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I‘Q.

This study sought to identify {actors that influence credit flow to Small Scale Enterprises
(SSE) from the point of view of SSE and commercial banks. The need for this study
arose from the fact that a lot ¢f smali businesses do not expand their business opeiations
and new start-ups are limited due to lack of financial resources they need. There is lack
of identified factors that could indicate accessibility o| credit to SSE.

I’n order to achieve the objectives of this study, primary data was collected from sample
of SSE in the Eastlands of Nairobi and cominercial banks with a sample size of 30 eac
The methods of data collection were "a drop and coliect later procedure” of
questionnaires to the comimercial banks and personally administering the questicnnaires
tothe SSE. Faciors 1 and 2 (inferest rates, gender) were tested for independence using
Chi-Square Statistics for both commercial banks and SSE responses. Factor 3 namely,
commieicial uan!\;c titudes 1o credit Guarantee Schemes, was tested using a sign test

statistic.

The dota analysis revealed that the two factors (interest rates and gender) were
independent of credit flow to SSE. in other words, interest rates and gender are not

important factors for credit fiow to SSE.



v
The analysis for factor three revealed that there is positive attitude by commercial banks

io Credit Guarantee Schemes.



[38]

w

(8]

1.4

vV

TABLE OF CONTENTS

Acknowledgement

F N a1y 4= o AU E U SOU RO RURURUPRRRRRRSTN

T atE o Te 1N Tot ¢ ut  HUUURURUUSU OSSR SUUUSRRUURRPPRUURRRURR
BACKGIOUNG ..ottt et e et e e eae s ere e eebe e snne e enra s
st RaAtC . e TR

= R To = GRS PRTOUURTPRRR

Attitude of Commercial Banks to Credit Guarantee Schemes

Objectives of the Study

Hypothesis

1

2

3



1.6 IMpoirtance Of e SHUAY . ..o g
181 T B e DI OIIBUIS . et e e e et e e e e e 10
1.6.2 The Government Policy MakerS. ..o 10
1.6.3 The Smali Business Consullants ... 10
LRSI B o= T (=13 Lot TSRO 11
1.7 Plan and Organizations of the Research Report......ooooivii. 11
CHAPTER TWO
2.0 Literalure Review . e 14

2.1 HaTt Ko le LRI 1141 4 DUURUEUUOU RSOOSR TR OO TSRS USUUUR ST UUUPRRORRRURUPPPRORI 13

2.2 A Survey of Empirical and Theoretical Literature.....c..ooovvvvvevececeee. 13
2.2.1 Atlitudes of Commercial Banks to Credit Guarantee funds and

Mutual Guarantee Systems (GGS and MGS) ..o, 13
2.2.2 Commercial Banks Atlitudes to Credit Schemies .o 14
2.2.3 Effects of Interest Rates on Credit Flow to SSE..ooiiiiiieea, 17
A S € =T g e T OSSO UOSR 20
2.2.4.1 Limited Access to Financial Services for WWomen......ccoovveeeveeeeccene, 20
2.2.4.2 Education and Familiarity with Loan Procedures......occovviiiiniccnins 21
2.2.4.3 Social and CUlUral BarrierS. ..ooo oo eeee e e, 21
2.2.4.4 The Nature of YWomen's BUSINEeSSES.. e 22

GMIVERSITY OF NAIR™
NONED KARETE LIBREL.



w

..}

1

(S

3.2.1

(SN

o

N

W

o

o

RS

Vil

CHAPTER THREE

Research Method

b

Populalion of Gtudy

S BT et
SAMPIE FIAME. oot
Sample Size. ..o S S S S———
Sample Selaction TeChniGUe.......oo e

Data Collection TeChnigUeS ..o,

Dt E AN Y SIS e

CHAPTER FOUR

Data Analysis and FIndings......cccccceveeeenld R s i i o s s

I OAUCION .. o e
Banks ReESPONSES ... it e

Factor One: Interest Rates . oo

Factor Three: Comimercial Banks Atiitude to CGS i,
SO RO ONSES e a e
FaCtor One: I ere sl R oS ettt e et e e e e e eeenas

F A Ol TV BN T . e e e et e e e e e eeree e e e enesaas

24

24

24

24

25

26

26

[
[{e}



&1

Gt G o
BN :

(7]

U1
&

vii

CHAPTER FIVE

Discussions, Conclusions and Recommendations/

SUGGESTIONS ettt et e et e e e eatraaaan “
COonCIUSIONS DISCUSSIONS v et
Recommendations/Suggestions ..o
Limitations of the Study ..o snss e sy oo SRS
Suggestions for Further ResealCh e

) L= 1T 1 TSNS



ix

[faigl A”i?" -

1 i WY [\\ -J

4.2.2.1 The Effeci of Interest Rates on C dit Flow to SSE both Observed

and Expected (E) FreqUENCTIES vttt esve e ere s 30
4.2.2.2 The Effect of Gender in Credit Deliveries to SSE, both O and E

e FT=) 4 Tod =T o2

4.2.2.3 The Effect of Interest Rates on Credit Flow to SSE, both O and E
e U Lo t=c SR e 37
4.2.2.4 The Efiect of Gender on Credit Accessibility to SSE, both O and E

FEOUUEINCIES vecve e ceieee e cereee e e e e etae s ear s e ertsasessessbeessbseessaassbnesensseesssensrnas 39

LIST OF APPENDIX

(i) Sample of felter to CB and SSE by Researcher..eiiiiee, 46
(il Secliont A: A Sample Questionnaire to Commercial Banks................ 47
(iii) ction B: A Sample Questionnaire to SSE...o S0

(iv) List of Commercial Daniks (Sample Frame) ..o 52
(v, i



3

O e
O
W

i

M
i

SSE

X

ABEREVIATIONS

Commercial Banks
Credit Guarantee Schemes
Expected Frequency

rriediich Eberit Stiftung

Observed Frequency

Small Scale Entferprise



ction

Q
[
i

-
o

nir

1.1 Background

The tremendous potential of the informal sector can only be awakened if Small-Scale
Enterprises (8SE) can obtain the financial resources they need to expand their operation.
The improvement of the SSE accessibility to credit can increase new business start-ups
and expand the already existing operations. The sector will create employment and wiil
provide income for many people who are involved directly or indirectly. This-will inturn,

contribute to the growth of the economy of the country.

A business can obtain finance for operations and further expansion through contribution

of capital by cwners, sale of stock or loan obtained from banks and other financial
intermediaries. Mest of the operators in the SSE sector have very limited financial and
properly base both at personal and family savings or propetrty-base as viable sources of
funds for business operations and expansion for most of SSE. Also the size and legal
status of SSE's prevent them from flouting stock. Thus, sale of stock as an option for

raising funds is not applicable te e only option left is borrowing from the banks

Y
i

w

or financial intermediaries. Two impoiiant conditions that have to be satisfied bef

loan by a bank is given is security and abiding to pay the interest charges. Whereas

-

many SSE ate willing to pay the interest charges, they are often not able to provide

tangible collateral to secure the loans. Tangible collateral is therefore, an impoiiant factor
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influencing the flow of credit to SSE's. 11 addition to collateral, there are other factors that
influciice the availability of credit to SSEs. These are interest rates, gender, and

commercial banks atiitudes to credit guaraniee schemes (CGS).
1.1.1 Interest Rate

Interest rate is the cost one incurs on funds borrowed from money lending institutions
such as banks. Generally, high interest rates discourage prospective borrowers from
applying for loans and vice versa. Low interest rates tend to have the opposite effect.
However, the findings of a study conducted by Abugrhe (1993) seems to contradict this.
Abugre studied the work of the Agency for co-operation and Research in Development
(ACORD). ACORD is an NGO which has credit programimes in the Districts of Uganda:
Guiu, Nebbi and Mbarara. The involvement of ACORD in these districts resulted from
the desire to find cut why demand did not respond to interest rates. The common
borrewer response is that the higher the interest rates the lower the demand for credit.
No study was found which has investigated this customer behaviour. Thus, it is not clear
whether small business operalors are insensitive to the cost of borrowing funds. If this

were to be the case then the only major hurdle between them and credit would be

tangible coilateral.

Small self-selected groups not exceeding 15-30 people were encouraged to form savings

and credit groups. These groups were to pool together their cash savings into a common



pool from which they wouid provide themselves with short-term loans at a cost. They

.

loaned to members on a monthiy basis at & 1ate of interest sometimes exceeding 30

P

percent a month. Inspite of this high cost, the demand for credit remained high.
However, itis not clear from the study whether high interest rates discouraged borrowing
as tis generally assumed. This is an aren which is not yet investigated to establish how

interest rate influences credit accessibility to SGE.

1.4.2 Gender

Women commoniy have limited access o financial services. Hossain (1988) conducted
a study which revealed a very low percentage of women who have access to credit. In
his study, Hussain gathered data flom 800 randomly selected househoids in
Bangladesh. He found out thal about 45 peicent of the respondents had access to credit

in 1987 but only 2.8 percent of them were woimen.

One of the teasons why women's access {o bank credit is limited is the requirement that

o

woinen borrowers be guaranteed by their husbands. Yet there are many wemen who

manage their affairs and resowces on their own. In addition, there is a growing number

of single wornen many of whomn have children. These women are on their own and make

their owiy decisions. Yetaccording to the curtent praclice by the commercial banks, they

would never qualiiy for a loan since they do not have husbands to guarantee them,

notwithstanding the fact that they may have coliateral.
, Yy



Is this just a tradition that commercial banks use to exclude women from credit? Why
should Formal Financial Institutions continue to hold on those conditions which seem to
have been overtaken by events? The investigation aims at finding out whether

commercial banks still require that women borrowers be guaranteed by their husbands.
1.1.5 Attitude of Commercial Banks to Credit Guarantee Schemes (CG3)

Banks in Kenya have a negative attitude towards CGS (Levitsky 1993). The Govergment
of Kenya (GOK) and financial intermediaries such as Non Governmental Qrganizations
(NGOs), mobilize SSE into groups and organize CGS's to be used in the place of
tangible collateral to secure loans for smali borrowers from commercial banks. Credit
Guarantee Funds are established usually with Government financial support to provide
lending institutions with money to compensate for the losses sustained

when borrowers default on loans. These CGS's have not been successful in Kenya
because loans are not 100 percent guaranteed by the Government, unlike the case in

France and Japan. Hence, commercial banks in Kenya do not recognize CGS.

in his study, Levitsky, (1993) found that in the past, CGS's in developing countries such
as Kenya had not proved very successful. There is usually a major problem in getting
banks to participate in guarantee schemes. In addition, the banking sector in Kenya was

not sufficiently aware of the potential of the Credit Guarantee arrangements and was not



co-operative in the development of such programmes. He conciuded that there was lack
of understanding and working relationship between commercial banks, the Government
and the local developrment organizations that could allow for the successful development
of such CGS's. Yet the GOK is cocmmitied to the promotion of SSE as an important
strategy for the creation of employment and the overall economic development (GOK
Sessional Paper No.2 of 1992). Thus, the major problem lies with the commercial bank
attitude towards lending credits to groups with CGS's. This has not been systematically

investigated and documented as a factor influencing credit flow to SSE.

The summary of the factors that infiuence credit flow other than collateral as discussed

above are as follows:-

1. Interest rate
2. Genaer
3. Attitude of commetcial banks to Credit Guarantee Schemes

1.2  DEFINITIONS

1.2.1 Small-Scale Enterprises (S3E)

Ekpenyong {1992) in his definition has staled that there is no generally accepted

definition of a small business because the classification of business inio large-scale or



small-scale is a subjective and quantilative judgement. In countries such as the U.S.A.
Britain and Canada, Small Scale (59) business is defined in terms of annual turnove
and the number of paid employees. In Britain SS Business is defined as that industn
with an annual turnover of 2 million pounds or less with fewer than 2000 paid employees
in Japan, SS industry is defined according to the type of industry, paid-up capital anc
number of paid employees. Consequently small and medium size enterprises are
defined as those in manufacturing with 100 miilion Yen paid up capital and 30(
employees, those in wholesale rade wilh 30 million Yen paid-up capital and 10(
employees, and those in the refail service trades with 10 million Yen paid-up capital, anc

50 employees.

in Nigeria, there is no clear-cut definition for a medium-scale enterprise. The Centia
Bank of Nigeria in its monetary policy circular No. 22 of 1888, defines SSE, as having
an annual tunover not exceeding 500,000 Naira. In the 1990 budget, the federa
government of Nigeria defined SSE for purpoese of commercial bank loans as those witf
an annual turnover not exceeding 500,000 Naira, and for merchant bank loans, those
enterprises with capital investments not exceeding 2 million Naira (excluding cost o

land) or a maximum of 5 million Naira.

Belandress (1887) defines Small-Scale Enterprises as the manufacturing or non
manufacturing service enterprise in which the owner-manager is not necessarily activel

engaged in preduction but peiforms the varied tasks involved in guidance and ieadershij



without the help of a specialized staff. He also defines microenterprises as those
enterprises which are mainly family based, unregistered by the government and lack

collateral as assets that are bankable.

Kenya Development Plan, 1830-19393, states that a small business is a company with
less than 50 employees and has an annual turnover of upto Kshs.5 million. it goes

further {o state that these small scale businesses are characterised by:

(@) ease of eniry and exit

(b) low capital requirement

(©) dependence of local resources and recycled wastes

(d)  family ownership

(e) labour intensive production techniques

() fow cost skill acquisition mainly ouiside formal school system

() aLiiity to operate under high competitive market conditions (Dossajee,

1992).

The Ministry of Technical Training and Applied Technology definition takes a narrower
view and includes only those enterprises which are technically based in the popularly
called "Jua Kali". They define it as the rural-urban non-farming small enterprisg usually
comprising of 0-9 employees specializing in general servicing and produciion of a variety

of items using indigenous technology (Maalu, 1280).



For the purpose of this siudy, a smaill business is defined as one that employs fewer than
S employees, is seli-initialed, both/or formally and informally financed, managed by the
owner and geographically not dispersed. This definition is chosen because the

population of this stucy displays this peculiarity.
1.2.2 Credit

According to the Concise Oxford Dictionary (7th Edition) Credit is defined as "sum at a

i

person's disposal in books of a bank." This dictionary definition is not adequate. In this
study, it is defined as money given by a lender, who sets conditions that must be agreed

upon by the borrower.

1.3 Statement of the Problem

There are other factors apart from tangible collateral that aifect credit accessibility to

SSE. These faclors have not been empirically investigated and formally documented as

influencing the flow of credit to SSE.

The factors identified as influencing credit flow to SSE include:

1. interest rate
c. Gender
3. Attitude of commercial banks to Credit Guarantee Schemmas



1.4 Objectives of the Study

1. To investigate the extent to which interest rate affects credit flow to SSE.

2. To find out why the commercial banks still require that women applicants

for bank loans be guaranteed by their husbands.

mmetc:al banks towards Credit Guarantee
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1.5 Hypotheses

H1. Credit accessibility is independent of interest rates.
H2:  Credit accessibility is independent of Gender.
H3:  Credit accessibility is independent of commercial banks attitude towards

Credit Guarantee Schemes

owks
o

Importance of the Study

The result of this study shali, hepefully, be useiul to the following patties.



1.6.1 The entrepreneurs:

(i) By creating awareness of where to go for a loan and what the

procedures are.

(i) To strengthen co-ordination among credit schemes and between

these schemes and other programmes.

1.6.2. The Government policy makers.

(i) To assist in proper assessment of beneficiaries so as to

appropriately target the credits.

(i)  To strengthen coordination among Credit Schemes and between

these schemes and other programmes.

1.6.3 The Small business consultants.

(@) The study forms a good basis for giving their clients useful advice

on where to go for a loan and what the procedures are.

10
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Acadeinics

i The study forms a sound basis for further research into imprevement
of credit delivery systems to small scale businesses and Jua Kali
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ND CRGANIZATION OF THE RESEARCH REPORT

This rescarch repoitl is presented in 5 chapters. Chapter one gives the introduction,
background of the study, definitions of Small Scale Enterprise; Credit, The Stafément of
the Problem, Objectives of the Study, Hypotheses and Importance of the Study.
Chapter two decals with lilerature review. Emphasis is given on the factors inﬂuenc'ing
credit flow to SSE a part from tangible coilateral. Empirical studies that have been
carried out on credit delivery systems on smali scale businesses in Kenya and other

arts of the wotld are also reviewed.

he third chapter deals at length with the research method, a detailed discussion of the
population of study, sample frame, sample size, sample selection techniques, data

collection techniques, data analysis techniques is presented.

1 AIVERSITY OF NAIRD”
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The fourth chapter covers research findings and discussions, SSE responses,

commercial banks responses.

Chapter five and last chapter gives the summary of the findings, conclusions,

recommendations, and the limitations of the study and suggestions for further research.



CHAPTER TWO

P>
o

Literature Review

2.1 introduction

The volume of literaiure on SSE in Kenya and the world at large has been growing fast.
influencing credit accessibility to SSE per se is
scarce or none at all. The available studies have tended to concentrate on business
success, management aspects, development banks and SSE, the role of NGOs in

creating enabling environment, credit guarantee systems, among others.

This literature review will focus on the studies that have been conducted on factors
affecting credit availability {o SSEs. it cutlined the areas that have already been covered
by cther researchers, gaps in knowledge and areas of misunderstanding and uncertainty.

2.2 A SURVEY OF EMPIRICAL AND THEORETICAL LITERATURE

2.2.1 Attitudes of commercial banks to Credit Guarantee funds and Mutual

Guarantee Systems {CGS and MGS)

Levitsky, (1993) contends that one of the major problems depriving small enterprises of

access to finance from institutions is the perception by the ienders that giving credit to



SSEs is a high-risk undertaking. This is primarily because these enterprises cannot
provide sufficient tangibie collateral or material securities in the form that banks are
accustomed to obtain from berrowers. To overcome this, schemes have been set up to
offer to the lending institutions a guarantee to cover some or all of the losses incurred
when borrowers default on loans. The most frequent form of such schemes is for credit
guarantee funds to be set up, usually with'govemmem ﬁnanciai support, to provide the
money o compensate the financial institutions for the losses sustained when the

borrowers fail to repay the loan.
2.2.2 Commercial Banks Attitude to Credit Guarantee Schemes

The general experience of setting up government-funded credit Guarantee Schemes
(CGS) in developing countries has been very mixed (Levitsky, 1993). In most cases the
schemes were embarked upon without sufficient preparation or concern for viability, and
for the polential demand by the borrowers and the banks, and without establishing
suitable arrangements and administration for the approval of guarantee and the
processing of claims. In several cases, there has been a reluctance by guarantee
organisations to pay out claims because it has not been clearly spelt out under what
conditions a claim will be setiled. This has further contributed to a lack of confidence

(and interest) by lending banks in the schemes.

14



Levitsky (1993) conduc’ied a study on one of the donor organizations that has made
special efforts to help establish guarantee schemes in developing countries, Friedrich
Ebert Sliftung (FES), a German Foundation working in developing countries with the aid
funds from the German Government. The FES believed that credit guarantee schemes
could be a suitable instrument, together with revolving funds, for helping SSE obtain
greater access {o finance from commercial banks. It has to an extent attempted to

reproduce in developing countries the experiences and success achieved with credit

guarantee systems in German (FES, 1991).

The FES believed primarily in the use of CGA, which can put pressure on the individual
members to repay their loans, so as not o require the other members to make repayment
on their behalf. However, the FES reported that it had encountered special difficulties
in introducing the CGS or MGS approach. FES aliempted this approach in Kenya in the

year 1983-7, among other developing countries. In 1983, the Development Finance
Corporation of Kenya (DFCK) eslablished a subsidiary company, Small Enterprise
Finance Company (SEFCO) aimed at providing finance for small and medium-scale
industries with the help of FES. It was agréed with SEFCO that the share capital
contiibuted by FES would be used for establishing a credit guarantee fund. No separate

legal entity was created, so SEFCO issucd guarantees at least to the amount of capital

deposited by FES.

1o



In early 1883, a meeting was held to set up a CGS in a region north of Nairobi with 70
artisans taking part. Afler several meetings a CGA was constituted with 16 members and
the first loans were approved in May 1934, Limits for guarantee were set according to
members' contributions. Of the 12 contiibuting members who agreed to be part of the
iund, 5 contributed the equivalent of DM.100 and 7 DM.200 each,' making a iotal

contribution of DM.1800 (the exchange rate at that time, 1993, was DM.2.5 to the pound).

FES made a malching contribution of the same amount so that the CGA guarantee fund
.amounted to DM.3800. it was agreed that this could guarantee the equivalent of
DM.1800 of loans with the assumption that the projected default in the worst scenario
might be 20 percent. However, because of the difference in contributions, the guarantee
level for five (5) members was set at DM 1000 and those of 7 that had contributed more

were allowed loan guarantees of up to DM 2000.

Levistsky (1993) findings were. Of the 16 members, 2 left early on and, of the remaining
14, only 4 made full use of the credit facilities. Three members refused to meet their
obligations and 7 were dismissed from CGA afier defaulting on loans. it was FES's view
that this first attempt showed that there was an inadequate understandingﬂof the

limitations and obligations of CGA, and there were unrealistic expectations on both sides.

Later, 11 more CGAs with 170 members were organized in three other regions of Kenya.

By 1990 a decision was made to expand existing CGS to at least 15 members in the



belief that this was the most effective number for the functioning of a CGA, but few
reached this level. The otiginal idea of a second-tier reinsurance of the CGA by the
Government also never materialized.

Levitsky concluded that there existed a basic problem in the target groups in the passive
attitudes they adopted, their unrealistic expectations and their reluctance to be involved
in self help and mutual support aclivities. Furthermore in the Kenyan context, it was
considered that the banking sector was not sufficiently aware of the potential of the credit
_guarantee arrangements and was not co-operative in the development of such
programmes. Minimum bank co-operation and some form of suitable relationship with

the Government and with a local development organization were indispensable for the

successiul development of such a credit guaraniee scheme.

2.2.3 Effects of Interest Rates on Credit Flow to SSE

Abugre, (1893) carried out a study of identical rural credit programme initiated by the
Agency for cooperation and Research in Devélopment (ACORD) in three districts of
Uganda; Gulu, Nebbi and Mbarara. in each of these areas, ACORD carved out areas
with active adult populations of less than 20,000 peopie. The missing link to
development in these areas was thought to be capital, but as an advance over previous
practice, emphasis was placed on mebilizing savings. It was thought that gfven the years

of military conflict from which Uganda was just emerging, traditional structures were

17



unlikely to be available or strong enough to be the basis for building trust and confidence,
a basic prerequisite for providing loans. Therefore, small self-selected groups not
exceeding 15—30 people each (depending on the specific area) were encouraged to form
savings and credit groups. These groups were to pool together their cash savings into
a common pool from which they would provide themseives with short-term loans at a
cost. Groups set up Revolving Savings and Credit Association (RESCA's) and loaned
to members on a monthly basis at rates of inlerest sometimes exceeding 30 percent a
- month (360 percent per annum). Despite this high cost, the demand for credit remained
high. The interest payments were usually capitalized into the group fund and divided
among members as dividends only at the end of each year. Rural development workers
were employed to help these groups to build cohesion, and to record their financial
transactions. They taught simple book-keeping, interest rate policy, and simple ways of

analyzing the viability of smalil projects.

In two years, the total savings mobilized by more than 200 RESCAS in one of the
programme areas amounted to about £25,000, an amount which was larger than the
capital funds of the commercial banks in the area. This proved that there was more
potential for the mobilization of savings than is usually acknowledged. ACORD
supplemented these funds through the establishment of a parallel independent credit
scheme, with a whopping £30,000, followed by another £20,000 the following year. The
justification for this supplement was that the excessive interest rate charged by RESCAs

to their members for loans indicated large deficit in the supply of credit.

18



Abugre (1933) concluded that the reluctance to charge market rates for services, on the

basis that the poor cannot afford these rales, does not seem to have been borne out by

)

empirical evidence. In most of ACCRD's experiences there has been no evidence that
interest rales per se discourage borrowing or afiect repayment. What discourages
borrowing is the unieliabiiity of markets for produce and of the weather, and difficulties
of the general environment. When the poor fails to pay it is either because of

i

unconirollabie factors or that the loan was inappropriately given in the first place.

With liberalization of trade in financial institutions in Kenya, banks are not restricted in
interest rates they charge. High interest rales are charged on small loans because of
high transaction costs, which is brought about by the high unit costs of administering

sinall loans to SSE, and increased risks that arise because SSE lack coilateral and

formal credit history.

The way high interest rates influence credit flow is not well understood. It lacks empirical
verification (Abugre 1583). Ny aim is to investigate and establish the influence of interest

rate on credit flow to SSE.

if interest rate does not discourage SSE from borrowing, banks will charge competitive
interest rates on small loans with adequate margin to cover the relatively high cost of
administering such loans with a profit. Recent moves by the Government to deregulate

interest rates in the commercial banking sector are expected to provide the necessary
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freedom to banks in this regard. This will encourage banks to make credit accessible to

SSE.

2.2.4 Gender

5\)
[y
£
-

Limited Access to Financial Services for Women

Women have limited access to credit. Hossain and Afsar (1988) gathered data from 800
randomily selected households in Bangladesh. The data revealed that about 45 percent
of respondents had access to credit in 1987 but oniy 2.8 percent of them were women.
An in-depth study of credit flows by gender in two bank branches in Andhra Pradesh
found that disbursements to women ranged between 6 percent and 12 percent but
dropped to zero from Agricultural loans (World Bank 198%a: 134). These trcinds are not
limited to South Asia. In the loan prograin of the Banco Industrial de Peru, directed at

Small and Nicrobusinesses in the Shanty towns of Lima, only 14 percent of its borrowers
were women despite specific instructions to target women (Arias 1989). In Zaire, only
1.5 percent of all commercia! bank loans were allocated to women in 1984 (World Bank,

920).

Hossain (1988) found in his study that the factors that limit credit flow to women
entrepreneurs are: Limited education and familiarity with loan procedures, social and

cuitural barriers and the nature of women businesses.
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2.2.4.2 Education and Familiarity with Loan Procedures

Women's relatively low levels of literacy and numeracy make it difficult for them to
overcome even the procedural barriers of taking out formal loans. In many countries,
women have less education than men, which puts them at a further disadvantage in
applying for credit. Women's educational attainment averages 58 percent in Africa, 56
percent Middle East, and only 47 percent in South Asia (Blumberg 1289). Girl's school
enrolment and literacy rates have increased greatly in Latin America, but literacy rates

are still low for older women, who tend to work in the informal sector.

In Guatemala and Honduras, literacy rates for women 35 years and older are only 30 and
37 percent, respectively (Lycelie and White 1989). As a resulf, many women have
trouble completing the complicated application forms and financial statements that banks

require. And their limited experience with formal credit institutions adds to the problem.
2.2.4.3 Social and Cultural Barriers

Social and cultural bartiers also restrict women's demand for, and access to credit. In
many areas it is consideted inappropriate for a woman to travel a iong distance between
her rural home and a bank in a town, or to offer the occasionally necessary bribe o a
male official in charge of credit applications (Lycette and White, 1989) . More important,

women are commonly excluded from local organisations, such as agricultural



cooperatives or soci‘ai groups, that provide inf@rmaﬁon or may even extend credit. In
Malawi for example, credit is usually administered only to members of farmers' clubs.
By custém, wornen may nhot belong to these ¢lubs, and membership is often on the

recommendation of agricultural extension agents, whose contacts are mainly with men

(Morna, 1989).
In Kenya, banks require, that women borrowers be guaranteed by their husbands.
2.2.4.4. The Nature of Women's Businesses

The type of business women engage in also affect their access to credit. First, because
women have limited access to physical and human resources, their businesses tend to
be among the smailest, even within the category of microenterprises (five employees or
fewer); and have low profit margins. Most women's businesses‘ have only one worker -
the business owner herself.  Women-owned businesses borrowing from a
microenterprise program in Ecuador, for example averaged only one employee,
compared with two for men’s businesses (Berger, 1989). Their concentration in smaller,

lower-profit activities makes women bigger credit risks for commercial lenders.

Secondly, women tend to keep their businesses close to home to minimize conflict
between their many roles as wage earners, mother, homemaker, and so on (Berger,

1889). These multiple responsibilities restrict the time and mobility of many women in
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developing count(ies (Hossain and Afsar, 1989, Otero and Downing, 1989). A
crossregional study of women in the informal sector in Zimbabwe found that about 64
perce.nt of women run their businesses from other homes (ENDA, 1990). Similarly, a
study of a sample of women marketers in the Kutus region of Kenya showed that for the
most part, woimen were limited to small-scale retail trade, unable to pursue long-distance
wholesale trade because of constraintis on both their time and mobility (Downing and

Santer, 1889).

Dees the requirement by Commercial banks that women borrowers be guaranteed by
their husbands still work? Times have changed. Women manage their own resources,
a good -number of them have no husbands and among them are single mothers. They
head families and make independent decisions. The investigation aims at finding out
whether this condition hold these days. If it does not hold, then women borrowers are
accessible to credit. On the other hand, if it does hold, then women borrowers are limited

in terms of access to credit.
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3.0 Hes ch Method

3.1 Population of Study

The population of interest are the small-scale enterprises employing 0-9 workers with an

annual turnover not exceeding Kshs.S million. in addition, the other set of population is

all commercial banks with their branches, licensed with the Central Bank of Kenya to

operate as commetcial banks.

3.2 Sample

L)
o
-

Sampling Frame

ne sampling frame consisied of both locally and foreign-owned banks -government and

private national and multinational (see Appendix V).

The SSE are in great numbers, thus the cost of constructing a sample frame are far

greater than the resources available o the researcher.  In addition, the population of
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SSE keeps on c’nar_:ging by new start-ups and others drop out of business. Due to the
said practical problems, | used stratified sampling in the Eastiands of Nairobi. The area
liesin tf’\e East of Nairobi City Centie, and it is an area of small business concentration.
There ate numerous small businesses of various natures. The area was divided, using
judgement sampling, into three main areas of concentration which had the highest
concentration of the small enterprises. The three areas are: Kariobangi, Dandora and
Gikomba. The enterprises compose of three main categories: manufacturing, service

and trading. The proportion of sampling will be equal.

3.2.2 Sample Size

All the 38 Commercial Banks which appear on the sample frame were visited and
interviewed by the researcher and her assistants and out of these, 30 responses were
considered usable. On the other hand, a sample of 30 small scale enterprises were
randomly selected from the ihree regions under study (Kariobangi, Dandora and
Gikomba) on equal basis and were personally administered by the researcher and her
assistants. Convenient sampling was used because it was difficult to construct a sample

-

frame at SSE.

S
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3.2.3 Sample Selection Technique

Random sampling technique was used on Commercial Banks because the sample frame
was easily constructed, since Commercial Banks are only 38. Stratified sampling

4

technique was used on SSE because it was difficult to construct a sample frame.

Stratified sampling was used in the three areas of concentration of SSE; Kariobangi,

Dandora and Gikomba in equal propoitions.
.3.2.4 Data Collection Techniques

Primary data was used for the purpose of this study. A questionnaire was used to collect
the data as detailed in the appendix (i) and {ii). This questionnaire was administered
through interviews cenducted by the researcher and her assistants over a period of one
and a half months in bolh Commercial Banks and SSE in the Eastlands of Nairobi
(Karichangi, Dandora and Gikomba). Essentially the main purpose of the questionnaire
was to get infoimation leading to the factors influencing credit delivery to SSE. In order
to achieve this primary objective, the researcher divided the questionnaire into two

seclens.

Section A which contains 7 questions was adiministered to SSE by the researcher
personally and her assistants through interviews. Questions 1-4 were general questions

to SSE wiich served as infroduction and questions 5-7 were meant to capture the factors



was necessary to conduct interviews because some of

i

influencing ¢ t«.datt!u\/ to SSE. |
the respondents were found to be illiterate in which case other methods of administration

such as self administration could not be possible.
Seclion B which contains six (6]) questions was administered to the commercial banks.
As Tar as Commercial Banks were concerned, the researcher adopted a drop and
coliected later procedure to get the required information. The Bankers are literate people
and hence it was not necessary for the researcher to administer the questionnaire
personally.
2.5 Data Analysis

Different statistical tools were appiied o different factors as follows:

Bank

[¥4]

{ s &

Factor 1 and 2: Interest iates, Gender

Based on the data sumimary which was suimmarised in a contingent table, the preferable
relevant statistical anaiysis was chi-square dependence test. The researcher has
adopted chi-square dependence test by borrowing from similar studies done in other

fields. For example, Maalu (xuw, used chi-square in his study on "Factors Influencing
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Record Keeping in the Small Scale Enterprises: A Case of the Microenterprises in the

Eastlands of Nairobi.”

Factor 3: Commercial Banks' Attitudes to CGS

Due to the calegorical nature of the data on this factor, the reseaicher decided to use

sign test. Hulme (1893) used the same test in his study of "Atiitudes of SSE to Grameen

Bank Model."
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4.0 Data Analysis and Findings

4.1 introducticon

=
)
o
ks
©

octives of this study were to establish the factors influencing credit deliveries to
SSE. The first patt of the chapter, presents the empirical findings on credit aspects to
the SSEs. It outlined the areas that have already been covered by other researchers,

gaps in knowledge and areas of misunderstanding and uncertainty was highlighted.

All 38 banks on the sample frame were visited and interviewed by the researcher and her
assisiants but 30 responses were considered usable. A sample of 30 SSEs was drawn
from the three regions of SSE concentration (}-‘Qariebangi,‘Dandora and Gikomba) in
equal propeitions hence analysis is based on 30 bank responses and 30 SS

responses.
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H,: Credit accessibiiity is independent of interest rates.
Ha:  Credit accessibility is dependent of interest rates.
Sainple = (O -E)?
E

Where;

O = Ohbserved Frequency

m

= Expecled Frequency

Row total * Column tolal

mi
il

Grand total

K sample = (10-9) + (8-9)2 + (5-6)° + (7-6)2
9 2 3 6
yrsample =011+0.11+0.16+0.16=0.54
A sample = (.54
*aritical = 3.841

54 <Xcritical (3.84), P 0.05

0"
1}

« x :
X*sample

Asx*sampie (0.54) is less thanSaritical (3.84), Null hypothesis cannot be rejected. That
is, the result is not significant at the 0.035 level and it is concluded that credit accessibility

i5 independent of interest rates.



4.2.2 Factor 2;: Gender

Table 2: iffect of Gender on Credit Flow to SSE for both Observed (O) and

Gender
Credit flow High Low Total
(Applicants)
High 7 g 16
6.93 2
Low 6 3 14
S 7553
Total 13 17 30

On the basis of data summarized in table 2, chi-square ( ?) dependence test of

independence is used {o test the hypothesis as stated below.

e



The factor was t ?_qfors tistical significance using this statistics as follo

Ho:  Credit accessibility is independent of gender.
Ha  Credit accessibilily is dependent of gender

X* Sample = (O-E)?

y
Y

5> Sample = (7-6.93)7 + (9-9)% + (6-6)? + (8-7.93)?
5.93 G 6 7.03

X Sampile = (0.0007 + 0 + 0.00062)

0.601

W

1

Sample

X* Sample = 0.0013 <x* ciitical (3.841),P< 05

Asx ? sample (0.0013) is less thanx  critical (3.841), accept the H,.

significant at the 0.C5 leve

gender.

(@)]
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esuit is hot

cnciuded that credit delivery is independent of



4.2.3 Factor 3: Commercial Banls attitudes to CGS

The question was inlended to capture information on the attitude of commercial banks
to CGS. ltwas measured on a thice point scale, that is large extent, moderate and small
extent.

i

Data summarized as follows:

) Large Extent 10
Moderate g m

Small 12

30

This was analyzed using the sign test as follows:

Large exient 10

T TRDU . PR o
Moderate (equivalent

of ties in sign test) 8
Smal 12
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mple = 50
Since Z sample (50) > Z critical (1.20)
reject the H,. The result is significant at the 0.05 level.

it is concluded that there is preference in lending to CGS by commercial banks.
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4.3.1 Factor 1: Interestrate
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fable 3 -{ffect of Int

crest Rates on Credit Flow to SSE for both Observed (O)

Interest
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Credit Flow High Low Total

-~

High 11 18

w
o

Low 5 7 12
8 S
Total 15 15 30



r,.  Credit accessibility is independent of interest rates.
Hy:  Credit accessibility is dependent of interest rates.

K =005

x> sample = (0-E)?

r—
—

(7-9° + (11-9)* + (5-6)* + (7-6)* . ;

i

X* Sample

9 5 5 6

X* Sample=044+044+017+017=122

N

o LA L Sy F
x> sample (0.098) <¥ critical (3.84), P<0.5

As X*sample (0.098) «Stiitical (3.841), Null hypothesis cannot be rejected. The result
is not significant at the 0.05 level, hence, it is concluded that credit flow to SSE is

independent of inferest rates.



4.3.2 Factor 2: Gendet
T A - A e h ~ e -~ Nraclid 3
Table 4 effect of Gender on Credit Flow t

0 SSE for both Observed (C) and

o 2deh Bl
Crecit iow

(Applicants)

Low

Eredn 4 1
i i

,.,_
o
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W

19

Lows 6

w

w
(&)}

<1

1

Total 20

10

e Sl P atismaie an chatad Bl
test tine nypoinesis as siaed pelow:

3C

summarized on table 4, chi-square ( ?) of independence is used to



H,:  Credit accassibility is independent of Gender.

A Credit accessibility is dependent of Gender.

x* Sample = (O-E)°

E

> Sample = (14-12.67)* + (5-6.3)% + (6-73)? + (5-3.67)?

12.67 6.3 1.3 | 3.67

=0.14+027+023+048=1.12

X* Critical = 3.841

Sample (1.12) <X Zcritical (3.84), P <0.05

The result is not significant at the 0.05 level and it is concluded that credit accessibility

is independent of (Gender). in olher words, Gender does not affect credit accessibility

il

& )
fo SSE.

In this case ?sample (1.12) is less than  “ critical (3.84), Null hypothesis cannot be
T Yool N

rejecled. The resull is not significant at 0.05 level, thus, it is concluded that credit flow

to SSE is independent of Gender.



5.0 Biscussion, Conclusions and Recommendations/Suggestions
5.1 Discussion and Conclusion
The findings from the analysis of the factors that influence credit flow to SSE showed that

the two faciors were not significantly important, the two factors were interest rate and

Gender. In addition, the analysis of factor three which was the attitude of Commetcial

Banks to CGS showed that there was positive attitudes in lending to CGS by commercial
banks. Credil Guarantee Schemes sarve as security which is a better alternative in the

absence of tangibie coliateral.

One of the findings is that th

(D

interest rates do not appear to affect the credit flow to SSE.
As a coilary, this also means that low interest rates do not necessarily attract greater flow
of creditto SSE. This is contrary to the general belief that high interest rates limit credit
to SSE. However, the finding is in line with what was found in Mbarara area of Uganda

in Chapter two of le lilerature review. (Abugre 1983) in his study found out that despite

hign cost of borrowing (360 percent per annum) the demand for credit remained high.

The reason why inietest rates have no effect on credit flow to SSE as has been given by

respondenis (CB, SSE) is that there are other factors that go with interest rates. Such
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factors are for example availability of a market for the products/services. With availability
of a market, the costs of borrowing may be passed to the customer by charging higher
prices for the products/service, hence the profitability of the producer is not affected.
Ancther reason being that once a business owner has committed him/herself to
business, it would be expensive to just abandon the business due to high interest rates.

it means then that high interest rales will not hinder the SSE from applying for the loan.

According to the findings, gender does not seem to have effect on credit flow to SSE.
'This is contrary to what is in the literature that women are discriminated against in credit
flow by commercial banks. Respondents from SSE and commercial banks state that
wormen are not discriminated against. This is because women manage their resources.
Some of these women are single and hence the condition of women being guaranteed

by husbands does not arise.

Under the test of atlitude of cominercial banks to CGS as tested by sign test staiistics,
data indicates that there is favourable ailitude in lending to CGS by commercial banks.
This is because Banks fee! that their money is secure. They can recover the money
easily from the contributions of members of CGS in case of default. Thus, the popular
belief that commercial banks have negative altitude to CGS is not true. This is contrary

to what is in the literature that Commeicial Banks have a negative attitude to CGS.

Levitsky {(1993) in his study in Kenya found out that commercial banks had a negative
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atfitude in lending to CGS. It appears that this negative attitude of commercial banks to
CGS in loan deliveries to SSE has changed over time since 1993.

Falll s

5.2 Recommendations/Sugyestions

There is need to educate the public on the bank's requirements because from the
findings it seems to be a misconception, what the public believes in, that interest rates
affect low credit flow to SSE and women are discriminated against in credit flow by

Icon'n“nerciai banks.

There is urgent need to improve access and increase the volume of loanable funds to the

SSE sector by:

Commercial banks are advised to relax the collateral requirements to some
reasonabie degree by insuring the loans with insurance firms. Banks would

recover their money from insurance firms in case of defaulit.

n
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Limitations of the Study

The limitations of this study were as follows:

The first limitation of the study is that the sample may not be representative of the SSE

due to the absence of the sampling liame.

!

he other limitation is that the findings of this resea rch may not be generalized beyond

he sampie elements because of the risk of a large sampling error.
The nature of the respondents largely illiterale, required some of the questions or all of
the questions in other cases, had o be explained in Kiswahili. In the process, some of

the original meanings could have been distoited.

Due to time consirainis this sample size for both banks and SSE were only 30 each. A

larger sampie of SSE could have made the study resulis more generalizable.

5.4 Suggestions for Further Research

From the findings of this study, there is need for further research in the following areas:

First, a larger sampie incorporating small business operations in beth urban and rural



areas countrywide could be carried oul {o consolidale what they consider as factors

influencing credii flow o SSE.

Second, a study could be carried out on Giameen Bank Model of Bangladesh and its

appiicability to other developing countries like Kenya.



APPENDIK |

Dear Respondent,

| am a postgraduate student at the University of Nairobi. | am undertaking a survey

on some aspects of credit delivery to SSE as a requirement for the course | am taking.

Your enterprise/Bank has been selacted to form part of the study. Please respond to the
I

-

attached questionnaire. The information you provide will be trealed in strict conlidence.

The name of your firm or your own name will not be meanlioned anywhere in the report,

A copy of the report will be made available to you upon request.

Thank you for your continued cooperation. ‘.

Yours faithfully

Muturia Jemimah

Department of Buisiness Administration

racully of Comme

Universily of MNairobi.



FPENDIXH

THE QUESTIONNAIRE

SECTION A

Tick in the box provided for the mosl appropriate response.

i What is the main type of Business you are engaged in?

(i Manuiacture

(it) Service
iy  Trading

(iv)  Gthers (Please speciiy)

2. What is the nature of cwnership of your business?
(i) individually owned



'(_;.)

(D) Family Parthership
(i)  Corporation/Company
(iv)  Others (Please speciiy)

How long have you been in this business?

/

....................... months/years

i\ sfrrmaal fenlf family friosmdc -
(i Informal (scii, famiiy, friends etc)
£ il (Iyaniee ade)
(i Formai (hanks eic)

What has been your major souice of finance?

in these days do you think it is necessary for women borrowers to be guarantced

by theli nusbands even wien they meet th
) Yes
{i1) N¢

anks' condition for providing loans?



=]

Give reasons for your answer in number 1 above.

To what extent does the interest rate affect your borrowing?

(i) Large exient
(i) Moderale extent
(i}  Small extent )



APPEN

THE QUEST

TION B

1. To what extent do you provide loans
(i) Large extent
(i) Moderate exient
(i)  Small extent
2 Give reasons for your rating in numb
> To what exter

o

@ Large extent

DX

IONNAIRE

o Credit Guarantee Schemes?

[ do you requite that women borrowers be guaranieed by their

husbands even whan they meet the banks' condition for providing lcans?



\ 1e
LR RV AN e

fale @




s

N

B -~
(o] (@3] S

~l

8.

—
(3

APPENDIX IV

ABN-AMRO BANK
AFRICAN BANKING CORP. LTD
AFRICAN MERCANTILE
BANK OF BARODA
BANK OF INDIA
SANK OF INDOSUEZ
BARCLAYS BANK OF KENYA LTD.
BIASHARA BANK OF KENYA LTD.
BULLION BANK LTD.
CITIBANK N.A.

COMMERCIAL BANK OF AFRICA LTD.

CONSOLIDATED BANK OF KENYA LTD.

CO-OPERATIVE BANK OF KENYALTD.
CREDIT BANKING CORPORATION
CREDIT BANK LTD.

DAIMA BANK LTD.

DELPHIS BANKLTD.

EURO BANK LTD.

(83
N

- BANKING CO. LiD.

COMMERCIAL BANKS OPERATING IN KENYA AS AT DECEMBER 1995
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31.

EXPORT BANK OF AFRICALTD.

FIRGT AMERICAN BANK CF KENYA
GIRO BANK LTD.

GUILDERS INTERNATIONAL BANKLTD.

HABIB BANK A.G. ZURICH

HABIB BANKLTD.

KCB

KENYA FINANCE BANK LTD.

MASHREQ BANK P.5.C.

MERIDIAN BIAQ BANK LTD.

MIDDLE EAST BANK (r\) LTD.

NATIONAL BANK OF KENYA LTD.

RIME BANK LTD.

STANEIC BANK KENYA LTD.

TANDARD CHARTERED BANK

S NATIONAL BANK LTD.

ALGEMENE EANK NEDERLANDS

(i) LTD.

18-12-92

1-6-74

2-3-56

1-2-70

1-3-78

11-9-81

2-1-92

15-12-80

1-1-68

13-1-92

1-4-88

9-8-70

1-10-10

1-8-85

23-11-86

1-4-91

3-5-92
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