mobile
money. This will ensure that the digital illiteracy that
is a barrier to the use of mobile money is resolved
(Bosire & Ntale, 2018). The government can partner
with mobile money providers, non-governmental
organizations, and individuals at the community level
to educate the illiterate population on basic digital
skills.

To sum it all up, the use of mobile money services
enhances the profitability of businesses, both large
firms and small-scale businesses. Retailers in this
sector who adopt mobile money enjoy better profits
because of the convenience that accompanies the
mode. Small-scale retailers with consistent customer
flow experience this because the transaction fees for
small amounts of money are minimal and do not have
much implications for profits. The profitability that
accompanies the use of mobile money is broadly
explained through the microeconomic lens with a great
focus on the theory of the firm, elasticity and demand,
and market competition.
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