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ABSTRACT

Access to housing finance is limited in most entegg@conomies as residential mortgage
lenders do not finance the housing needs of theitmeme earners, when exposed to
large cash-flow and credit risks. Housing microfioa is one of the recent avenues for
low income households to access loans for houdihg. study sought to establish the
factors influencing financial access to housingrofioance by low income earners in
effect in Kenya. This study was based on an expoyadesign. The target population
comprised 14 MFIs in Kenya which provide housingnmmiloans that are registered with
the Association of Microfinance Institutions of Ken(AMFI). The study therefore used
a census of all the 14 housing microfinance instis. The study used both primary and
secondary data sources. Data analysis involvedcieglaccumulated data to manageable

levels, developing summaries, looking for patteand applying statistical techniques.

The study established that capacity/source of rapay was key in designing the housing
micro loan. The study also established that thegae of the loan (Type of product) was
key in designing the housing micro loan. The stiudther established that security/ risk
mitigation was key in designing the housing miavard. The study also concluded that
MFIs take into account the purpose of the loan rigie mitigation, the profession of the
client, the loan tenure and the economic conditaunsng the product design. The study
recommended that MFIs that do not conduct piloveys to market test products should
do so in order to ensure that the product desigritie needs of the customer. The study
recommended that MFIs embrace new technologicatldpments so as to ensure their

serve their customers in a better faster and nfficke®t manner.
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CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

A home is the most important asset most of peopié ever own. Shelter is a
physiological human need so much that even those eamnot afford it still need it
(Wafula Nabutola, 2004). Yet, access to housingrfoe is limited in most emerging
economies, as residential mortgage lenders doimatde the housing needs of the low
income earners, when exposed to large cash-flow eedit risks. Low income
households often lack the income to afford a mar&et mortgage for a decent house that
meets common quality standards, and lending renlianited to low income households

with steady and verifiable incomes.

Only few emerging countries, according to the WdBlank survey (Loic Chiquier &

Michael Lea, 2009), such as Mexico or Malaysia haeetgage lenders reached down to
finance low income households. Beyond lending nmtarkaost large-scale programs of
housing subsidies have fallen far short of achig¥ireir social objectives. As a result of
these and other factors, the main funding souraesofv income households to acquire
housing, besides their own savings, have been tcagi@it or neighborhood money
lenders at expensive credit terms. In this contextrofinance institutions (MFIs) have

observed that some of their clients use micro-enta loans to improve their housing

conditions as a supplement or alternative to saving



In recent years the world of microfinance has betpuaddress this issue more diligently,
and has been developing various methodologies mesitp laid low income earners in
their search for adequate shelter. Some MFIs kapanded their range of microfinance

loans from enterprise lending to personal assédlibgi (housing).

Given that majority of Kenyans cannot afford deypelebuilt housing in its current form,
therefore Housing Micro Finance Institutions (HMFteserve further investigation on

their impact on low income earners access to fieanc

1.1.1 Microfinance Institutions and Housing Micro Loans

Housing microfinance is one of the recent avenoesofv income households to access
loans for housing. Microfinance for housing wastfistrongly entrenched in Latin and
Central America, but is now widespread in otheliareg of Asia and finally taking hold
in Sub Sahara Africa. Unfortunately, microfinarfoe housing in Kenya is not well
discussed and debated at policy level. Despitdeffact that microcredit sector in the
country is growing faster, the potential role ofcrofinance for housing has not been
recognized. There has not been much effort toystive potential size of low segment
housing finance markets in Kenya (Centre for Afalo® Housing Finance in Africa,

2009).

Housing microfinance (HMF) intersects both housiimg@nce and microfinance. HMF
consists mainly of loans to low income earnersémovation or expansion of an existing
home, construction of a new home, land acquisiteorg basic infrastructure. HMF can

be defined as “any micro financial tool to suppmv¥estment in the components of



housing, including land purchase or access, prawvisf or improvement to services, full

or incremental house construction, renovation ahteaance” (Daphnis-CAHF, 2010).

HMF reaches clients who lack access to formal franinstitutions and who cannot
afford the payment on a mortgage loan, which wdoddlarge enough to finance a
completed house situated on serviced urban lardl atoinarket pricesDaphnis (2003)
defines the most important issues related to thegdeof financially viable housing
microfinance services as client’s capacity to pkan repayment period, pricing,
affordability, construction assistance, securitguieements, land issues and capital

adequacy.

Microfinance industry changed significantly duestveral drivers. First, the degree of
professionalization within the industry, moving foom local spontaneous micro lending
initiatives to better equipped and organized iosbins. Also, a large number of global
financial intermediaries, for different reasons famising microfinance providers, are
starting to be involved in microfinance, so conitihg to modify the landscape of
traditional MFIs. A regulatory framework is needddhe literature concerning financial
regulation affirms that a market must be regulatedhe eventuality that it could not
achieve an efficient equilibrium autonomous. Thalgoof regulators are to increase
efficiency in capital allocation, to implement effire risk management procedures and
to protect less informed parties that enter infmancial contract. These are translated in
a set of rules concerning the structure of thenfond industry itself, the prudential
regulation of intermediaries and market, and thesll®f transparency and disclosure

(Prakash Singh, 2005).



MFIs pursue a double bottom line of outreach arslasmability. On the one hand, MFIs
fulfill an outreach mission by providing financisgérvices to the poor. On the other hand,
MFIs must operate like other financial institutipmsnding to creditworthy clients and
earning positive returns on their loan portfolios arder to sustain and expand their
operations. The efficient functioning of MFIs is paramount importance for long run
sustainability, which refers to the capability bétinstitutions to generate enough income
to at least repay the opportunity cost of all irgpas well as assets. Different variables are
included that can explain the level of efficiendyMiIs. These variables can be divided
into different groups based on basic charactesisgiovernance, financial management,

performance and location (Chaves, Gonzalez Vedif)19

1.1.2 Financing Cost by HMFIs

The cost of finance is the total expenses assakciatihn securing financing for a project
or business arrangement. Financing costs for hgusigrofinance institutions (HMFIS)
include cost of funds (interest, financing fees rgbd by intermediary financial
institutions), operating cost (Personnel and adstriaiive expense), risk of default as
provision for bad debt is often a regulatory regoient for intermediary financial
institutions which finance MFIs and as well for uésgory authorities. MFIs incur costs
not only in sourcing funds and disbursement of éhesids to microfinance clients but
also in promotion and monitoring of microfinanceent groups and development of

processes for improving efficiencies of servicewidal (Daphnis, 2004).

High operating costs and capital constraints withie MFI industry impact the pricing

of housing microfinance services which tend to éeesal times higher than traditional

4



consumer or mortgage loans of banks. The riskscaatiare different. High interest rates
represent the price of access to non-collateralizeding for a riskier clientele that
generally lack alternatives. MFIs justify high ate terms of the need to cover higher

financial and operational costs (CGAP, 2009).

1.1.3 Factors Impacting the Financing Cost

By designing a HMF product, the institution hasctmsider the following questions:
what can the client afford and what can the institu afford? HMFIs have several
constraints that define the final loan product'sige. In designing the product, HMFI
has consider the cost of funds, the costs tolranristitutions and manage the loans and
the adjustment of the product (market assessmerit) the target clients as loan losses,
or more appropriately, what the losses are expettelde, play a critical role in shaping
how much the institution charge all its clients.nother and crucial factor in HMF
product design consists of guarantees and collafigypically, mortgage liens make little

sense for loans of modest amount.

High interest rates for housing micro credit reerdg the price of access to non-
collateralized lending for a riskier clientele thgenerally lack alternatives (Daphnis,
2003). Rock and Otero (1997) argue that the cumparadigm for prudential regulation
and supervision has been designed for conventioabéteral based finance, which
presupposes the existence of "wealth". Wealth ésdhterms is normally seen as a freely
transferable asset. In most poor communities assetdy definition scarce, however

they are not easily transferable outside of thernamity. A new aspect of the product



design from a HMFI perspective to home lenders Iwve® construction assistance

services which impact the cost of the product.

Regulation has many obvious advantages howevemitcome at a price. The breadth
and diversity of the microfinance industry can leadlifficulties and great expenses in
order to administer and monitor all of the MFI'saifls, 2010). The cost of supervision
can often be costly and these costs are parfiggubon to MFI's in the form of licensing
fees, making it more expensive for the MFI to operd&egulatory institutions can
impose interest rate caps it can also limit theausr base and the geographical scope
for the MFI. Capital requirements (a minimum capitan limit existing MFI's in terms

of how widely they can operate (Harris, 2010). Test practice in business is an

efficient transformation of given inputs into maxim attainable output.

1.1.4 The Overview of Housing Microfinance in Kenya

The Microfinance Act became operation in 2008 agets ®ut the legal, regulatory and
supervisory framework for the microfinance industnyKenya. The principal object of
the Act is to regulate the business and operatidrmaicrofinance institutions (MFI) in
Kenya through licensing and supervision. The Acabdes Deposit Taking Microfinance
(DTM) Institutions licensed by the Central BankKdénya to mobilise savings from the
general public, thus promoting competition, effiiig and access. Regulations for Non

Deposit Taking Microfinance Institutions are yeb put in place.

Retail lenders of HMF span tiers, from regulatedtftier organizations which can raise
capital from deposits, through to cooperatives BIDs at the second tier and finally

informal third tier lenders (Mickael Kihato, 2013fyirst tier lenders include microfinance



banks (Deposit Taking Microfinance) such as K REaulu Kenya, Kenya women'’s

Financial Trust and commercial banks such as EqBapk, Cooperative Bank and
Family Bank. Second tier lenders include SACCOsvif®s and credit cooperative

societies), cooperatives and Microfinance institosi that offer HMF. These also include
housing NGOs which branched into housing microfagatending on recognizing the
demand, such as the National Cooperative and Hgulinion (NACHU) an apex

SACCO formed in response to a common need for hgusnd has grown considerably
since its establishment in 1979. Finally, there tarel tier, generally unregulated HMF
players who include rotating savings and creditpewatives and other informal lenders.
International development organizations have giggplicit attention to the growth of

HMF lending capacity among Microfinance Institusomousing NGOs and SACCOs as
part of their effort to grow scale and address hgubacklogs across Africa and globally.
They are in many ways the pioneers of explicit HMiFestment and lending in Kenya
(Mickael Kihato, 2013). A list of microfinangestitutions operating in Kenya is given

in the appendix section.

1.1.5 Access to Housing Microfinance in Kenya

The recent development of HMF shows that econolgieative low income earners can
finance some of their housing needs incrementailty affordably and under conditions
that allow the lender to cover all associated co8ss the same time, HMF market

(current and potential), comprises individuals vatdemonstrable capacity to repay.

HMF typically comprises small loans (usually fronE8 10,000 to KES 500,000) of
limited maturity (from one year to three years) gatly without collateral. Housing

microfinance offers incremental loans that fit witlte way low income earners people
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build: progressively and over time. The microfinameethodology applies with financial
and operational costs covered through interest faed, a thorough knowledge of
neighborhoods, additional guaranteed from familyniners and frequent contacts with
borrower. Most HMF clients have a good record opaggng previous enterprise
microfinance loans. HMF is often delivered with hecal assistance to ensure the

durability of the resulting construction.

The demand for housing microfinance in Kenya iseasing. Kenya remains one of the
largest and most viable markets for social housingast Africa (Scoping the Demand
for Housing Microfinance in Africa, 2009). Affordebhousing remains one of the key
challenges in infrastructure and basic human negagicularly in rapidly urbanizing
cities and peri-urban areas. The government detimedow-income segment as earning
below KES 16,000 per month (2010 Kenya Housing) BNloteworthy is that only 3.6%
of Kenyans earn more than KES 30,000 per monttnaady 90% of the population falls
below a monthly income of KES 25,000. In the forneahployment sector, 50% of

formal employees earn less than KES 20,000 permont

1.2 Statement of the Problem

Housing is recognized as a basic right in Kenyads@ituiion. Besides, shelter is a basic
human need that helps ensure personal safety aith.h€he home is a personal asset
that usually appreciates in value over time. Homprovement not only enhances living
conditions, it is an investment. Thus, there isuagent need for alternative financing
models like microfinance, because of the failureéhef formal housing finance system in

addressing the housing needs of the poor.



To address this issue of limited access to houlivance by low income earners, new
providers are developing creative approaches toptioblem. A range of financial

institutions are applying good microfinance pragtito housing finance, and are
delivering much needed services to low income earnastomers. Nevertheless, there
are still current challenges for expending effeztiousing microfinance for specialized

institutions.

The needs of the low income earners with regatabtoowing have not been adequately
addressed in Kenya (National Housing Policy for y@n Low-income groups have no
capacity to negotiate credit conditions and areddrto comply with the housing
solutions allocated by the economic and profithpikkonsiderations of the housing

market.

Identification of institutions, capital structurdyousing microfinance products and
services, regulatory framework, and their effect tbe financing cost by HMFIs is
missing in the policy debates on pro-poor housm&eénya context. There is therefore a
research gap on the effect of financing cost bydtayMicrofinance Institutions on the

access to credit by low income earners in Kenya.

Previous studies in the field point to certain cligets like, in just two decades, housing
microfinance programs have attained a prominentitipns among organizations
addressing the shelter needs of the urban andpaaalin many regions around the world

(Harvard, 2000).

HMFIs surveyed by International Habitat for HumgniBtickney, 2006) said the lack of

availability of appropriate funding was the mospuortant constraint for the expansion of

9



their housing portfolio. These HMFIs cited lack intitutional capacity and technical
know-how as the second most important problemnnitihg the expansion of their home

lending.

Most of researches had emphasized mainly on tle-wéfs and synergies between the
overall objectives of the micro finance businegsafficial sustainability) and outreach to
the poor and welfare impact (Rhyne, 1998; Chrisg1; Morduch, 2005). There are
few studies available on the topic in Kenya cont@anyeki A.W, 1998; Wafula

Nabutola, 2004). Researches and studies were nfaiciged on affordable housing and
less on the tools and process for low income esartempurchase or acquire a shelter
(Bonyo, 2010; Aden V. Nopper, 2011; Mungai Eliud)12). Few researches have

attempted to address the housing finance to loanmecearners (Oriaro, 2000).

The study aimed to answer the following questiohatns the effect of product design,
regulatory framework and efficiency on financingstdoy Housing Microfinance

Institutions on the access to credit by low incaaeners in Kenya?
1.3 Objectives of the Study
1.3.1 General Objective

The study sought to establish the factors influegcfinancial access to housing

microfinance by low income earners in Kenya.

1.3.2 Specific Objectives

The study specifically sought to:
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I.  To establish the effect of the product design (le&e, loan tenure, interest rate
& fees, construction assistance, and collatera)tym financing cost of housing

microfinance institutions;

ii.  To establish the effect of regulatory frameworkdhsing fees, interest rate caps
and minimum capital requirement) on financing cokthousing microfinance

institutions;

iii.  To establish the effect of efficiency (cost of fepn@dministration and operation
costs, loan loss rate, subsidies and technicaktasse, competitiveness and

profitability) on finance cost of housing microfimae institutions.

iv.  To establish the effect of financing cost by HMRIthe access to housing finance

by low income earners in Kenya.

1.4 Value of the Study

This study would be useful to microfinance instdas which aim to play a key role in
Kenya housing sector. The management of housingpfmance institutions would have
an empirical basis upon which they can base thetistbns on product development,

business development and operations or supervision.

This study would also guide policy makers in thesing sector as well in finance sector
especially the Central Bank of Kenya in coming uphwpolicies related to housing

finance in the microfinance industry in Kenya.
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Researchers would also find this study a very uisstiudy as regards the variables
measured in the study. Future research in Kenyaeapdcially in housing microfinance

sector can be based on this study. The recommendafior future studies would also

guide future researchers in this area.
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CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction

This chapter presents a literature review. Forammst, section 2.2 discusses the
theoretical literature. Section 2.3 presents theigaoal literature on microfinance for

housing. A summary of the chapter is then outlined.

2.2 Theoretical Literature

This section starts by introducing selected baakgdotheories related to microfinance

and then move on to the theory of microfinancentie.

2.2.1 Principal - Agent Theory

Principal-Agent Theory proposed in the works of aad Mitnick and further expanded
in the 1980’s by Fama and Jensen analyzes infoomatsymmetry in a principal-agent
relationship, arising when a principal contracts agent to act on his behalf. The
deviation from the interest of the principal by thgent, the ‘agency costs' consist of the
costs inherently associated with using an agenttladosts of techniques to mitigating
the problems associated with a use of an agenmpioging mechanisms to align the

interests of the agent and of the principal.

Credit relationships exhibit characteristics of agency problem, as agents, the
borrowers, act on behalf of the principal, the knsgd whose funds must be repaid.
Information asymmetries usually arise in agencgti@hships because one of the parties
owns privileged information. In a lender-borrowelationship, the principal can be

unable to monitor the actions or the type of therdigConsequently, the principal must
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invest resources to recognize agent types or tacmdgents to undertake actions not
damaging the interests of the lender. Therefordateoal is a key feature of a loan
contract and a partial solution to principal-aggmbblem, present in microfinance

(Tomas, 2013).

Collateral helps MFIs to solve two main problemdinhits losses in the case of default,
but it also solves the problem of asymmetric infation between MFIs and borrowers.
Theories about collateral and the asymmetric in&dirom problem consider collateral
either as a signaling instrument providing MFIshnimformation about the borrower’s
guality as quality borrowers know that the chantcdedault on the loss of their collateral
is unlikely and therefore are more willing to pledgollateral in compensation of more
favorable contract terms than low-quality borrowdiomas Hes, 2013). Hence,
collateral helps reduce adverse selection by sigmébtiglitz and Weiss, 1981). Despite
the importance of collateral, a MFI cannot obligeit poor customers to pledge physical
collateral since they have little or no collaterBherefore, loans provided by MFIs will
be in the form of physical-collateral-free loansr fexample savings discipline of
borrowers and group-lending with joint liability rtdoe used as collateral (Woradithee,

2011).

2.2.2 Efficient Market Hypothesis

Efficient market hypothesis (EMH), developed by Baat the University of Chicago in
the 1960s, alleges that markets incorporate thanmdtion relevant to prices, while the
price of a given asset represents the value of #sset, reflecting all available

information. The basis of EMH is thus rational esfadions concept which states that
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agent's predictions of the future value of econaihc relevant variables are not
systematically wrong and errors are random. The EAdditionally claims that prices
reflect even "insider" information. Investors amde@archers have disputed the EMH both
empirically and theoretically, as the Financial9ii(2007-2008) has led to criticism of
the hypothesis'Among the causes of the recent financial crisis araanjustified faith in

rational expectations in market efficiencies." (Péoicker, FED Chairman.)

Critics have suggested that financial intermedsareduce the accuracy of disclosures
and efficiency of markets by creating private imf@ation asymmetries, while the prices
of securities are influenced by speculators as aglby insiders and institutions that buy
and sell stocks for reasons unrelated to theireyaduch as for diversification, liquidity
and taxes. Analysis of the market efficiency in mimance investments funds is
considered an important issue. For example, unlessnarket is sufficiently efficient,
it's not likely to allow a flow of funds to each N appropriate manner, which might
prevent MFIs from reaching their major clients,ttlsa the poor borrowers (Tomas Hes,
2013). In the field of prudential regulation, pgicakers face regulator’'s dilemma of
safeguarding the health of the financial systeroinfadifficult choices about the extent
to which public institutions should intervene inedit markets on behalf of debtors

(Peterson, 2007).

Microfinance experiences regulatory evolution adl.wdicrofinance is shifting from a
niche product to a globally recognized form of fina, but as the industry becomes more
diverse, regulatory and market gaps keep the ingdéretm sound operation (Tomas Hes,
2013). One of the major obstacles for macro-reguiadf the sector is heterogeneity of
the MFIs and products offered. MFIs are differgygets of institutions such as banks,
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rural banks, non-bank financial institutions (NBFI®ion-government organizations
(NGOs), credit unions or cooperatives, with diffardegal status and purpose. The
heterogeneity of MFIs is strength of microfinanpeymitting creative permeation into
different types of environments as well as a wea&nae that it does not allow simple
description or standardization, a therefore regudatvith a sector composed of so many

varied players with different needs and purposess(2013).

2.2.3 The Transaction Costs Theory

The transaction cost approach has been developedthe theory of the firm by Ronald
Coase (1960).The transaction cost can be definetras costs that arise due to the
existence of institutions and the appearance ccamomic exchange” (Cheung, 1969).
Transaction cost theory concentrates on the relagifficiency of different exchange
processes. Firms begin to organize their produatidirms when the transaction cost of
coordinating production through the market exchamgeen imperfect information, is

greater than within the firm. According to Williaors (1985), the determinants of
transaction costs are frequency, specificity, uadely, limited rationality, and

opportunistic behavior.

The concept of Transaction Costs has been mostly insthe microfinance literature to
justify the high interest rates of lenders that {dolbe due to the small loan size. The
administrative costs are inevitably higher for timycro lending than for normal bank
lending. Lending out a 100 million Ksh in 10,000ams of Ksh 10,000 each will

obviously require a lot more in staff salaries thaaking a single loan for the total

amount. As a result, interest rates in sustainaflerofinance institutions are
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substantially higher than the rates charged on abdpank loans (Armendariz and

Morduch, 2010).

Markowski (2002) states MFIs have a dual missioso@al mission “to provide financial
services to large numbers of low income personsmiprove their welfare”, and a
commercial mission “to provide those financial $egg in a financially viable manner”.
Simanowitz with Walter (2002) argue that microfinans a compromise between this

social mission and commercial mission.

2.2.4 The Micro Finance Triangle model

The triangle of micro finance is a conceptual fraraek developed by M.Zeller and R. L.
Meyer (2002) which seeks to give a better undedstgnof the existing trade-offs and
synergies between the overall objectives of theranithance business : financial
sustainability, outreach to the poor and the welfampact. The three objectives of is

illustrated in the triangle of microfinance as helo

Macroeconomic anc secteral policy
Frame work and sodo economic environment

InstmuﬁonaL\
/ Innovetion

Financial sustainability Outreach to the poor

Figure 1: The triangle of microfinance/ source: M.Zeller & R.L. Meyer, 2002

The inner circle represents the many types oftutginal innovations that contribute to

improving financial sustainability, impact and aé#ch. These innovations can be cost-
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reducing information systems (financial sustainghil designing demand-oriented
services and training of clients (impact), and mefkective targeting mechanisms or
lending methodologies (outreach).

The outer circle represents the external socicaoom environment as well as the
macroeconomic and sectoral policies that affect peeformance of the financial
institutions. The outreach of the institutions isederogeneous population, whose degree
of exclusion from financial services may vary ankdose distance from the poverty line
in their respective regions may differ. Outreaglaliso the social value of the output of
the MFI in terms of depth, worth to users, costisers, breadth, length, and scope. Depth
of outreach is how far down the poverty scale eftdrget population the institutions are
reaching and the breadth of outreach is the nurabasers. The worth to users is how
much the borrowers are willing to pay and depenushe loan contract and the tastes,
constraints and opportunities of the user. The obsiutreach to users is the cost of a
loan to a borrower and includes both price andseation costs. The length of outreach is
the time frame in which a MFI produces loans aredstope of outreach is the number of

financial services offered by the MFI.

There are also potential synergies from the thigectives of the triangle. Financial
sustainability can be perceived by potential cBeat an important factor when becoming
a client and can therefore improve the outreacthn®fMFI. This is especially important
for institutions approaching potential savers. Amstitution striving for financial
sustainability becomes very sensitive for clientndad which means that they tend to

improve products and operations. This in turn gatesr better financial services which
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generates greater economic benefits for the cliants thus greater impact (Zeller&

Meyer, 2002).

2.3 Determinants of Financing Cost

There are three kinds of costs the MFI has to ceden it makes microloans. The first
two, the cost of the money that it lends and th&t ob loan defaults, are proportional to
the amount lent. The third type of cost, transactoosts, is not proportional to the
amount lent. The transaction cost of a KES 500)088 is not much different from the
transaction cost of a KES 100,000 loan. Both la@agiire roughly the same amount of
staff time for meeting with the borrower to appeaithe loan, processing the loan
disbursement and repayments, and follow-up momigorThis cost should be even higher
for housing microloans if we consider additionalstsodue to additional services,

regarding to the nature of the product, as constmi@assistance (CGAP, 2009).

MFIs have to charge rates that are higher than alob@nking rates to cover their costs
and keep the service available. This does not rttestrall high interest charges by MFIs
are justifiable. Sometimes MFIs are not aggresgmeugh in containing transaction
costs. The result is that they pass on unnecegdaigh transaction costs to their
borrowers. Sustainability should be pursued byimgittosts as much as possible, not just
by raising interest rates to whatever the markdtheiar. New technology also offers to
help reduce costs, so the expectation is that tateontinue dropping as institutions

become increasingly efficient at delivering sersite poor people (CGAP, 2009).
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In their eagerness to emphasize the importancethferdevelopment of sustainable
microfinance by removing constraining interest reg¢dings, some advocates may have
overstated the insensitivity of borrowers to higiterest rates. In contrast, Dehejia,
Montgomery, and Morduch (2005), using data fronredit cooperative in Dhaka, and

Karlan and Zinman (2007), using data from a SouifiicAn consumer lender, both find

rather high elasticities of loan demand with respecdnterest rates, that is, loan demand
decreases as interest rates increase. Emran, Mo Stiglitz (2006) provide a theory

to reconcile these empirical findings with practiers’ oft-repeated assertions that
borrowers are insensitive to interest rates.

2.3.1 Product Design

Daphnis (2004) suggested that the first step indyeb design involves a market
assessment and the categories of questions tkbd esthe household surveys of such a
market assessment include: basic information onsétmald income and expenses;
Conditions and amount of existing informal and farndebt; Potential demand for
microloans as regards loan size and type, collatergrest, terms; Savings; Bank and
non-bank financial services used by the househ®ltt market analysis results in
estimates of the potential effective demand foiotexr HMF products and, joined with
other data, the client’s capacity to repay. With térm established, the lender then prices
the HMF product. A simplified pricing formula, aselbw, used in microfinance

illustrates the process and the issues involved.

R = AE+LL+CF+K-I
1-LL

R= Annualized effective rate of return
LL= Loan Loss rate AE= Administrative expesise
CF = Cost of funds K= Desired capitalizatrate |l= Investment income
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Daphnis (2004) also noted another and crucial faotéiMF product design consists of
guarantees and collateral. From his point of viewyrtgage liens make little sense for
loans of modest amount. His arguments are basddedmgh on-going costs of full legal
little (high registration fees and real propertangfer taxes) and hence the ability to
secure a mortgage frequently far exceed the benéfiso when a mortgage is taken, its
execution is often highly problematic because af tb non-existent resale markets for
low/moderate income property, the high costs andy Ileead times of the foreclosure
process. Frank Daphnis noted that instead of ragediens, HMF lenders typically join
a series of other forms of collateral and guaratwesecure credits. These include: co-
signers and other personal guarantees by thirdepart chattel mortgages, obligatory
savings, often for 6 to 18 months before receitirgloan, assignment of future income,

joint liability of a group for the individual’s loa(solidarity group), and other assets.

Chiquier and Lea (2009) edited a handbook on hgu§imance policy in emerging
markets which looks at a new aspect of the prodiesign, from a microenterprise
perspective to home lenders, involves construcéissistance which can include basic
construction design to ensure that the proposemiviention complies with basic safety
and legal requirements. The construction assistancemmonly provided either by in
house capacity of the MFI or by outsourcing the kvoto a specialized

institution/individual.

According to a survey : housing microfinance, thieeo financial inclusion by Michael
Kihato (2013), HMF lenders use affordability ratisgnilar to those of traditional

mortgage finance: housing payments should be nce rti@an 20% to 30% of monthly
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income, and housing plus other debt payments shHmiléss than 40% of income . The
survey established that current practice in HMFolnes terms ranging from one to eight
years, with a two to five year median. Repaymermtope often more than payment
amount, largely drives credit risk. The lower andreninformal the household’'s income,
the shorter the repayment periods, typically twdive years, decrease the ability of
households to borrow the large sums necessaryr@anding a complete house upfront at

once.

In a study: Scaling Up Housing Micro-Finance inilmcconducted by IFMR Capital and
National Housing Bank of India (2011), revealedttlakbout 30 % of low income
households have regular income stream that caroffay monthly amortizing housing
loan. It was also seen that the requirement of honpgovement loan would be more
than that of the home loan requirement. The reduman size for would be in the range
of INR 50,000 to INR 200,000 (KES 73,000 to KES 2@®) with an affordable Equated
Monthly Installment (EMI) of around INR 1000 (KES$A60). The study also pointed one
of the key obstacles faced by financial instituiomas lack of title documents. It was
advised a significant support from National HousBank of India to train the NGO-MFI
staff on helping their clients in formalizing théémd titles during the course of the loan
disbursal process. In terms of product design,rgthat while some households did have
savings in banks, most households saved in the fofncash. One of the major
recommendations was that the lack of land titlel waquire NGO-MFIs to build

products which can use paralegal documents fotioreaf security for lower ticket.
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2.3.2 Regulatory Framework

In the last few years, microfinance industry chahgignificantly due to several drivers
as the degree of professionalization within theustdy, often moving for from local
spontaneous micro lending initiatives to betterigp@d and organized institutions. Also
a large number of global financial intermediarie® atarting to be involved in
microfinance, so contributing to modify the landseaof traditional MFIs. As a
consequence of these factors of change, the sidethen complexity of microfinance
increased and microfinance risks are changing thegevith an increasing capability of
MFIs to manage them. It is obvious that all thegaiBcant transformations have a deep
impact on the regulatory framework, which shouldablequately equipped to tackle the

new challenges (Prakash Singh, 2005).

For microfinance industry, the choices about reiutaand supervision are based on the
nature of the activities that are performed by oficance entities and the legal structure
of microfinance. The most sensitive distinction between credit-only institutions,
entities that collect savings (DTM), and intermei@is which provide other financial

services not included in traditional intermediat{®nakash Singh, 2005).

According Harris (2010), regulation has many obsi@avantages however it can come
at a price as cost of supervision, control of ies¢rate and capital requirement. The
breadth and diversity of the microfinance industan lead to difficulties and great
expenses in order to administer and monitor athefMFI's. Regulatory authorities will
need to supervise a growing number of MFI's in artgy. Given the variety of MFI

types and the different regulatory requirements staddards for each, supervision can
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often be costly. These costs are partly passdaod dfiFI’s in the form of licensing fees,
making it more expensive for the MFI to operategiatory institutions can impose
interest rate caps. MFI's naturally bear high s@s they provide small loans in remote
areas. Limiting interest rates can prevent usgriending however it can also limit the
customer base and the geographical scope for the AH-well a minimum capital
requirement can limit entrance into the industfihese requirements can limit the start-
up of a new MFI to service clients and can limitsékg MFI’s in terms of how widely

they can operate.

Raven Smith (2006) in a study: the cost and benefitransforming from an NGO to a
Non-Bank Financial Company (NBFC), based on finahanalysis of 3 case studies in
India, showed positive benefits becoming an NBFEhsas greater profitability, greater
access to commercial sources of funding, and tbexejreater outreach in terms of loan
portfolio size and clients reached. From an ovevadjanizational standpoint, the case
studies illustrated a tendency of an NBFC-MFI ta¥gargreater transparency and
efficiency in systems. However, the research wadtyrunclear as to the impact of
becoming an NBFC on poverty alleviation. The finahanalysis showed a decrease in
operation expenses when the institutions becameQ\Bhe study suggested that the
transformation from an NGO to a regulated finan@ampany could hurt an MFI's

poverty impact. However, the study didn’t pick dactts of greater or sustained poverty
impact either, as there were no adequate meastir@ssessing the poverty impact of

these organizations.
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In study done by USAID (2008): maximizing choicé/etse approaches to the challenge
of housing microfinance in 4 countries: El Salvadgenya, Vietham and Morocco
confirmed that housing microfinance has the po#értt serve clients across several
segments of a broad middle and lower income maBaed on this research, depending
on the legal and regulatory environment of eacmtrguthe penetration of HMF varied.
In Morocco and El Salvador, a strong regulatoryiremment supporting low-income
housing and microfinance allowed institutions mbeibility in financing housing for

the poor.

In Kenya, The Government recognizes that greateesacto, and sustainable flow of
financial services, particularly credit, to the lmecome households and micro-
enterprises is critical to poverty alleviation. Téfere, an appropriate policy, legal and
regulatory framework to promote a viable and sustale system of microfinance in the
country has been developed via the proposed Depagiing Micro Finance Bill. In
addition, full-fledged microfinance units have bestablished in the Ministry of Finance
(the Treasury) and the Central Bank of Kenya tanidate policies and procedures to
address the challenges facing microfinance ingiitst especially in the rural areas, and
to build a database to facilitate better regulateord monitoring of their operations
(G.Omino, 2005).

2.3.3 Efficiency

Microfinance institutions justify high rates in tes of the need to cover higher financial
and operational costs, as well as in some casesum a profit to their shareholders. In
some cases, the report noted the fact that HMFs natere high had raised issues of

consumer protection and this reality should be gaed by policy makers
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The Consultative Group to Assist the Poor (2004ijnedes that only about 5% of MFIs

worldwide are financially sustainable while theelmational Monetary Fund (2005) puts
the figure at only 1%, so this is a huge issudtiermicrofinance sector. According to the
International Monetary Fund the MFIs that have Ipeeself-sustainable tend to be larger
and more efficient. They also tend not to target\tbry poor, as targeting the less poor
leads to increases in loan size and improved effy indicators, whereas MFIs focusing
on the poorest tend to remain dependent on domaisfiMF, 2005). In order to achieve

such sustainability, while at the same time reagtiose most in need, microfinance
programmes need to be managed in a rigorous ardspronal manner, subsidies must
be removed, and tight credit control procedures falidw-up on defaulters needs to be

in place ( Havers, 1996).

There has been little research conducted on theiegfty of Housing microfinance
institution (Havers, 1996). However, several stadg&amine various measures of MFI
efficiency across the regions. Study by Farring{@®00) identifies a number of
accounting variables to reflect the efficiency bk tmicrofinance institutions. These
accounting variables are administrative expense,ratmber of loans per loan officer
and loan officers to total staff, portfolio sizeah size, lending methodology, source of
funds and salary structure as the efficiency dsvamd hence as the measurements for
MFI efficiency. Lafourcade, Isern, Mwangi and Bro{@005) use cost per borrower and
cost per saver as measure of efficiency. They fadindan MFIs incur highest costs per
borrower but have the lowest costs per saver. sy mention that regulated MFIs

maintain higher efficiency through low costs perrbaer and per saver. None of these
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two studies use any parametric or non-parametigicageh to evaluate the efficiency of

MFIs.

More recently, Oteng-Abayie (2011) analysed theneaodc efficiency of 135 MFIs in
Ghana and its determinants for the period 200710 2@8ing Stochastic Frontier Analysis
(SFA). Their results show efficiency scores rangmegween 0.0712 — 0.7992, with an
average score of 0.5629. With regards to the detamnts of efficiency, they found that
the total savings, cost per borrower, age, avetage balance per borrower, average
saving balance per saver are significant deternsnainefficiency. However, apart from
average saving balance per saver which was negatilvéhe other coefficients were

positive.

However the efficiency analysis of MFIs based omwvemtional production and
intermediation model approach in nparametric efficiency analysis framework is hard
to justify because of their reliance on subsidiése overall equation linking capital and
labor inputs into profits and social change stitbyes difficult to master without
accommodating the subsidized inputs (Cull, 200hmAd Nawaz (2010) attempts to
addresses the issue of incorporating the role difsidies in the efficiency and
productivity analysis of MFIs which mainly lend wwomen. His findings were that
lending to women contributes to the financial efficy in the presence of subsidies only,
as the impact becomes insignificant without sulesidiThe research shows that MFI's
exclusively targeting women tend to be financi&fficient only because of the subsidies

they receive.
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In housing microfinance literature, there is aefi#ince of opinion between microfinance
agencies about the need for housing subsidies.n®rohe hand, there is a belief that
subsidies are necessary because of the traditamsalkciation between subsidies and low
income housing and because the larger size of hgusans. On the other hand, it is
widely accepted that microfinance needs to perfaiithout subsidy finance in order to

be able to expand as market conditions permit (Ifa2@10).

2.4 Empirical Literature

Bogan (2011) and Kyereboah-Coleman (2007) emplyicE@monstrate the implications

of the microfinance firm’s capital structure fors itoperations and impacts on its
performance. Bogan (2011) explores how changeapitat structure could improve the
MFIs efficiency and financial sustainability by king at the existing sources of funding
for MFIs by geographic region. To investigate tiptimal capital structure for MFIs, the

author utilizes panel data on MFIs in Africa, EAsia, Eastern Europe, Latin America,
the Middle East and South Asia for the years 20@8 2006 collected from individual

institutions as reported to MIX Market. The autlogues that the life cycle theory is the
most popular explanation of the link between camtaicture, sustainability, efficiency,

and outreach. However, the study shows that varacters other than life cycle stage
seem to be associated with MFI performance. Thishg the author turns also to the
profit—incentive theory in her paper. Using an Ivabysis, Bogan (2011) finds evidence
supporting the assertion that increased use oftgraather than own capital by large
MFIs decreases operational self-sufficiency in éarirms. This allows the author to
argue that the long-term use of grants may beewlt inefficient operations due to lack

of competitive pressures associated with attractiagket funding.
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Another empirical study on the linkage between tepital structure and MFI
sustainability is Kyereboah-Coleman (2007) who stgmtes the impact of capital
structure on MFIs performance within the sub-Samaegion. The study uses panel data
from Ghana on 52 microfinance institutions coverthg ten-year period 1995-2004. It
shows that most of the MFIs, which have been opwydbr about 8 years have about 70
percent of their assets in current form, employhHayerage and finance their operations
with long-term debt. The author uses panel dateessgpns to demonstrate that highly
leveraged MFIs perform better by reaching out toremolientele and enjoy scale
economies, which enables them to better deal withalvhazard and adverse selection

and enhances their ability to deal with risk.

Meyer (2013) conducted a study on the financial aadial returns on investment in
HMFIs. The study adopted an empirical studies reuweethodology whereby previous
studies on the same were reviewed. The study délcted also included all MFIs or at
least all funds willing to disclose information, apitative measures are complemented
with portfolio information (MFIs) such as legal s&ta and regional distribution and the
interaction between financial and social returnsiBes, questionnaires were distributed
to 104 fund managers in October 2011 on fund sirast portfolios and performance.
The results show that the funds vary in their st their special characteristics and the
underlying portfolios. Besides, interest rates gaiflinders and investors rise with depth
of outreach caused by the HMFIs’ higher portfolielg. Additionally, since operational
expenses increase at the same time, the totaémd®ion return measures (such as ROA

and ROE) is very small and not statistically sigraift.
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Matu (2008) in his research paper entitled “Attiraggt microfinance investment funds
promoting microfinance growth through increasedestments in Kenya” has studied
microfinance capital structure in order to find cagst policy decisions to enhance
efficiency in MFI in Kenya. According to his stud§enya still faces major challenges
with efficiently and effectively delivering micrafance services in the country. He
analyzed three policy alternatives i.e. maintairstafus quo, the government regulation
of all MFIs and voluntarily for closing the micronce gap in the supply of
microfinance services. All these three alternatiwese evaluated against the following
criteria: efficiency, financial and political feldity, and accessibility to determine the

best policy option.

His paper explored the feasibility of microfinariogestment funds (MIF) as key drivers
for channeling alternative sources of funding tanmiinance institutions. The growing
competition to access funding sources had led tdinancial gap in supplying
microfinance services, which is jeopardizing MFstainability in the country. In 2006,
the microfinance Act was passed to enhance thelatgy and legal framework for
microfinance and to support the growth and devekagnof microfinance in Kenya. This
had greatly helped boost the sector resulting aneimse in microfinance loans volumes,
especially the deposit-taking MFIs such as EquaniB K-rep Bank and Jamii Bora. The
ability of MFIS to collect deposits has some adages, especially as the pool for
alternative funding shrinks. A vast majority of MFin Kenya are informal and
unregulated, which has limited their funding sosrtigther weakening their institutional

capacity to supply microfinance services and lirthtsr ability to grow (Matu, 2008).
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His data for the study included HMFIs in Kenya esakly those affiliated to AHMFI
(Africa Housing Microfinance Initiative). They inaled Jamii Bora, Equity Bank, Faulu
Kenya, SISDO, Jitegemee Credit Scheme, Micro Kdnygated, Kenya Finance Trust
Co-operative bank, CIC insurance, K-rep bank LidhitAga khan Foundation among
others. While Kenya has 250 organizations that tip@csome form of microfinance
business, only 20 practice pure Microfinance, ofclwid are deposit taking and 16 are
credit only. The remaining 230 MFIs in Kenya arassified into three different tiers,
with the first tier being deposit-taking instituti® such as bank, the second tier being
credit only facilities and the third tier being amfmal organization supervised by an
external agency other than the government. Thestncl classifications have led to
some of the MFIs specializing in certain niche netskas housing micro loans, which
have contributed to their growth and sustainabilitydelivering microfinance. For
example, the ability to collect deposits has erdliguity Bank to appeal to those
excluded by the high costs of accessing traditibaaks, while Jamii Bora has identified

itself as the financial provider to former thie\aasd beggars (Matu, 2008).

According to Mwangi and Brown (2005) on their studwgtitled “Overview of the
outreach and financial performance of HMFIs in éd&i HMFIs still face many
challenges. Operating and financial expenses ang high, and on average, revenues
remain lower than in other global. Efficiency inrtes of cost per borrower is lowest for
African HMFIs. The HMFIs for the study were groupadcording to regions. Kenyan
HMFIs were categorized under East African which agiather countries which
included Ethiopia, Tanzania and Uganda. This for#2% of the HMFIs for the study.

The main questions were how performances of AfrieliFIs sector compare with

31



global peers and how performance varies among &ifridMFIs. The African HMFIs
were examined through the lens of standard perfocmametrics over a series of
variables: outreach (breadth and depth), finanstalicture, financial performance,
efficiency and portfolio at risk. Among the AfricafMFIs that provided information for
the study, 47% post positive unadjusted returngguR¢ed HMFIs report the highest
return on assets on asset of all HMFI types avegagiround 2.6% as compared to
unregulated HMFlIs. The findings also show that @édn HMFIs fund only 25% of assets
with equity. HMFIs finance their activities withrids from various sources both debt and

equity (Mwangi and Brown 2005).

According to George Omino (2005) on his study &ditRegulation and supervision of
MFIs in Kenya” HMFIs have faced a number of coasits that need to be addressed to
improve outreach and sustainability. The major idypment to the development and
performance is lack of specific legislation and setegulations to guide the operations
of the microfinance sub sector. MFIs have operatétout an appropriate policy and
legal framework. This has contributed to a largéeeixto the poor performance and
eventual demise of many MFIs. This has had a bganma number of other constraints
faced by the industry namely; diversity in instidual form, inadequate governance and
management capacity, limited outreach, limited ssde funds and lack of performance

standards.

Regarding indicator of financial sustainability, &idker et, al. (1995) pointed out that
loan repayment (measured by default rate) couldabether indicator for financial

sustainability of MFIs; because, low default ratewd help to realize future lending.
Meyer (2002) noted that the poor needed to havesado financial service on long-term
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basis rather than just a onetime financial suppg®hort-term loan would worsen the

welfare of the poor (Navajas et al., 2000).

2.5 Summary and Conceptual Framework

2.5.1 Summary

In this section we have reviewed some recent thieateand empirical work on housing
microfinance. Our goal has been not to provide mprehensive survey of the literature
but to highlight the main themes and their intanreections. The literature review address
that lending for housing microfinance remains aceas activity in many markets. It's
also explaining the economic and social opportesithat housing microfinance presents
for low income earners in developing countries. HMIS an important role to play in the
context of a comprehensive country level housimgrice strategy especially for those
who do not meet the requirements for the mortgageket. HMF should be the key
product when poor and low income earning familiesksto build a shelter or improve

the condition of their existing homes.

However to permit an effective development of HMi&me challenges need to be
addressed. Moreover, MFIs have approached HMF igngintatively due to operational

risks as well as refinancing limitations that mayse asset/liability mismatch problems
or simply take up too much liquidity. The other cem is the high rate of interest
charged by MFIs to their clients mostly low incorearners. This reality should be
recognized by policy makers, who may lower incomaudeholds, notably when

subsidies are also provided. On the other sidegridsation of appropriate systems of land

use administration, management and tenure secinaty facilitate HMF still requires
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greater work and lobbying across Kenya. This inellegislative and policy reform to

allow for and even encourage HMF product.

2.5.2 The Conceptual Framework

Based on the literature review and the overall abje of the research, a conceptual

framework was developed. This framework shows taeables that are pertinent for

financial access to housing microfinance by lowome earners in Kenya.

Hi1 Producrs H4

Secrvices |

Housing
Microfinance Regulatory

mstinmwions
(FHIMFIs)

2 HS HT O
Cost of Finance Access to Finance Impact on Low
Incomec Earncrs

Framework

H3 Efficicney H6

HE

Figure 2: Conceptual framework

5.2.3 Hypothesis
The conceptual suggests the following hypothesis:

H1:
H2:
H3:
H4:
H5:
HG6:
H7:
H8:
H9:

The products and services design is criticaHbIFIs performance.
The regulatory framework is critical for HMRterformance.

HMFIs efficiency is critical for their performae.

The products and services design has an ingpeitte cost of finance.
The regulatory framework has an impact on thet of finance.
HMPFI's efficiency has an impact on the cosfinance.

The cost of finance has an impact on accebkstiging microfinance.
HMPFIs have an impact in access to financedar income earners.

The access to housing microfinance has a pesitipact on low income earners.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter outlines the research methodology weat used to carry out the study. It

starts with section 3.2 which discuss the resedesign and hypothesis testing research
design. Section 3.3 presents the target populatioa,sample size and the sampling
design. Section 3.4 presents data and data coltertstruments. Section 3.5 presents the
data analysis.

3.2 Research Design

There are two types of research: quantitative aralitative. The purpose of quantitative

research is to evaluate objective data consistingumbers while qualitative research

deals with subjective data that are produced byrtimels of respondents or interviewees
i.e. human beings (Welman et al, 2001). This study veset on an exploratory design.

A mixed qualitative-quantitative method will be dsa data analysis. Mixed-method

research works particularly well for exploratorgearch since it allows the researcher to
take the rich empirical data yielded from subjeatsd apply either quantitative or

gualitative methods to the data. In this manneglitative data can be quantitized or

guantitative data can be qualitized to extract nmgpifirom the data sets that might

otherwise be hidden (Kitchenham, 2009).

3.3 Population

The population consists of the study’s subjects,owdwre individuals, groups,
organizations, humans, products, and events, acdhditions to which they are exposed
(Welman et al2005). The target population comprised MFIs in y@nvhich provide
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housing micro loans that are registered with theo&gtion of Microfinance Institutions
of Kenya (AMFI) which were 14 by 2013. Given thadetnumber is not so large, no
sampling shall be made. This was therefore be asuserof all the 14 housing

microfinance institutions.

3.4 Data and Data Collection Instruments

The study used both primary and secondary datacesuSecondary data was drawn
from the financial statements of housing microficaumstitutions in Nairobi from 2008-
2013. Primary data was collected using open-endexbtmpns during interviews and
structured questionnaires and helped in explaimdifferent conclusions based on

previous studies that have been conducted andubeut!

3.5 Data Analysis

Data analysis usually involved reducing accumulatita to manageable levels,
developing summaries, looking for patterns and \apgl statistical techniques
(Schindler, 2002).

3.5.1 Conceptual Model

The study examined the effect of cost of financeaoness housing microfinance. The
variables in the study are classified into depehdsrd independent variables. The
relationship between the variables is stated usinmathematical function. Cost of

finance is represented by Z and access to housicrgfinance is represented by Y.

Z =f(X1, X2, X3, X4)

Where Z is the dependent variable ang X, X3and X are independent variables
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Therefore: Y=f (2)

Where:

X1=Product design (loan size, interest rate, l@smute and collateral)

X2=Regulatory framework (licensing fees and tax)

Xsz=Efficiency (Operation and administration cost, lodoss rate, subsidies and
profitability).

X4= Cost of funds

A positive relationship between the dependent &edridependent variable is expected.
Dehejia, Montgomery, and Morduch (2005), using deden a micro credit cooperative
in Dhaka, and Karlan and Zinman (2007), using deden a South African consumer
lender, both find rather high elasticities of ladamand with respect to interest rates, that
is, loan demand decreases as interest rates iecreas

3.5.2 Analytical Model

This is the algebraic expression of the conceptuiadel. An analytical model of a linear
multiple regression equation of the form shown faeldll be developed.

Y= a + B 1X1+ B2X2+ B3X3+ B4 X4t €L i s (2)

Where:

o = Constant
3 = Slope of line
el= Error term

The access to credit by low income earners was uned$y way of having computation

of the number and type of clients, and the siz@afsing microloans over a period of
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five years from 2008 to 2013 and to find the rekatiate of growth in comparison with
the cost of finance. The independent variables werasured using the number, the type,
the pricing of products and services offered, tbet ©of regulatory requirements, the

operation and administration costs, the cost ofi$uthe profitability and the subsidies.

Significance of product design, regulatory framewand efficiency variables as
predictors of financing cost were tested usingtthest. The significance of the overall
model in explaining access to housing microfinatitteugh the independent variables
were measured through the f-test. The analyzedwiiilthe then presented using tables.
A correlation analysis was also performed to firmvithe variables are related to each

other in the model.
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CHAPTER FOUR
DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter presents the findings of the analfreisi the data collected. Section 4.2
presents summery statistics where the findingpeesented in tables, charts and graphs.
Section 4.3 presents the effects of financing aostcredit access. The section 4.4

presents the discussion.

4.1.1 Response Rate

The study targeted the 14 housing microfinancetuigins in Kenya. Out of the targeted
14 respondents only 10 responded. This translatedresponse rate of 79%. According
to Mugenda and Mugenda (2003) the statisticallyificant response rate should be at
least 50%.

Figure 4.1: Response rate

Source: (Research Data, 2014)



4.2. Summary Statistics
4.2.1 Demographic Information

4.2.1.1 Career Title

The study sought to establish the career titlehefrespondents. The findings are shown
in the table 4.1

Table 4.1: Career Title

Frequency Percentage
Manager 2 18
Head of department 1 9
Supervisor 2 18
Consultant 2 18
Others staff 4 36
Total 11 100

Source: (Research Data, 2014)

The respondents who were managers were 18%, anb®8erof the respondents were
supervisors and consultants. Of the respondents/8fé heads of departments and 36%

of the respondents were other staff.

4.2.1.2 Years of Experience in the Field

The respondents were asked the number of yearshémyexperience in the field. The

responses are shown in the table 4.2.

Table 4.2: Years of Experience in the Field

Frequency Percentage
Less Than 2 Years 1 9
2-5 Years 1 9
6-8 Years 4 36
9-11 Years 3 27
Above 11 Years 2 18
Total 11 100

Source: (Research Data, 2014)
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The respondents that had less than 2 years experigare 9%, and another 9% had
experience for 2-5 years. 36% had 6-8 years expeFje27% had 9-11 years while 18%

had over 11 years experience.

4.2.2 Product Design

4.2.2.1 Low Income Earners Consumption
The respondents were asked to what extent thew lgadd level of understanding of low
income earners consumption behavior.

Table 4.3: Understanding of Low Income Earners Consmption Behavior

Frequency Percentage
Very Great Extent 3 27
Great Extent 5 45
Moderate Extent 1 9
Little Extent 2 18
Total 11 100

Source: (Research Data, 2014)

The respondents that said they understood the ogtgan behavior of low income
earners to a very great extent were 27%, thosesatibto a great extent were 45%, 9%
said to a moderate extent and 18% said to a étttent. According to Daphnis (2004)
suggested that the first step in product desigolues a market assessment. Through this

surveys then the company gets to understand thevimelof its customers.

4.2.2.2 Pilot Test/ Surveys
The study sought to establish whether the organizatlways carries out a pilot test/

survey before launching a housing micro credit. Ghart below shows the findings.
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Figure 4.2: Pilot test
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Source: (Research Data, 2014)

The organizations that carry out pilot tests befatmching a housing micro credit were
64% while those that did not were 36%. There iginteeconduct surveys and pilots tests
so as to understand the consumer, their incomedanthnds of the products (Daphnis,

2004)

4.2.2.3 Appraisal Factors
The respondents were asked to rate the extent ichwhe appraisal factors are key in
designing the housing micro loan. The responsemdable:

Table 4.4: Appraisal Factors

Factors Mean Std. Dev
Capacity/source of repayment 1.231 0.214
The purpose of the loan (Type of product) 1.598 2D.3
Security/ Risk mitigation 1.222 0.422
The profession of the client 3.4221 0.632
A market survey on potential clients 1.345 0.852
Location of the borrower 3.982 0.336
Loan tenure 2.362 0.153
Economic environment 2.864 0.362
Institution business objectives 2.621 0.335%
Subsidies/ Assistance benefited by the institution 2.114 0.663

Source: (Research Data, 2014)



The extent to which capacity/source of repaymetkeisin designing the housing micro
loan is to a very great extent with a mean of 1.Z3de of the reasons for carrying out
market assessment tests is to identify the custmagitity to make the loan repayment
(Daphnis, 2004).The purpose of the loan (Type afdpct) is key in designing the
housing micro loan to a great extent with a mead.698. Security/ Risk mitigation is
key in designing the housing micro loan to a vamag extent as indicated by a mean of
1.222. Daphins (2004) indicated that companiesnciéiigate these risks by ensuring that
the clients have guarantees and collateral. Thmorekents indicated to a moderate extent
that the profession of the client was a key aspe&ey in designing the housing micro
loan to a moderate extent with a mean of 3.422hatdi (2013) stated that it was

important for MFIs to consider the profession &f tustomer and their source of income.

On whether the market survey on potential clients Wey in designing the housing
micro loan, the respondents indicated to a verptgegtent by a mean of 1.345. Market
surveys enable the organization to understandugsomers, their income consumption
behaviors and demand (Daphnis, 2004). The locatidhe borrower was important to a
little extent in designing the housing micro loay & mean of 3.982. The loan tenure
scored a mean of 2.362 an indication that it wasikealesigning the housing micro loan
to a great extent. Kihato (2013) established tiffar@ability ratios were used including

the loan tenure. His survey established that HM&dugsrms ranging from one to eight
years as the repayment period. The economic emagah scored a mean of 2.864 and
thus was key in designing the housing micro loaa toderate extent. On the Institution
business objectives, the respondents said it affettte designing of the micro loan to a

moderate extent by a mean of 2.621. On the extenwhich subsidies/ Assistance
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benefited by the institution, the respondents iat#id to a great extent with a mean of

2.114.

4.2.2.4 Determinants of Pricing

The respondents were asked whether the followintpfa were determinants of pricing.

The responses are shown in Table 4.5

Table 4.5: Determinants of Pricing

Factors Mean Std. Dev
Cost of funds of the institution 3.982 0.221
Operation and administration cost of the institatio 4231 0.154
Risk associated with the borrower 4.566 0.362
Guarantees and collateral on the transaction 4.021 0.452
Level of Non Performing Loan in the loan book (Ldasses) 4.442 0.661
Profitability of the institution 3.997 0.654
Subsidies benefited by the institution 4.021 0.554
Loan tenure 4.551 0.362
Construction assistance service 4.668 0.442
Economic environment 4.021 0.451

Source: (Research Data, 2014)

As indicated in table 4.5, the respondents agreatithe cost of funds of the institution
was a determinant of the price with a mean of 3.88& that the operation and also
agreed that administration cost of the institutieass also a determinant of pricing by a
mean of 4.231. According to Daphnis (2004) Highrapeg costs and capital constraints
within the MFI industry impact the pricing of hongi microfinance services .Whether
the risk associated with the borrower, the respotsdstrongly agreed with a mean of
4.566. The respondents agreed that guarantees ddliateial on the transaction were
determinants of pricing to a great extent with amef 4.021. Different Microloans have

different rates and thus different risks. Daphr@804) stated that in order for MFIs to
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cushion themselves against this risk by demandaiigterals and guarantees from the

clients.

On the level of Non Performing Loan in the loan bdboan losses), the respondents
agreed with a mean of 4.442. The respondents adiheggbrofitability of the institution

to a mean of 3.997 and that subsidies benefitethdynstitution were also a determinant
of pricing to a great extent with a mean of 4.0¥hether the loan tenure was a
determinant of pricing, the respondents stronglseeg with a mean of 4.551. Kihato

(2013) appropriated that majority MFI use ratiosasao determine the loan tenure while
designing the product. Asked whether constructisgistance service was a determinant
of pricing the respondents strongly agreed with eamof 4.668 and also agreed that

economic environment was a determinant of priciitg & mean of 4.021.

4.2.2.5 Loan Performance
The respondents were asked to what extent a perfgrinan highly depends on the
product design. The responses are in Table 4.6

Table 4.6: Loan Performance

Frequency Percentage
Very Great Extent 5 45
Great Extent 3 27
Moderate Extent 2 18
Little Extent 1 9
Total 11 100

Source: (Research Data, 2014)

The respondents who indicated that loan performdepends on the product design to a
very great extent were 45%, 27% indicated to atgreent, 18% indicated to a moderate
extent, and 9% indicated to a little extent. Ra@mith (2006) highlighted that loan

portfolio played an important role in determininghether the product design was
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successful or not.

4.2.2.6 Cost of Finance
The study sought to establish the extent to whiehproduct design impacts the cost of

finance for the institution. Findings are in tal&

Table 4. 7: Cost of Finance

Frequency Percentage
Very Great Extent 3 27
Great Extent 5 45
Moderate Extent 3 27
Total 11 100

Source: (Research Data, 2014)

The respondents who indicated that the productgdasnpacts the cost of finance to a
very great extent were 27%, 45% indicated to atgrei@nt and another 27#tdicated to

a moderate extent. Daphnis (2004) also noted anatitecrucial factor in HMF product
design consists of guarantees and collateral basede high on-going costs incurred by

the institution in its operations.

4.2.2.7 HMFIs Business Performance

The study sought to establish the extent to whiwh products design is critical for
HMFIs business performance. Table 4.8 shows thmorees

Table 4.8: HMFIS Business Performance

Frequency Percentage
Very Great Extent 4 36
Great Extent 3 27
Moderate Extent 1 9
Little Extent 2 18
No Extent At All 1 9
Total 11 100

Source: (Research Data, 2014)
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From the findings, the respondents who indicatest groducts design is critical for
HMFIs business performance to a very great extenev86%, 27% indicated to a great
extent, 9% indicated to a moderate extent, 18%catdd to a little extent and another 9%

indicated to no extent at all.

4.2.3 Regulatory Framework

4.2.3.1 Laws Governing
The respondents were asked what laws governed mhienofinance institution. The
responses are shown in the table below.

Table 4. 9: Laws Governing

yes no
f % f %
The Non-Governmental Organizations Co-ordinatioh Ac 10 91 1 9
The Building Societies Act 11 100 0 0
The Trustee Act 11 100 0 0
The Societies Act 11 100 0 0
The Co-operative Societies Act 11 100 0 0
The Companies Act 9 82 2 18
The Banking Act 9 82 2 18
The Kenya Post Office Savings Bank (KPOSB) Act 8 73 3 27

Source: (Research Data, 2014)

The MFlIs that are governed by the Non Governmedtghnizations Co-ordination Act
are 91%, 82% by the companies act, another 82%dyanking act and 73% by the
Kenya post office savings bank. All the MFIs séieyt were governed by the Building
Societies Act, the Trustee Act, the Societies Aud ghe Co-operative Societies Act.
Since the microfinance act become operational B82@ifferent MFIs are governed and

regulated by different bodies and their acts (CBB80S8).
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4.2.3.2 Institution Supervision

The respondents were asked whether there was atbatdgupervises the institution. All
the institution stated yes an indication that ther@s a body that supervises their
institution. The Microfinance Act became operation 2008 and sets out the legal,
regulatory and supervisory framework for the migrahce industry in Kenya. The
principal object of the Act is to regulate the Imesis and operations of microfinance

institutions (MFI) in Kenya through licensing angpgrvision (CBK, 2008).

4.2.3.3 Laws and Regulatory Requirements and Cost

The study sought to establish what the effectsuohdaws and regulatory requirements
were to the institution’s operations cost. The oeses given were that the laws imposed
costs on the institution in form of licensing fe@dgrest rate caps and expenses in the
monitoring and administration of the required regioins across all the branches. Singh
(2005) highlighted the microfinance’s face admi@isve and operational costs in trying

to implement the regulatory laws across its diffétaanches.

4.2.3.4 Regulatory framework and cost of finance
The respondents were asked to indicate the ex@ewhich the regulatory requirements
impact the cost of finance for the institution. eli@sponses are shown in the table 4.10.

Table 4.10: Regulatory Framework and Cost of Finane

Frequency Percentage
Very Great Extent 6 55
Great Extent 3 27
Moderate Extent 1 9
Little Extent 1 9
11 100

Source: (Research Data, 2014)

48



The respondents that said that the regulatory respgints impacted the cost of finance to
a very great extent were 55%, 27% said to a grdahte 9% said to a moderate extent
and another 9% said to a little extent. Accordingri$ (2010), regulation has many
obvious advantages however it can come at a priceost of supervision to the

institution.

4.2.3.5 Government policies
The study sought to establish to what extent thee@onent policies on operations
contributes to the sustainability of the institatidable 4.11 shows the responses

Table 4.11: Government Policies

Frequency Percentage
Very Great Extent 4 36
Great Extent 2 18
Moderate Extent 3 27
Little Extent 2 18
11 100

Source: (Research Data, 2014)

The respondents that said that government polmesribute to the sustainability of the
institution to a very great extent were 36%, 18%l ¢a a great extent, 27% said to a
moderate extent and 18% said to a little extené @iincipal objective of the governing
bodies is to regulate the business and operatibmsiaofinance institutions (MFI) in
Kenya through licensing and supervision. This eesuhat that the businesses remain

afloat with time due to the regulations they havéotlow (CBK, 2008).

4.2.3.6 Subsidies

The respondents were asked whether the instituéojoy subsidies or technical
assistance from the regulatory authorities. All thstitutions said that they enjoyed

subsidies and technical assistance from the remgylaauthorities. Nawaz (2010)
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concluded that microfinance needs to perform witlsabsidy finance in order to be able

to expand as market conditions permit

4.2.4 Efficiency

4.2.4.1 Institutions Clients

The study sought to establish how many clientsiriegtutions had by the end of 2013.

Table 4.12 shows the results.

Table 4.12: Institutions Clients

Frequency Percentage
Less Than 50 1 9
101 To 150 1 9
151 To 200 2 18
More Than 200 7 64
Total 11 100

Source: (Research Data, 2014)

The institutions that had less than 50 clients @y3were 9%, another 9% had between

101-150 clients, 18% had between 151-200 clientsG80 of the institutions had more

than 200 clients by the end of 2013. Havers (1@88luded that one of the measures of

MFiIs efficiency was its number of clients. The nwenbf customers an organization has

is a reflection of the relevance of the productsfiers to the market.

4.2.4.2 Loan Monitoring Officer

The study sought to establish how many loans at@n/monitoring officer the

institution had employed by the end of 2013. Tabl83 shows the responses.
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Table 4.13 Loan Monitoring Officer

F %
Less Than 5 3 27
5To 10 2 18
11 To 15 4 36
More Than 16 2 18
Total 11 100

Source: (Research Data, 2014)

The institutions that had less than 5 monitorinficefs employed by 2013 were 27%,
18% had 5-10 officers, 36% had 11-15 officers andtl@er 18% had more than 16
officers. Farrington (2000) identifies a number aafcounting variables to reflect the
efficiency of the microfinance institutions. Amotigs variables are the number of loan
officers.

4.2.4.3 Institution Staff

The study sought to determine how many staff tkétirtion had employed by the end of
2013.

Table 4. 14: Institutional Staff

F %
Less Than 10 1 9
11 To 20 3 27
21 To 25 2 18
26 To 30 3 27
More Than 30 2 18
Total 11 100

Source: (Research Data, 2014)
The institutions that had less than 10 employeese V@86, 27% had between 11-20
employees, 18% had between 21-25 employees, 2792680 employees by 2013 and

18% had more than 30 employees.
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There are different variables that are a reflectbthe efficiency of the firm Farrington
(2000) identified the number of staff as a key allle used in determining the efficiency
of a firm.

4.2.4.4 Other Branches
The study sought to establish whether the organizdtad other branches in other parts

of Nairobi. Figure 4.3 shows the responses

Figure 4.3 Other Branches

Source: (Research Data, 2014)

The institutions that had branches outside Naivbie 82% while 18% did not have
branches outside Nairobi. The size of the firm \Wwhian be indicated by the number of
branches it has can also be used as a measure effitiency of the firm (Farrington,

2000).

4.2.4.5 Factors Influence the Efficiency /Sustainality
The study sought to establish the extent to whigh following factors influenced the

efficiency of the institution. The findings areTable 4.15
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Table 4.15: Extent of Influence of Factors Influenmg Efficiency

Factors Mean Std. Dev
The Number Of Costumers The Institution Has 1.224 .020
The Quality Of The Loan Portfolio 2.345 0.145
The Level Of Recovery Performance 1.562 0.324
Profitability Of The Institution 1.231 0.474
Management Performance 1.624 0.221
Cost Of Funds 1.221 0.452
Operation And Administration Expenses 1.472 0.752
Subsidies And Technical Assistance From Donor B.22 0.254
The Geographical Coverage Of The Institution 2.421 0.345
Technology 1.982 0.224
Qualification /Motivation Of Staff 1.144 0.152

The extent to which the Number of Costumers thditui®n has influences the
efficiency of the institution scored a mean of 4.2 indication that it did to a very great
extent. Havers (1996) concluded that one of thesomes of MFIs efficiency was its
number of clients. The Quality of the Loan Portbadicored a mean of 2.345 an indication
it did affect to a great extent. The loan portfalibany MFI is an indication of a good
product design and also an indication of the ogtions efficiency (Havers, 1996). On
the Level of Recovery Performance, scored a medn562 an indication it influenced to
a great extent. On the profitability of the indiibm, the respondents indicated that it
affected to a very great extent with a mean of 1L.Zhe of the parameters of measuring
the efficiency of an MFI according to FarringtonO(®) is the profitability of the

organization.

On the management performance, the respondentg séfieicted to a great extent with a
mean of 1.624. The cost of funds scored a mean2#1lan indication it affected to a
very great extent. Daphnis (2004) concluded thatsMikcur costs not only in sourcing

funds and disbursement of these funds to microtieastients but also in promotion and
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monitoring of microfinance client groups and depeh@nt of processes for improving
efficiencies of service delivery. On the extent woffluence of operation and
administration expenses, the respondents saidéoyagreat extent with a mean of 1.472.
High operating costs of running the operations d¢fldlare a reflection of an inefficient
system. Daphnis (2004) cited that MFIs need to comevith measures to reduce the
high operating costs incurred. Subsidies and teahrassistance from donor scored a

mean of 3.221 an indication it influenced efficigmesoderately while the Geographical

Coverage of the Institution scored a mean of 2.d2Ilndication it affected to a great

extent.

Nawaz (2010) concluded that micro finances neegettorm without subsidy finance in
order to be able to expand as market conditionmipe®n technology respondents said it
influenced efficiency to a great extent with a me#n1.982 and the qualification
/Motivation of Staff to a very great extent withnzean of 1.144. One of the variables
used to measure the efficiency of a firm is the fers of staff. Highly qualified and
motivated members of staff are increasing the iefiicy of the service delivered to

customers (Farrinton, 2000).

4.2.5 Overall Impact
The study sought to establish the rank of the extenwhich above factors are

determinant in the finance cost by Housing Micrafine Institutions.
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Table 4.16: Rank of Impact

Factors F %
Product Design 4 36
Regulatory Requirements 4 36
Profitability 3 27

Source: Field Research, 2013

The respondents that said the product design lechtdst impact on the finance cost by
Housing Microfinance Institutions were 36%, anotBéfo said regulatory framework
and 27% said the profitability. Farrington (200@Hiighted different variables that have
an impact on the finance cost and key among themtieaproduct design. He also cited
that MFIs incur costs in trying to implement andmtor the regulatory laws across its
different branches. The profitability of a firmas indication of the efficiency of the firm
Daphnis (2004) highlighted that in order to inceeti®e profitability firms need to reduce

the cost incurred in its operations.

4.2.6 Customers Questionnaires
4.2.6.1Customers Response Rate
The study targeted 10 respondents per MFI. Outheftargeted 140 clients only 82
guestionnaires were filled and returned. This teged to a response rate of 59%.
According to Mugenda and Mugenda (2003) the siedéiby significant response rate

should be at least 50%.
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Figure 4.4: Customer Response Rate

=Source: (Research Data, 2014)

4.2.6.2 Profession of the Respondent
The study sought to establish the profession ofrédspondents. Table 4.17 shows the

responses

Table 4.17: Profession of the Customers

F %
Civil Servant 15 18
Employee In Private Sector 16 20
Sole Trader 12 15
Farmer Worker 5 6
Retail Dealer 18 22
Unskilled Wage Laborers 16 20
Total 82 100

Source: (Research Data, 2014)

The respondents who were civil servants were 1820% of the respondents were
employees in the private sector, 15% were soletsga®% were farm workers, 22% were
retail dealers and 20% were unskilled wage laborgne study involved customers that
had different professions an indication that MFikved customers with different

professions.

4.2.6.3 Gender of the Respondents

The respondents were asked to indicate their gehkagrre 4.5 shows the responses:
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Figure 4.5: Gender of the respondents

female
44%

Source: (Research Data, 2014)
The respondents who were male were 56% while tnalerespondents were 44%. Both
male and female were involved in the study an ittho that MFIs served both male and

female clients although the majority were males.

4.2.6.4 Access to Housing Micro Loan

The respondents were asked whether MFH fund waguatie to meet their housing

requirement. All the respondents said that the $uthe@y accessed were adequate to meet

their housing needs.

4.2.6.5 Decline in expenditure

The study sought to establish how much was theargeni expenditure on housing after

utilization of MFH. The responses are shown ingahll8

Table 4.18: Decline in Expenditure

Frequency Percentage
<10% 12 15
10-20% 18 22
20-30% 15 18
30-50% 18 22
>50% 19 23
82 100

Source: (Research Data, 2014)
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Those respondents who said that the expenditudndddoy less than 10% were 15%,
22% said it had declined by 10-20%, 18% said it tadined by 20-30%, 22% said it
had declined by 30-50% and 23% said it had declimedore than 50%. According to

CGAP (2009) access to micro loans from the MFIp$ @t reduction of the costs.

4.2.6.6 Repayment

The study sought to establish the clients’ soufaeayment for the loans. The findings

are shown in table 4.19

Table 4.19: Source of Repayment for the Loans

Frequency Percentage
Agriculture Income 17 21
Income From Regular Job 16 20
Wage Labour 18 22
Non-Farm Income 10 12
Remittance 13 16
Loan From Bank/Cooperative/MFI 8 10
Total 82 100

Source: (Research Data, 2014)

The respondents who said that their source of legayment was from agricultural
income were 21%, 20% said income from regular 23956 from wage labour, 12% from
non-farm income, 16% from remittance and 10% sawytwould pay from

banks/cooperatives/MFIs. About 30 % of low inconmiseholds have regular income

stream that can pay off a monthly amortizing hoggoan (NHBI, 2011).

4.2.6.7 Factors Constraining Access

The respondents were asked the extent to whickattters below constrained the access

to housing micro credit.
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Table 4.20 Factors Constraining Access

Constraints Mean Std. Dev
Non-Availability of formal housing loan 1.231 0.152
Inadequate Quantity of formal loan 2.421 0.234
Non availability of Loan for furnishing 1.521 0.542
Delay in Loan processing/disbursement 1.456 0.224
Availability Guarantor 1.242 0.634
High Interest Rate 1.463 0.124
Loan period 2.456 0.632
Inflexible Timing of EMI repayment 2421 0.452
Deposit of EMI/Receipt/ 2.441 0.331
Lack of regular income/fund 1.245 0.143
Landlessness 1.542 0.231
Problem related to Land ownership/title 1.422 0.442
Lack of Collateral/Guarantor for loan 1.231 0.634
No or low subsidy 2.432 0.752
No construction assistance 1.621 0.354

Source: (Research Data, 2014)

As indicated in table 4.20, the respondents styoregreed that Non-Availability of
formal housing loan influenced their access to $oawith a mean of 1.231. The
respondents agreed that inadequate quantity ofalolman influenced loan accessibility
with a mean of 2.421. The respondents further agtieat non availability of Loan for
furnishing influences accessibility with a mean10521 and they strongly agreed that
delay in Loan processing/disbursement influencesssibility with a mean of 1.456. On
whether availability guarantor and high interese nafluence the accessibility of loans,

majority of the respondents strongly agreed withean of 1.242 and 1.463 respectively.

The respondents agreed on whether the loan pénfbelxible Timing of EMI repayment

and Deposit of EMI/Receipt/ influences accessipitid loans with a mean of 2.456,
2.421and 2.441 respectively. Kihato (2010) esthblisthat the Tenure of the loan
repayment period is key in granting the loan todhstomers so as to enable profitability
of the firm. The respondents strongly agreed thek bf regular income/fund influences
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accessibility to loans with a mean of 1.245. Acaogdo chiquer & Michael (2009) low
income earners lack regular income fund and thus ifi hard to access loans due to the
lack of enough collateral and guarantors. On whethedlessness influences the
accessibility of loans, majority of the respondeatgeed with a mean of 1.542, they
strongly agreed that problem related to Land ownpfstle and Lack of
Collateral/Guarantor for loan influences accessybdf loans with a mean of 1.422 and

1.231 respectively.

Regarding the statement as to whether No or lovsidybinfluences accessibility of
loans, majority of those interviewed agreed withmaan of 2.432.0n whether No
construction assistance influences accessibilityoahs, the respondents agreed with a
mean of 1.621. These findings are consistent vhitise¢ of Chiquier & Lea (2009) who
established that very few mortgage lenders readi@an to finance low income
household. Low income households may not have dnoalipteral such as land and may

also lack guarantors and thus MFIs are not wiltmgake this risk on them.

4.2.6.8 Housing Plan

The study sought to find out whether the resporsdéiaid any housing plan prior to

availing this MFH. All the respondents said thatihad a housing plan.

4.2.6.9 MFH and housing activities

The respondents were asked whether MFH has indoastbmers to plan for their

housing activities:
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Figure 4.6: MFH and Housing activities
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Source: (Research Data, 2014)

The respondents that said that MFH has inducediess to plan for their housing

activities were 74% while 26% said no.

4.2.6.10 Microloan and Social Condition

The study sought to establish whether the housiiegonhoan had contributed to improve
the social condition of the respondents. All thepandents agreed that the microloan had
improved their social condition. Markowski (2002ates MFIs have a mission: a social
mission “to provide financial services to large roers of low income persons to

improve their welfare”

4.3 Effects of Financing Cost on Credit Access

4.3.1 Results of Correlation Analysis
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Table 4.21: Correlation Analysis

Access tg Product | Regulatory| Efficiency | Cost  of
credit design | framework funds
Access to Pearson 1
credit Correlation
Sig. (2-tailed)
Product Pearson .693 1
design Correlation
Sig. (2-tailed) | .002
Regulatory| Pearson 743 .822 1
framework | Correlation
Sig. (2-tailed) | .000 .005
Efficiency | Pearson 794 .543 .793 1
Correlation
Sig. (2-tailed) | .002 .022 .006
Cost of| Pearson .602 .633 .788 .992 1
funds Correlation
Sig. (2-tailed) | .003 .003 321 .043

The data presented before on access to creditugratesign, regulatory framework,
efficiency and cost of funds were computed int@kErnvariables per factor by obtaining
the averages of each factor. Pearson’s correlafoadysis was then conducted at 95%
confidence interval and 5% confidence level 2-thil@he table 4.21 indicates the
correlation matrix between the factors (productigiesregulatory framework, efficiency
and cost of funds) and access to credit. Accordinghe table, there is a positive
relationship between product design and accessraditc Regulatory framework,
efficiency and cost of funds of magnitude 0.69343, 0.794 and 0.602 respectively. The
positive relationship indicates that there is araation between the factors and the
access to credit with Efficiency having the highestue and Cost of funds having the

lowest correlation value.

This notwithstanding, all the factors had a sigaifit p-value (p<0.05) at 95% confidence

level. The significance values for relationship vimtn access to credit and product
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design, regulatory framework, efficiency and cdstumds were 0.002, 0.000, 0.002 and

0.003 respectively. This implies that Regulatorgniework was the most significant

factor, followed by Product design and Efficienbgn Cost of funds.

4.3.2 Results of the Model Goodness of Fit

Model R R Square Adjusted R Square Std. Erroref th
Estimate
1 767 .588 572 0.674

a. Predictors: (Constant), Product Design, Regujakvamework, Efficiency, Cost of

funds.

In addition to descriptive analysis, the study amtdd a multiple regression to establish

the consolidated effects of the independent vagmloin the dependent variable. Table

4.21 above shows a model summary of regressioryssdbetween four independent

variables including product design, regulatory feavork, efficiency and cost of funds

and a dependent variable access to credit. The stadwed that value of R was 0.767,

the value of R square was 0.588 and the value joktadl R square was 0.572. From the

findings, 58.8% of changes in the access to creelie attributed to the four independent

variables in the study. Positivity and significarafeall values of R shows that model

summary is significant and therefore gives a ldgsc@port to the study model.

4.3.3 Results of Analysis Of Variance

Model Sum of Squares df Mean Square F Sig
Regression 16.23 4 4.05(7 9.235 o3
Residual 9.22| 87 0.10%

Total 25.55| 91
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a. Dependent Variable: Access to credit
b. Predictors: (Constant), Product Design, Regunjdtoamework, Efficiency, Cost of
funds

The data findings were analyzed and the SPSS ogmsented in table 4.6 above.
ANOVA statistics of the processed data at 5% |l@fadignificance shows that the value
of calculated F is 9.235 and the value of F crit@a5% level of significance with

numerator degrees of freedom 4 and denominatoeds@f freedom 91 was 2.47 Since

F calculated is greater than the F critical (9.238%), this shows that the overall model

was significant.

4.3.4 Estimated Model

Model Unstandardized Standardized T Sig.
Coefficients Coefficients

B Std. Error Beta
(Constant) 1.227 1.205 1.0183 0.001
Product design 0.922 4.632 0.861 0.19905 0.po4
Regulatory frameworld 0.724 2.524 0.485 0.2868 0.003
Efficiency 0.987 1.982 0.498 0.494 0
Financing cost 0.521 5.334 0.791 0.09Y7 0.001

a. Dependent Variable: Access to credit

b. Predictors: (Constant), Product Design, Reguntdtoamework, Efficiency, Financing
Cost

From the regression findings, the substitutiorheféquation:

(Y = Bot+ B1X1 + B2X2 + PaX3 + P4X4) becomes:

ROA=1.227+0.922X%+0.724X%+0. 873%+0.521X%,

Where Y is the dependent variable (access to ¢redits Product design variable,Xs

Regulatory framework, 2s Efficiency and X is Cost of funds.
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From the study findings, holding all variables dams at zero will lead to accessibility to
credit of 1.227. However, a unit increase in pradiesign will lead to 0.922 increases in
the accessibility to credit among MFIs. Similadyunit increase in regulatory framework
will lead to a 0.724 increases in the accessibibtgredit among MFIs. A unit increase in
efficiency will lead to 0.987 increases in the asteility to credit among MFIs and
finally, a unit increase in cost of funds will letwl 0.521 increase in the increases in the

accessibility to credit among MFls.

4.4 Discussions

Pearson’s correlations analysis was conducted & 86nfidence interval so as to
establish the relationship between financial penfmmce and green operations practices.
From the table there is a positive correlation leewv financial performance and the
factors (Product Design, Regulatory Framework,dificy, Cost of funds) of magnitude
0.693 with product design, 0.743 with regulatoanfiework, 0.794 with efficiency and a
magnitude of 0.602 with cost of funds respectivelye independent variables also had a
positive significant correlation relationship witvalues of 0.002, 0.000, 0.002 and
0.003 respectively. A correlation coefficient valgg ranging from 0.10 to 0.29 is
considered to be weak, from 0.30 to 0.49 is coms@tlenedium and from 0.50 to 1.0 is

considered strong.

From the model of fit table R-Square which is theeflicient of determination is a
commonly used statistic to evaluate model fit. Tadjusted R is also called the
coefficient of multiple determinations, is the pant of the variance in the dependent

explained uniquely or jointly by the independentiales. Therefore 58.8% of the
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changes in the access of credit can be attribatetdet combined effect of the predictor
variables. This means that 41.2% of the changéseichanges can be attributed to other

factors.

The probability value of 0.003 indicates that tlegression relationship was highly
significant in predicting how the predictor varieblinfluenced the dependent variables.
The F critical at 5% level of significance was B3%ince F calculated is greater than the

F critical (value = 9.235) thus showing that thed@lovas significant.
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CHAPTER FIVE
SUMMARY AND CONCLUSIONS

5.1 Introduction

This chapter presents the summary and conclusibriseostudy. Section 5.2 presents
discussions of the findings. Section 5.3 preseotglasion drawn from the findings and
section 5.4 gives the recommendation made forttiay's

5.2 Discussions

Majority of the respondents understood the consiomgiehavior of low income earners.
According to Daphnis (2004) suggested that the fitep in product design involves a
market assessment. Through this surveys then thgpamwy gets to understand the
behavior of its customers. The findings also shioat the product design impacts the cost
of finance to a great extent. Daphnis (2004) atstedh another and crucial factor in HMF
product design consists of guarantees and collabased on the high on-going costs
incurred by the institution in its operations. Tialings also revealed that the extent to
which the capacity/source of repayment is key isigleng the housing micro loan is to a
great extent .One of the reasons for carrying carket assessment tests is to identify the

customers ability to make the loan repayment (Dapl2004).

The purpose of the loan (Type of product) and Sgg¢uRisk mitigation is also key in
designing the housing micro loan. Daphins (2004) &t companies can mitigate these
risks by ensuring that the clients have guaranéeescollateral. The profession of the
client was a key aspect in key in designing thesim@umicro loan. Kihato (2013) stated
that it was important for MFIs to consider the @sdion of the customer and their source

of income. The findings also reveal that marketveyron potential clients was key in
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designing the housing micro loan. Market surveysb&nthe organization to understand
its customers, their income consumption behavioid @éemand (Daphnis, 2004). The
location of the borrower was important to a ligbetent. The loan tenure scored was key
in designing the housing micro loan to a great mxt&ihato (2013) established that
affordability ratios were used including the loamudre. His survey established that HMF

used terms ranging from one to eight years asejb@yment period.

The findings revealed that the cost of funds, adstrision cost of the institution was a
determinant of the price of the institution. Accdogito Daphnis (2004) High operating
costs and capital constraints within the MFI indygstnpact the pricing of housing
microfinance services. The findings also reveat tha risk associated with the borrower,
guarantees and collateral on the transaction weterrinants of pricing to a great extent.
Different Microloans have different rates and tllifserent risks. Daphnis (2004) stated
that in order for MFIs to cushion themselves agdimsse risks by demanding collaterals
and guarantees from the clients. Another deterninas the level of Non Performing
Loan in the loan book (Loan losses) and the ptofitg of the institution. Kihato (2013)
appropriated that majority MFI use ratios so asdetermine the loan tenure while
designing the product. The findings also reveat the loan performance depends on the
product design to a very great extent. Raven S(@@06) highlighted that loan portfolio
played an important role in determining whether pineduct design was successful or
not. The MFIs carry out pilot tests before launghénhousing micro credit. There is need
to conduct surveys and pilots tests so as to utadetghe consumer, their income and

demands of the products (Daphnis, 2004).
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The findings also revealed that All the MFIs weranlg governed by the different acts
and were supervised by the body they belongeditmeShe microfinance act become
operational in 2008, different MFIs are governed aggulated by different bodies and
their acts (CBK, 2008)The findings also revealed that the laws imposestscon the
institution in form of licensing fees, interesteataps and expenses in the monitoring and
administration of the required regulations acrodls tiae branches. Singh (2005)
highlighted the microfinance’s face administratisad operational costs in trying to
implement the regulatory laws across its differbranches. The government policies
contribute to the sustainability of the institutiorhe findings also revealed that all the
institutions said that they enjoyed subsidies authrtical assistance from the regulatory
authorities. Nawaz (2010) concluded that micro rices needs to perform without

subsidy finance in order to be able to expand akehaonditions permit.

The findings showed that the different micro finesdad different number of clients,
loan monitoring officers and members of staff. Acliog to Farrington (2000) the
number of clients, members of staff and monitowfficers are among the variables that

are used in measuring the efficiency of an MFI.

The findings revealed that the extent to which khaenber of Costumers the institution
has influences the efficiency of the institution dovery great extent. Havers (1996)
concluded that one of the measures of MFIs effoyrewas its number of clients. The
quality of the Loan Portfolio also did affect togeeat extent. The loan portfolio of any
MFI is an indication of a good product design alsb @n indication of the organizations
efficiency (Havers, 1996). Other factors that wereealed to affect the efficiency of the
MFI to great extent were Level of Recovery Perfanoeand the Profitability of the

69



Institution, One of the parameters of measuringédfieiency of an MFI according to
Farrington (2000) is the profitability of the orgaation. The management performance
also affects the efficiency of the MFIs to a greatent and the cost of funds to a very
great extent. Daphnis (2004) concluded that MRtsiircosts not only in sourcing funds
and disbursement of these funds to microfinancentdi but also in promotion and
monitoring of microfinance client groups and deyah@nt of processes for improving
efficiencies of service delivery. The influenceageration and administration expenses,
was to a very great extent. High operating costainhing the operations of MFIs are a
reflection of an inefficient system. Daphnis (20@4gd that MFIs need to come up with
measures to reduce the high operating costs imturBbsidies And Technical
Assistance from Donor influenced efficiency modeiwat while the Geographical
Coverage of the Institution influences to a gredemlt. Nawaz (2010) concluded that
micro finances needs to perform without subsidgriice in order to be able to expand as
market conditions permit. Technology and and thalification /Motivation of Staff
influence the efficiency of a firm to a very greattent. One of the variables used to
measure the efficiency of a firm is the memberstaff. Highly qualified and motivated
members of staff increase the efficiency of theviserdelivered to customers (Farrinton,

2000).

The findings revealed that all the customers inésved had access to housing micro
loans from the MFIs and that these micro loans ceduheir expenditure. According to
CGAP (2009) access to micro loans from the MFIp nelthe reduction of the costs. The
finding also reveals that majority of those whoessed the loans had different sources of

income for the loan repayment. About 30 % of lowome households have regular
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income stream that can pay off a monthly amortiziogsing loan (NHBI, 2011). The

study also establishes that there are variousriattat affect the accessibility of loans.

The findings revealed that majority of the respamnsdestrongly agreed that non-
availability of formal housing loan influenced theiccess to loans. The respondents
agreed that inadequate quantity of formal loanramdavailability of Loan for furnishing
influenced loan accessibility. Farrington (2000jab$ished that low income earners may
lack all the necessary collateral and may also redja in all aspects of construction, a
combination that made it a challenge for them toeas loans. The study also revealed
that the respondents strongly agreed that delayLoan processing/disbursement
influences accessibility. The study further revdalleat availability guarantor and high

interest rate influence the accessibility of loans

The study established that the loan period, inflexitiming of EMI repayment and
deposit of EMI/Receipt/ influences accessibilityldans. Kihato (2010) established that
the Tenure of the loan repayment period is keyramting the loan to the customers so as
to enable profitability of the firm. The study alsstablished that lack of regular
income/fund influences accessibility to loans. Aduog to Chiquier & Michael (2009)
low income earners lack regular income fund and find it hard to access loans due to

the lack of enough collateral and guarantors.

The study revealed that Landlessness, problems&edeta land ownership and lack of
collateral/ Guarantor for loan influences the aesdality of loans These findings are
consistent with those of Chiquier & Lea (2009) wegiablished that very few mortgage

lenders reached down to finance low income househaw income households may
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not have enough collateral such as land and maylat& guarantors and thus MFls are

not willing to take this risk on them.

5.3 Conclusion

The study made the following conclusions.

The study concludes that MFIs conduct surveys tdetstand the consumer behavior
before launching the product design. The studyp ancludes that MFIs take into
account the purpose of the loan, the risk mitigatibe profession of the client, the loan
tenure and the economic conditions during the prbdasign. The study also concludes
that the cost of funds of the institution, opemsioand administration costs, risks

associated with the borrower and the loan tenure W determinants of the price.

The study concludes that all MFIs are governed iffgrént acts and are members of
bodies that conduct supervision on the MFIs. Theystlso concludes that the law and
regulatory requirements impose costs on the ingtits. The study concludes that the
government policies also enhance the sustainalwfitthe finances and that the MFIs

enjoy subsidies and technical assistance fromebelatory authorities.

The study concludes that the number of customaitsarployees enhance the efficiency
of the MFI. The study also concludes that the dqualf the loan, the profitability and
management performance of the MFIs. The study @seludes that the cost of funds
operation and administration expenses technologytlaa qualification of the staff also

enhance the efficiency of the firm.
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The study also concludes that accessibility oflttams had reduced the expenditure on
the customer. The study also concludes that thé mterest loans, lack of formal
housing loan, loan repayment period, lack of cefiat landless and problems related to

land ownership were factors that constrained tlcessibility of loans.

5.4 Recommendations

The study makes the following recommendations.

The study recommends that MFIs that do not conghlot surveys to market test
products should do so in order to ensure that tbheyzt design fits the needs of the
customer. This is important in reduces losses whitresult from launching a product

that is not relevant to the customers.

The study recommends that MFIs and policy makemmecap with strategies and
subsidies that will see a reduction in the costsinred from the implementation of the
regulatory laws. The study recommends that thevasle bodies conduct regular

supervisions of the MFIs so as to ensure that to@jorm to the requirements of the law.

The study recommends that MFIs embrace new tecbitalodevelopments so as to
ensure their serve their customers in a betteerfastd more efficient manner. The study
also recommends that the institution organizesiitigi for their employees so as to
improve their qualifications and equip them witle ttelevant skills that will improve e

their performance.
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5.5. Limitations

This study considered limitation as any factor thais present during the study and
affected the achievement of the objective of thelst The study faced a limitation as
regards respondents confidence that the informatromided would not be misused but
used for the purpose for which it was meant. Taoov@e this challenge, the researcher
assured the respondents that the information theyiged would be treated with

confidentiality and used for academic purposes.only

Some of the employees at the MFIs were on a vetyt schedule and thus could not
make it to fully complete the questionnaire. To roeene this challenge the researcher

left the questionnaires with the respondents aokigol them at a later time.

5.6 Recommendations for Further Studies

This study sought to establish the factors infliregicfinancial access to housing
microfinance by low income earners in Kenya. Thiglg concentrated only on HMFIs.

The study therefore recommends that in the futwgiendar study be conducted across all
MFIs in the country.

The study recommends that in the future a studgdmelucted on factors that hinder the
accessibility of credit. This will be effective ensuring that financial institutions come
up with products that are tailor made for everyivitbal so as to increase the

accessibility of loans.

74



REFERENCES
Ahlin, C.,& Jiang, N. (2008). Can Micro-credit BgnDevelopment?Journal of
Development Economic86(1): 1-21.

Association of Microfinance Institutions.(2012).nAual Report on Microfinance sector
in Kenya (2012). Nairobi: Micro Finanza Rating.

Brune, A. (2009)An empirical study on the impact of microfinancgtitations on
developmentZurich: University of Zurich.

Centre for Affordable Housing Finance in Africa (®&).Scoping the Demand for
Housing Microfinance in AfricaSouth Africa: FinMark Trust.

Chequier, L., & Micheal, L. (2009)Housing Finance Policy in Emerging Markets
Washington, DC: World Bank.

Cheryl,Y.,Hokans,J.,& Brendan, A. (2009apitalizing Housing for the Poor : Findings
from five focus countrie®retoria: Habitat for Humanity.

Christen, E. S., & Servon, L.J. (2005). Credit adcial Capital: The community
Development Potential of U.S Micro enterprise Paogs.Journal on Housing
Policy Debate9, 115-149

Christen, R. P., Lauer, K., Lyman, T., & RosenleerdrR. (2012). A Guide tRegulation
and Supervision of Microfinanc&he Consultative Group to Assist the Poor.

Daphnis, F.,& Furguson, B. (Ed.). (20049using microfinance: a guide to practice
Colorado: Kimarian Press.

Dehem,T.,& Hudon,M.(2013).Microfinance from ClienBerspective: An Empirical
Enquiry into Transaction Cost in Urban and Ruralidn Brussels : Brussels
School of Economics &Management.

Derban, W.K. ,lbrahim,G., & Rufasha, K. (2002). k&finance for Housing for
low/moderate income households in Ghalwarnal of Africa Studies 4-15

Dr Basabta K.S. (2010Microfinance for Housing in IndiaBankers Institute of Rural
Development (3) 63-109

Feldman, A.M.(2008).The New Palgrave Dictionary of Economi¢g8™ Edition).
Macmillan.

Fischer,G.(2005)Theory and Empirics in Microfinance Researtlmandon School of
Economics.

Ghazal,Z.(2013)Microfinance: A Tool for financial Access, Poverffleviation or
Gender Empowerment? Empirical Findings from Pakisi&oston: University of
Massachusetts Boston.

75



Habitat for Humanity (2011)5tudy on housing Microfinance in Nepikepal: Centre for
Empowerment and Development.

Houston, A. (2010)Case study of the National Cooperative Housing Br(idACHU).
Nairobi: FinMark Trust.

Kihato, M. (2013). State of Housing Microfinance Africa. Journal of Affordable
Housing in Africal0 (3), 23-31.

Leion, M.(2006).Construction Assistance in Housing Microfinance ase study of
Génesis Empresarial in Guatemagtockholm : University of Stockholm.

Lensink, R., Meesters,A., &Hermes, N. (200@utreach and Efficiency of Microfinance
Institutions : is there a trade-off2ondon : University of Nottingham.

Ministry of Lands and Housing.(20048essional Paper n°3 on National Housing Policy
for Kenya.Ministry of Lands and Housing of Kenya.

Mungai, E.N. (2011).The Challenge of Housing Development for the Lowonme
Market. Nairobi: Strathmore University.

Nabutola, W.L. (2004)Affordable Housing-Some Experiences from Kerthens:
International Federation for Surveyors.

Ochieng, V. (2009)Exploratory Study of New Housing Finance in Kenp&irobi:
Strathmore University.

Omino, G. (2005)Regulation and Supervision of Microfinance insidos in Kenya.
Retrieved on 17th July, 2013 fromww.microfinancegateway.org

Onyango,D.K. (2010).Profitability of finance low-cost housing in Keny#lelsinki
:Laurea University of Applied Sciences.

Qayyun, A., &Ahmad, M. (2006)Efficiency and Sustainability of Microfinance.
Islamabad : Pakistan Institute of Development Ecuins Islamabad Pakistan.

Rooftops Canada (2007). Housing Microfinan€encept PapeR-5.

Small Industries Development Bank of India. (2013tudy on Interest Rates and Costs
of Microfinance InstitutionsMumbai: Access Development Service.

Sabana, B. (20054 Report from the field: Incorporating microfinanaeto Kenya’s
Economic Recovery Strategy (2002yerpool: University of Liverpool.

SELECT AFRICA. (2012)Housing Microfinance in South Afric&elect Africa-South
Africa.

The International Housing Coalition (2006jousing for All: Essential to Economic,
Social, and Civic Development.

76



Tomas, D.K.H.(2013)Proposal for Creation of Collateral System for Mifinance
Sector: a Tool for Development and Reduction ofeByatic Risk.Prague: Czech
University of Life Science.

Tomlinson,M.R.(2007)A Literature Review on Housing Development in Saian
Africa. South Africa : FinMark Trust.

Waruiru,J.M.(2012).Determinants of Interest Rates in Microfinance itagbns in
Kenya.Nairobi : University of Nairobi.

Woradithee,W. (2011)Financial sustainability of microfinance: a zerofdelt case
study of the Chanthaburi Province Savings Graagcond cycle, A2E. Uppsala:
SLU, Dept. of Economics.

Wrenn, E. (2007)Perception of the Impact of Microfiancne Liveliha®dcurity.Dublin:
Kimmage Development Studies Centre.

77



APPENDICE

APPENDIX 1: QUESTIONNAIRE COVER LETTER

Christian Ndikumagenge
University of Nairobi,
P.O Box 30197-00100
Nairobi.

To whom it may concern

Dear Sir/Madam

RE: RESEARCH PROJECT

| am an MBA student at the University of Nairobidemtaking a research project as part
of the requirements of the degree of Masters inr&ass Administration. The topic of my
research is “Determinants of Financing Cost by kaudMicrofinance Institutions in

Nairobi.”

For the purpose of this study, | have chosen yogamzation as my case study for this
research. This research is in partial fulfillment the award of a Master Degree in

Business Administration.

| kindly request your assistance by availing timadspond to the questionnaire and as
well | kindly request your permission to enter iontact to your clients to respond the
guestionnaire addressed to them, useful for thearebk project. Any information
provided will be treated with utmost confidentigliand used solely for academic
purposes. A copy of the final report will be madeikable to you at your request. Your
assistance will be highly appreciated. Thanking yoadvance.

Sincerely yours,

Christian Ndikumagenge
MBA student
D61/63055/2011

E-mail: chrisburundi@yahoo.fr
Tel: 0713 180 400
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APPENDIX 2: QUESTIONNAIRE

This questionnaire is designed by Christian Ndikgemge, a Master of Business
Administration student at University of Nairobi belp his collect of information for his
research project which is in partial fulfilmentrfdhe award of Master Business
Administration degree in Finance. This questiomaieeks your views on a number of
factors as product design, regulatory framework efffidiency that have an effect on the
financing cost of your organization on the accessr¢dit by low income earners.

Please note:

» Do not write your name

» Your individual responses are confidential and aymoaus
» Your views are important and valued.

» Tick or fill where applicable

Part I: Background Information

1. Kindly indicate your status

a. Employee of Organization involve in HawgsMicrofinance (] Name of the
organization..............c........ (] Name of Department

J

2. Kindly indicate your career title

a.Manage(_ ] b.Head of departm(__ ] c. Supervisq__ ) d. Others § ]
e. Consultan(__] f. Other, SPeCify.......cooeeeeeueeiinen.

3. Please indicate years of experience iretbbrganization/the field?

a. Less than 2 ye{_ ] b.2-5y( } c.6-8yeal ] d. 9-11y{ ]
e. Above 11 yea(_ |

Part II: Product Design

For each of the statement below, please indica¢e etent of your agreement or
disagreement. The response scale is as follow.
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4. To what extent do you have a good level of understding of low income earners
consumption behavior?

1. very great extent ( ) 2. Great extent ( 3. Moderate extent () 4. Little extent ()

5. No extent at all ()

5. Does your organization always carries out a pilotast/ Survey before launching a
housing micro credit.
Yes() No()

6. In your own opinion indicate the extent to which alove appraisal factors are key
in designing the housing micro loan.
1. Very great extent 2. Great extent 3. Modeeatient 4. Little extent 5. No
extent at all

Factors 1] 2| 3| 4 5

Capacity/source of repayment

The purpose of the loan (Type of product)

Security/ Risk mitigation

The profession of the client

A market survey on potential clients

Location of the borrower

Loan tenure

Economic environment

Institution business objectives

OO N0 WIN|F

[ —

Subsidies/ Assistance benefited by the institution

Any other, please indicate:

[ —
[
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7.

In your opinion indicate the extent to which abovdactors are determinant in the
pricing of a housing micro loan.

1. Verygreatextent ( ) 2. Great extent ( 3. Moderate extent () 4. Little

extent () 5. Noextentatall ()

Factors 112 3| 4

Cost of funds of the institution

Operation and administration cost of the institatio

Risk associated with the borrower

Guarantees and collateral on the transaction

Level of Non Performing Loan in the loan book (Ldasses)

Profitability of the institution

Subsidies benefited by the institution

Loan tenure

O 0N |0 WIN (-

Construction assistance service

=
o

Economic environment

[ —
[ —

Any other, please indicate:

In your own opinion, to what extent does a performrmg loan highly depends

on the product design

1. Verygreatextent ( ) 2. Greatextent ( 3. Moderate extent () 4. Little

extent () 5. Noextentatall ()

3. In your own opinion, indicate the extent to which he products design is

critical for HMFIs business performance.

1. Verygreatextent ( ) 2. Greatextent ( 3. Moderate extent () 4. Little

extent () 5. Noextentatall ()

In your own opinion, indicate the extent to which he product design impact
the cost of finance for the institution.

1. Verygreatextent ( ) 2. Greatextent ( 3. Moderate extent () 4. Little

extent () 5. Noextentatall ()
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Part Ill: Regulatory Framework

5. Which laws governs you as a microfinance institutio in Kenya?

» The Non Governmental Organizations Co-ordinafech( )

» The Building Societies Act ()

» The Trustee Act ()
» The Societies Act ()
The Co-operative Societies Act ()
» The Companies Act ()

» The Banking Act ()

» The Kenya Post Office Savings Bank (KPOSB) Act ()
6. Is there a body which supervises your institution?

* Yes ()
* No ()
Please specify?

7. What are the effects of such laws and regulatory guirements to the
institution’s operations cost?

8. In your own opinion, indicate the extent to which he regulatory
requirements impact the cost of finance for the nistitution.
1. Verygreatextent ( ) 2. Greatextent ( 3. Moderate extent () 4. Little

extent () 5. Noextentatall ()

9. To what extent does the Government policies on yowperations contributes
to the sustainability of the institution?
1. Verygreatextent ( ) 2. Great extent ( 3. Moderate extent () 4. Little

extent () 5. Noextentatall ()

10.Does the institution enjoy subsidies or technicalssistance from the
regulatory authorities?

* Yes ()

* No ()

Please SPECITY? ..ot
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Part IV: Efficiency

11.How many clients did you have by the end of 2013?

e Lessthan50 ()
e 51to0 100 ()
« 101to 150 ()
« 151t0200 ()
* More than 200 ( )

12.How many loans origination/monitoring officer doesthe institution employed
by the end of 20137

* Lessthan5 ()
« 5t010 ()
e 11to15 ()
* More than 16 ()

13. How many staff the institution employed by the enaf 2013?

* Lessthan 10 ()
e 11to20 ()
e 21to25 ()
e 26t030 ()
* More than 30 ()

14.Does your organization have branches in other partsf Nairobi?
e Yes()

* No ()
PlEASE SPECITY ... e e
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15.To what extent do the following factors influencehe efficiency /sustainability
of your institution?
1. Very great Extent 2. Great Extent 3. MadeExtent 4. Little Extent
5. No Extent at All

Factors 1| 2 3 4 5

The number of costumers the institution has

The quality of the loan portfolio

The level of recovery performance

Profitability of the institution

Management performance

Cost of funds

operation and administration expenses

Subsidies and technical assistance from dongr

The geographical coverage of the institution

OO0 (N0 AIWIN|EF

[ —

Technology

[ —
[ —

Quialification /motivation of staff

Part V: Overall Impact of Product Design, Regulatoy Framework and Efficiency
on Cost of Finance

16. In your opinion indicate the extent to which abovdactors are determinant
in the finance cost by Housing Microfinance Institdions.

1. Strongly Agree 2.Agree 3. Neutral 4s@ijree 5. Strongly Disagree

Factors 1 2 3 4 5

1 | Product design

Regulatory requirements

N

3 | Profitability
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APPENDIX 3: QUESTIONNAIRE FOR HOUSING MICROFINANCE

CLIENTS

Part I: Background Information

1. Kindly indicate your profession

a. civilservan{__] b. Employee in privaée®i( ] c. Sole trad(" ) d. Fa )
worker

e. Retail deale{__ ]  f. Unskilled Wage labo[__)
f. Other, specif( ...,

2. Kindly indicate your gender/ marital statute

a.Female () b.Mal ) c.Sin(_) d. Married/Life partne{__]  eithv(_]

dependent
f. Without depender{ ]

Part Il: Access to Housing Micro Loan

3. Do you think your MFH was adequate fund to meet yourequirement for
housing?Yes/No, If no, How much it meet your total demaadtiousing loan?
Mention in Percentage (%)............ OrKES,. ..ot

4. 10. How much is the decline in expenditure on housj after utilization of MFH?
In KES/Year..................
INn% <10% ( ) 10-20% ( ) 20-30% ( 30-50% ( ) >50% ( )
No Change ( )

5. What are your sources of repayment?

1. Agriculture income ( ) 2. Income from regujob ( ) 3. Wage labour ( )
4. Non-farm income ( ) 5. Remittance ( ) 6. loan from bank/cooperative/
MFI ( ) 7. Loan from Moneylender/ relatives ( )
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6. In your opinion indicate to which extent above faadrs may constraint the access
to housing micro credit.
1. Strongly Agree 2.Agree 3. Neutral D#sagree 5. Strongly Disagree

Constraints 1 2 3 4 5

1 | Loan Availability

Non-Availability of formal housing loan

Inadequate Quantity of formal loan

Non availability of Loan for furnishing

2 | Loan Processing

Delay in Loan processing/disbursement

Availability Guarantor

3 | Repayment

High Interest Rate

Loan period

Inflexible Timing of EMI repayment

Deposit of EMI/Receipt/

Lack of regular income/fund

4 | Collateral

Landlessness

Problem related to Land ownership/title

Lack of Collateral/Guarantor for loan

5 | Other problems

No or low subsidy

No construction assistance

7. Did you have any housing plan prior to availing tht MFH? Yes/No,
8. Do you think your MFH has induced you to plan for your housing activity?
Yes/No,

11.Did the housing micro loan contributed to improve yur social condition?
* Yes()
* No ()
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APPENDIX 4: LIST OF ORGANIZATIONS INVOLVED IN HOUSI
MICROFINANCE

A. List of licensed, by Kenya Central Bank, deposit teing Microfinance (DTM)
Institutions. 2013

NG

p
o

Names

Housing Microfinance Products

Faulu Kenya Limited

Kenya Women Finance Trust Limited (KWF)

SMEP Limited

RUMU Limited

RAKIFI

UWEZO Limited

CENTURY Limited

SUMAC Limited

OO (N WIN(F

U&I Limited

B.

List of unregulated Microfinance
Institutions

p
o

Names

Housing Microfinance Products &
Services

Makao Mashinani Limited

AAR Credits Services

ECLOF Kenya

Greenland Fedha

Jamii Bora

Jitegemea Credit Scheme

Jihudi Kilimo

KADET

OO|IN|O|O |~ WIN|F

KEEF

[N
o

Microafrica Kenya Ltd

[EY
=

Molyn Credit Ltd

iy
N

Musoni Kenya Ltd

[EEN
w

Opportunity Kenya

[EY
o

Pamoja Women Development Programme

[EEN
(63}

Pionner FSA

[EEN
(o2}

Platinum Credit

=
\‘

SISDO

[EEN
<o

Taifa Option Microfinance Ltd

iy
©

Yehu

N
o

YIKE
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C. List of SACCOs licensed by SACCO societies regulains Authority

N Housing Microfinance Products &
° | Names Services
1| KUSCCO

(NACHU)

The National Cooperative and Housing Union

Ndege Chai SACCO

Stima SACCO

Mungania SACCO

2
3
4 | kilifi Teachers SACCO
5
6
7

Sukari SACCO

D. List of Commercial Bank offering housing microfinance services

N° | Names

Housing Microfinance Products & Services

D

Rep-Bank

Cooperative Bank

Family Bank

AIWIN|F

Equity Bank
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