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EPILOGUE 

f/runcesca who lives tn Ncurohi, Kenya, runs a fruit and vegetable stand She 

inherited the stand from her mother. l··rancesca has contracts to provide fruit and 

vegetables to several Nairobi restaurants. She knows the restaurants would also buy 

J11Lce from her if she could provide it. But Francesca doesn't have a juice machine. 

She cannot go to the main bank to get a loan because although she is a succes4"ul 

husmess woman, she has no capital. Because women in Kenya generally don't inherit 

land wh1ch would give them collateral, many Kenyan women are faced with similar 

obstacles. When they need loans, their only optrons are the 'loan sharks' who roam the 

marketplaces lookmg for people in desperate ctrcum lances 

(http ://unpac ca /economv/altmoney .html Where credit i due 

film series, video recording ' 1991) 

frican rnnrkd w trH.:n 



ABSTRACT 

The variety of financial needs that exist can not always be adequately met by the formal 

financial sector. Even fon11al micro-financial programs created to bridge this gap, often 

still manage to sieve out those regarded as the "hardcore poor" through their screening 

processes . Where the majority of the population has limited access to formal finance, 

informal micro-lending becomes the alternative business practice. However, one of the 

main accusations leveled against moneylenders (individuals who provide loans routinely 

with the expectation of profiting), is that they charge exorbitant interest rates, thereby 

explotting the mostly low income borrowers who have no alt mativ credit ourccs . 

.. 

The irony is therefore that although money}end r ITer a n cc ary ·cr icc t 

there remains widespread misunderstandmg in both formal finan and conomi 

development literature about how the operate. This re earch prOJ ·t therer r e. pi re 

by survey design, the term structure of intere t r k ·hargt:d by mon '. lend~r 111 Natrobt 

and the stated or impli d dd rmin nt f th rt: t r tt:s . sm qu tt nnatr~s a th 

data c II cti n m tho m thtn \ ', i l ntitk l th10u h 

onv nt nc mptm rn ut n 

I h r Ill I n m t 

n h n h lm 



service providers. The interest rates are set at the moneylender's discretion with minimal 

reference, if any , to others in the market or to traditional determinants of micro financial 

interest rates (administrative expenses, loan loss rate, cost of funds , capitalization rate, 

and investment income). 

In spite of the above the moneylenders do not lack for customers, most of whom are 

loyal repeat cllents - evidence that they provide important financial services. It is 

therefore recommended that policy makers recognize that the poor are not a 

homogenous group and that very different dehvery organizations (including informal 

moneylenders) will be needed to serve them all. ln so doing the informal financial 

sector may finally be able to enter int the ar na f licen cd, r gulatcd and upcrvi d 

intermediation thereby realizing its full potential [! r p vert alleviatt n 

Ill 
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CHAPTER ONE 

1.0 INTRODUCTION 

1.1 BACKGROUND 

Informal credit markets have been at the center of policy intervention in 

developing countries for many years with disappointing results probably due in 

part to the inadequate understanding of how they work. Microfinance or 

Microcredit institutions as used interchangeably are institutions offering small 

scale financial services - primarily credit and savings - to people who operate 

small or micro enterprises . They may be formal or informal. ln Ken a, despite the 

rapid growth of the money-lending industry, in[! rmal financi l m rkcl remain 

relatively unexplored and unregulated and consequ ntl , informati n on th m is 

very scarce. 

The term "moneylender" as used in this p p r m lud indt tdual " h e on\ or 

primary occupati 

\o n r utincly vith th 

r 

h:n in , 
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However, g1ven that the formal ft nancial sector is generall y self-deterred from 

financing the informal sector by characteristics typically associated with them 

such as their non-legal status, frequent lack of business location, small size of 

transactions and perceived riskiness of the business (Robinson, 2001 ), 

contemporary research suggests, contrary to popular belief, that informal lenders 

are rapidly gaining respectability by providing efficient financial services to a 

broad clientele that is badly served by formal sector intermediaries (Bolnick, 

1992). It is therefore quite likely that the biases as cited above stem from the 

natural tendency to fear and dislike activitie that are poorly understood or even 

mysterious . 

1.2 STATEMENT OF THE PROBLEM 

Although financial services in Ken a ha e e ol ed signifi ant\ er the ears, 

the ariety of financial needs that e. ·ist c, n n t • h\ay~ bt: adequatd ' md b th, 

formal financial sector. his is bt:c u rm. I tin n in knd. to t a ·c~;s 'ibl 

onl .. to th c with ignifi th 

0 n th n l h s hi 1hl 

r tn m n th tr n \ \\ II IS 
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rates and by so doing, exploit the mostly low income borrowers who have no 

alternative credit sources. The illegality of the trade in Kenya has resulted in a 

scenario where the few lenders willing to risk the trade enjoy monopoly profits . 

The irony, therefore, is that although moneylenders offer a necessary service to 

society there remains widespread misunderstanding in both formal finance and 

economic development literature about how they operate. Moreover, the 

information available on the range of interest rates they charge and what drives 

these rates is at best scanty. Whereas there are conventional methods for deriving 

interest rates charged by micro-financial in tituti n n known tudy has be n 

undertaken in Kenya on the source of funds, the r ngc, l rm lructurc and 

determination of interest rates charged by mone lender , th d mand ~ r thi t pe 

of credit, and the level of risk faced by lenders . 

1.3 OBJECTIVE OF THE T D 

he scope objectiv s) thi tu ' i : 

• 'I rmm th t nn tru tur (. l\' n t n yl nd 1 s 

• nu · th II \ Ill 
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1.4 IMPORTANCE OF THE STUDY 

Micro-lending is without doubt an essential business practice in Kenya as in most 

developing countries where the majority of the population has limited access to 

finance. 

The paper is therefore expected to be useful to the following parties: 

• To policy makers in developing a comprehensive policy on micro-credit 

that facilitates micro-lender's potential to provide financial outreach to a 

significant segment of the country's poor households . 

• To Micro-finance Institutions in regulating controlling and sustaining the 

growth of the sector thereby ignificantl d crea ing the bad practices in 

• To Consumers in ensuring consumer nght ar prot ct d, and that l nder 

are registered and comply with the rele\ ant regulat1 n . 

• To takeholders and Academician in th reati n of a\ ar ~n~;s n s me 
~ 

micro-finance issues - the d;n f it pr p d or it 

progr and it p ibl r 1 m n mt • n 
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CHAPTER TWO 

2.0 LITERATURE REVIEW 

Micro and Small Enterprise (MSE) financial products differ radically from those 

employed by formal lending institutions, particularly those products directed at 

micro enterprises I These financial products arise to meet the demand for financial 

services not met by the formal financial sector. 

2.1 SOURCES OF FINANCE FOR LOW-INCOME CLIENTS 

The p tential sources of finance may be broadly cat g riz d a informal sources 

and formal sources. ormal finance max be defmed a all !inan ial t!• n " ti n 

that are supervised, regulated and monitored by some c ntral financial r monetary 

authority It typically invol es large loans and depo Jt , ure !lateral, 

relatively long-term financial instruments, and legal backmg dams 1991 ) . 

The term informal financ n th~. th r h n , ll oth t fin n 1 

ctiviti in th m n r t l 11n, I 1111, n l! qu ntl 
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small loans and deposits , commonly functions without collateral, typically deals 

with short term transactions, and often operates in the legal shadows. Many 

participants in the informal market are poor people, operators of small businesses, 

small farmers and the landless - people who are often unable to obtain formal 

financial services (Ibid). lnformal credit can be commercial (moneylenders , 

traders, employers, wholesalers and landlords) or non commercial (family, friends 

and neighbors) . 

Among the economically active poor of the developing world, there is a strong 

demand for small scale financial servtces to help improve household and 

enterprise management and thereby mcrea e mc me II wever tht demand ts 

seldom if ever met by the formal sect r her ar orne erv d b g crnm nt 1 

donor financed non-bank financtal institutions like N and Ytllag ank but 

these are often capital constrained and can meet only a mall fm tion f th 

demand ther households are served b~ state- wn d [! rmal tinanctal instituttons 

but again they ar often riddl d \ 'th pr bl m lo , ' e , and 

th co t 

Ill 

rn t m 

b rro m 
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exclusive . Reality often falls within a continuum with some individuals or 

households participating in more than one category (Aiila, 1993). These categories 

include: Semi-formal institutions~ Moneylenders; Merchants ; Pawn brokers ; 

Friends and relatives, and Rotating Savings and Credit Associations (RoSCAs) 

2.1.1.1 Semi -formal institutions 

The term "semi-formal" as used here refers to grass root financial networks 

supported by a formal institutional structure by way of affiliation. They offer 

deposit and loan services packaged appropriately for SMEs and low-income 

households and are informal only in the ens that th ar not regulated . 

studies suggest that these organizations charge reas na le inter t rate nd 

operate with modest transact ton costs- a ar, 1982; Vog I, 1 : Zinz r and 

others, 1986) 

2.1.1.2 ton I nd 

rl h sc include indi iduals 

\ ho gt 'c I 

h 1r 

II r 

r prim 

n 

up ti n ts m n ndm an 

un ut ti l 

h .ll\ ill tnl ut 

h.ll , 

J I hl 
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2.1.1.3 Merchants 

These are individuals who extend loans I inked to the sale or purchase of 

commodities (Bard han, 1980). Many of the loans extended over a short period of 

time carry no explicit interest charge and the lender may adjust the price of the 

commodity involved in the transaction as compensation for the loan . 

2.1.1.4 Pawn brokers 

Closely related to merchants are pawn brokers who also requtre borrowers to 

exchange collateral for loans. Unlike the others however pawn brokers need 

almost no mformation about thetr borrowers unl s they arc wary ab ut receiving 

stolen goods The pawn broker reahzes re enu fr m th~.; inter t n I • n and 

from the difference between loan amounts and sales recetpt fr m item r ·etvcd 

as security on defaulted loans. 

2.1.1.5 mplo rs, Landlord , ri nd and r lath· s 

hesc repre nt other common rm o an rm I tm. n t: . In nk u untiit: tlu.: 

p o cr it m k 011 1 h m . hht 1 sht)l t- t 1m 

tth mmtrn 11 m un t Hn I mt 1 l 1 at l ut 1 

ttl 

h n n 

n n 

n 
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2.1.1.6 Rotating Savings and Credit Associations (RoSCAs) 

Nearly every culture has developed an informal financial system by which 

members form a self-selected group and agree to each contribute a regu lar fixed 

amount every week or month. The members then take turns collecting the fu ll 

contribution for that period until all members have had an opportunity to receive 

the money. The associations explicitly pool money and tie loans to deposits . This 

represents a slightly more sophisticated form of finance than those that have been 

discussed above. Recent research by Schreider ( 1989) in Cameroon suggested the 

volume of deposits moving through Ro CAs may be larger than th amounts held 

in banks. 

While RoSCAs provide the advantage~bf disciplme D r a mgs that might not 
"':. .. 

... . 
otherwise occur and bonding for the member o wily thereb all \\ tng th m to .. '. . . .. 
respond to each others emergenc needs their prim · limitatt n 1 th 'tr r \att e 

lack of fle. ibility ( aterfi ld 2001 h r 1 tin n. tur or th~.: di tributton 

y tern rc uce th lik lih th t • bl tt r th it 

di ur em nt t the ttm h 11 k 

Dt \ tth 

n h tun 
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2.1.2 Size of Informal Credit Markets 

The World Bank World Development Report of 1999-2000 estimates that in 1998 

about 1.2 billion people, approximating 24% of people 1iving in developing and 

transition economies, lived on less than $1 per day. In 1999, 4.5 billion people or 

75% of .the world's population lived in low and lower-middle income economies 

and of these, 80% do not have access to formal sector financial services. They 

therefore form most of the demand for micro-finance (Robinson, 2001 ). 

Although there is little accurate knowledge about the market shares of informal 

credit markets, available empirical evict nc uggl; t that it ' igniflc nt. ln 

Thailand for example, the loans provided by in[! rmal lender w r r rl d t 

have reduced from 90% of the rural credit market in 1 75 to -oo/o in I 5 

(Siamwalla and others 1993 p 161 as quoted in H tT 19 Mira I (197 ) 

observed that an estimated 90% of red it pr '1d d t • m. l1 farm rs in mo 't 

developing countries w nt thr ugh th~; infi rm I r dit m rk t ( on P1 hk and 

others, 1983 . 

h r , mpl 11 I 

l 
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and in Zimbabwe only 13% of small farmers received loans from formal sources in 

1986. 

2.1.3 Relationship Between Formal and Informal Credit 

An intriguing concept that has been on the table for discussion for several years 

now, is to service small borrowers and savers by linking formal and informal 

financial markets (Bolnick, 1992). This is because whereas the differences 

between informal and formal credit are significant as are observable in the table 

b low, thetr co-existence within the financial sector suggest a r lation hip worth 

cxpl ring. 

Table 2.1.3: Comparison o{Jn{ormal ani·Formal 

Informal ources 

Ro s 

• Chent selection through peer • Chent 

rev tew kno I d e of rro er 

• ep ment pre ure throu h • 

peers 

• bJhl 0 

I · m 

Form I ourc 

ll 
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. Low i ntcrcst rates . Extremely high interest rates . Interest rates based on market 

forces . The longer the term the 

lower the interest rotc 

. LO\Y transaction costs . LO\~ or non-cx1stcnt transnction . Very high transaction costs 

costs 

Adopted from 'Designing Microfinance Loan Products' by Charles Waterfield (2001) p 6 

Informal and formal credit are not distinctive spheres but rather interlocking parts 

of a larger more complex network of borrowing and lending. This is to say that the 

parts compete, co-operate or co-exist and in some cases individuals, households or 

groups participate in more than one. 

The analysis of the relations between informal and formal credit all ~ r a br ad 

view to include any transfer of goods and sen tc s betv. en one p r n/group and 

another or to any of its members with expectation of a return at a later time Ibid). 

The overlay between informal and f rmal tin n • n hen e t k ~ n us f rms 

e.g. institutional l nd rs thr ugh pt; m r ut th"' 

tn rm I I nd r r t n m ' r ult in t. tmt:r 

rr n tn n m n lt t th n \ tl\ Ill 

UOI" lu 1 n t 

I a 

ll tr 
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development of personal relationships with c\ ients: their tested methods of 

evaluating repayment capacity of borrowers ; their methods of containing costs; 

their quick and easy credit procedures and their capacity to achieve repeat lending 

(Robinson, 2001 ). Issuing from this premise, one proposal has been to use 

informal lenders as agents or alternatively to provide financial leverage and secure 

deposit facilities for them (Bolnick, 1992). However owing to the fact that it is 

hard to find policy measures that lead successfully to this end, it may be best to let 

links develop spontaneously as is often the case (Ibid). 

2.1.4 Policy Re pon e to Informal inancial Market 

Micro-enterprises have in the past been perceiv d by p licy mak r t b(; th(; r(; ult 

to economic dysfunction - an indicator that the structur and growth rat of th 

formal economy were inadequate t~ absor_trthe labor fi r e R bm n 200 l ). The 

typical policy response to this trend has been t imprO\ the m nngement f the 

formal economy in a bid t b rb thi f r 1.: heap 

instituti nal cr dit a , n It rn ti ' an tr iitit n I mt n 1 ndt:t 

tHllt ibuti ns 

n 1n ht h th 

.,.,.,., ....... m I l It I 

l\ 
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the alternative credit institutions from being self-financing hence requtnng 

recurrent and often large injections of government funds (Hoff & Stiglitz, 1990). 

The relative lack of success of pol icy intervention comes as no surprise to the 

proponents of the school of thought that considers credit markets as classical 

competitive markets whose interest rates are actually a reflection of the risks of 

default (Ibid). 

However, the traditional and perfect market view alone cannot explain the strong 

survival skills evident in informal finance . he moneylend rs' shrewd business 

sense; experience and knowledge of the mark t; xt n iv in[i rmal upp rt and 

communication networks and fundamental under tanding f t1c.-tbilit all g t 

contribute towards their staying power (Robinson, 2001) 

Given both the pros and cons of informal m ney m rk.et , th right appr a h t the 

informal lender seems to b neith r to 

but rather to h lp him 

inten 1 y c mp tlti n 

k ut It 

ipc him ut n r r mantt 'tzc htm 

t ri k 

an nn nt l . l his 

1\l th 

th 1l 

lu · \ 
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The 1980's have seen marked improvements in developing countries' macro­

economic management. The growth of the informal sector is now seen as a 

predictable and rational response to structural adjustment programs implemented 

by many of them and consequently policy makers in some countries have re­

examined their approach to informal financial institutions viewing them not as a 

problem but an important solution to crucial aspects of problems caused by 

poverty (Robinson, 2001 ). This renewed interest in the informal sector is related to 

the recent recognition on the part of policy makers that the informal sector is very 

large and is her for the foreseeable future . h r ulting in r d pri ritizati n 

of micro enterprises by many governments and donor is wei me c n idcrin the 

fact that without the routine harassment at the hand f la n[i rc r' 
' 

moneylenders would be more likely to in est in th 1r nterpn es thereby 

contributing to the society (Ibid . 
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the moneylenders and resulted in the second generation of individual credit 

methodologies which appeared in the 1980s (Ibid). Individual lending institutions 

were first established in urban centers to take advantage of density of population 

and demand for credit. 

The Grameen Bank of Bangladesh was the first to use the solidarity approach in 

1976 (Ibid). Founded by economist Mohammed Yunis, this bank, as opposed to 

the individual lending institutions, had its origins in rural villages of Bangladesh. 

He had noticed on a visit to these rural village the exploitation of farmers at the 

hands of rural moneylenders and tartcd to is ue mall I n alt mativc. The 

Grameen Bank used an initial savings period followed a equ nti· II -di bur d 

credit among a small group of self ·selected borrowers. r up m mb ·r · were 

involved in decision making and lo~t:t. appro al. 

The rameen experi nee 
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Whereas Grameen participants were never graduated from receiving services, the 

Village Banking had a highly structured three-year process where groups would be 

graduated into independence from other lending institutions . In other words 

Village Banking was philosophically focused on the creation of a mini-bank 

owned and operated by and for the poor. 

2.3 THE KENYAN MICROFINANCE INDUSTRY 

The Kenyan Microfinance industry is arguably one of the most established in 

Africa. Interest in the informal sector was initiated as far back as the early 1970's 

following an ILO report that id ntificd th infi rmal ct r a a p t ntially 

important contributor to economic growth2
. ince th n it ha cv lv d fr m a 

service to the agricultural sector and the rural poor to multilat ral and bi-lat ral 

funding directed at large industrial and mfrastructural pr jects in the h p~ of a 

trickle down effect to the poor, to the de el prn nt f p Cl 1 d el prnent banks 

for small farmers and busines p opl , nd fin ll 

program and el -h lp gr up 
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Table 2.3: Distribution o(Micro[inance Organizations by Type of Organization 

Type of Microlinance Organization Number 

A Formal Microlinance Institutions 

[ Commercial Bank (K-Rep Bank) [ 

2 NGO's 56 

3. Societies (KSTES) I 

4. Companies Limited by Shares (Faulu Kenya and WEDCO) 2 

5 Companies Limited by Guarantee Various 

6. Non-Bank Financial Institutions 2 

7 SACCOs (By December I 999) 3,168 

1-----
r-Whole ale lending Institutions (Jitegemee Tru t and MESP) 8. 2 

9. Joint Loan Board cheme Vari u. 

B Informal Microlinance Or aoization 

I. ROS As ri u · 

2. Money Lenders Yariou · 

1-

3. Unregi tered Family/Neighbor/Friends Group nou 

-. ' 
. 

Source: 11.-Rep Occanonal Paper erre No. 33- Hr rojinan t: 111 li. nya: tn m·t!n'lt~w 
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operational costs. In the 1980s a number of these NGOs introduced alternative 

credit delivery mechanisms for the poor consisting of small amounts of loans 

without collateral thereby accessing financial services to the poor (Ibid) . 

2.3.1.1.1 Microfinance NGOs 

Ranging from small charitable units within a vicinity to large institutions covering 

the entire country, NGOs like Kenya Women's Finance Trust (KWFT) and Small 

and Micro-enterprise Program (SMEP) a subsidiary of the National Council of 

Churches in Kenya (NCCK) have over the years developed assistance models to 

deliver cost effective and sustainable micro financial d v 1 pm nt (D nd , 2001 ). 

However, to their detriment these NGOs extensive reliance n d n r-fundin fkn 

means they last only as long as donors are willing to fund them. 

2.3.1.1.2 overnment genci 

The earliest government- p nsor d upp n r mi r -cnkrpn~ s d te ba k to 

pr -ind p nd nc wh n b ani at1 n" 
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2.3.1.2The Formal Non-subsidized System 

Formal non-subsidized institutions providing microfinance include the Kenya Post 

Office savings Bank, the K-Rep Bank (the only microfinance bank in Kenya) and 

the Co-operative Bank which provides loans and banking facilities to its member 

Savings and Credit Co-operative Societies (SACCOs). These SACCOs in turn 

provide their individual members with loans. 

2.3.1.2.1 Kenyan Savings and Credit Co-operatives (SACCOs) 

These are financial institutions that mobilize savings and use those savmgs to 

grant loans to its members . In Kenya these in tituti n arc up rvi d by th~ 

Commissioner of Do-operatives rather than by the entral ank. With v r $1 

million in savings3 SACCOs tend to be pa roll or crop ased 1. . th recetve 

their payments from companies whose workers are memb rs r wh purchase 

agricultural products from the member . \\fbere in th 

the main providers of financial f\: 1 t: u ful dut in ltk ho ptt l 

and burials cxp ns s, th 

cn.:dil uni n ·Jh l( m l nll c nl • th 
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in their account . Eventually, if the members left the SACCO, the money in the 

share account was refunded. While this type of "back office" operation once 

served members' needs, today credit unions are recognizing the importance of 

providing "front office" operations with competitively priced withdrawable 

savings and convenient lending products4 

2.3.2 The Informal Financial Sub-system 

These include the Rotating Savings and Credit Associations (RoSCAs), the 

traditional money lenders and financial arrangements between relatives and 

friends . 

2.3.2.1Kenyan Rotating Savings nd red it ociation' (Ro 

In Kenya RoSCAs are found in both rural and urban etting and ma b regi ter d 

as Social Welfare Groups or unregist red as a group f fn nds r rami\ m mbers 

tudies hav shown that mor than 0% t the R ompn e f - to 

1 0 m mb r , but that s m n mt r · or~o t 7 % 

I tho t th 
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In some instances RoSCAs also serve a credit function especially those registered 

as Social Welfare groups who are able to obtain loans from microtinance 

institutions like K-Rep and subsequently grant loans to their members as 

necessary. Such loans are repaid by members at a higher interest rate than charged 

by the bank and the difference retained as income to the RoSCA (Ibid). 

2.3.2.2Financial Arrangements Among Relatives and Friends 

Although the exact magnitude of these transactions in Kenya has not been 

subjected to extensive empirical study the limited evidence available suggests that 

it is sub tantial. In many instanc s credit fr m r lativ and fri nd n titut un 

important source of start up capital for many entrepr n ur I). In a 

study carried out in Vihiga, Siaya Bungoma, K1sumu and akam ga n a c to 

credit by small scale enterprises it was found that 4 °/o f the r sp nd nts btamcd 

credit from informal sources and o tho e 14% ,,. fr m f mil • and friends 

( Atieno, 2001 ). his is not urpri ing n id rin th 

strong! ingr in din ht: tr diu n I n n ultur 
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loans made available at convenient locations with easy processes, appropriate 

payment schedules and quick delivery within interest rates payable from 

household income sources. The emerging view is that with the exception of the 

last feature, moneylenders generally perform this function (Ibid) . They supply 

services desired by their clients without the cost. 

The three mam strains of debate surrounding money lending have hence been 

whether it is a 'malicious' monopolistic business, whether it provides good value 

for borrowers or whether it is a form of monopolistic competition. 

2.4 .1 Moneylender and Intere t Rate 

While it is true that moneylenders provide important financtal 

they typically charge very high interest rates H fT and t1glitz 

rv1 s l lh p or, 

0 uggc t that 

these high interest rates are a response t dther n" r mbinati n of the 

challenges they face including the s r nin 1 ult of th~ borrO\ r 

di er nc in th ir lik lih d 

tlin m n unn 
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monopolistic hold that middlemen often have over sma11 producers particularly in 

the agricultural sector5
. A variant of the monopolistic money lender is the lender 

whose primary aim is to make the borrower default in order to gain his land, force 

him into bonded labor or get him to sell his products at below market prices as are 

documented in hundreds of cases and reports in India (Robinson, 2001 ). 

However, in spite of the fact that interest rates charged by moneylenders may 

exceed 75% and sometimes credit is unavailable at any price (Hoff & Stiglitz, 

1990), the benefit of quick access to money without too many questions is seen to 

far outweigh this disadvantage. It i imp rtant t n t that whik tht; tran action 

cost of a loan from the bank is higher than that from an in[! rmal lender, lh 

difference in interest rates makes the cost of a loan from a ~ rmal in titut1 n lower 

to the borrower. The widespread use of informal finan esp Clall in rural areas 

however suggests that it is well suited tom t mral ~ nd1t1 n 

'A strongly held view b tr dirion li t th 1 m nc · t nd r. ar c it and harg 

e orbitant rate o int re t m nc kn cts len tall 
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useful. Widespread use of infotmal finance suggests that it is well suited to rural 

conditions ' (Yon Pischke, Adams and Donald 1983, p 8) 

Many scholars have in like manner argued extensively against what came to be 

known as the myth of the malicious moneylender to demonstrate that the interest 

rates they charge reflect primarily their transaction costs and risk. To illustrate 

further, each money-lender tends to have a range of interest rates for different 

customers primarily due to the fact that a lender can not ever fully discern the 

extent of risk of a particular loan (the pool of applicants for a loan at any given 

interest will consist of borrowers with pr je t in dif~ r nt ri k cat gorics). The 

interest rates take on the dual function of a pri w II a n in trum nt ~ r 

regulating the risk composition of the lender's portfolio ( tigl r and th r , I 7). 

It is safe to conclude then that hile some lend r are malt 1 u and pi itive, 

many are not and offer useful rvtc ' n . ir nt 1l ' p r b rr are 

often charged m r bt:c u th I h ' 
"' 
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others and not experience significant loss in sales. The combination of a large 

number of firms as if in perfect competition with down-ward sloping curves as in 

monopoly , is responsible for the term "monopolistic competition" (Penguin, A 

Dictionary of Economics, 1975, p.289 as excerpted in Robinson, 2001) 

Informal lenders are imperfect substitutes because they have good information and 

interlinked transactions with a limited number of borrowers who then find it 

difficult to change creditors. Although entry is free as is the character of 

monopolistic competition, there is variation in that informal credit markets have 

free entry on 1y so long as new lend r find rr wcr n t alr ad cing rv d b 

existing lenders. Because there is therefor no real c mp titi n, lender· ar a lc t 

enjoy long-term profits. 

2.4.3 Feature of Informal omm r iall nd 

orne of the features obs rvable \ ithin the inf rm 

th fact that th y c ith th rm l 
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employee and tenant (Robinson, 200 I) . The financial services are also often 

extended on the understanding that there may later be a reversal of roles . 

Informal credit markets are known to operate within an informal atmosphere 

where there is minimal protocol hence translating into minimum transaction costs 

for the borrower. The informal lenders are usually close in proximity, often 

residing in the same village as the borrowers. They provide quick credit and all 

time access to credit facilities even without standard forms of collateral. This is 

because lenders exchange money today for a promise of money !at r and take 

sp cific actions to make it m re likely that th c pr m1 c will be ful 11\l;d (HolT 

& ttgiltz, 1990). Although the borrower i free t u th I an m nc r r 

whatever purposes he chooses, in[! rmati n ucqu1 1t1 n r gurding th 

characteristics of the loan applicant and an enf rcement lement i put in plac a· 

insurance against de ault. 
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Informal lenders often have non-formal education, low skills levels, irregular 

working hours and small inventories (Ibid). 

2.4.4 Characteristics of Informal Commercial Loans 

2.4.4.1 Flow credit and stock credit 

Low-income clients typically borrow for short term expenses like consumption, 

medical expenses, ceremonies, emergencies and the like. The slightly better off 

borrow for larger investments like purchase of house, land, business expansion or 

consumer durables like vehicles and furniture . For flow credit (loans with 

repayment periods of less than a y ar usually ~ r n umpti n) informati n 

relevant to the creditor concerns the borrow r' inc me n w. Th~.,; tr· n acti n 1 • 

quick with no paper work and no collateral. In contrast, for tock cr dir u ual\ 

for long-term investment with terms of a ear r m re th I nd r is pnmaril 

interested in the borrower' s assets, liabilities nd numb r of 

borrowers are limited to p opl the k:nd r kn \ ll and \! ith \ h m h 

rm tt n lh t 1 al 
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income sources (even formal sources) and each serving relatively few borrowers 

(Ibid) 

2.4.5 Money-Lending in Kenya 

Although money-lending is known to exist in Kenya, the Money-lenders Act was 

repealed in 1987 rendering the trade illegal (Malkamaki and others, 1991 ). Beyond 

non-commercial money lending among relatives and friends , there has been a 

proliferation of informal commercially oriented moneylenders whose business is 

unregulated in both urban and rural areas Although they run illegally, their 

adverts are often seen in mainstream media with t I ph nc nly . The fact 

that they are mcreasing in number means that th ... r is dcm, nd G r th tr r ic ·. l t 

is notable that moneylenders in Kenya as in other countne u h u Iivia and 

Malawi habitually take collateral often like a pawn broker m the fi rm r mortgage 

on jewelry or other loose asset. 

·1 he ~ II wing . tr t i. ta ' t:n r m th m rk r lnr ll i ' ( onomt 
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as 60 percent per month . The loan repayment period also varies failure to which the 

collateral item is sold. Some will let you pay the accrued interest while they still hold 

onto your item until you are able to pay the principal amount while others charge 

compound interest every month. 

Collateral items are generally valued at far less than their worth to encourage borrowers 

to pay up . The majority of shylocks have an upper loan limit of 50,000 Kenyan Shillings 

and are interested in fast moving goods. These goods have to be accompanied by their 

original purchase receipts. Transfer documents are signed and a 'contract' entered into. 

This informal sector largely serves those in informal employment, and who do not have 

bank accounts but nonetheless need the money urgently without the rigorous screening 

undertaken in formal lending instituti ns. " 

In a study covering thirty centers in 5 distncts carri d out n inf rma\ e 'lor 

entrepreneurs in 1989 by Aleke Dondo (Malkamaki and th r , 1991 ), it wa 

found that 49 .3% of the mone lenders indicated that the lent m n t bu m s 

colleagues, friends and fa mil the basis of th 

lender had assess d to som c . t nt th b 
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and the demand for security was ad hoc, some not demanding at all and there were 

low default rates and low transaction costs . Most of the businesses were very smal l 

ranging from privately owned sole proprietorships to those employing at most 3 

people and these operating within locations that were semi-permanent with poor 

utilities . Very few of the money lenders had received business assistance of any 

type, usually relying on employment, and of the ones who have only 4% was from 

formal sources. 

2.5 THEORIES OF INTEREST RATES 

he ries of intere t rate det rminati n foil w ral c nvcnli n . · ir t , m d Is 

usually focus on determination of the equtl1bnum level f int re t - den tin 11.; t 

or absence of forces of change - a state that seldom e · 1 t b au finan ial 

markets are constantly approaching equilibrium a the re p nd t num rou 

factors that cause an imbalance bet\\een supply nd dem, nd ( ardn rand other 

2000 . econd, th r l · n umpti n rL:quirl:d l<. simplit thL: r ·1\ 
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five distinct types: households or consumers~ businesses ~ governments; the central 

bank and the foreign sector (Gardner and others, 2000). 

2.5.1.1 Determination of the equilibrium rate of interest 

Equilibrium in the output market implies that all output produced in an economy is 

purchased (Miller & VanHoose, 1993). However, it is evident that economic units 

always have a choice for disposition of funds - they can spend money on 

consumables or save it. Saving is by its very nature an act of foregoing current 

consumption for a future date. In contrast to this, others, especially businesses 

spend more now than they have by borrowing from th s wh ave . llow th n i 

equilibrium achieved? 

The main determinant of saving per unit of time is the real rate of inter st. When 

this real rate of interest rises, households ave more (thereb uppl m loanable 

funds) and consume less . Con ers I ', ~ ht:n th r~; l tc 

households save I ss and con urn m r n th thd h. nd 

f int ~r~ t falls 
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Other factors influencing households include precautionary saving for 

emergencies, savings for retirement, involuntary savings such as social security 

and the level of income (Gardner and others, 2000). 

2.5.2 The Fisher Theory 

This theory depicts the relationship between interest rates and expected inflation. 

If for instance, investors want a 2 percent real return, and inflation was expected to 

be 12 percent over the year, they will demand a higher interest rate (an inflation 

premium) for expected lost purchasing pow r over the peri d r invc tm nt 

(Gardner and others, 2000). 

2.6 MICROCREDIT INTEREST RATE 

Microfinance Organizations often refer to the 'effe tl\'e mter st r t ' on their 

loans which differ from nominal int re t rat in 1h n ~.: th t the;:\ in rpc r< te 

interest, fees, the inter t lcul tin m th n r quir m nt int th 

fin nci I t of n t1 • IIH 1 t 1, t al l 
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the effective interest rate because these vary significantly depending on 

geographical location (Ibid) . 

MFls can determine the rate necessary to charge on loans based on their cost 

structure. 

The following section outlines a method for estimating the interest rate that an 

MFI will need to realize revenue on its loans as well as cover all its costs thus 

making it sustainable (adopted from Rosenberg, 2002). The model presented is 

simplified and hence imprecise6
, and assumes a mature MFI with relatively stable 

costs i.e. start-up costs have already been amortiz d and the M ·I i operating at 

full capacity. However it yields an approximatiOn that i u eful in under tanding 

how MFis should conventionally establish mterest rate 

Pricing formula : The annualized effecti e intere t r te (R) ch, rged on loan· \ ill 

be a function of five elem nts, each 

owstandmg loan portfolio:' dmini tr tiv 

c t flund , th d 1r 1 hz t1 n 
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2.6.1 Determinants of Interest Rates for Microfinance Institutions (M Fls) 

2.6.1.1 Administrative Expenses 

These include all annual recurrent costs excluding the costs of funds and loan 

losses such as salaries, benefits, rent and utilities. Depreciation allowance must 

also be included here. Also include are the value of donated services which the 

MFI is not currently paying for but which it will have to pay for eventually as it 

grows independent of donors . 

2.6.1.2 Loan Loss Rate 

This element is the annual loss due to uncollectible loans. The loan loss rate must 

not be confused with the delinquency rat which may be c n id rabl high r. h 

former reflects loans that must actually be written off while the latter retlccl an 

that are not paid on time many of whtch ' ill be reco er d entuall . The 

mstitutions past experience will be a major factor in proJecting futur 1 an loss 

rates . MFis with loan loss rates above 5% tend n t t b i bl,. ian good 

institutions run at about 1 - 2% 
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ASSETS 

Financial- Liquid Assets8 

Cash 

Investments 

-Loan Portfolio 

Fixed- Equipment etc . 

LIABILITIES 

Deposits 

Loans- Concessional 

-Commercial 

EQUITY 

A weighted average cost of capital can be projected by distinguishing the various 

likely future sources of finance . or each class of funding (d p it , 1 an , quity) 

an estimate of the absolute amount of the M Is annual co t i bt in d. Thi i 

done by adding together the costs for each class of funding. Di ide this total bye 

the loan portfolio to generate the cost of funds component for the pn mg formula. 

2.6.1.4 Capitalization Rate 

This rate represents the net real profit - '~.::r nd b 

compensate for inflation - th t th 

perc nt gc I a ra , I ' n p rt h 
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2.6.2 Calculating Effective Interest Rates 

The effective rate of interest refers to the inclusion of all direct linancial costs of a 

loan in one interest rate (Ledgerwood, 1999). It is au eful concept for determining 

the real cost of a loan to a borrower therefore enabling him to compare alternative 

loan sources. However, the fact that there are many ways in which the effective 

rate is calculated renders this sort of comparison complicated. 

In addition to this, the real cost to a borrower and the lenders real income from 

loans often deviates from the quoted rate as a result of practices such as computing 

interest on the original amount of the loan rather than n th de lining balan a 

successive installments of principal are repaid; requinng pa ment f inter t at the 

beginning of the loan (as a deduction of the amount of the principal di bur ed to 

the borrower), rather than spreading mterest pa ments o er the ltfl f the I an· 
' 

charging a commission or fee m addition to the intere t: qu tmg. m nth! intt;r t 

rate, but collecting principal and int rc t \ ~;~.:kl . I ur \ t;d,. a m nth 

or requinng that a portion of th I ith th I nd r 
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2.6.2.1 Calculating an Effective Interest Rate Using The IRR Method 

When computing effective interest rates a consistent method is used to determine 

the outstanding principal balance at any time of the loan . Out of each payment the 

amount needed to cover the interest on the previous periods balance is computed. 

The remainder of payment is then assigned to principal , thus reducing the loan 

balance for the next period. During the earlier payments the outstanding Joan 

balance is relatively large: thus the portion of payment devoted to interest is 

relatively large, and the amount devoted to reducing principal is relatively low. In 

the later stages of the loan this is reversed. 

There are vanous alternatives for calculation of the effective intere ' l rate 

depending on the various loan practices as outlined in the table belo~ (adopted 

from Rosenberg, 2002). 

Table 2.6.2.1: Alternative determination o(e[(ective ifltere t rate ( TRR metltod) 

Alternative De cription 

n1 

2 
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Weekly payment 

Flat interest 

5 Flat with upfront interest payment 

6 Flat with upfront interest payment 

and fee 

7 Compulsory savings 

1 Same as Base Case except that four 

months' wort h payments are paid in 

' sixteen weekly installment ·. 

1 Same as Base Case except that a 

flat interest is calculated on the 

entire loan amount rather on 

I declining 

1 

prorated 

period 

balances, and ts then 

over the four monthly 

Same as Alternative 4 except that 

all the intere t i paid upfront 

arne a lternative S but with 

additional commi · i n coli ctcd 

up front . 

condition to receiving the loan the 

borro~ ·er i:; requir d to make a 

·ing. depo:;it of :o , lon~ wtth 

h m nth ' 

in ) t ld interest 

nth, un mp un d, 

th It m 



'A Survey of Temr Stmcture and Determinants of Interest Rates: 11Le Case of Moneylenders i11 Nairobi' 

2. 7 TERM STRUCTURE OF INTEREST RATES 

month ' s payment . The savings 

account yields mini mal interest per 

month, uncompounded, and IS 

available to the client at the end of 

the loan. 

All else being equal, the term structure of interest rates is the relationship at a 

specific time between yields on security and their maturities (Gardner, Mills & 

Cooperman 2000). The graphical depiction of the relationship between the yield 

on financial instruments of the same credit quallt but difD r nt maturitic 

assuming that all characteristics (default risk, coupon rate, etc.) are the same i 

known as the yield curve. The assumption that all other characteristics are the 

same is important in order to isolate the effect of matun on 1eld Ibid . 

The yield curve has been kno\ n to tak man..: · nn • fun tt n of dt ttl;r nt 

stages of the busine s cycl r th n r n rnt it ( 1~rdn 1, 

Mill & op ho\\ n in 

l·igur I bclo . In th 

th \ ·h 

1 n 
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by the term to maturity hence the flat yield curve, a situat ion that rarely occurs for 

any period (Ibid) . 

Figure 2.7: Common Shapes for Yield Curves on Treasury Securities 

a) Up"ard Slopmg. 
Yteld to Maturity 

c) Humped Yield to 
oturity d) Flat Yield to 

aturity 

Source: 'Fundamentals of Financial In titutions Management by Cornett & Sa11ntler · pp 40 

Market participants typically construct yield curves fr m ob ervat1 n f pn e 

and yields in the treasury markets. 

Alth ugh th hi t ric I patt m r m th r 1 hi 

pro H.lc clue 'h n t m tt th \' , I IH 

ut tilul · or th ll t ttl llll 
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h th m n 
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loan rate or trading securities for an institution ' s portfolio (Gardner, Mills & 

Cooperman, 2000) but go beyond the scope of this study. 

2.8 THE THEORY AND PRACTICE OF EXORBITANT INTEREST RATES 

2.8.1 Can Micro-borrowers Pay High Interest Rates? 

There is overwhelming empirical evidence that huge numbers of poor borrowers 

can indeed pay interest rates at a level high enough to support MFI sustainability 

(Rosenberg, 2002). The presence of informal credit markets in third world 

economies where lower income borrowers routinely take and repay loan at far 

higher interest rates bears testimony to this fact. In some econ mie MFl make 

loans to smaller groups where obligatory savings remam wtthin the group a an 

internal account that the members can lend out to each other at thetr di r ti n 

The members commonly charge substantially higher than" uld the M 1. 

M Is charging high interest aim t inv, ri bl • find th t th~.: d~.: m n j t, r ut trip 

th supply and that the h c m t li m . 

nt to am m re th n th In\ 

d not u t th t th r 1 n hn tl t 

11011 m n h m t 

ur 

\ 

h 
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The economists' law of diminishing returns provides a more general explanation 

of this phenomenon (Ibid) . Any economist has a wide variety of choices for capital 

investment, each with a different measure of return. Imagine that one has a dozen 

investment opportunities each requiring Kshs I 000 as capital and each with a 

different level of return. Further assume that to begin with there is no cash 

whatsoever. If they should suddenly come upon Kshs 1000 the first choice of 

investment will be the one with the highest return . The successive 1000 will go to 

the second best choice and so on until the last. Each time the investment will be 

less attractive than the one before it. This example though highly stylized 

illustrates the tendency for returns to diminish as each additional unit of capital i 

employed. Therefore while Company X cannot afford to pa a much [! r 

additional credit because it has already used up most of its best mvestment options 

the micro-entrepreneur can get much greater relative benefit fr m addttl nul unit 

of capt tal 

Another useful p rsp ctiv is t l int r t m th~.: - nt I o r, II 

>I ov h l 

r ntr n mu 1 n r un 

l I l 
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2.8.2 Should M icrofinance Institutions Charge High Interest Rates? 

Now that we have established that many poor people CAN pay high interest rates , 

is this the green light for MF1s to charge exorbitant rates? What this boils down to 

is value judgments and the objective of the firm - profit or people. While many 

poor people can pay high interest rates it is also clear that some cannot and are 

thus excluded. The lower the interest rates therefore, the more poor people would 

have access to it. The onus is on the MFis to find the balance. 
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CHAPTER THREE 

3.0 RESEARCH METHODOLOGY 

The research was a survey design and was carried out as follows: -

3.1 Research Setting 

The research was conducted in Nairobi. Although money-lending has in the past 

been largely associated with rural areas, there are indications that it is also 

rampant in urban areas. Nairobi has a highly skewed distribution of income with 

the majority of its population living in condition of xtr me p v rty. There[! r 

whereas similar studies have been carried out elsewhere, Nair bi i uniqu in it 

demand and supply conditions . 

3.2 Population 

The target population comprised of all the mone ·I nd r in a1r b1 Alth ugh a 

preliminary census o this population ' uld h 

weighting, such a c n u 

that i unrl: ulated n 

th tu 

r l' u1 

'L \ amplm • PI w 

n t 

11 

puJ1 

tr, d 
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mm1mum sample of 30 Moneylenders was identified . This was done through 

convenience sampling as no known listing of moneylenders in Nairobi existed. In 

order to locate the respondents the researcher rei ied on leads given by people who 

had accessed credit from moneylenders as well as advertisements in the dailies . 

3.4 Data Collection 

Basic empirical evidence was collected from primary sources through field study 

using questionnaires as the data collection instrument. The questionnaire had both 

structured and unstructured questions . Part I of the questionnaire sought the 

personal information about the respondent which was used for cia sification . Part 

II sought to establish sources of finance . · art III addressed the I an pr cc , t rm 

structure of interest rates and determimints of mterest rates ( ee uppendi.· 2) . 

3.5 Data Analysis 

. . . , 
: . .. ,.· .. 
.: 

Before processing the responses, the completed que tionn tr" \ er editt.:d for 

completeness and consisten y. Dt.: riptivc:. u 

and standard d iati n wa u d l umrn n h~rt tbl d ., • s • n 

gr ph w~..:n: u d \ her 

m r r t i u t t nll 

II. utm t 
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CHAPTER FOUR 

4.0 ANALYSIS AND INTERPRETATION OF THE DATA 

4.1 RESPONSE RATE 

The respondents were identified through convenience sampling and the response 

rate recorded as follows: 

Table 4.1: Response Rate 

Distribution Response Percentage 

30 22 73% 

Source: Research data 

Given the illegality of the trade in Kenya and the fact that the research c incided 

with the government's investigation of bogus mtcro financter the 7 ~o re p n e 

rate was encouraging. In addition to this, considerin
0 

that th 

sampled were on! those within tht; r 

rate is quite telling o th proli r ti n 

4.2 DJ~,uo 1R tPIII I 

h I m 
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Table 4.2a: Distribution by Gender 

Cumulative 

Fre__g_uency Percent Valid Percent Percent 

Valid Male 17 77.3 77.3 77.3 

Female 5 22.7 22.7 100.0 

Total 22 100.0 100.0 

Source: Research data 

77.3% ofthe respondents were male while only 22.7% were female. This disparity 

in distribution by gender is seen clearly in the pie chart depiction below: 

Figure 4.2: Gender distribution of moneylenders 

Sourc : Re'i arch dt1tu 
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done so in Nairobi. The hazardous nature oC the trade may be explanation for this 
clear domination of the money lending trade by men. 

Table 4.2b: Distribution by Age 

Cumulative Frequency Percent Valid Percent Percent Valid 31-40 9 40.9 45.0 45.0 18- 30 5 22.7 25.0 70.0 41 -50 5 22.7 25.0 95.0 51 -60 1 4.5 5.0 100.0 Total 20 90.9 100.0 
Missing System 2 9.1 
Total 22 100.0 

Source: Research data 

The distribution by age as indicated ab~ve further reveals that the majority of .. moneylenders fall within the ages of 31 ~ 40 representing 40 9% of those who 
' responded to this question 45 4% of the mone lenders \\here d1 tnbuted equall 

within ages 18 _ 30 and 41 -50 Standing at 4.5% of the n: p nd~.:nt , tht: r ~.:arch 
also reveals that there are very f~.:\ mone..:l 

~nquiry int the educational tutu l th 
r stin) 

departure from \ h•tt Ul \h kt\1 l vcls l I 

m nc knd~;rs . Mon n n-h rm I du ti n 

nd lo skill I 

und th l m t h ttm ndo 
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Table 4.2c: Educational Status 

Cumulative 
Frequency Percent Valid Percent Percent 

Valid University 10 45.5 47.6 47 .6 
Secondary 6 27.3 28.6 76.2 
Tertiary 5 22.7 23.8 100.0 
Total 21 95.5 100.0 

Missing System 1 4.5 

Total 22 100.0 

Source: Research data 

The research findings as indicated in the table above show that 45 .5% of the 

moneylenders interviewed had attained university level of ducati n, 27 . % w r 

secondary level , and 22.7% had tertiary training. he level of ducati n evict need 

here augurs well for the moneylender's understanding and possible re ption of 

policy interventions in the future . 

Table 4.2d: Distribution by Pro(es ion 

Valid Busmess 

Accountant 

B nk1ng 100 00 
on 10 0 700 

0 7 0 
0 800 
0 0 
0 0 
0 0 
0 000 

000 

000 
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The distribution by profession shows that 27 .3% of the moneylenders are business 

people. This implies that their primary occupation is money lending. When further 

asked how long they had been in the business, 59% indicated a period of less than 

five years. This indicates that over the last five years the money lending trade has 

experienced significant growth as more entrepreneurs increasingly consider it a 

viable business venture . The remaining 63.6% of moneylenders are people in 

diverse professions many of which are related to finance (e .g. banking, 

accountancy and administration). These are people who possibly provide loans 

only as a source of supplementary income. 

As indicated in the table below the aver'age monthly income of .4% of the 

respondents is over KshslOOOOO and on! , 18 .2% earn belm Ksh ... 5000 

Table 4.2e: Average Monthly Income 

Valid Over 100,000 
25.000 - 50,000 
8 low 25 000 
50,000- 100,000 
To I 
S m 

th 

11 

.. '.: . . ~·· 

n 

7 
a 7 

,000 
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however, rely on commercial banks, MFis, and friends or relatives for funding. 

These stand at 8.4%, 4.6% and 7.4% respectively. Interestingly, the indication is 

that more moneylenders rely on commercial banks than they do MFis for funding. 

These are the moneylenders in employment who have bank accounts and can take 

advantage of commercial bank loans at lower interest rates than are charged by 

MFis. One of the moneylenders obtains 100% of the businesses fund from the 

bank, a case that demonstrates perhaps the possibilities that exist for servicing 

small borrowers and savers by linking formal and informal financial markets. 

Apart from those listed, the other sources of funds mentioned were SACCOs and 

interest income from the business which arguably fall into the MFI and own 

. savings categories respectively. 

Figure 4.3: Major Sources of funds 

- - ----
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interest rates. Preliminary questions posed to establish their mode of business 
' 

however, enquired on the moneylender's customer base and loyalty, their 

determination of credit-worthiness, requirement and amount of collateral 

demanded and finally whether they established the intended use of the loan. The 

findings were as follows: 

Figure 4.4: Approximate customer base 

51·100 

273,. 

Source: Research data 

36.4% of the moneylenders, representing the majorit ' hav o cr 100 licnt while 

27 3% have between 51 - 100 clients. H If of th r p n im upw rd. of 

50% in repeat bu in ss - id nc th. t hi h, th r~. 1 
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monthly income to fund their businesses. There was no indication of a scarcity of 

loanable funds. 

4.3 SOURCES OF FUNDS 

The research sought to find out what were the principle sources of funds for the 

moneylenders interviewed. These sources of funds were categorized as: 

Formal financial institutions (Commercial banks and MFI institutions were 

listed separately) 

_ Own savings 

Friends and relatives 

_ Any other source of funds (to be specified) 

The findings were as follows : 

Table 4.3: Major Sources o(Funds 

Frequency 

Commercial Banks 4 

MFI (e g K-rep 3 

Own vtn 21 

f dcnd Rei 111 •e 

Oth r 
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About 77% of the moneylenders interviewed indicated that they demand for 

collateral for purposes of security. Some however indicated that they only 

demanded collateral items for what they considered larger loan amounts. Those 

who do not ask for any security are mainly moneylenders in employment who lend 

to business colleagues on the basis of mutual trust and understanding. The 

following table shows the mm1mum and maximum values of collateral items 

demanded for different loan amounts and the number of respondents who indicated 

numerically what they demand as collateral for the specific loan amounts . (see 

appendix 3 for details) 

Table 4.4: Collateral demanded .. ,· ' 
.. . . :(: 

·~· 

N Minimum · 1 .. Maximum Mean Std Deviatton .. 
Loan amount up to 7 2000 ." ~ 30000 18857.14 10123.052 10,000 . 
Loan amnt 10,001 - 2000o', 

~ 

60000 38750.00 17500.000 4 
20,000 •, 

Loan amnt 20,001 - 2 50000 75000 62500 00 17677 670 
30,000 
Loan amnt 30,001 - 2 60000 105000 8250000 31819 805 
40,000 
Loan amnt 40,001 - 2 80000 135000 107500 00 38890 873 
50 000 
Loan amnt over 2 100000 200000 11 00000 70710 78 
50,000 

• 'tJ IIr t! • Ut• t'l lf h dat 1 
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moneylenders . What was revealed however is that after establishing that the item 

is not defective, a market value is attached to it that is usually significantly below 

its purchase price. This is the reason why incredibly, for a loan amount less than 

KSHS 10000 one of the moneylenders asks for a laptop while another for a 

vehicle. Typically, however, the money lenders demand for collateral valued at 

between 2 - 3 times the amounts loaned. They then enter into an informal contract 

with the c11ents to sell the item without further consultation as penalty for delayed 

or non payment. 

The arguments leveled against imposing interest rate c iling n M ~ 1 p tulatc 

that they bear the greater delivery cost of tiny transactions . Thi i becau 1n 

many cases they use personal contact in the place of formal collateral. ln addition 

to this, while the cost of capital and the loan loss nsk al) prop rti nntel \ ith the 

loan size, administration costs do not. Hence IFI bear the nme cost of 

screening, processing of loans, collecti n o p .. mcnt 

but for the numerous smaller lo n th t the; 

moneylcnd r d m nd ~ r ll 

evidenced ab c, the {lll tl 

1 nili ntl 

t II)\ -up ll 1\ lll -p m n 

h r h h an 

11 m n 
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always", 36.4% "no, never" and 27.3% say1ng "sometimes". This aga1n IS 

consistent with the fact that having secured a collateral item of value greater than 

the loan amount absents the need to inquire about the intended purpose of the loan . 

Conversely, because the clients stand to loose greatly if the item is sold, 68.2% of 

the respondents indicated that over 75% of their clients paid within the stipulated 

period . They also indicated that between 6 - 20% of them paid later than the 

stipulated period while only 0 - 5% of their clients did not pay at all indicating 

that the default rate is very low. 

This brings sharply into focus the fact that O\ mg t the b rvcd di ffcrcncc 

amongst the various micro financial deli~ery orgamzattOns effi rt at p licy 

intervention must take into account the e differences and adopt them a ord mgl 
"" ... 

• . i -. 
.. # .. 

4.4.1 Determinants of Interest Rates . . · .::./ 

Drawmg from the conventional method o ddt:rmin tion f inkr~.: t rat~.: among 

Micro financial institutions, th r P 

the consid~.:r d \ h n d t th 

factor w~.:n.: 
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These factors were th en graded as "extremely important" (5), " important' ' (4), 

"somehow important" (3), "not important" (2), and "not important at all " (I) . The 

following table represents a summary of the responses received: 

Table 4.4.1 a: SummaQ!.. o[_ rese.onses 

Importance leve l 
L Total I I Not I 
I 

Factor In interest important at Not Somehow Extremely I Not 

rate determination all 

A.dmin1strative Count I 
6 0 2 1 8 2 22 

e~penses 
I I I 

Expressed as % I 
1 91% 

27 3% .0% I 9.1% 36.4% 1 18 2% 100.0% 
of total 

I I 
~oan loss rate Count 3 3 1 2 8 1 4 2 22 

Expressed as % I I 
13.6% I 13.6% 36 4% 1 18.2% 9.1% 100 0% 

of total 

Cost of funds Count 6 3 2 7 4 22 

Expressed as % 
27.3% 13 6% 0% 91% 31 6% 16 2% 100.0% 

of total I 
Pate of inflation 6 2 ., 

4 4 22 Count 

Expressed as % 
27 .3% 91% 

of total 

, 
18 2% 16 2 100 0% 

m nt 1ncom Count 
2 2 

wpr % .. 7 27 3% 100 0 
of lol 

0 0 

.. 000 

.. 
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To analyze the data, the total sum of values attached by the respondents (i.e . 22) to 

each of the factors was obtained and then expressed as a percentage of the total 

sum of values attached to all factors as indicated in the table below: 

Table 4.4.1 b: Determinants o(interest rates charged 

Factor in interest rate 
determination N 
Administrative expenses 22 

Loan loss rate 22 

Cost of funds 21 

Rate of inflation 22 

Investment income from 22 
other sources 

Total 109 

'Source : Research data 

Sum Mean 
64 

67 

55 

50 

49 

285 

~ .' . .. . . ... .. 

2.91 

3.05 

2.62 

2.27 

2.23 

2.61 

%of Total 
Std . Deviation Sum 

1.770 22.5% 
1.647 23 .5% 
2.012 19.3% 
1.804 17.5% 

1.926 17.2% 

1.830 100.0% 

Out of the five factors outlined, the loan loss rate at 23 .5% was ranked highest 

amongst factors considered in determ~.na~ion of interest rate dministrnti 

expense at 22 .5% is ranked second . The st of und f mtlation fo\\ow 

in order of importance at 19.3% and 17 .-% n.: P~ ti d~ from 

ther sources is the 1 a t imp rtant in tht: d tc nin tt n t mt t t r t s. 

n n alt.; ol 1- th m n 
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rates in an ad hoc manner. The standard deviations of responses on all the !'actors 

may be rounded off to 2 implying that the moneylenders are not very diverse in 

their estimation of the factors' importance in determination of interest. 

4.4.2 The Term Structure of Interest Rates 

The term structure of interest rates measures the relationship between yields and 

maturities, all else being equal. In determining the term structure of interest rates 

charged by the money lenders in Nairobi, it is assumed that the extraneous factors 

are to some extent controlled due to the similarity of geographical 1 cation. 

However it is not possible within the scope or thts tud to a certain thi . 

The respondents were asked to indicate the interest rates charged for dttTerent loan 

terms ranging from less than 1 week to o er twelve m nth ut of a total or -7 

indications of interest rates charged, 34 fell within tht: pt;n d · ks than thr l: 

months . This indicates that the majority m • llv kn i on short-, 

term basis rarely exc cding th l l h I 1 that I \ 

re pondcnts indi atcd int 

th tat i ti rn·t nt t h -1 nth n r 

tl th 
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Table 4.4.2: Term structure of interest rates charged 

Term of loan Mean N Std. Deviation 
Less than 1 week 20.07 14 10.781 
1 -2 weeks 23.50 10 16.168 
2 wks - 1 month 29.17 12 16.629 
1-3 months 24.00 12 16.270 
3 - 6 months 16.50 4 3.109 
6 - 12 months 19.33 3 1.155 
Over 12 months 55.00 2 49.497 
Total 24.35 57 16.390 

Source: Research data 

The relationship between the interest rates and the loan terms are depicted 

graphica11y as follows: 

Figure 4.4.2: Yield curve on moneylender's loans 

~ ~----------------------------------, 

T rm of n 

Smm : Ut'.\ • rrc h ti ta 



'A Survey of Ten11 Stmcture a11d Determilll!_!t!S of Interest Rates: Tite Cas!:_!![ Mo1~eyleuders iu Nairobi' 

very close to each other. I Iistorically , when the general level of interest rates has 

been relatively high , term structures have tended to slope downwards . 

Alternatively they have sloped upwards when the general level of interest rates has 

been relatively low (Gardner and others, 2000). lt is also seen when the market 

expects that interests will first rise during a period and fall during another. In this 

case the similarity in interest rates charged for tenns between one week and three 

months is probably the reason for the humped curve. 

The mean percentage interest rates charged by money lender range from 20% to 

55%. This compared with the highest lending intere t rate (p r c nt) am ng t 

formal financial institutions charged by buddmg societies at 18 .75 ( cntral Bank 

of Kenya statistical Bulletm - June 2005) 1s clear! taggenng N tabl 
' . 

approximately 82% of the respondent~. indicated that the_ did n t vary th .. mterest 
.. 

rates charged for different clients . Thi hO\ · that n.:gt rdlt:s f th~.: llent' 

financial status, loan amount or l v l find bt dn tlk • • r subj~.: kd t) th 

same high rates 'I hu , alth ugh th m ntl · 1 ltttn I 1 itimat 

unction , th 11 1 ull t u tl l) It\ n that cconom1c 
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CHAPTER FIVE 

5.0 SUMMARY AND CONCLUSIONS, LIMITATIONS, 

RECOMMENDATIONS AND SUGGESTIONS FOR 

FURTHER RESEARCH 

5.1 SUMMARY AND CONCLUSIONS 

5.1.1 Summary of findings 

Money lending previously thought to be concentrated in rural areas is increasingly 

becoming an urban phenomenon. The research findings indicate that mon 1 ndcr 

in Nairobi are mainly male (77.3%) and that the majority of them hav attained 

University level of education, meaning that they are now more skilled than had 

been previously held. A good number (approximate! 30%) ha e mone lending as 

their main source of livelihoods W1th incomes upward f K. H 100000, the 

moneylenders are able to rely mostly on their wn m fi r th bu m~.:s . 

The traditionally kno"' n bt:n lt m n ..:In t l n bs rv d in 

th~.: fact th t m t ol th rn r n t ut h ot th lo·\n, 

dcp~.:nd mainl. on on n 

worthin · s ·m I lr 1 n I n 0 nh 
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enter into a contract with the client that allows them to sell the item at any point 

beyond the stipulated period of repayment without further notice . Further, 54.5% 

of the moneylenders indicate that only between 0 - 5% of their clients fai I to pay 

completely. Despite this implied low loan loss risk , the loan loss rate is ranked as 

the most important factor in their determination of interest rates . 1t is instructive to 

note however that its mean score of 3.05 means that though the loan loss rate is the 

highest ranked of all the factors it is not an extremely important factor in the 

determination of interest. 

The term structure of interest rates generates a humped ytcld curve typi a\ of 

periods when general rates of interest~~~ high and when the tntere t rate charged 
.. ;; 

for short and long-term loans are clo~f: However due to the fact that ery few 

moneylenders lend for longer t~an }~=months the re earch findtngs on telds 

generated beyond this period are not.·_Conclusive. The intt:rt: t rate; charged f r 

dlfferent loan terms ranging from a m n o ... 0% r 1 n wht sl: tc.:t m • rl: ll; s 

than a week to ne f 55% fi r I n o ov r 1 ... m mth t . tr tn I ' ht ,h in 

comp nson \ ith rate 

that tlH.:n; is a du l r I ttl n htp n I n th ot I an 

m. 

-. l. ( () IH. I u i HI 

uld '" r h m pi It I n 

h I' I I n t I 
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financial serv1ces can be an effective and powerful instrument Cor poverty 

reduction by enhancing the ability of poor people to increase incomes, build assets 

and reduce their vulnerability in times of economic stress, there still remams an 

estimated untapped market of nearly a billion poor peopleio 

Closer to home, the Minister for Finance, addressing a gathering of officials from 

savings banks at the opening of the lith World Savings Bank Institute Africa 

group meeting in Mombasa 11
, said it was easier for a camel to get through the eye 

of a needle than a low-income earner to get a loan from a multinational bank. He 

was appealing to the savings banks to fill the gap that the withdrawal r 
multinational banks from rural areas as a co t-cutting measure had left on low-

income earners access to credit. 

Whereas Microfinance programs were created to pr vid fin n 'I outn.:a -h t 

t bel.ng erv d bv the commt:r i. l b. nkin clients who were no .. 

sere ning processc still man ge t 

po r'. This d monstrat th t th P 

V\:ntun; so r 1 to 

p M'll\ 

n l 1n 

th 'har i 01 

01\ll I tl 

n ultur l I n 

tn atu ta n 
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Although demand for the informal financial services provided by moneylenders is 

evident among the urban poor and people in employment alike, demonstrating 

their capacity to fill the gap alluded to earlier, discussion on informal money 

lending as a significant form of micro finance has been shrouded in mystery and 

suspicion. lt would seem that moneylenders are a lot that policy makers would 

much rather I ike to sweep under the carpet. 

Considered "friend" when they lend much needed money without too many 

questions, but "foe" when they come to collect, the int re t rates charged by 

moneylenders remain the main hiccup i~ their di charg of tinan ial rvi c . 
. . 

Significantly higher than those charged ~ other financial service provider , these 
.;• 

interest rates seem to be determined on · ~-~ ad hoc basis, a the m n lenders do 
' 

not attach much importance to any oft~~ factors con entionall used to determine 

MFI interest rates . In addttion to this, decision n ~.:m ing intt:r~: t rak hargcd 

and collateral items demanded etc. are m d \ ith linl r h:r~.:m: in the.; 

market indicating that mon • l n t:r r n m 

mon poly pro 1t . In pit thl nt .u ( unt ( I ust m , 

th 11\\t.lll 

n u 

Jl l t UI h an n n 

It h ur 
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service providers like moneylenders and pawn brokers might be able to play 111 

lifting the poor out of poverty . 

5.2 LIMITATIONS OF THE STUDY 

As mentioned earlier information specifically on the money lending trade is very 

scarce even within publications on microfinance. This made the compilation of the 

1 iterature review quite challenging. The handful of authors who have broached the 

subject are therefore widely cited in the paper. 

.There is widespread suspicion among the traders due the ill g tity r th trade . 

Many of them simply declined to be interviewed as a result. The r arch wa al 0 

carried out at a time when the government was cracking down on b gus 

microfinance institutions which made data collection dtft1 ult. To that e:tent th 

study has been denied the extra data that would have Furth r nn hed th"' finding . 

While it would ha b n u ul , r th u 

indicatton the t tul p pul 

bee· us~.: no ·n n n 

I t 

' i htin , tt hav ' \11 

1 r l 1, It 1 IH t 1 

hn m IH u 11\\ 

l 1 

th 
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In the determination of the term structure of interest rates the cx.traneou factors 

are assumed to be controlled by the fact that the moneylenders are located within 

the same geographical area and are therefore likely to be subjected to similar trade 

conditions . This can however not be ascertained within the scope of the study . In 

addition to this, the fact that most lenders lend in the short term (between 1-3 

months) means that the findings beyond this period are not conclusive. 

5.3 RECOMMENDATIONS 

It is crucial that policy makers recognize the vast dtfferenccs between poor pcopl 

and realize that very different deltvery rganizatt n " tth ancd but 

complimentary objectives will be needed to serve them all. Failur to d · r ult 

in the current scenario where inforll!al financial ervice pr v1der \ h might be 

able to provide alternative financial ser\tic_es, are instead reduced t instruments f 

quick fixes for shortages m rent fee ~;bt r p~ mt::nt nd o on th r b 

deepening the vicious cycle of debt nd dri •m to r th r th, n awa • from 

p vcrty. In view ot th b th II ' m r rnm n til n 

tr tl •, tn nr r r hi ull I t t ' th n I \ 11 u t 

to nlcr 

lilt m lll If ur 

t It 

ul h 

h ull 



'A Survey of Tenn Stmcture a11d Determinants of Interest Rates: 'Dte Case of Moneylenders i11 Nairobi' 

explore ways in which small borrowers and savers can be serviced by linking the 

formal and informal financial sector. 

Secondly, regulation of this "permission to lend" should be relatively simple in 

order to avoid excessive supervisory costs. This may entail some form of 

registration and permit issuance with clauses that enable government action in 

case of abuse. To protect consumer interests and avoid the over-indebtedness that 

has been alluded to previously there should be minimum guidelines on 

examination of the borrower's repayment capacity and acceptable loan collection 

techniques . 

Thirdly, whereas the imposition of interest rate lim1ts on formal m1cr finan 

institutions have been discouraged o ing to the greater d h\ ery co l of tin 

transactions vis-a-vis their cost of funds loan los rat and admini tr tt 

the research findmgs indicate that them n y 1 ndin m u t • i uit. bl · immune.: 

r m thcs transacti ps . 

l·i1 ·til •, h lor r ul n th tm n n 

h 
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to best meet the needs of those being served . This means that there should be an 

injection of support for extensive research on the subject. 

SA SUGGESTIONS FOR FURTHER RESEARCH 

Money lending is a very scarcely researched subject and therefore immense 

opportunity exists for further inquiry . This study has focused on the supply side of 

informal money lending and therefore possibilities for further research exist in the 

consideration of the demand side of informal finance . This includes but is not 

restricted to inquiry into the size of this informal market and the amount of money 

circulatmg wtthin it. This would make for mtercsting in~ rm tt n c pc tall t th 

exchequer. 

, . .. . ... .­. . . 
• 

-. 
I • 

pecifically from the borrower's poin~ of vie\ , research c uld ~ undertak. n t 

uncover what is considered in the choice of mon ·l ndt:r , nd \\hetht.:r th' are 

interest sensitive ~ one may also \. i h t find ut th ir r • n. t r pr rt:r~n t: r 
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their services beyond just lending. This may be done using an expanded sample 

SIZe. 

Based on these exploratory findings, future research may also be undertaken to 

test the hypothesis that moneylenders do set interest rates on an ad hoc basis. In 

this way it would be possible to determine whether there are indeed some 

transaction costs incurred by the moneylenders that justify the rates that they 

charge. 

It would also be instructive to explore further the I an mv lvcd m 

money lending: that is the contracts entered into, th similaritie and di [! rcn 

from one moneylender to another, the screening problems 1f an and the colle ti n 

methods . This would be especially useful amongst tho e mone~ lender "h do not 

demand for collateral . 
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APPENDIX 1: Letter of introduction to the respondents 

~-
' ' . \. 

• UNIVERSITY OF NAIROBI 
-FACULTY OF COMMERCE 

-MBA PROGRAM- LOWER KABETE CAMPUS 

r ~kpihlll<:. 7 3:! 160 1-:xt. 203 
ld~~r;lllh ·-v~rsl!~ ··. r-;;urubi 
r ~k~: 22095 Varsil~ 

DATE ... - ~f. f.?.r .. l ~ ... ................... . 

TO WHOM IT MAY CONCERN 

PO B,,,)U\97 
\";mobi. K~n~ a 

The bearer ofthis letter ... 0.~~?'-- 1 r:JF. .. :.A:. _DKI .~? ........................... . 
Registration ?\o: .. P.J.~_Ij P /.1-9.? 0 

/ Ol? ..................................... ........... . 
is a 1asrer ofBus·ness Adminis ra ·on(. 1B.-\) s d 1 ot 11 e Uni\t~rsi y ofN:1irobi . 

...He/she is required to s bn It as pa L o' · 
project report on some man .. ; en~ent probl~m 
proj~:cts on re I probl ms ~ n . 1r 1 
if you assist · her b: llo m r 
r ·s rch. 

lh 



APPENDIX 2: A sample of the questionnaire sent to respondents 

QUESTIONNAIRE 

PART I 

Please indicate the following (Tick 0 as appropriate) 
1. Gender Male 0 1 

Female 0 2 
2. Age Under 18 0 1 

18-30 0 2 
31-40 0 3 
41-50 0 4 
51-60 0 5 
Above 60 0 6 

3. Marital Status Married 0 1 
Single 0 2 
Divorced 0 3 
Widow/Widower 0 4 
Separated 0 5 
Other (specify) 0 6 

4. Household size 

5. Educational status University c l 
Tertiary 0 

econd 

Prim 

it 

Pro c ion 

7. PI m nth tillin 

2 



APPENDIX 2: A sample of the questionnaire sent to respondents 

PART II 

8. Please indicate your sources of finance for the business. 
Source 

A Formal Financial Institutions 

a. Commercial Banks (e.g. Barclays) 
b. MFI Institution (e.g. K-rep) 

B. Own Savings 

C. Friends/relatives 

D. Others (specify) 

PART III 

9. What is the approximate size of your customer base? 

0 - 20 0 1 
21 - 50 

51 - 100 

Over 100 

0 

0 

0 
10. How do you establish credit-worthiness of a customer? 

1 1. How many of your customers have urn 

12. Plea c indic t th c 1lht 

Up tu 10, 0 

()UOI -

2 

3 

4 
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13. Please state your reasons for demanding collateral. 

14. Do you establish the intended purpose of obtaining the loan? E.g. School fees, 
Rent etc. 

Yes (always) 

Usually 

Sometimes 

No (never) 

0 

0 

0 

0 
15. How much do you lend? 

Minimum 

Maximum 

Average 

16. Please indicate the following. 

Term of Loan 

Less than 1 week 

1 week - 2 weeks 

2weeks - 1 month 

1 month - 3 months 

3 months- 6 months 

6 months - 12 months 

vcr 12 month 

17. Which ofth ~lll 

1 

2 

3 

4 

Maximum Regularity of 

Loan Amount Pavment 

Interest Rate 

Charged 

ninin Ut 



APPENDIX 2: A sample of the questionnaire sent to respondents 

18. Please indicate the extent to which each factor is important in your determination 
of interest rate: 

1 -Not important at all 

2- Not important 

3 - Somehow important 

4 - Important 

5- Extremely important 

Administrative expenses e.g. salaries, rent, utilities etc. 
Loan loss rate (uncollectible loans) 
Cost of funds e.g. from commercial sources 
Rate of inflation 

Investment income from other financial assets 
Other (please specify) 

1 

0 

0 

0 

0 

0 

0 

2 3 4 

0 0 0 

0 0 0 

0 0 0 

0 0 0 
0 0 0 
0 0 0 

19. Do you charge different interest rates to different clients for the same loan 
product? 

Yes 0 1 

No 0 2 

20. If yes, how do you determine what interest rate to charge? 

21. How long is th pen d betw n pplyin n: it 
Days um 
W ek 2 um r 
Month Ulll 

22. Wlnt pr 1p( rti n ur \ 11111 th llpul t d 

I 

2 
II- 1 

·i I . 

5 

0 

0 

0 

0 

0 

0 
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23. What proportion of your customers pays LATER than the stipulated date? 
0 - 5% 0 1 
6-10% 0 2 
11- 15% 0 3 
16-20% 0 4 
Over 20% 0 5 

24. What proportion of your customers does not pay at all? 

0-5% 0 1 
6-10% 0 2 
11-15% 0 3 
16 -20% 0 4 
Over 20% 0 5 

25. What reasons do your customers give for non-payment? 
Unexpected Emergencies 0 1 
Business failure 0 2 
Loss of employment 0 3 
Other (please specify) 0 4 

26. Please indicate the penalty you charge for del _ p. _ enr. 

27. Jhwhn•h, ' y u ninthi lin 



APPENDIX 3: A summary of findings (coded data) 

Demoeraphic Analysis 
RESP GENDER AGE MIST AT ED/STAT PROF AI 1 2 2 2 3 I 3 2 2 4 3 3 1 I 3 I 3 I 3 I 1 4 I 2 I 9 I 2 5 1 3 I 1 1 1 6 I 4 1 1 2 1 7 2 9 1 2 3 3 8 1 2 1 1 4 1 9 I 3 I 1 4 1 10 2 5 1 I 5 1 II 1 4 I 2 6 3 12 1 4 I 3 2 4 I3 1 3 I 3 7 3 I4 I 3 1 2 2 4 I5 1 2 1 2 2 4 16 I 2 1 2 2 4 17 I 2 2 1 8 I 18 I 4 I 1 9 9 19 1 3 1 1 6 2 20 1 3 1 1 2 

21 2 3 1 3 1 4 22 1 9 1 1 9 2 Note: No respon e - 9 

RESP CBs MFls 
1 0 0 100 

100 2 0 0 100 0 0 1 3 0 0 80 0 0 0 4 0 0 70 0 0 70 
5 0 0 100 0 0 I 0 
6 100 0 0 0 100 
7 0 0 100 0 0 1()0 
8 20 30 0 

100 
1110 
lOU 
100 

lOll 
II HI 

0 
0 
0 



APPENDIX 3: A summary of findings (coded data) 
RESP. C/BASE EST. ILP MIN/LA MAX/LA AVILA 1 3 4 500.00 5000.00 1000.00 2 4 4 2000.00 50000.00 5000.00 3 4 3 1000.00 10000.00 2000.00 4 3 3 1000.00 10000.00 2000.00 5 4 4 500.00 10000.00 2000.00 6 1 1 9 100000.00 9 7 1 1 1000.00 50000.00 10000.00 8 4 1 5000.00 200000.00 20000.00 9 4 3 100000.00 1000000.00 150000.00 10 2 4 5000.00 15000.00 10000.00 11 1 3 500.00 400000.00 30000.00 12 4 4 500.00 50000.00 2000.00 13 3 4 9 20000.00 10000.00 14 1 1 2000.00 10000.00 6000.00 15 1 4 1000.00 10000.00 2000.00 16 3 1 5000.00 50000.00 30000.00 17 4 1 5000.00 300000.00 20000.00 18 4 4 1000.00 500000.00 20000.00 19 1 1 5000.00 60000.00 20000.00 20 1 I 10000.00 9 20 00.00 21 3 3 3000.00 9 

22 3 3 10000.00 300000.00 100000.00 -- -Mean 3 3 7950.00 157500.00 23100.00 -
RESP. <!WEEK 1-2 WKS 2WKS-l MNT 

30 9 50 
9 2 30 50 9 60 9 3 30 9 50 
9 4 30 9 60 

5 30 50 9 9 
6 20 9 

9 
7 20 20 20 
8 5 10 20 
9 9 9 

9 
10 
II 9 
12 10 20 

20 



APPENDIX 3: A summary offindin~:s (coded data) 

Term Structure oflnterest Rates in percentages(%) Determinants of Interest Rates Charged RESP. 6-12 MNT >12MNT AE LL CF I 9 9 4 2 5 2 9 9 I 4 I 3 9 9 4 1 4 4 9 9 4 4 2 5 9 9 1 2 2 6 9 9 0 0 1 7 9 9 1 4 5 8 9 9 4 4 5 9 9 9 5 5 5 10 9 9 1 1 1 11 9 9 1 4 0 12 9 9 3 1 0 13 9 9 5 4 1 14 20 90 4 3 4 15 9 9 1 3 1 16 18 9 4 2 5 17 20 20 3 5 5 18 9 9 0 0 0 19 9 9 4 5 0 20 9 9 5 5 5 21 9 9 4 4 2 22 9 9 5 2 5 Mean 19.33 55.00 2.91 3.05 2.50 -Std dev 1.155 49.497 1.770 1.647 2.04 

Determinant 
RESP. RI DIR LPP 3 2 

2 
3 1 2 0 
4 2 9 I 
5 2 2 0 
6 0 0 
7 3 0 
I! 3 4 0 

l 
0 

2 



APPENDIX 3: A summary of findings (coded data) 

RESP. PCPWSP PCPLSP PCNP PLB CREDIT WORTHINESS RPT CLNTS (%) 
1 5 5 4 1 Security 20 
2 5 2 4 2 Security 60 
3 5 4 2 1 Security 70 
4 5 3 2 1 Security 50 
5 5 2 1 1 Presentation 60 
6 5 1 1 1 Pays1ip/security 50 
7 3 4 1 2 Employment 50 
8 5 2 1 1 Credit history 90 
9 5 4 2 2 Credit history 40 

10 5 1 1 1 Salary/security 20 
11 5 5 3 1 Personal evaluation 100 
12 5 3 2 2 N/A most 
13 3 5 1 2 Identification 25 
14 5 2 1 2 Reference 25 
15 5 4 1 1 Reference 80 
16 5 3 I 2 Credit history 15 
17 I 5 I I Credit history 100 
18 3 2 5 4 N/A 9 
19 4 5 1 2 Per. onal evaluati n 0 
20 5 2 I 1 ·mpl yment 100 
21 3 4 2 1 N/A 45 
22 3 2 5 1 Pay_slip .' secunt mnn - --:- . -Mean 4 3 2 55 -

ollateral demanded 
RESP. U to 10000 I 000 1-20000 2000 I-30000 30001-40000 40001 50000 0 er 50000 

I 2000/30% 9 9 9 9 9 
2 30000/mobile phone 60000/electronic 9 9 200000 eht le 
3 20000/mobile phone 9 9 9 
4 20000/electronics 9 9 
5 mobile phone 9 9 
6 9 9 

7 lA 'lA 
20000 1p y lip 300001 I re 

9 1 40%/motor vc:hi le 1400/c 
10 I 0000 I 

y 
II lA 

12 


