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ABSTRACT

This Research is about the effect of Microfinaraank on poverty reduction in Kenya. It
undertakes a review of microfinance and its immacipoverty reduction. Advocates of
microfinance argue that Microfinance loan is a pduletool to alleviate poverty. The
objective was to find out the role of microfinant@ans in poverty alleviation or
reduction. It also aims at identifying or examinithg effectiveness of microfinance and

its challenges.

The research design was case study which emplagsatidtive techniques. Quantitative
procedures include the use of cross tabulatiomufracy distributions and percentages.
Qualitative analysis includes the identificationdacomparison of the responses. The
simple random sampling technique was used to seésgiondents made up of four
groups of K-Rep bank clients within the Kawangwarel Kibera areas. The study
revealed that microfinance loans and microfinant&itutions play a crucial role in

reducing poverty in the country.

The study revealed that microfinance institutidespite their importance are faced with
lots of challenges; key among them is loan defdmjtsustomers and inadequate capital
to sustain and cater for the growing number ofntdie The number of respondents
selected was 40 with a sample of 10 from each ef4hgroups within Kibera and

Kawangware areas.
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CHAPTER ONE
INTRODUCTION

The research addresses the effect of micro finkyases on poverty reduction in Kenya, a
case of K-Rep Bank. The outcome of the study wagleatify positive and negative
effects of micro finance on poverty reduction. Cieapone details background of the

study, research problem, research objectives ane wé the study.

1.1 Background of the Study
In principle, micro finance can relate to the chcofnon-destitute) poor and to the
transitory poor in different ways. The condition pbverty has been interpreted
conventionally as a lack of access by poor housishiol the assets necessary for a higher
standard of income or welfare, whether assets lapeght of as human (access to
education), natural (access to land), physicalgsto infrastructure), social (access to
networks of obligations) or financial (access tedit) (World Bank 2000:34). Lack of
access to credit is readily understandable in tevfrthe absence of collateral that the
poor can offer conventional financial institutioms,addition to the various complexities
and high costs involved in dealing with large numbef small, often illiterate,
borrowers. The poor thus have to rely on loans fedtimer moneylenders, at high interest
rates, or friends and family, whose supply of funeidl be limited. Microfinance
institutions attempt to overcome these barrier®ugh innovative measures such as
group lending and regular savings schemes, asageilhe establishment of close links
between poor clients and staff of the institutionacerned. As noted above, the range of

possible relationships and the mechanisms emplagegery wide.

The Poverty Reduction Unit (PRU)of UNDP Kenya is working to reduce poverty and
accelerate progress towards the Millennium DevekmnGoals (MDGSs) by supporting
pro-poor economic growth and inclusive market depelent in Kenya. UNDP Kenya's
strategy on Poverty Reduction seeks to provide iflm@me people with the tools and
resources to lift themselves out of poverty thropghiate sector initiatives at the national

and county levels. The activities incorporate loweme people, into value chains as



customers, employees, producers, entrepreneurdiatributors while providing them

with greater access to markets, goods and services.

The case for micro finance as a mechanism for ppveduction is simple. If access to
credit can be improved, it is argued, the poor fiaance productive activities that will

allow income growth, provided there are no otherdbig constraints, CGAP website;
Robinson (2002). This is a route out of povertytfad non-destitute chronic poor. For the
transitory poor, who are vulnerable to fluctuatiomgncome that can bring them close to
or below the poverty line, micro finance providke possibility of credit at times of need
and in some schemes the opportunity of regularngavby a household itself can be
drawn on. A look at the area of study, the resesaraetas able to come up with the

following and thus giving a distinction on the \ars terms applied:

1.1.1 Microfinance Loans

Micro Finance loans are generally one of the fimananovations that have arisen with
the Grameen Bank in Bangladesh, microfinance isxgand the scope of very small
loans, and aims to stimulate entrepreneurship antlooge who suffer from poverty to
self-employment and develop their small businesteslleviate poverty and improve
their status and social and thus improve the stattukeir families and their children in
terms of standard of living on the one hand, andllef access to social services (such as
health, education, etc) on the other accordindRiatiferford, 2000). The focus here is to
look at how over time micro lending has contributedthe rise of small businesses
thereby improving or uplifting the living conditierof the poor within my area of study

which will be mainly concentrated on Kibera and Kagware areas in Kenya.

1.1.2 Poverty Reduction

Poverty is a broad, multifaceted and multidimenalogoncept that involves the
economical, social, political and environmentallvibeing of the people (WB, 2006). It is
difficult to provide a single absolute and standeed definition of poverty rather than
defining it in relative terms. Different authorsopide different definitions for the

concept of poverty. But the widely used definitiohpoverty is indicated in the World



Bank Development Report (1998). The report defip@gerty as an inability to attain a
minimum standard of living, poverty means a shatafjhaving enough to eat, a low life
expectancy, a higher rate of infant mortality, leducational standard, enrollment and
opportunities, poor drinking water, inadequate theahre, unfit housing conditions and

lack of active participation in decision making pess.

Poverty remains a global problem of huge propostiamhich needs a great attention to
reduce it. It haunts the lives of billions of pes@round the world. Of the worlds’ 6
billion people 2.8 billion people live on less thaJS dollar a day and 1.2 billion on less
than 1 US dollar a day (WDR, 2000/2001).

1.1.3 K-Rep Bank

K-rep Bank was the first micro finance institutiansKenya playing an important role to

help reduce poverty in the country. Microfinance@npasses the provision of financial
services put together for the benefit of low incosaeners. Despite the important role of
the institution in helping to reduce poverty, ifased with lots of challenges that militate
against it to serve its customers and reduce ppwethe country according to Fowler &

Kinyanjui (2005). The study examined the effect microfinance loans on poverty

reduction in the country with focus on Kibera ana&ngware areas.

Experiences gained over the years supplemented siuitly and an exposure visit to
Grameen Bank in Bangladesh, Latin, America, Indiwa ather countries led to the
development of its first loan product JUHUDI a Kaili term meaning determination,
this was closely followed by CHIKOLA a term borrodvérom one of local language

meaning merry go round in 1991.

After considering the limitations of operating as BGO that is sustained by donor
funding, K-Rep opted to establish a micro finanaakbin 1999 when the Central Bank of
Kenya under the Banking act licensed the K-Rep Baskthe first microfinance

commercial bank in Kenya according to Kinyanjui @D K-Rep Bank currently boasts

of a network of 35 Branches spread throughout th@mntowns of this country and true



to its purpose of formation, K-Rep bank’s headararivas located in Kawangware area
in Nairobi until August 2008 when they were rel@athto the up market area of Kilimani

but the bank has still retained a strong presam&&wangware.

1.2 Research Problem
Poverty is a harsh and undesired phenomenon in innReducing, if possible
eradicating poverty is unquestionable. Thus, mioesfce programs have been
considered as one of the main instruments in ppveduction in recent development
agenda. It has been observed that microfinance glajor role to the socio-economic
development and alleviating poverty. Rural bankd amcro finance institutions were
established in response to the need and the demoanthke institutional credit and
banking services available to small-scale farmeis rairal entrepreneurs. Microfinance
institutions were created to operate using locdiatives and local commitment to
mobilize resources locally and to lend them to desg customers using simplified

procedures and eligibility criteria.

There are studies that seem to support to someatetkte relevance of microfinance in
poverty reduction. Aghion & Morduch (2005) argubattmicrofinance has had positive
effect on poverty reduction. However he is keenatid that “Even in the best
of circumstances, credit from microfinance programsps fund self employment
activities that most often supplement income fardwers rather than drive fundamental
shifts in employment patterns. It (microfinancelels generates new jobs for others and
success has been especially limited in regions highly seasonal income patterns and
low population densities according to Aghion & Mooth (2005). Other similar studies
have shown that microfinance may be relevant faepty reduction, but does not reach
the poorest as often claimed. The results frometlstadies have identified beneficial
effects to the “active poor” but argue that micnaince does not assist the poorest as it is
often claimed mainly because it does not reach theoording to (Hulme & Mosley
1996).



1.2.1 Research Questions
* What role does the microfinance loans play in piyvexduction?
* How K-Rep Bank loans have effected on the communityhich it operates
in?
* What areas need to be implemented or improved forofimance loans at K-
Rep bank to be more successful?

* What are the recommendations based on the study?

1.3 Research Obijective

The objective of this study is to assess the eftdctnicrofinance loans on poverty

reduction.

1.4 Value of the Study

This study will contribute in filling the informain gap by assessing the socio-economic
effect of K-Rep Bank operations in Kawangware arioeka regions at a household and

enterprise level.

A study of this nature would make a significant cdrution by assisting government and
other stakeholders to find lasting solutions tobfems facing micro financing in the

country.

The study is very significant because it will addthe existing literature or the research

has added to the stock of books and works alreatitiew on microfinance in Kenya.

The study will help Micro Finance Institutions tatpin place flexible policies and
programs that will help households and individualgccess their facilities to ensure its

development and expansion.



1.5 Research Scope

The research study was carried out at K-Rep Barddtiearters’ located at the K-Rep
Centre, Wood Avenue, Kilimani in Nairobi. The studgused on the major beneficiaries
of microfinance loans products and services, tla@sanostly the small scale enterprises

and low income earners.

The study was carried out based on K-Rep Bankr greducts and its entire Clientele,
represented by a sample drawn from a populatiomvofgroups from Kawangware and

Kibera each. Other factors like time and convergeanere also taken into consideration



CHAPTER TWO
LITERATURE REVIEW

2.0Introduction
This chapter provides information about aspectsprdvious works done by other
researchers which relate to this study. Here we naaking a survey of borrowed
academic materials, which might help us in bettedeustanding the core issue of the

research project.

2.1Theoretical Literature Review
The first wave of theoretical work on microfinarfoeused exclusively on joint liability.
The term joint liability lending (JLL) can be infeeted in several ways, which can be
lumped under two categories. First, under expiaint liability, when one borrower
cannot repay her loan, group members are contictaguired to pay in her stead. Such
repayments can be enforced through the threat wimemn punishment, typically the
denial of future credit to all members of the déifag group, or by drawing on a group
savings fund that serves as collateral. Secondpéneeption of joint liability can be
implicit. That is the borrowers believe that if eogp member defaults, the whole group
will become ineligible for future loans even if thending contract does not specify this

punishment.

Ghatak & Guinnane (1999) review the key mechanipnoposed by various theories
through which JLL could improve repayment rates tredwelfare of credit-constrained
borrowers. These all have, in common the idea dhat can help alleviate the major
problems facing lenders — screening, monitoringjtang, and enforcement — by utilizing
the local information and social capital that exiamong borrowers. In particular JLL
can do better than conventional banks for two nesis&irst, members of a close-knit
community may have more information about one agrathan outsiders. Second, a bank
has limited scope for financial sanctions agaistrgpeople who default on a loan, since,

by definition, they are poor. An institution thavgs poor people the proper incentives to



utilize information about their neighbors and toplgp non-financial sanctions to

delinquent borrowers can do better than a conveatioank.

A more effective dialogue between theoretical aalilfresearchers can do more than just
extend the frontier of academic knowledge. It ckso #acilitate translating research into
action. Not unlike any other field in Economicsistitalls for a three way interaction
between theoretical researchers, empirical reseescland practitioners. Untested
theories, however insightful, are unlikely to bensidered by microfinance institutions
and donors, let alone influence their operationsil&rly, field experiments conducted
without sound theoretical foundations have litlesay about the underlying mechanisms
through which a policy or program operates. Unifyiheory and field experiment can
help practitioners make sense of and utilize acaeesults to contribute to poverty

reduction and other institutional aims.

2.2Microfinance Defined
The definition of “microfinance” is less than cle@roadly speaking, microfinance for
loans (i.e., microcredit) is the provision of smatlale financial services to people who
lack access to traditional banking services. The teicrofinance usually implies very
small loans to low-income clients for self-employmeoften with the simultaneous
collection of small amounts of savings. How onardef “small” and “poor” affects what
does and does not constitute microfinance. “Micrarfice” by its name clearly is about
more than just credit, otherwise we should alwagh it microcredit. Many programs
offer stand-alone savings products, and remittaaoésinsurance are becoming popular
innovations in the suite of services offered byfinial institutions for the poor. In fact, it
is no longer exclusively institutions for the potirat offer microfinance services.
Commercial banks and insurance companies are bhegitmgo downscale to reach new
markets; consumer durables companies are targegtengoor with microcredit schemes,
Robinson (2001). The World Bank (1998) also cladfthat microfinance encompasses
the provision of financial services and the manag@nof small amounts of money
through a range of products and a system of intgiang functions that are targeted at

low income clients. Microfinance refers to provisiof small loans and other facilities

8



like savings, insurance, transfer services to pdaw-income household and

microenterprises.

Increasing the access of the poor to sustainahémdial services is an important part of
the World Bank Africa Region’s strategy for suppagtthe Millennium Development
Goals for poverty reduction. Convenient and affbtdanstruments for savings, credit,
insurance, and payment transfers are essential twtltope with the economic
fluctuations and risks that make the poor espgcialinerable and to take advantage of
opportunities to acquire productive assets andsskiht can generate increased income.
Microfinance is the application of innovative medlotogies that make such financial
services available to relatively poor householdsd amicroenterprises in small
transactions suited to their conditions. Innovatmerofinance institutions have had
substantial success in making financial servicegsgible to the poor in many parts of
the world, and microfinance is increasingly prodd#rough licensed, commercial
financial institutions capable of mobilizing thenfls necessary to significantly increase

the scale of outreach according to (Quainoo, 1997).

2.2.1 Key Characteristics of Microfinance

It is helpful to enumerate some of the characiessissociated with what is perceived to
be “microfinance.” There are at least nine tradidiibfeatures of microfinance: Small
transactions and minimum balances (whether loam&ngs, or insurance); Loans for
entrepreneurial activity; Collateral-free loanspGp lending; Target poor clients; Target
female clients; Simple application processes; Riomi of services in underserved

communities and finally Market-level interest rates

It is debatable which of these characteristicsanf, are necessary conditions for a
program to be considered microfinance. The firatdee, small loans, is likely the most
necessary, though lending itself is not esserg@me microfinance programs focus on
mobilizing savings (although few focus entirely savings without engaging in any
lending). Although MFIs often target micro entrapears, they differ as to whether they
require this as a condition for a loan. Some MFH#sst borrowers’ places of business to



verify that loans were used for entrepreneurialvés while other MFIs disburse loans
with few questions asked—operating more like coreueredit lenders. In addition,
some MFIs require collateral or “collateral suhggs” such as household assets that are
valuable to the borrower but less than the valuéhefloan. Group lending, too, while
common practice among MFIs is certainly not theyanéthod of providing micro-loans.
Many MFIs offer individual loans to their estabksh clients and even to first-time
borrowers. Grameen Bank, one of the pioneers ofrtiseofinance movement and of the
group lending model has since shifted to individealing.

The focus on “poor” clients is almost universalthwvarying definitions of the word
“poor.” This issue has been made more importareniy due to legislation from the
United States Congress that requires USAID toiot$tmding to programs that focus on
the poor. Some argue that microfinance should faecuthe “economically active poor,”
or those just at or below the poverty level acamgdio Robinson (2001). Others, on the
other hand, suggest that microfinance institutsimsuld try to reach the indigent (Daley-
Harris 2005).

Most, but not all, microfinance programs focus conven. Women have been shown to
repay their loans more often and to direct a higiere of enterprise proceeds to their
families. Worldwide, the Microcredit Summit Campaigreports that 80% of
microfinance clients are female. However, the pstage of female clients varies
considerably by region, with the highest percerdageAsia, followed by Africa and
Latin America, with the fewest women served by wiicrance institutions (MFIs) in the
Middle East and North Africa. This focus on the paand on women, along with the
simple application process and the provision ddriicial services in clients’ communities
together form financial access, that is, the pioni®f financial services to the unbanked,
those who have been excluded from financial sesviseause they are poor, illiterate, or
live in rural areas. Finally, microcredit loans aesigned to be offered at market rates of
interest such that the MFIs can recover their cdsis not so high that they make
supernormal profits off the poor. This is an impottconcept because institutions that

charge high interest rates can be scarcely chelagerthe moneylenders they intended to
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replace, and institutions that charge subsidizéssrean distort markets by undercutting
other lenders that are attempting to recover tbests. This has implications for effect
assessments because the less clients must pagiesinthe more they could be expected
to show in increased income. If we compare thecefdé institutions that fall outside of
“normal” microfinance interest rates, we could emddrawing unreasonable conclusions
about the effectiveness of one program versus anosince each type of program
attracts different clients and imposes differergts®n their borrowers. (Parker & Pearce
2001)

2.3Empirical Literature Review

A very limited number of empirical studies have memnducted on determinants of
moral hazard in JLL schemes. Among the few attenapés studies by Ledgerwood
(1999) and Saunders & Thornhill (2009). Wydick the incidence of moral hazard
among credit groups in Guatemala and provides agglahat joint liability works
because of social cohesion and better informatimn. fNevertheless, the study fails to
assess the extent to which other key variablesrofigy dynamics such as, dynamic
incentives, sanctions and matching problems infleethe incidence of moral hazard.
Hermes et al (2005) study the incidence of moraalé among credit groups from
Eritrea and observe that social ties and peer mong are key factors influencing the
likelihood of moral hazard among borrowers. Thesrof peer selection in mitigating
adverse selection and hence moral hazard is dsgtusg Ghatak & Guinnane (1999).
Ghatak argues that despite information asymmetipt jliability lending allows for
Pareto superior equilibrium in credit markets ifogp formation is conducted
appropriately. Ghatak shows how groups formed tjnoself selection will result into
members with homogenous quality. Ghatak showsttitatigh the assortative matching
process, groups end up with less risk borrowergctly reducing moral hazard, which
leads to a lower equilibrium interest rate leadio@ Pareto superior outcome relative to

individual lending.

The significance of peer monitoring in improvingpagyments in group credit is
highlighted by a number of authors. Stiglitz (1990) example, observes that the major
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problem facing MFIs is ensuring that borrowers ebser prudence in the use of the funds
so that the likelihood of repayments is enhancédlit® notes that a partial solution to
this problem is peer monitoring: giving neighborggooup members the responsibility to
monitor each other. The incentive for peer monitgprcomes from the fact that peers are
supposed to pay loans for any defaulting group neemltstudying the incentive rationale
for the use of group lending as a method of finagdiquidity-constrained entrepreneurs,
Cheston & Kuhn (2002) observes that the joint ligbiowers the liquidity risk of default
but creates a free-riding problem. Cheston pointstieat in the static setting, the free-
riding problem dominates the liquidity risk effecthus making group lending
unattractive. However, when the projects are regaeaver time, the joint liability feature
provides the group members with a credible meanexefcising peer monitoring and
sanctioning, which can make the group lending etitre, relative to individual lending.
In contrast to the emphasis on peer monitoring, eAtgy (1997) argue that the
monitoring by lending institutions is all that n&af most when it comes to improving
repayment rates. They observe that even micro tenttat are famous for the joint
liability methodology such as the Grameen of Badegtn do in fact also rely heavily
upon highly motivated and locally recruited loarafstofficers as monitors and
organizers. Following this observation, Cooper é&hidler (2001) questions whether
such delegated monitors might not be just as goadamitoring, and perhaps better at
enforcing loan repayment than peer monitors, incivlziase joint liability clauses may be
superfluous or may be serving other purposes. rdleeof peer pressure is discussed by
Diagne & Zeller (2001), Diagne proposes a peersu@smodel in which borrowers are
incompletely informed about their partners’ willmgss to apply or tolerate social
sanctions and shows how peer pressure can beasatdate default in situations where

potential defaulters are intolerant of sanctions.

2.4Grameen Case-Healthcare for the Poor

Research done on Grameen bank in Bangladesh shinatthe poor have very poor
health. As they improve their income they spendpoe of the priority items-health. But

the health services they buy with their hard eanmedhey is not only unreliable; most
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often they lead to more serious health hazardsntda#ly they end up buying more

health troubles with their money rather than overcg them.

Grameen decided to enter into this market and geomodern health services on cost
recovery basis to all villagers, both Grameen bheers and non-Grameen villagers.
Grameen borrowers pay $1.25 per family per yeaprasnium to a health insurance
programme. They pay a nominal amount $0.02 each tfiey see a doctor, medicines are
available at a discount .Non Grameen Vvillageng @digher fee according to Yunus
(1998). From the Grameen experiment it is possiblerun a modern health-care
programme on cost-recovery basis. If such a model e replicated everywhere, we
could have strong, competitive, sustainable prgfeesocial medical insurance schemes

all over.

2.5Credit as a Human Right

The word “credit” is supposed to mean “trust”. Boedit institutions have designed their
procedures on distrust. In the process, crediitutigins have created a caste system for
the whole world whereby if you have money or proyeou are treated as the “sacred”
but if you don’t have money you belong to the cak&untouchables”. The banks doors

remain closed to you forever. You can go and rot.

Conventional banks are based on the principletii@more you have, the more you can
get; if you have nothing you get nothing. They & thuat banking is a business and thus it
cannot indulge in charity for the poor. Grameen kb@am Bangladesh has actually
redefined this principle to; “the less you have thgher priority you get in receiving

loans from Grameen”. If you have nothing you get liighest priority.

Yunus (1998) argues that if there is one singléoacivhich will enable the poor to
overcome their poverty, then it is credit. Credibsld be accepted as a human right. If
financial institutions can come up with a systemohtallows everybody access to credit

while ensuring excellent repayment, then poverty mat last long.
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2.6A Critical Assessment of Microfinance as a PovertiReduction Tool

Chowdhury & Bhuiya (2009) argue that there exigsiaflicting opinions and very few
credible studies that have analyzed to what demiesfinance loans reduce poverty. He
further argues that effect analysis in a limitedniver of previous studies has shown that
microcredit loans do not decrease poverty. Instezsllts show that, “a vast majority of
borrowing households with starting incomes beloe goverty line actually ended up
with less incremental income after getting micrars, as compared to a control group
which did not get such loans.” However, he poinistbat credit is not the sole factor at
play when determining microfinance’s success instiog household income. There are,
in fact, a plethora of complementary factors thatessential for microcredit loans to be
more effective. On the supply side, these micra$oare more beneficial when MFIs
also offer services for management, entreprenewmal basic education training. On the
demand side, which still remains largely unrealirethe sector, small businesses require
“a vibrant, well-functioning domestic market thabcempasses enough people with
enough money to buy what these enterprises haselltd Thus, microfinance loans, by
themselves, cannot simply make poor householdsessfid. Rather, they are most

effective when combined with innovative complemepntactors.

Despite such skepticism towards the effectivenéssiaofinance programs, Chowdhury
& Bhuiya (2009) contends that microfinance has proto be successful in encouraging
consumption-smoothing behavior, and in providingisk-coping safety net for those
most susceptible to vulnerability shocks. It hasoahelped distribute financial power
away from local loan sharks, empower especiallyadlenborrowers, and boost clients’

self-esteem.

Chowdhury & Bhuiya (2009) argues that borrowers wimd advantages, such as
business skills, entrepreneurship abilities, anecation, are the borrowers that are most
likely to succeed in rising above the poverty lilaus, he suggests that microcredit loans
ought to be geared toward small businesses inntoemal sector, rather than toward
those who lack assets and entrepreneurship akilfieally, for such schemes to make a
significant effect in poverty reduction, the autllecommends that public policies ought
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to focus more on broad growth programs that inteniicrease overall productivity and
levels of employment. He calls to attention the am@nce of government involvement in
designing and operating financial schemes, ane\edi that only through the combined

efforts of the financial sector and government gaverty reduction be realized.

2.7Challenges of Micro Financing
In spite of the progress made so far by micro foeamstitutions in different parts of
Africa, both the formal and informal micro finanpeoviders face real challenges in their

attempt to extend financial services to the poor.

A general challenge for many MFIs and other finahserving the sector is that they are
operating without an agreed upon definition of whpaverty is in the micro finance
context. The question is how they can deepen anadtaia outreach to a target that they
do not truly know.

Rhyne & Otero (2006) noted, the micro finance fiktcbws very little about the poverty
level of clients in various microfinance progranMorduch (2005) observes that few
microfinance programs have received the rigoroasssical evaluations to address this

guestion.

Some of the challenges faced by micro finance tingins when financing MSEs

include:-

i) Limited capital and funding sources
Shortage of funds for on-lending and capacity bngchas been cited as a constraint by
several studies done in this sector according taddo(1998). Many MFIs especially
those that are not regulated are facing real ditfies raising funds due to scarce donor

resources and lack of conventional security toderiunds from the commercial sector.
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i) Competition and increasing loan delinquency
MFIs are increasingly facing competition especiatiythe area of savings mobilization.
Banks are slowly moving back into rural areas aftetespread withdrawal during the
years of financial restructuring. Also some of doenmercial banks are moving towards
the medium and small savers where they are setpragposits mobilization retail outlets
right into the low-income but highly populated azend since they are perceived to be
safer than the new comers (MFIs), they tend to beersuccessful in building up deposit
bases more easily than even the newly regulatedonfiitcance programs. Clients will
therefore borrow an MFI but place and manage tloain funds through a commercial

bank which is considered more stable and safer.

i) Clients drop-outs
Dondo (2001) noted that one of the biggest chadlenm the provision of financial
services to micro and small entrepreneurs is theility by many programs to design
appropriate products reflecting an understandinthefreality of this market. This is not
a challenge that has been met by most MFIs. Thdtseare that clients are forced to
accept products that in most instances do not answleir needs, but on the other hand

is the only product available.

Clients drop outs is costly to an organization iany ways, in terms of investments in
training, opportunity costs of losing the older,mexperienced members most likely to
take larger loans. The new entrants are more tis&y those who would otherwise have
developed and build loyalty to the institutions eTdffected MFIs lose because they have
to repeatedly offer small size and riskier loansiciwhprovide much lower returns.
Consequently they are unable to expand their pnogireo reach more clientele, make

more profits and therefore the cycle continues.

iv) Lack of informational technological solutions.
High transaction costs are one of the major factoniting the expansion of MFIs
especially rural financial services. Many MFIs aier manual and semi-annual

management information systems which lead to higst ¢n processing of a larger
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number of generally small transactions and maiitgina quality loan portfolio

sometimes spread over a broad geographical area.

Lack of appropriate technology based solutionsthAecigh cost of processing dissuades
the affected programs to increase their outreat¢hinviheir operational areas, whether
urban or rural. Small transactions in general nexaearly as much oversight as larger

ones, while providing a much smaller return.

V) Assessment and Management of Risks.
Proper assessment and management of businessogek p challenge to MFIs service
delivery. Some MFIs staff are not well trained,ythack relevant skills to enable them
make good loan decisions. This situation is furtbemplicated by lack of business
records, entrepreneurial and management capabyig¢le larger clientele as the MFIs

staff are not able to impart the required skillsheir clientele.

2.8Principles of Microfinance Programs

Principles of microfinance are seen as the basitdibg blocks of most successful
microfinance programs. They are perhaps seen natresolvable rules but rather as
essential elements that should be incorporated gnboip based microfinance system

design whenever possible.

These principles include but not limited to thddwling:

MFI's should seek to establish permanent instihgiand sustainable systems that deliver
guality financial services for beneficiaries. Optzimg financial services and the system
to deliver them is best done through an investriveptlot testing. It should be noted that
government institutions are rarely able to impletmenccessful savings and loan
programs-credit is too easily politicized and NGOrkers are generally motivated to
work with the poor.

MFIs should prompt savings before they issue lodrids promotes discipline and

provides some of the capital necessary to finaheeldan portfolio. Open accessible
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savings facilities which will also provide an impamt service to the adverse poor and
will result in the MFIs attracting a large numbébetter satisfied customers.

i) Loans should be delivered at full cost. An indiatl(not group) basis but using a group
guarantee mechanism (while reorganizing the timeindo limitations of group
mechanisms). Repayments should be scheduled inl segpilar basis often weekly.
Loans should be given short-term periods, rarelynfore than one year.

iv) Loan size-The loan size should be kept low so asitdmize exposure and attract many
customers.

v) Just as with conventional banks, credit historyusdha@jive customers access to larger

loans over time, this is often an important incento repay.

2.9Conceptual and Theoretical Frameworks

2.9.1 Conceptual Framework

Independent Variable Dependent Variable
Figure: 1 Conceptual frame work

* Business Environment

* Rural Finance -Banks gr(_)Wth
» Expansion and growth of communif -Community Growth
businesses and branch network -Change in living standarg

* Alternative delivery channels

» Training and capacity building

e Customer Awareness via product
educatiol

The state of the physical business environmentrdetes to a great extent the success of how
the MFI's will perform in the economy, Factors ligelitical stability or risk perception of the
local people will determine whether the MFI's vaintinue operating in the business
environment and this will lead to improvement ia living standards of the local people, the
banks will also expand the outreach in the estaaligreas so as to be increasingly accessible
and meet the demands of the population.

18



Alternative Delivery Channels, throughewklopment of innovative and alternai
channels for delivering financial services, inch@liATMs, point-ofsale devices ar

mobile banking.

Rural Finance will be achieved by MFIs throughedsification of loan portfolios ar

implementation of strategies to expand outreacahrmtal and underserved areas.

Client Education through delivery of finaial literacy modules to educate clients
managing their personal finances and on using Giarservices effectively; design

business training modules to educate clients onatipg more efficient businesses

Expansion of branch network of the MFI's bringsaficial services closer to the low income
and poor people and thus they are encouraged ¢éoasal/borrow wisely as well as receive
training on how to effect useful skills in runnitigeir businesses leading to the growth of their

businesses and thus increasing their income leddihgtter living standards for them and

their families

2.9.2 Theoretical Framework

Micro finance has had an effect on the transforomaf lives in the community it
operates in. Those individuals who accessed MHRidaaxperienced increased income
which in turn transformed to better health, impmbweutrition, better education, high

productivity among others.

2.10 Summary
In this chapter, the researcher examined effectaiofofinance loans over the years and
the effect of the models that exist today. The adl&licrofinance loans in development,
specifically in relation to alleviating poverty wasso examined. Key challenges facing
Microfinance Institutions today that are affectigir effect on poverty alleviation were

seen to be an over-emphasis on financial sustdityatrer social objectives.

19



The effects of microfinance loans on poverty ali¢iain is a keenly debated issue as we
have seen and it is generally accepted that ibisarsilver bullet, it has not lived up in
general to its expectation, according to Hulme &mokley (1996). However, when
implemented and managed carefully, and when serapzdesigned to meet the needs of
clients, microfinance has had positive effects,jast on clients, but on their families and
on the wider community. There is however a needyfeater assessment of these wider
effects if the true value of microfinance to deyetent is to be understood says Zohir
and Matin (2004). One such tool for measuring wid#ect is a livelihood security
analysis based on a livelihoods framework whichlysmes how a project effects on the

livelihoods of beneficiaries.

Empirical indications are that the poorest can befrem microfinance from both an

economic and social well-being point-of-view, arftatt this can be done without
jeopardizing the financial sustainability of the dvbfinancing institutions. While there
are many biases presented in the literature agaxtehding microfinance to the poorest,
there is little empirical evidence to support thasition. However, if microfinance is to
be used, specific targeting of the poorest willneeessary. Without this, Microfinance

institutions are unlikely to create programs suédbr and focused on that group.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1Introduction
This chapter deals with the methodology adoptedanducting the study. The chapter is
organized as follows; research design, populatibnstody, sample design, research
instrument (data collection technique), and anslysf data Research may include
describing, explaining, criticizing and analyzinGhauri & Gronhaugh (2005), Yin
(2009) identified three different categories ofe@h purposes; explanatory, descriptive

and exploratory.

Based on the description of all the three reseeatdgories mentioned above, this project
was based mainly on descriptive study since theystvas to focus on an accurate event
trying to answer what, where, how, who and wherstjaes through the use of different

sources, information and already existing theories.

3.2Research Design
The research was based on the effect of microfmaoans on poverty reduction. The
design was a case study which uses descriptiveandsedesign to determine the
relevance and challenges associated with microfmamnhe study was based on the use
of questionnaires. This approach was used bectissa satisfied tool for collecting data
for the sample population.

3.3Population of Study
The target population of study was in Kibera andviagware slums two groups of 30
members each. 30 members of the Ngecha Njokerigwhtithania, Jamii and Neema
groups was the targeted population with a totalupeimpn of 120 members. This was

where the micro enterprises are based and operates.
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3.4Sample Design
Collection of data was from a random sample ofumihich have been selected with
known probabilities of selection from among all tsnin the target groups as per table
below. In this case no assumptions about reprabeeness are needed in estimating
totals or averages for the target universe andddition, there are well known techniques
for determining the precision of these estimates.

Table 1 Table showing Target Population sample
Community Group Name Target Sample
population(members)
Kawangware | Ngecha Njokerio 30 10
Kawangware Mugwatithania 30 10
Kibera Jamii 30 10
Kibera Neema 30 10
Total 120 40

Source; Author (2012)

3.5Data Collection

Primary data was used in conducting the researnchrder to collect reliable and valid
information, the researcher contacted some depatéinkeads within the microfinance
institution in Kawangware and Kibera. The manag@seration officers and employees
from the various levels in the organization werataoted and data collected. The method
used in collecting the primary data was made ugueftionnaires.

3.6Data Analysis
The method of analysis used in the study was deBai statistics. It includes the
comparison of income, asset ownership, housing itond nutrition, health, education,
decision-making (empowerment), business growth a@mdployment opportunities
between active clients and incoming clients indheas of study. To measure the poverty
index, the method or model used to determine teeatksample size was formulated as:
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where: n = sample size

z = the standard normal deviation usually set @6 Which corresponds to the 95 percent
confidence interval

p = proportion in the target population estimatetidve a particular characteristics
q=1-p

d = degree of accuracy usually set at 0.05 or emcaky at 0.01.

The independent variables for the microfinance lame Business Environment;
Expansion and growth of business in the localityp&hsion of Microfinance branch
network and Customer awareness. The dependenblearieas poverty reduction which

includes bank growth, change in living standard esrdmunity growth.

Descriptive and inferential statistics were use@nalyze the data and presented by use
of tables and graphs. Computer data analysis duelstatistical programme for social
scientist (SPSS) the latest version was the mainuged to process the raw data in order
to help interpret results. SPSS was also used atyzm the pre-coded questions. This
package was used to compute the percentages bataisasier to use. It can also be
used to make tables needed for discussions ofefhidts. Also Ms Excel was used to
draw the graphs for the computed data. This wad bgethe researcher because of the
ease in using Ms excel for this purpose over therosoftware. The other questions that
were open-ended were analyzed by listing all thed vésponse given by the respondents.

They were then considered based on their relevianttes research.
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CHAPTER FOUR
PRESENTATION OF DATA AND ANALYSIS

4.1Introduction
This chapter explains information gathered from fiekel through questionnaires. These
are analyzed to emphasize response from respondsinig various forms of graphical
representations. This chapter is also divided sib-headings to throw more light on
guestions asked on the field and in relation whth objectives of the research. The study
investigated the effect of Microfinance loans owgxty reduction. The study focused on
K-Rep Bank and how its micro lending has led togyovreduction. The study also had
some objectives that include; identifying the achmaents that microfinance loans have
done to the individuals and community growth in ggah and how loan policies can be

improved to better serve the sector and enhancaster growth of K-Rep Bank.

4.2Data Collection

A gquestionnaire was used to obtain qualitative @t the customers who are members
of group lending programs of the bank. These ag#ople who are directly affected by
the loan policy that is set in the institution. Tiable below represents the findings from

respondents.

Table 2 below shows the actual respondents frontatfget sample size, with the highest
being Ngecha Njokerio with 90% response rate arddWest, Jamii with 70% response
rate, from this statistics, the response rate veag good to enable the researcher come

out with a well balanced report.
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Table 2: Questionnaire response ra

Community Group Name Sample Respondent Percentage

Size (Actual) %
(Target)

Kawangware | Ngecha Njokeri 10 9 90
Kawangware | Mugwatithaniz 10 8 80
Kibera Jamii 10 7 70
Kibera Neem: 10 8 80
Total 40 32 80

Source: Research findir

Table 3 belowepresents thactual number of responderitg gender interviewe for the

study andfrom the statistics women wemore willing to give information required :

compared to their male counterp.

Table 3: Gender Analysi:

Response Population Gender Tab

Group Name | Respondents| Male Percentage | Female | Percentage
(Actual) (%) (%)

Ngecha 9 3 33.33 6 66.67

Njokerio

Mugwatithania 8 3 37.50 62.50

Jamii 7 3 42.86 57.14

Neema 8 4 50.00 50.00

Total 32 13 40.92 19 59.08

The attribute of gender was used in the research @bksih how the micro loans affe
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the lifestyles of the respondents .This is becadleaesearcher wanted to find out if the

loan policies in place favor one sex to the othet how the respondents feel about it.

This showed that more female (59%) than male (4dBtgined micro-credit from K-Rep

Bank.

Table 4 below shows the age bracket of respondemts below 25yrs and above 45yrs

as the target sample. Most active response was\athiin the 26-35yrs category,

contributing to 50% of the total response, with lingest response received from above

45 years of age bracket, scoring a paltry 6.25%@total. Thus the level of activity can

be deduced to be highest within the 26-35 yeaegefbracket.

Table 4: Age of the respondents

Response Population Age Table

Group Name Below 25 26-35 years 36-45 years  Above Respondents
years 45 years Total
Ngecha 1 4 3 1 9
Njokerio
Mugwatithania 2 4 2 0 8
Jamii 1 4 2 0 7
Neema 0 4 3 1 8
Total 4 16 10 2 32
Percentage 12.50% 50.00% 31.25% 6.25% 100.00%

Chart 1 below shows that most of the respondesdisbiusiness experience of 10 years;

this means that most of the respondents had vehiante business immediately after

completing secondary education since the majoritghe respondents fall in the age

bracket of 26-35 years.
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Chart 1: Graphical distribution of population by Ag e
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Table 5 below indicates the marital status of tegpondents interviewed, from this,
married respondents had the highest response fat®2.6% from a total of 32
respondents with the lowest being the widowers witespondent rate of 3.13%.

Table 5: Marital Status of the Respondents.

Status Respondents Respondents %
Single 4 12.50
Married 20 62.50
Divorced 4 12.50
Widower 1 3.13
Widow 3 9.38

Total 32 100.00
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Chart 2: Graphical Presentation of Marital Status d Respondents
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Results show that 62.5% of respondents were marti2d% single, 12.5% divorced,

3.1% widowers and 9.4% widows.

Table 6 shows that out of the 32 respondents, itifeebt was 15 with high school level of
education representing 46.9% and the lowest ogamdents at 6.3% with no education
and university level of education. The universigvdl could have probably opted for
better jobs and thus unavailable for microfinangsitess.

Table 6: Educational level of Respondents.

Status Respondents Respondents % Cumulative
%

None 2 6.3% 6.3%
Primary 7 21.9% 28.1%
Secondary 15 46.9% 75.0%
College 6 18.8% 93.8%
University 2 6.3% 100.0%
Total 32 100%
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Chart 3: Graphical Presentation of Education Levelof Respondents

Education Level Analysis
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College, 18.8%
Primary, 21 9%

Over 70% of the respondents have gone up to Sepprsdhool and beyond in their
education. Also the fact that over 70% have seagndducation and beyond in their
education means that probably due to the harshoeticnsituation, they may have

resorted to venture into self employment.

Table 7 indicates that majority of the families Had children which represented 53.13%
of the actual respondents; the lowest on the dthad were those with above 8 children,
representing 6.25% of the total respondents. Fimenstatistics most families preferred
fewer numbers of children that they could caterdioe to poverty.
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Table 7: Number of Children of Respondents.

Number of children of the

Respondents

Status Respondents Percentage %
None 7 21.88%

1-4 17 53.13%

5-8 6 18.75%
Above 8 2 6.25%
Total 32 100%

Chart 4: Graphical Presentation of Number of Children of Respondents
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Results showed that 53.13 % of the respondenthiddien ranging from one to four,
21.88% had no children at all, 18.75% had five ighechildren and 6.25% had more
than eight children.

This shows that due to the harsh economic timed mdw&iduals had preferred to have

small families.

Table 8 below shows that information about micrafice loans was highly spread
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through friends,with 16 respondents in this category, represenhiaff of the tota

respondents. The institution in this case scorag i@mv as very little information wa

received from it with only 5 respondents representi5.63%, while other sources, wh

could bemagazines, electronic and prmedia,scored favorably at 34.38% represer

by 11 respondents.

Table 8 Outreach Analysis

Outreach Analysis

Respondents Percentage ¥
Friends 16 50.00%
The Institution 5 15.63¥%
Other 11 34.38%
Total 32 100.00%

Chart 5: Graphical Presentation of Outreach Analysi
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As per the questionnaire, 50% of the respondestdatied that they became aware of
bank through their friends, 34.38% through othesrses while only 15.63% through t

institution itself.
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4.2.1 Effect of Financial credit to personal life and poerty reduction
Analysis on the question: “whether you agree tltaesas to financial credit has made a

positive effect in your life and the community anoluyou.”
From table 9 below 56.25% of the respondents agneidthis statement, while 6.25%
strongly disagreed, at 18 and 2 respondents froch eategory respectively. This is

graphically represented by the bar graph belowhamtd.

Table 9: Analysis on positive effect on financialredit in the community on poverty

reduction.

Assessing Whether Micro Finance Loans have made &ffect in poverty
Reduction

Response Respondents Percentage %
Strongly Agree 8 25.00%

Agree 18 56.25%

Strongly Disagree 2 6.25%

Disagree 4 12.50%

Total 32 100.00%

Chart 6: Graphical presentation of effect of microfnance loans on poverty

reduction.
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Table 10: Analysis on positive effect of financiatredit in the community.

Improvement in Lifestyle since joining Micro Finance Movement
Response RespondentsPercentage %

Yes 25 78.13%
No 7 21.87%
Total 32 100.00%

From table 10 above, close to 80% of the resposdagteed that access to financial
credit has effected positively in their personaéé and the community at large.This was
due to the ability of the respondents to accesssloghich further led them to expand
their businesses which wouldn’t have been the ifdsey had no access to micro finance

loans.

Table 11: Analysis on number of clients who have oeived business training from
the bank.

Training received Respondents Percentage %

Yes 21 65.63%
No 11 34.38%
Total 32 100.00%

Table 11 above shows the percentage of clientsadnaitted to have received business
training from the bank with 65.63 % stating to haeeeived training while 34.38 %

indicating that they had received no training afraim the bank. This can be deduced to
say that the level of competence on respondentsndss management can be

improved/increased if they receive regular traisifrpm the bank.

Table 12 below indicates that majority of respordgrefer weekly loan repayments as
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opposed to Bi-weekly or other methods given by blaek. The weekly respondents
scored a high of 78.13% represented by 25 resposidehile the Bi-weekly and other
methods had a null score. However still, some nedeots prefer monthly, scoring
21.88% on 7 respondents. This is mainly articulablgd payment system of the
respondents, majority are casual labourers thutsweekly wages and a few could be on

payroll receiving monthly salaries.

Table 12: Analysis of loan repayment mode.

Mode of Payment Respondents Percentage %

Weekly 25 78.13%
After 2 weeks 0 0.00%
Monthly 7 21.88%
Other 0 0.00%
Total 32 100.00%

Chart 7: Graphical Presentation of loan repayment node

Analysis on loan repayment
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More than 78% of the respondents repay their laans weekly basis as compared to
21.88% who indicated that they were repaying tleans on a monthly basis. This is
reflected by the nature of work engagement. Thpardents with zero scores could be

the unemployed with no source of income at all.
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4.2.2 Strictness of loan policies

Analysis on the statement that, “loan policiesha bank are strict thus making it hard for
customers’ to get loans”.

Table 13: Analysis on how clients perceive strictres of loan policies.

Analysis of response on strictness of loan policies

Response Respondents Percentage %

Strongly Disagree 4 12.50%
Disagree 6 18.75%
Strongly Agree 14 43.75%
Agree 8 25.00%
Total 32 100.00%

More than 75% of the respondents admitted thatas$ wot easy for them to get loans
from the bankThis is because the customers had to build trsingst them so as to be
able to access the group loans and yet these merateenot related and some view each

other with suspicion.

Many cited very long vetting processes such thattrabthe applicants have nearly given
up half way leading to some of them opting for mfial sources like borrowing from

friends or relatives and also the use of shylddks.turnaround time should be shortened

to ensure that customers get the loans appliednioediately.
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Table 14: Analysis on how clients perceive interesates.

Analysis on interest rates

Perception Respondents | Percentage %

Low 4 12.50%
High 21 65.63%
Fair 7 21.88%
Total 32 100.00%

From table 14 above, more than 65% of the respdadead the views that the interest
rates they were paying on their loans were wayhigb while 21.88% saying the rates
were fair and only 12.5 % indicating that they figllat the rates were low. This could
have been attributed by the amount of loan one takdn and thus looking at the

repayment amount and one’s capacity to repay teslas and when they fall due.

4.2.3 Customization of loan products

Analysis on the statement that, “loans are custechiz meet customers’ needs”.

From table 15 below, majority of the respondentsewre agreement with this statement,

with 14c respondents out of the actual 32 agrespgesenting 43.75%, while the least

respondents were in disagreement at 12.50% repeesby 4 respondents that the loans
are not tailor made to their specific needs, amdlthnk therefore needs to address this
clientele.

Table 15:Analysis on whether loans are customized tmeet customers needs

Response Respondents Percentage %

Strongly Agree 6 18.75%
Agree 14 43.75%
Strongly Disagree 8 25.00%
Disagree 4 12.50%
Total 32 100.00%
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Out of the total 32 respondents from the reseaarhet out and on the many various
factors that the researcher was looking at, inolgidipopulation gender, age of the
respondents, marital status, educational level, beunof children of respondents,
Outreach analysis, the effect on these loans teopat life and poverty reduction and
analysis of loan repayment and loan policies. A&direlationship from all the above is

realised.

From discussion of the researchers findings, rtated that more female participated in
the research compared to male and that one’s inemadamily size is directly related to

the success of his or her venture after takingahe. Respondents with few children are
more likely to utilise the loan on its intended pose and thereby finding that the loans
goes along way in improving their living conditiorisducational level can also be used
to deduce the level of ones success, for exampjerityaof the respondents are having
secondary level of education, this is good enoughtliem to understand the basic
business fundamentals and use their full potetaiaonvert the business into a fruitful

venture. Less of university level of education msgents were captured due to the fact
that the majority could be in white color jobs atie few available in microfinance

business are either there by choice as opposgkd former.

The researcher on looking at the various categblyam products, is able to deduce that
different products could be priced differently bésmn various factors like amount of
loan, type of collateral, risk factor and the dimat Therefore loan products could be tied

to interest rates by the researcher.
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CHAPTER FIVE
SUMMARY CONCLUSION AND RECOMMENDATIONS

5.1Introduction

The purpose of this chapter is to round off thelgtwith summary of study, conclusion
and recommendations. The conclusions would be nismla the analysis and the
literature review. The summary of findings givesimdepth explanation of the effect of
Micro finance Loans to poverty reduction throughpemvering the poor by giving them

loans to further their businesses.

5.2Summary of Findings

The findings were obtained from the research qoestposed to the respondents. The
study found that micro finance is a very strond togoverty reduction. It empowers the
poor, enables them to cope with and overcome méartheo problems that they face.
Micro finance loans have led to establishment aquhesion of micro-businesses through
which all kinds of assets are built leading to apgrup of opportunities for the poor to
improve their living standards and also that redpoeerty within their families hence

enhancing poverty reduction.

Women are the greatest beneficiaries of micro fisaprograms as they have fewer
assets and opportunities as compared to men. Téss léd to women becoming

empowered both socially and economically. Micrafine has helped build the capacity
of small enterprises through training in businesmagement especially in the groups,
record keeping and also enabling the small entsaprowners open bank accounts. This
progress in the businesses has resulted to empidyereation, enhance capacity of the
poor to acquire assets, educate their childrenyamga nutrition, better housing and

entailing a culture of saving.

Results have also shown that age and a minimunh ¢éweducation are necessary to be

able to run small businesses. Basic education camgaited by training received either
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from the bank or through formal business managenaming is essential for the

success and continued growth of these businesses.

The banks interest rates were perceived to be lyghe borrowers and this may not be
good for the institution as clients may shift thetsources which they think are cheaper.
There is a general belief that loans from MFIsisseed at a lower rate than formal loans
issued by commercial banks. In fact the case i©sipg because whereas commercial
banks issue loans at an average of 15% per annuie Mtes range from 17-22% per

annum. Also loans issued by MFIs like K-Rep ban§uree weekly payments while

commercial banks repayments are made on a mordisig hence a small trader can plan

well on how to be repaying a monthly loan than &kigone.

5.2.1 The Role(s) of Microfinance Loans in Poverty Reduabn in the Country

The research revealed that microfinance plays @alrtole in helping reduce poverty in

the country. It was realized that microfinance itagbns help in poverty reduction by

providing financial services to low income earnershose in the informal sector to help
them improve upon their business. Microfinanceiingons also provide avenues for

people to save daily or weekly for the future. tkilese go a long way to help improve
upon the lives of those involved especially lowame earners and those in the informal
sector. Once again microfinance institutions prevéatrepreneurial advice, monitor and
evaluate their clients to ensure they use fundshiintended projects which would help

improve upon their lives.

5.2.2 Effect of Microfinance Loans on Poverty Reduction

It was realized from the study that microfinancane have great impact on the lives of
people and help reduce poverty, it was revealed tth@se who had assistance from
microfinance have been able to help improve upeir thusinesses as they can now buy
more and sell more, which in the end brings themenpoofit for their benefit and family.

It was also realized that microfinance has helpagrove the homes of those involved by

catering for the basic needs of the house andchfr thildren. That school fees, clothes
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and other bills are catered for. The standardwindi of most respondents is now high

compared to some time or years ago.

5.2.3 Challenges Faced by Microfinance Institutions in tie Country

Aside from the important role microfinance playstire country, it is faced by lots of

challenges, the major challenge of microfinancétuntsons in the country is the recovery
of loans and other facilities, this stems from thet that most customers default the
payment of loans while others take long periodsné before payments are made.

Another challenge faced by microfinance institusion the country is inadequate capital
to sustain and carter for the growing number cérdB, this therefore leads to delays in
the release of funds while most banks are not peep# deal with microfinance

institutions.

Poor collaboration between most microfinance ingtns in the country is another
challenge faced by microfinance institutions in gwuntry. It was realized from the
analysis that most microfinance institutions duectompetition, keep to themselves

without seeking help from the others.

Aside from these, some of the challenges faced umstomers or the public with
microfinance institutional loans include high irgst rates, collateral and the repayment
of loans. In comparison to other research findinigs,researcher found out the following

similarities and differences:

a. Capital inadequacy still poses a great challengalltdé1FIs and thus unable to

fulfill the needs of all

b. Women in particular play a big role in micro finamg as they are able to easily

come together by pulling their resources to acheeset target

c. Microfinance loans does not fully benefit the vegor but the semi poor and as

such would take a long time to reduce poverty
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d. Pricing of microfinance loans is a big challengeoakr the world and because of
competition, the poor end up being disadvantagsft ot with no choice but to

borrow at high rates.

e. The statement that credit is a human right is mputlieable to all and thus the
challenge is that the microfinance loans are omtgrded based on ones capacity
to repay and relationship with other group membetsere group lending

mechanism is concerned.

5.3Conclusion
Microfinance is an effective method of poverty waiéion. MFIs have developed many
unique and innovative practices to account fordiffeculties of providing credit to the
poor. Trust and group lending practices encouragegbor to collaborate in mutual trust
and friendship and to offer support for commundgrs and small businesses. Focus on
female entrepreneurs allows marginalized women &m gaccess to the economic
opportunities that they need to empower themsel@emlified leadership assures that

microfinance will continue its success and innawain critical years to come.

From the literature review and the analysis, it wealized that the contributions of
microfinance to the development of the country emgkducing poverty is very enormous
and as such their continuous growth is of primeartgnce to the country as a whole.
They provide financial services to those in thevinfal sector, the poor and those who
earn little. This help those in the informal sedioprove upon their services and help

improve their standard of living.

The benefits of microfinance are not only felt Impde who directly participate, but by
their families and entire communities as well. Sahthese benefits include: an increase
in household income, capacity to sustain gains awee, better nutrition and health,
higher education and school attendance, female wempaoent, and the ability to
completely break free from the bonds of extremeeptyv
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Microfinance has achieved its success and popyldhtough its recognition of
the poor as agents of change. However, microfingemt a miracle solution. It is not
for everyone and is not solely responsible for ptyvalleviation. Microfinance must also
be coupled with other social programs that areilflexto meet the diverse needs of
destitute families. A MFI should also be sure tooirporate the customs and practices of
the people into its programs. But through a hdisgpproach to fighting poverty and a
recognition of the importance of the poor as agehtshange, the battle against extreme
poverty can be fought and won.

Conclusively, the importance of microfinance loamgoverty reduction is of immense
benefit to the country as a whole. There is theeetbe need to help sustain MFIs and
help its growth as its role to the developmentef¢ountry is very good.

5.4Recommendations
From the study it is realized that microfinancent®alays an integral part in the economy
of the country by helping reducing poverty, though integral part its operations and
challenges leaves much to write home about. Thresmmendations are therefore made

to help microfinance in its operations and survival

The researcher recommends that in order for th& bmmexpand its outreach, it should
effectively market itself and also fasten on sex\vdelivery as in the case of ensuring that
loans applied for are disbursed on time. MFIs sthoeView their loan processing periods
and reduce it to the minimum possible because aftethey do not disburse a lot of
money which should not warrant a delay in procegsirhey should also adjust their

interest rates downwards so as to encourage irestdasrowing with more frequency.

MFIs should design appropriate products reflecingunderstanding of the reality of the

market they are operating in, lack of customizingdpicts as to the desires of the clients
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leads to the customers being forced to accept ptedihat in most instances do not

answer to their needs, but they have to takeittiaghe only product available.

People with disabilities and impairments do notehavoducts and services designed to
meet their needs and also are not adequately segvedisting microfinance funds and
services. This target group in particular coulddfgrirom complementary skills training
programmes. The existing skills training and fuigdarrangements for women do not
seem to be market-driven. Thus, specific services @oducts that target women for
entrepreneurship development to enable them engagmonomic activities and become
more self-reliant need to be more coherent. Yousgpfe aged 15-24 years account for
about a third of the population of Kenya and cduatdi over half of the unemployed
population. There is a need for special microfimangrant and training programmes that
target the youth for entrepreneurial developmehte Government having though embarked
on the youth programme, need to put stringent mreago curb vices like corruption that has

infiltrated the programme.

Clients should be trained in skills that can addi®do their ability to run the businesses
they own more efficiently. This can be done by te&evant MFIs credit officers or
Business Development Officers. Since all clientsehdifferent knowledge gaps, the
researcher suggests that a thorough assessmerirrid cout to know exactly which

areas an entrepreneur requires further skills.

5.5Limitations of The Study
This case study has focused on the financial stpdoK-Rep bank to the individuals
towards poverty alleviation and this is informatibiat has been reserved for the board of
directors, the management, the community and ddmemse for the researcher it had to

be a process of authorization.

Confidentiality clauses and policies have restdcéecess to much of the information

with regard to financials which includes the compéoan book. This has caused delays
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and since special authorization from the managentenarry out the survey had to be

done. Otherwise the project has been within the frame despite the limitations.

The attitude of the interviewees and respondentgaris the research was quite
surprising, most of the respondents have nevereamied the values and benefits of
research and regrettably, most of them see thecisgeas a waste of time this led to
difficulty in accessing the information from thdetits/customers some of whom were

not able to submit back the required questionnaires

Constraint of the time always denied the resear@mempportunity to return to the
respondents to either seek more information andificition or even pursue the
defaulting respondents. Due to use of the questioeno collect primary data, the

inherent weaknesses associated with this techimgueot be ruled out.

5.6Suggestion for Future Research

The research has brought to fore the role of milcaoice loans on poverty reduction in
the country. To enhance this development more cif sesearch should be conducted to
bring to public domain the importance of microfiocan the challenges and the way

forward.

Furthermore the population size should be incredasecbver most of clients and the
general public with regards to the relevance aradlehges since larger samples are more

representative of the population than a smallempéam

There are also many factors that affect transfaomabf microfinance institutions to
commercial banks. The study findings were confingtiin the scope of the factors that
were addressed by the specific objectives and limised the study to explore other
transformation factors. Suggestion for further sadis hence advisable to assist in
identification of more other factors that limit madinance institutions to fully transform

into commercial banks. Further studies should aksip in implementation of effective
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measures that will contribute towards effective grty eradication and aims and average

standard of living hence poverty reduction.
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APPENDIX: RESEARCH QUESTIONNAIRE

This questionnaire is designed to gain an undedstgnof the effect of microfinance
loans on poverty reduction. Kindly complete thigsfionnaire as objectively as possible.
The information given out is solely for academicrgmse and would be treated as

confidential. Thank you.

SECTION A: - Respondent Profile (background information)
Write or tick (V) the appropriate response to each of questions
. Gender of respondent.

Male [] Female [ ]

. Age Range Below 25[ ] 26-35[ ] 36-45[ | Above 45][ ]

. What is your marital status?

Single [] Married []
Divorced [] Widower []
Widow [

. How many children do you have?
None [ ] 1-41] 5-8[] Above 8[ ]

. What Level of education did you attain?

None [] Primary []
Secondary [] College []
University [

SECTION B:

. What was your household size after the loan?
None [ ] 1-41] 5-8[] Above 8 ]
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7. Are you a participant of K-Rep Bank credit prograinf?Yes []1No
(a) If yes, from whom did you get to know about K-ReganR and its products and
services?

[ ] Friends [ ] Institution itself [ ] ot sources

8. Before taking any loan, did you receive any busriesning from K-Rep Bank?
[]Yes []1No

9. Did you participate in saving programme at K-RepilBa [] Yes [] No

(a) If yes, how much was your current savings amount?
[ ] Amount in KES [ ] Does Not Kno [ ] No response

10.Do you think that the financial credit from the kdras made a positive impact towards
poverty reduction?

[ ] Strongly Agree []Agree [ ] Disaag [ ] Strongly Disagree

11.How did you take the loan?

[ 1By forming a group []individually []thers (specify)

12.Do you think your lifestyle has improved after tban? [] Yes []No
13.What is the current mode of your loan repayment?
[ ] Weekly [ ] After two weeks

[ ] Monthly [ ] Other

14.K-Rep Bank is very strict on its loan policies. fpau agree?

[ ] Strongly Agree []Agree [ ] Disaag [ ] Strongly Disagree
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15.Do you have access to credit from other sourcesr dtan K-Rep Bank? [] Yes []No

(a) If yes, from what sources?
[ ] Banks [] Relatives [] Friends [] Shylocks

[ ] Others (specify)

16.What do you think about the lending interest rati€-&ep Bank?
[ ] High [] Fair []Low

17.What do you think about the repayment period ofitlae?

[ ]Short [] Satisfactory []Long [Does not know [] No response

18.Did you have a source of income for your housebhelidre the loan? []Yes []No

If yes, specify the average monthly income in KES

19.What is your average monthly income after takirgyltan? Specify in KES

20.What was the average monthly expenditure of youshbold before the loan?
[] Below KES 1000 [] Between KES 1001 — 300D] Between KES 3001 — 5000

[ ] Between KES 5001 — 10000 [ ] Above KES 10000

21.Do you agree that the loans at K-Rep Bank are migeal to meet customer needs?

[ ] Strongly Agree []Agree [ ] Disagg [ ] Strongly Disagree

22.Has loan experience led to a feeling of being ncaggable of handling money and

making economic decision? []Yes []No

Thank you for taking your time to respond.
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