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1. Introduction

The innovation and spirit of firms, generation of wealth in an economy, and availability of job opportunities greatly depend
on small-scale firms and businesses. In this manner, competition is fostered among enterprises (Temtime & Pansiri, 2004;
Almansour et al., 2019). According to Gray and Stanworth (1991); Wolff and Pett, (2006), the economic organizations of the
country greatly rely on Small and medium-sized enterprises (SMEs). As indicated by Storey et al. (1987), Castrogiovanni
(1996), Moutray and Clark (2004), job opportunities are majorly created and provided by small enterprises, and they also have
the potential to turn into large corporations and companies in the future. With regards to development and growth, their needs
can be better understood by studying SMEs (Norrman, 2008). Due to the contribution of small and medium-sized enterprises
to economic and social development, this sector is well known throughout the world. According to Gupta et al. (2013), the
SME:s sector has played a vital role in fostering entrepreneurship, exports promotion, output and growth of employment.

In Jordan, government considers that human, social, and economic development greatly depends on the development of Micro
Small and Medium Enterprises (MSMEs). The national agenda of 2006-2015 supports MSME:s as a strategy to enhance social
security and welfare, as well as stimulate economic development. According to Middle East and North Africa Transition
Fund, 2013, the short-term goals of the 2011-2013 Executive Development Plan included “stimulating new start-ups” and
“empowering and building the capacity of MSMEs”.

In Jordan, various problems such as lack of credit record and lack of collateral is being faced by SMEs which is hindering its
growth and development. Therefore, through the developing phase of SME’s, there is a risk for financing institutions in
investing in them. Funding in such enterprises is avoided by commercial banks due to these risks (Almahrouq & Mugqabla,
2006). In Jordan, almost all the small and medium enterprises face the problem of financing. According to Al-hyari, (2013),
the lack of funding and reluctance of banks to finance SME’s is evident in the enterprises that require funds in the initial phase
of their business, as the small enterprises cannot pledge enough collateral, thus they require loans which are easy to acquire.
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As compared to other developing nations, Jordan lags behind in financing medium and small scaled enterprises; large firms
can easily acquire finance as opposed to MSMEs (Nasr & El Abed, 2013). In North Africa and Middle East nations, there is
a fiscal break for financing of small and medium enterprises. Nasr and Rostom (2013) documented that the credit gap for
small and medium enterprises is $547 million in Jordan.

The capital markets in Jordan are not easily accessible to the SMEs, this is due to the rigid interest rates, and high price of
borrowing. Thus, dedicated SMEs departments have been established by a limited number of banks only very few banks have
established dedicated SMEs departments, and possess the capability to lend to SMEs, only 11 percent of banks’ lending goes
to SMEs, compared to 25 percent in emerging markets, also finance sector asking for high collateral equal to 123% of the
loan value (UNDP, 2013).

To solve this problem in Jordan, SMEs focuses on microfinance, and to enhance the microfinance sector in Jordan. In 2011,
the national policy framework for microfinance was prepared by Jordan Ministry of Planning and International Cooperation
(JMPIC), one of this policy objectives was to “financial service must be made accessible to low-income and poor people in
the country” (MOIP, 2011). Micro-loans are considered as a part of the microfinance sector. The micro-loan includes provid-
ing lending services to low-income enterprises’ owners. While, micro-financing can include lending, saving and other finan-
cial services (such as insurance and fund transfer). It is proven that saving has the importance of lending for the poor. That is
considered as an indicator for the importance of micro-finance and it is considered a mixture of different financial services
(Elia, 2006). This research focused on financial and non-financial services and provide from microfinance institutions on
small business performance in Jordan.

2. Literature review

Capital structure decisions are widely referred to as debit financing. In small and medium enterprises and in big firms, they
all use of either debt or equity or both. Nevertheless, in the situation of small and medium enterprises, this is partially incorrect
since information ambiguity is much more intense in SMEs (Berger & Udell, 1998). Issuing extra equity to satisfy the firm’s
economic requirements would subsequently help a dilution in control and ownership. In small and medium enterprises, rather
than external equity, owner-managers may select to search for debt financing. As indicated by Fatoki (2011) financial capital
was discovered to positively and significantly impact SME’s performance.

According to Mahmood and Mohd Rosli (2013), the functionality of SMEs is significantly and positively associated with
microcredit across all of the microcredit plans under investigation. Anane et al. (2013) claim that recipients of microfinance
services and products are better off in conditions of improving outputs, ensuring economic management is efficient, improving
the tasks of their small and medium enterprises as compared with those with no microfinance services. Muteru (2013) discov-
ered that microfinance institutions credit amenities that delivers to the females SME business owners had managed to buy
extra gear for their firms and use more personnel in order to grow their activities. The amount of loans from microfinance
institutions is considerable and favorably associated with functionality of SMEs (Wanambisi & Bwisa, 2013). The improve-
ment in expenditure of small and micro scale enterprises intermediated by the casual credit market in Nigeria was analyzed
by Ojenike and Tayo (2012). The result showed that the dimensions of lending, expertise in lending company had an important
and positive effect on growth in investment of small and micro scale enterprises.

A growing number of microfinance groups are trying to develop the human capital of micro business owners to enhance their
clients’ quality of life and also help their mission of poverty alleviation. According to Shan (2003), recognition by itself cannot
impact the SMEs general performance; however, motivational elements greatly contribute to the great overall performance of
an enterprise. One of the ways of acquiring such inspiration components could be education, in this regard, through education
participants to modify the attitude and the way they perceive their activities. The psychological and social motive could sub-
stantially influence development seeking conduct as well as development of the venture (Shan, 2003).

According to Mahmood and Mohd Rosli (2013), entrepreneur specific elements, particularly entrepreneurial management and
values are substantial for enhancing firm efficiency. Organizational performance is positively correlated with training policy,
as discovered by Ubeda-Garcia et al. (2013). Nevertheless, human along with societal capital was discovered to have positive
impact on the performance of the SMEs (Fatoki, 2011). Magableh et al. (2011) discovered that training has a good effect on
SMEs' profits, size and revenues, and suggested that authorities and related companies about SMEs in Jordan should focus on
supervisors to be able to increase their awareness of the presence as well as advantages of training. Human resources are
frequently viewed as a possible supply of sustained competitive advantage, and well trained employees are able to increase
the functionality of SMEs (Lorenzet et al., 2006). Jagero et al. (2012) expressed that there was a huge connection between the
job training and employee’s overall performance. Yahya et al. (2012) discovered that external characteristics and manager
enterprises impact the demand for training, and it has a good effect on SMEs efficiency. Employee’s overall performance is
boosted by training and it also has a positive impact on education which consequently enhances functionality; it is able to
boost the amount of organizational and individual competency (Sultana et al., 2012). Dumas and Hanchane (2010) agreed that
job training applications boost the competitiveness as well as functionality of the firms. The performance of the company is
positively impacted by training, as indicated by Danvila et al. (2009).
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By engaging help from the experts, it is potential for the SMEs to make some improvement on their business viability (Ndubisi,
2008; Audet et al., 2007). Advisory services and training are seen very important for small firm’s performance. Kamyabi and
Devi (2011) investigated that using advisory services had a positive effect on SME performance in Iran. Robson and Bennett
(2000) found a little significant relationship between governments backed providers of business advice and firms' perfor-
mance. Ahiabor (2013) contended that SMEs should be provided with professional advices at all times by microfinance insti-
tutions, as this way lending microfinance institutions will be properly informed whether the requested amount by SMEs is
appropriate or not.

The attitudes, abilities of SMEs proprietors as well as how they conduct business activities are enhanced through training, and
consequently their ability is improved which affects the performance in a positive way. Together with the good skills; the
SMEs owners are able to acquire essential edges while they are under rigid competitive atmosphere. With the help of training,
the enterprise owners/managers are able to develop new and better management methods, and develop industrial entities.
Microfinance impacts considerably on the degree of efficiency of SMEs operators as well as the provision of non-financial
service by microfinance institutions, which improves the functionality of SMEs (Babajide, 2012; Shane, 2003). Fig. 1 repre-
sents the research model for this study. Hypothesis represented in Table 1 are as follows.

Table 1
Hypothesis
Hi: Loan size (LS) has a positive effect on small business performance (SBP)
Ho: Use of loan (UL) has a positive effect on small business performance (SBP)
H;: Training skills (TS) has a positive effect on small business performance (SBP)
Ha: Training for managers (TM) has a positive effect on small business performance (SBP)

This paper is intended to test the direct effects of Loan Size (LS), Use of Loan (UL), Training Skills (TS) and Training for
Managers (TM) which was provided by microfinance institutions on Small Business Performance (SBP) in Jordan. The hy-
pothesized relationships are demonstrated in Fig. 1 as follows,

| Loan Size (LS) H,
| Use of Loan (UL)
Small Business Performance (SBP) |
| Training Skills (TS) H;
| Training for Managers (TM) H,

Fig. 1. Framework of microfinance impact on small enterprises performance
3. Research method

The empirical strategy incorporates collection of data with the usage of self-questionnaires in a survey. The study was done
in central area of Jordan. The reason to select this survey was simply because it is the largest part of SMEs in Jordan. The
study concentrated on small businesses. The population of modest enterprises was selected from up to two microfinance
institutions in Jordan which are Development and employment fund in Jordan as well as Jordan Micro Credit Company
“Tamweelcom”. These micro finance institutions have been selected to permit representativeness; addressing the center areas
of the nation. The amount of personnel was used to find firms which are SMEs. The confirmatory component analysis (CFA)
is held by applied using Structure Equation Modelling (SEM) to allow the built and content validity to be done towards most
variables. Nevertheless, 470 questionnaires have been sent out due to the limits related to self-administered questionnaires,
399 non-responded surveys were returned where 91 questionnaires were rejected and the overall questionnaires recognized
for analysis were 308 questionnaires.

Likert scale was utilized to elicit responses from the respondents. Financial services supplied from microfinance institution
were calculated utilizing the following variables: loan size as well as use of loan, in which non-financial services provided
from microfinance institution were measured using the following variables: training techniques as well as education for gen-
eral management. Small business performance was assessed through fiscal objective strategies.

4. Empirical Results
4.1 Measurement Reliability and Validity

An analysis of the convergent validity of measures was conducted in this research (Bagozzi & Yi, 1988). The level to which
numerous tries are made to calculate the same idea of agreement is referred to as convergent validity. Convergent validity’s
evaluation is performed by evaluating the values of Composite Reliability (CR), average variance extracted (AVE) and factor
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loading (Byrne, 2013; Chin, 2010; Hoyle, 1995). Confirmatory Factor Analysis (CFA) analyzed the dependability as well as
validity of the measures which were included in the literature. The AMOS graph of the measurement model is depicted in
Appendix A. The results are presented in Table 2.

Table 2
Result of CFA for Measurement Model

Convergent validity

Construct Item Final Factor Average Variance Composite Reliability Internal Reliability
Loading Extracted (AVE)* (CR)" Cronbach Alpha
Loan Size (LS) LS 0.717 0.534 0.889 0.892
LS2 0.74
LS3 0.757
LS4 0.763
LS5 0.669
LS6 0.729
LS7 0.693
LS8 0.761
ES9¢ 0.335
Use of Loan (UL) ULL 0.791 0.583 0.848 0.848
UL2 0.715
UL3 0.767
UL4 0.78
Training Skills (TS) TS1 0.776 0.563 0.865 0.866
TS2 0.733
FS3°¢ 0.279
TS4 0.748
TS5 0.765
TS6 0.728
Training for Managers ™1 0.753 0.554 0.882 0.881
(TM) ™2 0.768
T™3 0.729
T™4 0.693
™S5 0.75
TM6 0.77
Small Business SBP1 0.865 0.647 0.936 0.936
Performance (SBP) SBP2 0.728
SBp3¢ 0.811
SBP4 -0.078
SBPS 0.793
SBP6 0.827
SBP7 0.826
SBPS 0.817
SBP9° -0.032
SBP1O° 0.827
SBP11 0.79
SBP12 0.782

 Average Variance Extracted = (summation of the square of the factor loadings)/{(summation of the square of the factor loadings) + (summation of the
error variances)}.

®: Composite reliability = (square of the summation of the factor loadings)/{(square of the summation of the factor loadings) + (square of the summation of
the error variances)}.

¢ denotes for discarded item due to insufficient factor loading below cut off 0.5.

d: denotes for discarded item due to high between-construct error covariance above threshold 15

¢ denotes for discarded item due to high standardized residual covariance above threshold 2.58

As demonstrated in Table 2, because of inadequate factor loading under 0.5 LS9, TS3, SBP9 and SBP4 were removed, as
suggested by Hair et al. (2006). As stated by Awang (2012), because of considerable between-construct error covariance,
SBP3 and LS1 were removed. Lastly, according to Hair et al., (2006), due to increased standardized residual covariance
SBP10 was discarded from the model. As recommended by Hair et al. (2006), the threshold of 0.5 was exceeded by factor
loading of all the residual items ranging from 0.669 to 0.865 after these items were deleted. According to Hair et al. (2010),
the total amount of variance is representative of the extracted average variance in the indicators of a latent construct, were
over the recommended value if 0.5 as they ranged between 0.534 and 0.647. He also stated that degree to which the indicators
of a construct exhibit that construct is referred to as composite reliability, was over the recommended value of 0.6 as it ranged
between 0.848 and 0.936. Then, according to Nunnally and Bernstein (1994), the reliability of measures was measured with
the help of Cronbach alpha’s value. For this situation, the threshold value is 0.7 and Cronbach alpha values for this study
raged from 0.848 to 0.936. According to Fornell and Larcker, (1981), in the next step, a test was conducted for discriminant
validity. The constructs correlations and square root can be compared with other constructs in order to test the discriminant
validity. Then, as Kline (2005) recommends, 0.85 is the threshold for the correlations between factors in the measurement
model and they should not be higher than this value. Table 3 demonstrates the square root of the average variance extracted
for each construct is higher than the correlations of that construct with other constructs. In addition to this, the correlations
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were all less than 0.85, ranged from 0.436 to 0.680. Acceptable discriminant validity is demonstrated by this result. Conclu-
sively, adequate discriminant, convergent and reliability validity were demonstrated.

Table 3
Discriminant Validity of Constructs
Constructs LS UL TS ™ SBP
Loan Size (LS) 0.731
Use of Loan (UL) 0.680 0.764
Training Skills (TS) 0.436 0.563 0.750
Training for Managers (TM) 0.529 0.564 0.634 0.744
Small Business Performance (SBP) 0.522 0.515 0.575 0.593 0.804

Notes. Diagonals represent the average variance extracted, while the other matrix entries represent the square correlations.

4.2. Structural Model

As for the structural model, MLE (maximum likelihood estimate) was utilized. The level of Chi-square is 0.000 which is
considered significant. Degrees of freedom of 392 with the overall model fit of ¥2 = 494.428 is presented in appendix B.
However, according to Hair et al. (1998), it is suggested to ignore the absolute fit index of minimal difference Chi-square
when the sample size is over 200. According to this, it can be estimated that it is a very good absolute. Good fit for the
measurement model is also demonstrated by other fit indices. The RMSEA (root mean square error of approximation) was
0.029; 0.981 was the value for IFI (Incremental Fit Index), 0.979 was the value for TLI (Tucker-Lewis index), 0.981 was the
value for CFI (comparative fit index), 0.885 was the value for AGFI (adjusted goodness-of-fit), 0.903 was the value for GFI
(goodness-of-fit index) and the y2/df was 1.261. Thus, it is safe to conclude that the study developed research model fits the
data completely. As indicated by Quaddus and Hofmeyer, (2007), 0.46 was the value for the R? for SBP (Small Business
Performance) above the requirement for the 0.30 cut off value. Appendix B depicts the measurement model AMOS graph. In
Appendix C, the results analyzing hypothesized direct effects and the path coefficients can be seen. The structural model’s
results are presented in detail in Fig. 2.
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Fig. 2. Structural Model Results

As shown in Fig. 2, there are three paths from Loan Size (LS), Training Skills (TS) and Training for Managers (TM) to Small
Business Performance (SBP) which have been found as positive and significant statistically. Thus, hypotheses H, Hs and Hj
were supported. Alternatively, the substantial impact of usage of Loan (UL) on Small business Performance (SBP) was dis-
covered as statistically minor. Thus, H, was rejected. The outcomes demonstrated that Training for Managers (TM) was the
best significant determinant of Business Performance (SBP) with the conventional coefficient of 0.27.

5. Discussion and conclusion

This study aimed at examining the immediate consequences of microfinance services (Loan Size, Use of Loan, Training Skills
as well as Training for Managers) on small scale businesses in Jordan. For this purpose, in this study, the two stages of SEM
were used. The measurement designs’ establishment for the latent constructs in the analysis was provided by the first stage.
After uni-dimensionality, validity and reliability were confirmed, the second stage focused at developing research hypotheses
by constructing structural models. In order to analyze four hypothesized direct effects, a structural model was developed. For
this purpose, path analysis using AMOS was conducted, and in addition to this, the significance of path coefficients for the
four hypothesized paths were tested. In the region of Jordan, the research concluded that the firm’s performance was signifi-
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cantly enhanced through microcredit programs. The requirements of SMEs cannot be fulfilled by internal resources, specifi-
cally finance. Thus, in developing nations such as Jordan, SMEs are assisted through the provision of external resources
(support and microcredit) provided by microfinance institutions. In this manner, the performance of the firm is enhanced as
the capital gap is bridged by these financial institutions. According to the outcomes, all the direct effect paths were found to
be significant and positive, except for direct effect of UL (Use Loan). Thus, the results supported the hypotheses H;, H3 and
Ha.
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p-value = .000 Incremental Fit Indices. Parsimonious Fit Index
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Appendix A:
AMOS graph for structural model

Absolute Fit Indices Incremental Fit Indices
df =392 CFlI=.981
Chi Square = 494.428 TLI = 979

IFi = 981
p-value = 000 Parsimonious Fit Index
GFI=.903 NORMEDCHISQ = 1.261
AGFI = 885
RMSEA=.029

Appendix C:
Regression results

Results of Hypothesized Direct and Indirect Effects in Structural Model

Unstandardized Estimate Standardised Estimate

Path Estimate SE Beta Cc.rI. P-value  Hypothesis Result
LS-> SBP 0.226 0.079 0.220™ 2.854 0.004  HI1) Supported
UL-> SBP 0.058 0.085 0.058 0.688 0.491  H2) Rejected
TS-> SBP 0.283 0.08 0.269™* 3.527 0.000  H3) Supported
TM-> SBP 0.295 0.08 0.276™ 3.701 0.000  H4) Supported

#p<0.05 , **p< 0.01, ***p< 0.001

© 2020 by the authors; licensee Growing Science, Canada. This is an open access article distrib-

@ uted under the terms and conditions of the Creative Commons Attribution (CC-BY) license
(http://creativecommons.org/licenses/by/4.0/).



