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Abstract

Microfinance has become very important in global poverty reduction debates. The popular
assumption is that enabling poor households access to credit helps households begin micro
entrepreneurship which would enable them improve their incomes and eventually escape
poverty. Evidence from research so far has been scanty, and many results have been highly
contested. The main objective of the thesis was to analyze the impact of microfinance on
household income as well as measure household vulnerability to poverty after access to
microfinance. The study is an experimental case of Makueni district where participants in
microfinance programmes and non participant households were studied over time; thus yielding
a rich pooled data for analysis. On integrating time dynamics in the analysis, the results indicate
a positive and significant impact of microfinance on household income. To this end the thesis
argues that there is a role of microfinance on the improvement of household incomes. The thesis
also re asserts that providing affordable financial services to the rural population still remains to
be an important component of development strategy. On the other hand the thesis emphasizes
that there is need to come up with innovative microfinance institutions that are supportive of
their own role in assets accumulation and wealth creation for their clients. This will involve
innovative targeting of potential clients, as well as streamlined microfinance regulations to
protect their clients. In particular the study cautions that the ability of households to begin
informal sole micro entrepreneurships should not be assumed to be adequate for the
improvement of household income. There is need to create a policy framework to spur growth
not only in the micro enterprises but also in the overall rural economy that would lead to the
creation of employment opportunities and an increment in the agricultural output. This is quite a
big task to accomplish and may require more than one particular policy intervention. In essence
this calls for both private (microfinance) and public partnerships to create the environment where
such poverty reduction objectives could be realized.



