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ABSTRACT
The study focused on the factors influencing loafadlting by the SME owners operating

within Thika Township of Kiambu County. The SMEsypla pivotal role in development and
sustenance of world’s economy, but not without mathallenges that hinder their
development. It focused on the type of loan cetla purpose/intention of starting the SME,
the need for achievement in the SME venture, tharedype of the SME, the diversion of
loan, and mode of loan repayment. The descriptgearch design was adopted, where 50
guestionnaires were administered to SME ownersdatdiled discussions of the questions
conducted with 10 key informants in the SME seciidre probability and non-probability
sampling techniques were used in the study. Tha das analysed using descriptive
techniques and the findings presented using gratalsilations and cross tabulations and

percentages.

The study found that majority of the respondentsewwale with college/university level of
education. It also found that majority of the SMiies had been in operation for four years
or less while the SME owner’s ability to manageanl was enhanced by education, skills and
experience. Majority of the SMEs are accessing kamices from the MFIs and more than
half of them have ever defaulted on their loan @moit The direct cash deposits repayment
mode was used by majority, with monthly repaymemtervals. The majority of the
respondents hold that the MFIs loaning serviceSMEs have good future prospects. A
majority of the SME owners disagree that the puepo$ starting an SME entity could
influence loan defaulting while majority of the kiormants think it could. The study found
that lack of need for achievement in business amdrslon of loan funds influence SME
owners to default on their loans while the typedmabf business and mode of loan repayment

was found to be a less influencing factor of loafadlting.

The study recommends that the SME owners learntbgelough their profits back into the
business to increase their operating capital irelotd grow their entities. In addition, SME
owners should conduct sound business researchebstarting their entities. The study
concluded that the SME sector is a fertile grouwrdirivestment not just for governments, but

SME owners and the MFIs as well.
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CHAPTER ONE: INTRODUCTION

1.0. Background information

The Small and Medium sized enterprises (SMEs) arssidered as the power driving

many countries’ economies. It has been argued $hEs are the lifeblood of most

economies around the world and any government ¢aafiord to ignore the sector

(Ayyagari et al, 2007). SMEs have a key role inregoic growth and development

innovation. They have greater tolerance for hig-rinitiatives and capacity to reap
substantial market rewards in niche markets. Thglicaccess by the SMEs from the
formal sector is constrained by the high risks high transaction costs associated with

commercial lending to the segment.

SMEs are more likely to be left without new loansridg financial crisis. Access to
financial capital can be a critical factor for thaeccess of SMEs, particularly in their early
years. The fundamental element for developmerie@SME sector stands out as access to
financial capital (World Bank, http://www.enterpgmurveys.org). Several studies have
shown that limited financial capital remains theagest hindrance for SMEs than large
firms, more so in developing countries, and theeascto finance undesirably affects
growth of the SME segment more than large compgfielaffer and Weder, 2001; Beck
et al, 2005; 2006). It is for this reason thatititernational development community listed

SME financial access to be a crucial policy priorit

The evidence of the default pattern of loans taviddal firms in emerging markets in
general and the new EU member states in partigsilatill missing (Fidrimuc & Hainz,
2009). It is in this regard that this paper soughhighlight factors that influence loan
defaulting by SMEs, based on Kenyan perspectiv&elmya, the informal sector has seen
its share in total employment rise from 16% in 198®3.6% in 1997 and 70% in 2000.
The SMEs’ share in GDP has also recorded signifizamease, rising from 13% in 1993
to 18% in 1999 (Republic of Kenya, 2005). The infat sector is the second largest
source of employment after small-scale agricult{Menistry of Finance and Planning,
2000). The 1999 national survey of SMEs found #imiut 26% of the total households in
the country are engaged in some form of SME agt{@BS and et al, 1999). The sector
is, therefore, an important source of livelihood #omajority of the country’s population.

In Kenya, the informal sector's share in total emyptent stood at 78% in 2009.

1



Moreover, SMEs need adequate and timely finanesdurces to remain afloat and deliver

their contribution to the country’s economy.

Beck et al (2008, 2010) did a study to highlight E8vfrom the financial supply point of
view. He conducted survey on 91 banks in 45 ceestind assigned the characterisation
of how banks finance SMEs. From the study he failnadl banks term the SME sector as
more profitable as they serve it with different derg technologies and organisation
structures. The authors detected minimal variationthe extent to which SMEs are
served by banks based on their proprietorship strec(for example, private-public or
foreign-owned). However, they noted significant imaons across banks both in
developing and developed economies. They conclilkadan enabling environment is
key than the size of the firm or bank ownershipniituencing bank financing for SMEs.
This enabling environment will not only support tineiving of the SMEs, but reduce the
loan defaulting rates, which hurt the funding petiAnd for this, the understanding of
what determines defaulting is important for lendé&rowers and regulators. This paper
is devoted to establishing factors that influermanl defaulting by the SMEs, bearing in

mind their vital role in economic development ofayiven economy.

1.1. The Statement of the problem

The growth and sustainability of the world’s ecoryomevolves around the SMES’

performance on creation of wealth for their owreemsl employment opportunities for the
larger population. This helps in poverty reductiothe general population thus leading to
advancement of the country’s economy. The SMEs lmeen considered as the main
engines spurring economic growth and promoting tatie development in the world

economies. SMEs universally face lack of sufficidimancial credit as their main

development and sustenance challenge that has islmad their ability to contribute

effectively to sustainable development Wanjohi avdgure, (2008). SMEs require a
boost in financial capital to enable them grow ith@ioduction through innovation and
technological upgrading, which in turn increasesrtiproduction, financial viability and

development. In return, SMEs are supposed to répajoans with interest to the lending

institution according to the lending contract.



According to other studies on loaning, Fidrimuehkt(2006) points out that liquidity and
profitability factors are significant determinarmE SMES’ loan defaulting. Harris, (2006)
and Mansuri, (2003) pointed out that among micnadfice clients who are willing to
borrow at either weekly or monthly repayment schesiua more flexible schedule can
significantly lower transaction costs without ingseng client default. Also Armendariz
and Morduch, (2005) report anecdotal evidence fBangladeshi micro-finance providers
that suggest micro-finance contracts with less udest repayments saw higher client
default. The studies point out that the durationl@dn repayment schedules have
influencing effect to loan defaulting. It also unsieores the fact that since the MFI loans
were not backed by collateral, clients’ main mdiiva for repaying loans was their

expectation of future loans from the MFIs if thepaid promptly.

In Kenya today, the real estate and constructiorESMre the most profitable sectors
making good profit margins as pointed out by Ng(2Q14), but a recent Central bank of
Kenya (CBK) survey shows these SMEs topped theofidtiggest loan defaulters in the
first quarter of 2013. It is in this regard thatsttstudy sought to know what factors
influence loan defaulting by the SME owners in Kanyhe study will interrogate the
SME owner’s intention of starting a business arartiotivating factors behind borrowing
a loan then failing to honour the lending contrdtte study by Kipyego & Moses, (2013)
points that commercial banks and micro-financiastitntions in Kenya have been
suffering serial loan defaulters who borrow sevéahs from different institutions. Since
the role the SME sector plays in economic developnie known, a study that will

highlight factors that influence SME owners to ddfdoans attained from the MFIs is

important.
1.2. Research Questions
()  What considerations are used by MFIs in grantimg$oto SME owners?
(i)  What loan management trainings are given to SMEeosvhefore loan granting?
(i)  What characteristics of SME owners influence loafadlting?

(iv)  What enterprise related factors foster loan defeqlty SME owners?



1.3. Objectives of the study
1.3.1. Main objective
The main objective of the study was to examinediacthat influence loan defaulting

among SME owners in Thika Township of Kiambu County

1.3.2. Specific objectives
The specific objectives of this study were:

I. To establish the considerations used by Micro fieamstitutions (MFIS) in
granting loans to SME owners.
II.  To understand the form of loan-receiving managenraming that was given to
SME owners and its relation to loan defaulting.
[ll.  To identify characteristics of SME owners thatuldhce loan defaulting.

IV.  To examine enterprise related factors that fosn defaulting by SME owners.

1.4. Scope and Limitations of the Study

The study focuses on the factors influencing loafadlting by SME owners in Kenya.
The study was conducted in Thika Township of Kian@aunty where 50 SME owners
operating within Thika Township were selected ama. The study was limited to the
views of SME owners and input of the key informaritke location was selected due to
its accessibility, reasonable transport costs audlse of the town'’s reputation of having
brilliant SMEs. The study identified factors thatluence loan defaulting by SME owners.
It was difficult to draw out the necessary inforioatfrom the respondents, however, the
researcher used the principles of research ethianominymity and confidentiality to

overcome the limitation.

1.5. Justifications

The SMEs play a great role in the development gfemonomy and thus it is important to
know what should be done to encourage their gramith sustenance. This could not be
well realised without first understanding what aidoan defaulting by SME owners

because lack of access to loans by SMEs has behas a major impediment to their
growth. This will act as the basis for making SMEners and other upcoming

entrepreneurs to make more informed decisions éir thearch for funding as well as



maintaining good relationships with the loan lesdeknowledge of the factors that
influence loan defaulting will assist the SME owsé& avoid them and the lenders to find
more informed ways to avert the pitfalls of loanfaddting. This will in turn create

confidence with the loan lenders and ensure edquataes of loan allocations to SMEs as

corporate entities.

1.6. Assumption of the Study

The study assumed that all the respondents selgatexigenuine information on how they
have been operating their businesses. It assumat ttte key informants were
knowledgeable to give information on the SME opera and loan defaulting by the
SME owners without favour or victimisation. Théet assumption was that most of the
SMEs would continue obtaining loans from finandrtitutions to boost their operations
and innovations. The final assumption this papedenaas that each SME does daily

transactions that are profit making to enablepayethe loan.

1.7. The Definition of Significant Terms
Collateral: Security guaranteeing borrowed loan
Contract: Agreement
Defaulting: Act of failing to pay on time or completely as plee contract
Defaulter: Individual or entity not repaying loan
Economy: The economic structure of a given state
Factors: Reasons
Influencing: Inducing the results
Loan: Borrowed cash
Micro-financial institution: Any financial lending institution
Small & Medium enterprises: All enterprises, both farm and non-farm,
employing less than 50 persons
SME credit officers: Employees of MFIs advancing loans

SME owner: Person owning business entity



CHAPTER TWO: LITERATURE REVIEW AND THEORETICAL
FRAMEWORK

2.0. Introduction

This chapter reviews literature relevant to thaelgtult establishes the knowledge gap to
bring out the factors that influence loan defaglthy SME owners in Kenya. The chapter
discusses empirical literature review, theoreticahework and the conceptual framework

of the study.

In the UK, small enterprises are defined as th@sgénlyg 1-50 employees, a turnover of not
more than £6.5 million and a balance sheet totalabfmore than £3.26 million, while a

medium-sized firm has 51-250 employees, turnovaradfmore than £25.9 million and a

balance sheet total of not more than £12.9 milljgirby, 2002). In Kenya, Sessional

Paper No 2 of 2005 on development of micro and Isewaterprises for wealth and

employment creation for poverty reduction defin®ES as “those with 10-49 employees
for small enterprises and 50-99 for medium entegwi. In order to integrate the SMEs
sector into the national economic grid, the SesdiBaper No 2 of 2005 further expanded
the definition of SMEs to include all enterprisbsth farm and non-farm, employing less
than 50 persons (RoK, 2005).

According to European scientific journal May 2018tien, Vol. 9, No 13, loan portfolio
is naturally the largest assets as well as sodrireome for banks. The commercial banks
and financial institutions business expose themisiks of default from loan borrowers.
Kipyego & Moses, (2013) noted that banks in Kengaenbeen lending funds to serial
defaulters. This scenario has been aggravated bisbiaaving different information on
borrowers who have exploited the information asyimynt borrow several loans from

the Kenyan banks and default in the long run.

African Development Bank Group Working Paper seNes 144, (2013) points out that
the SME segment is strategically significant fonk&in East African region for they are
considered profitable and present key opportwitiehe banks and micro-financial
institutions consider the SMEs’ lending market agé¢ and with a positive outlook. The

paper estimates SME loans in the sample countkeny@, Tanzania, Uganda and
6



Zambia) at 37% of total loans to the private secidre paper further states that the
primary credit risk of small business loans is ttrety will not be repaid (defaulted). A
recent Central Bank of Kenya (CBK) survey shows tha construction, building and real
estate sector topped the list with the biggest ldefaulting in the first quarter of 2013.

This is the SME sector that is known to have bogntinsiness in Kenya currently.

Fidrimuc at el, (2006) highlighted that banks eingian emerging market are faced with a
lot of uncertainty concerning the risks involvedlémding. After they analysed a unique
unbalanced panel of around 700 SMEs issued witht-s&on loans in Slovakia in 2000
and June 2005, they found that on average, 6.0&eofirms defaulted on loans granted.
They pointed out that liquidity and profitabilitydamics are major determinants of SMEs
loan defaulting, whereas debt factors are not asisio Moreover, the legal form that

determines liability holds important motivation edts.

In the MFIs, the non-performing assets presentlbads; the borrowers fail to fulfill the

repayment obligations. The CBK, (April 2009) higifited that the stock of non-
performing loans (NPLs) expanded by 7.8% to Ksh9ddllion by March 31st 2009

compared to Ksh. 58.3 billion in 2008. In the y2806, the NPLs were Ksh. 56.4 billion
compared to Ksh. 68.6 billion in 2005 (Bank supsioi Annual report 2006). In 2003
and 2004, the average non-performing loan to foths for the industry was 25% and
24% respectively (Market Intelligence, 2004). NRb¥Kenya stood at Ksh. 107.4 billion
at the end of 2001. This represents 38% of thd totas of Ksh. 281.7 billion in the

banking sector. These NPLs have been well exhibiiggalani & Waweru, (2009) who

highlighted that Kenya has experienced banking lprab since 1986 culminating in
major banking failures (37 failed banks as at 1988pwing the crises of 1986 — 1989,
1993/1994 and 1998, which were as a result of tefaulting caused by non-performing
loans.

2.1. MFI Considerations for granting SME loan

The MFIs hold various considerations for grantiddEsS loans which range from internal
and external considerations, MFI institution pagi Central Bank policies, The Banking
Act and the individual borrower’s characteristi€he paper by Kipyego & Moses, (2013)

highlights the impact of credit information sharing non-performing loans of Kenya
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Commercial Bank limited. The paper’s objectivesevir highlight the trend of bad loans
prior and after the introduction of credit resoutmgreau; to ascertain the factors that
account for the bad loans; to determine the econ@®itor that records the highest bad
loans; and the measures taken to moderate theimisks financial commercial banks. The
paper also shows a decrease in loan defaultingwaolly the introduction of credit

information sharing by commercial banks. Whenever MFIs in Kenya lend to any

individual, a clean bill of health is issued by t@eedit Resource Bureau (CRB) to the
lending institution on the suitability of the indtlal. If the individual has any loan

delinquent issue with any MFI in Kenya, it is retied that he or she is a high risk
individual to lend to. Thevww.bankinginfo.com(01/10/2015), indicates business idea,

borrowers’ capacity to repay, borrowers’ credittbwg, business capital worthiness and
loan collateral offered were the main consideraiosed by the MFIs on granting the

loans.

2.2. Studies on credit worthiness and viability oborrowers

Chaudhary and Ishafqg, (2003) examined the credithiveess of 224 rural borrowers in

Pakistan. Using logistic regression, they found tharrowers with higher educational

levels, involved in a non-farm business activithoawere using the loans for investment
and were female, had a higher probability of repaytheir loan. The study found that the
subsidised interest rate level did not have a Bggmt effect on repayment behaviour
among rural borrowers in Pakistan. They concluded & subsidised interest rate is not

the best way to ensure good repayment rate by\wers

Brehanu and Fufa, (2008) Using profit and legitesgion, they conducted a study on the
determinants of repayment performance among sroalésfarmers in Ethiopia. In the
study, they found that borrowers with larger fartmgher numbers of livestock and farms
located in a rainfall area had a higher capacityejpay loans, since all those factors
increased the farmers’ productivity and income. $hely also found that borrowers who
had extra business income and were experiencediig @agricultural technology had a

good repayment performance.

Roslan and Karim, (2009) conducted a study on roredit loan repayment behaviour in
Malaysia. They conducted a study on microcreditnld@rrowers from Agro-Bank
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Malaysia. Agro-Bank is a commercial institution ciadising in loans to borrowers

involved in agricultural business. Apart from gigitarge-scale loans, it also provides
small-scale loans such as microcredit loans tooaers. In their research, they found that
male borrowers and borrowers who had a longer aurdbr repayments had a higher
probability of defaulting. Borrowers involved in mgroduction oriented business
activities such as in the service or the suppartose who had training in their particular

business and who borrowed higher loans had lowsyatnilities of defaulting.

Okorie, (1986) studied the repayment behavioumia agricultural corporation in Nigeria.
The author’s results from interviews with borrowsiswed that the nature of the loan,
either cash or in kind (seeds, fertiliser and eqpgpt), can influence the borrowers’
repayment behaviour. He found that borrowers wleeived a loan in kind had higher
repayment rates than those who received a cash Tdas was because many borrowers
misused the cash, diverting it into personal condion instead of investing in making
their business productive. Regular visits by thanlofficer to the borrowers’ business site
and higher profits generated by the borrowers atsdributed to higher repayments by
borrowers. Overall, the loan repayment performacee be influenced by three factors
namely: (i) borrower characteristics, (ii) busineskaracteristics and (i) loan

characteristics.

According to Brehanu & Fufa, (2008) a borrower chifault on loan repayment either
voluntarily or involuntarily. Involuntary defaultef borrowed funds can be caused by
unexpected circumstances occurring in the borremMeu’siness that affect their ability to
repay the loan. Such circumstances include loweiness revenues generated, natural
disasters and borrowers’ illness. In contrast, malty default is related to morally
hazardous behaviour by the borrower. In this categine borrower has the ability to
repay the borrowed funds but refuses to becaus¢heflow level of enforcement
mechanisms used by the institution, Brehanu & F(#808). Research has shown that a
group lending mechanism is effective in reducingréwer defaults (Armendariz de
Aghion, 1999). In a group lending, the loan is seduby the co-signature of members
within the group and not by the microfinance ingtdn. Each member will put pressure
on others in the group to meet the loan repaymeheédule. Thus, group sanction is

important in discouraging defaults among membemigrofinance (Tassel, 1999).
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The study by Mokhtar at el, (1987) aimed to empihicanalyse the factors affecting the
Yayasan Usaha Maju (YUM) and the Economic FundNational Entrepreneurs groups
(TEKUN) borrowers who were having loan repaymemtbpgms. The examination of the
determinants of the loan repayment problem amongUNEand YUM borrowers was to

benefit the two institutions to understand thedexthat lead borrowers to miss their loan
repayments or to default in the future. The studynied to a significant positive sign on
the gender variable, which indicated that the pbdl of a loan repayment problem was
higher for males than for females. The BusinessTgriable was positive and significant
at 5% level of significance. This implied that lawers involved in agriculture, such as
farming, animal husbandry and fisheries, were nigedy to have a problem repaying the
microcredit loan than borrowers involved in a snialkiness activity. This result shows
there are certain businesses that may be pronefaalting on loan repayment. The results
also showed that the Repayment mode coefficientpeagive and significant at the 5%

significance level. That result implies that thekmbility of a loan repayment problem
was higher for borrowers who repaid their loans arweekly basis. Weekly loan

repayment schedule posed problems for borrowersgeinerated a lower revenue cycle.
The Age dummy variable was positive and significainthe 5% level. This implies that

borrowers in the 46 to 55 age group had a highebatility of having repayment

problems.

2.3. Studies on motivation and credit contract repament intervals of borrowers

Harris, (2006) and Jain & Mansuri, (2003) pointed that among micro-finance clients
who are willing to borrow at either weekly or molythrepayment schedules, a more
flexible schedule can significantly lower transanticosts without increasing client
default. In addition, Armendariz and Morduch, (2P@8port anecdotal evidence from
Bangladeshi micro-finance providers suggesting thatro-finance contracts with less
frequent repayment saw higher client default. Ttueliss points out that the duration of
loan repayment schedules have influencing effedbam defaulting. It also underscore
that since the MFI loans were not backed by calidteclients’ main motivation for

repaying was their expectation of future loans ftbw MFI if they repaid promptly. This,

too, was pointed by Kiliswa, (2010) who noted tiadjority of the SME owners in

Kariobangi were motivated to repay their loans thuéuture expectation of getting more
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loans from the MFIs. He also noted that monthlyagepent schedule is the most preferred
by the SMEs.

2.4. Business related factors and loan repayment

Kiliswa, (2012) in her study ‘major determinants lofan repayment in small-scale
enterprises in Kariobangi division of Nairobi Coyinfound that business related factors
have significant influence on loan repayment. Thel revealed that various types of
businesses have different rates of defaults, widimufacturing sector having the highest
rate at 67.9%, followed by service industry at €4.@&gricultural industry at 58.3% and
trade sector at 34.9%. He also found businesséshéthbeen in operation for less than
two years had 52.4% default rate, while those with to five years had 44.2% default
rate. The study also noted that high default casee regular in entities that had been in

operation for five and ten years at 78.6%. Shendidyive further explanations for this.

Norell, (2001) highlighted that loans issued withquoper business evaluation may
influence loan defaulting. It is noted that poosimess performance is the probable cause
of loan default (Wakuloba 2005). When the busiregsrities are a not yielding enough
cash flow income for business operations and atbégations, this would influence loan
defaulting by the SME owner. Home, (2007) pointd that the nature and value of
collateral the lender submits to the lending insittin may be the cause of motivation to
pay the loan and avert defaulting. For exampleafoasset that is marketable and has high
liquidity, the MFI will be willing to lend at faigt high percentage of the stated collateral
and the borrower tends to be motivated to repayldha in order to redeem his asset.
When the MFI enters into contract with the SME ownencerning loaning, the MFI
officer needs to make follow-up on the SME ownerettsure good management and

investment of the loan.

2.5. Loan management training and relation to loamepayment

Mutegi et al, (2015) noted that SMEs operated byaw with loan management skills
have great ability to repay loans. Loan managensdilts provide knowledge and
understanding of financial concepts that improve fimancial wellbeing of the SME
(Hogarth, 2002). This will enable the SME to invessound business activities that are
going to be economically viable, thus reducingrdte of loan default by the SME entity.

The business ventures that are ran by individiiashave financial management skills are

11



able to accurately document reliable financial aod-financial information to back up

their loan applications.

The business information plays a major role in imgjphe SME owner in making sound
decisions in business development for it indicdébestrue business standing in terms of
stability and worthiness. The financial literacycifdates the process, making business
expenses and proper department management, whiptoues the credit worthiness of

potential borrower, as emphasised by the GrameeakiBg Model.

2.6. Non-productive SME activities and loan default

When the SME owners are investing in their businésas they believe that they will be
able to organise the means of production to yietdits for them. Morris, (1985) in his
study found that failure to lend to productive wities among others, are the causes of
SME to default loans. When the SME owners invesinl@apital into unproductive
activities it may result to loan default by the SMt#&ner because the SME entity suffers

low cash flow that leads to low yields or no prefit

2.7. Theoretical Framework

2.7.1. Introduction

The purpose of this study was to examine factoas itifluence loan defaulting among
SME owners in Thika Township of Kiambu County. Thikapter reviews related

literature and the theoretical and empirical litera on the subject under investigation. It
looks at the David McClelland’s Acquired Needs tlyeand the Rational Choice theory in
helping to understand the study topic.

2.7.2. David McClelland’s Acquired Needs Theory

According to David McClelland, (1996) a person doegi three types of needs at any
time. These include; a) need for achievement, biifier power and c) need for affiliation.
The need to achieve refers to the desire to aceasmgbmething with one’s own efforts. It
is the urge to excel or the will to do well. Neext power means the desire to dominate
and influence others by controlling their actioysuse of physical objects while need for
affiliation implies the desire to establish and mtain friendly and warm relations with

others.
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The theory generally argues that running a businegaires people to moderate risks,
assume personal responsibility for their own penmmce, pay close attention to feedback
in terms of cost and profits, and find new or inathve ways to make new products or
provide a new service (Davison & Wiklund, 1999).isTkiew purports that most SMEs
are managed and operated by the owners with a teeadhieve growth to meet their
targets. In this respect, the theory predicts gedple with high need for achievement
value particular work-task situations and perforellvin them, while those without such
need will perform poorly. McClelland conducted aqperiment and concluded that most
people who achieve steady results do so based petusy and such people regularly set
goals. Achievement-motivated persons set goalscdrainfluence their efforts and ability,
and such goals are considered attainable. Thisndetes results-driven approach, which
is almost invariably present in character make-tiglbsuccessful business individuals

and entrepreneurs.

McClelland firmly believed that achievement-mote@ipeople are generally the ones who
make things happen and get results, and that ¥tén@s to getting results through the

organisation of factors of production.

2.7.3. Grameen Bank Model Theory
Prof. Muhammad Yunus advanced this model in 197 whe intention of enabling

lending to poor women in Bangladesh rural commesijtivww.grameenresearch-grg

He came up with a model to enable persons withallateral to access lending services
for their business start-ups or to boost existimgesprises. The model states that
individuals seeking loan capital should be in gowp five and must receive a five-day
financial training in order to qualify for a loamom the Grameen Bank. The main
objective of this model is to strengthen the Gram&ank clientele, and build their

capacity to plan and improve micro-level developtraggtisions. In this model, the main

collateral is social capital, where members of gheup act as guarantors for the loan.
They exert peer pressure and offer support forammher. The group of five meets once a
week to repay the loan. When each loan is compledall successfully repaid, other
members of the group get a chance to borrow andrimunt to be borrowed is increased

as they meet their repayment obligations. If onentver fails to repay, all group members
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become ineligible for another loan. This forms baesis for motivation to other members
to ensure their businesses succeed and membessthepiban. This encourages sharing
of entrepreneurial knowledge and skills among memtand makes monitoring and

management of the business the owner’s respoigibili

The Grameen model supports social networking éhgiowers members to enlarge their
business and repay loans. By this model, the study to relate the SME owners’

repayment of loans and motivations behind it.

2.8. Variable description and measurement

This study focuses on the factors that influene Idefaulting by SME owners with focus
on what MFIs put into consideration in order tariean SME as suitable for lending. The
considerations focused on were the SME owner and @Mtity itself. For the SME
owner, history of loan default, loan diversion,eint of starting SME entity, education
level and experience in business operation is weie The SME entity related indicators
investigated were type of loan collateral, the tygfeSME (i.e. agricultural, service,
wholesale, manufacturing etc.), and loan repaymesde and mechanisms. Loan default

refers to failure to repay lent financial capital@er the loan contract.
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Figure 2.1 Conceptual Framework
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2.8.1. General Profile of SMEs

The general profile of the SME in terms of the tgbdoan collateral, intent/motivation for
starting and running the SME, need for achievemitet,type of SME (i.e. agricultural,
service, wholesale, manufacturing etc.), purpostanh application and loan repayment

mode.

2.8.2. Type of loan collateral
The type of loan collateral was examined to deteentiow it influences the SME owners
in defaulting or repaying loans. The Grameen BMudel was used to inform what

influences loan repayment.
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2.8.3. Intent of starting SME

Various entrepreneurs start SMEs with varied foans reasons, which may in turn
influence the performance of the SME ventures. @lae those who start an SME with
the intention of wealth accumulation, livelihoodstnance, solving social problems in the
society and so on. This may affect the performanfcthe SME, thus affecting the loan
contracts with the financial institutions. The miien to venture into business may form
the baseline for the SME plans development ancetdymulations, which are vital in

business success.

2.8.4. Need for achievement

Individuals with high level of desire to achieve @aid to be likely to make it in life or are
bound to achieve, as stated by McClelland. Therelesid efforts of the entrepreneur to
make achievements in his SME was looked at to wtaed its influence on loan

repayment. It is logical that an entrepreneur vaithigh desire to achieve will promptly
repay a loan obtained from a financial institutiéor, this is the only way he can keep his
SME afloat in the market.

2.8.5. The original purpose of loan taking/applicaon

The original purpose of the SME taking a loan frarfinancial institution may form the

basis of loan defaulting if the SME owner divetis toan from the original purpose. The
original purpose of loan taking was examined to ise@pplication on the SMEs taking

loans from the financial institutions and its resul

2.8.6. Loan repayment mode

The mode of loan repayment by the SMEs was stuttiegissess its influence on loan
repayment or defaulting by the SMEs. This lookethatinterval of payment (the duration
for making repayment), type of payment (is it bate cash) and means of payment

(electronic payment, standing orders, cheques etc.)

2.8.7. The type of SME

There are various types of SMEs; some are invoivetjro-enterprise, service provision,
wholesale, manufacturing etc. This was assessextdowhether there are some SMEs
perceived to be more prone to default becauseeaf tiature of business.
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CHAPTER THREE: RESEARCH METHODOLOGY

3.0. Introduction

This chapter articulates the research design, ttapgeulation, sampling techniques,
research instruments, data collection, analysiscquores and report presentation

techniques used.

3.1. Research Design

Bryman and Bell, (2007) defines research desighastructure that guides the execution
of a research method, and the subsequent analys&cquired data. It provides a
framework for the generation of evidence that itesboth to a certain set of criteria and
to the research question in which the investigestanterested. Descriptive research design
was adopted in this study. A descriptive reseaederdhines and reports the way things
are (Mugenda & Mugenda, 2003). Creswell, (2002)eoles that a descriptive research
design is used when data are collected to desgdpsons, organisations, settings, or
phenomena. Descriptive design was ideal as theystwas carried out in limited
geographical scope and hence was logistically easié simpler to conduct considering
the limitations of this study (Mugenda and Mugen@a03).

3.2. Unit of analysis and observation
The Unit of analysis focuses on what it is thatdse® be understood or analysed. In this
case, the unit of analysis is the examination ofoiis that influence loan defaulting among

SME owners.

On the other hand, units of observation have twitlo sources of information or data that
will enable the analysis. Consequently, the unitslservation for this study were SME
owners from whom the data was collected using actired questionnaire and Key

informants who provided qualitative data.

3.3. Target Population

The target population according to Cox, (2010)his &ntire set of units for which the
survey data are used to refer. The target popula@iimstitutes the entire or totality of the
population under study (Kothari, 2004). The targepulation for this study was SMEs
owners operating within Thika Township of Kiambu ud¢y, with population of 500

SMEs as show by table 3.1 below. The study took d@%he total population attaining a
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sample unit of 50 respondents who own SMEs withiikd Township and 10 key
informants. According to Mugenda & Mugenda, (2083ample of 10% is acceptable and
usable for the study.

Table 3.1 Target Population

Target Group Target Percentage, Sample
Population of total size
Large, medium & small retails 232 46.4 23
General merchants & kiosks 147 29.4 15
Hawkers & other informal traders 31 6.2 3
Transport business 9 1.8 1
Agricultural producers & processors 11 2.2 1
Lodging hotels & restaurants 9 1.8 1
Private Education institutions 10 2.0 1
Entertainment business joints 10 2.0 1
Butcheries & eating places 21 4.2 2
Industrial
plants/workshops/manufacturers 20 4.0 2
Total 500 100.0 50

3.4. Sampling procedure and sample size

Mugenda and Mugenda, (2003) define sampling aseatgm of a portion of a population
whereby the selected portion adequately repregbetsntire population. The method
employed in this study was stratified random sangpfor the owners of SMEs. This was

possible through stratifying SMEs according to tmgiture of business (as shown in table
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3.1.). This enabled the researcher to get the reggondents who had the information to
deliver the study objectives.

The study target population was 500 SME owners aijppgy within Thika Township of
Kiambu County. Large, medium and small retails w&38 forming 46.6% with a sample
size of 23; general merchants and kiosks were 1dking 29.4% with 15 sample size;
hawkers and other informal traders were 31 in nuntastituting 6.2% with a sample
size of 3; transport businesses were 9 making W@% a sample size of 1; agricultural
producers and processors were 11 forming 2.2% wadtmple size of 1. Others were
lodging hotels and restaurants, which were 9 ctuistg 1.8% with a sample size of 1,
private education institutions and entertainmergitess joints having 10 each making
2.0% with 1 sample respectively; butcheries anthggtlaces were 21 with 4.2% and 2
samples. Finally, industrial plants/workshops/mastirers were 20 with 4.0% and 2
samples.

The samples were randomly selected on each stratugne the target population in the
stratum was allocated numbers and placed in a ioentand samples drawn randomly
according to sample size required. This is repteseim Table 3.1. The sampling size for
this study was 50 respondents got through stratifyihe businesses within Thika

Township according to their nature, as represermed,10 key informants.

3.5. Data Collection methods and instruments

The study used questionnaires to collect data ftben SME owners and detailed
discussions with Key informants. The structuredsgjoenaire was used to capture vital
data that enabled the researcher to address thHdeprostatement. There was one
guestionnaire used for SME owners and detailedudson questions for the key
informants from the microfinance or loaning indiitns and persons with experience in
SMEs sector. The questionnaires were dropped aSMEs entities to be filled by the

SME owners and later picked at an agreed time.dBt&iled discussion questions for key
informants who are MFIs credit officers and persaith knowledge in SME sector were

conducted and notes transcribed and included iddkee analysis as qualitative data.

3.5.1 Collection of Quantitative data
The quantitative data was collected through thestjprenaire from the SME owners. This

enabled researcher to generate sufficient datalteed the study’s objective.
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3.5.2. Collection of Qualitative data

The questionnaire provided space to generate tladitajive data, which later was
organised and yielded sufficient information toidkd study objective. In addition, the
key informants who included credit officers fromana-finance institutions and persons
with experience and knowledge in SMEs sector gawaitative data to assist in study

objective.

3.6. Study site description

The study was carried out in Thika Township of KiamCounty. The area was selected
due to its proximity to communication network forotb road transport and
telecommunication. The area is marked with divexsenomic activities ranging from

small and medium enterprises to large companies.

3.7. Ethical considerations
The study dealt with a very sensitive part of huityaand high principle of confidentiality
was observed to avoid any injury to the human subjand their businesses. This called

for adherence to professional research ethics.
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CHAPTER FOUR: DATA ANALYSIS, PRESENTATION AND
INTERPRETATION

4.0. Introduction

The chapter focuses on the study data analysisept&tion and interpretation of the
findings. The main purpose of this research wasxamine factors that influence loan
defaulting among SME owners in Thika Township ofibu County. The researcher
used two types of data collection tools -- quest#re for the owners of SMEs and well
formulated interview questions for the key inforrtgarfifty (50) questionnaires for SMEs
owners were distributed and 10 Key informants ine&ved to generate data for the study.
The researcher has used frequency tables, crossrsg¢dabulations, and graph for data

analysis.

4.1. Questionnaire Return Rate

The study sampled 50 (10%) SME owners as resposdiemh a target population of 500
and 10 Key informants were interviewed to generddta inquest for the factors that
influence loan defaulting by SME owners in Thikawiship of Kiambu County. Fifty
guestionnaires were distributed for data collecfimm the SME owners within Thika
Township of Kiambu County. The questionnaires metdrwere 37 forming 74.0%, with a
non-response of 13 which is 26.0%. The returnedtipmnaires were coded, cleaned and

data analysed according to the study objectives.

The thirteen respondents forming 26.0% who didratirn their questionnaires even after
several phone calls and visits did not find timdillathe data collection tools due to the
nature of their businesses. The questionnairesonsgprate was good and adapts to
Mugenda and Mugenda, (2003) prerequisite: thaspomse rate of 50% is adequate for
analysis and reporting; a rate of 60% is good amdsponse rate of 70% and above is
excellent. The questionnaires return rate conviegsacceptance of the respondents to be

involved in this project research.
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4.2. Social and Demographic Characteristics of thRespondents

4.2.1. Gender distribution of SME owners
The returned questionnaires were from 37 resposddi®t5% of who were female and
59.5% male. Table 4.1 shows representation of getiders with 59.5% of males and

40.5% of females operating and owning the entexpris

Table 4.1. Distribution of SME owners by gender

Respondents by gender Frequency Responses in %
Male 22 59.5
Female 15 40.5
Total 37 100.0

4.2.2. Level of education for the SME owners

The study investigated the level of education ef 8ME owners and the results were as
shown in table 4.2. The study found that majority80.6% of the respondents had
College/University education, 16.7% had secondaycation while 2.7% had primary

education.

Table 4.2. Response on level of education of the &bwners

Education level Frequency Responses in %
Primary 1 2.7
Secondary 6 16.7
College/University 29 80.6
Total 36 100.0

Education is thought to instill knowledge in indluals on how to make informed
decisions in life. This may not be an exceptiorthie SMEs operation, loan investment

and management. The level of education forms al dudise for SME owner’s skills
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utilisation on conducting business research andnbas plan formulation that would
influence business ideas, monitoring and evaluabinginess performance. “The SME
owners require knowledge and skills to formulatiewated strategies that will avert high
risks in the business transactions. The educagiesl influences adaptation of technology
and innovation necessary for the business to tfiraestated by some key informants. In
the current world, technology is playing a majdenm how businesses are competing and
running their affairs. So the persons with the krfew will always benefit by making
their business entities reap benefits from techgyloy increasing loan management and

investment.

4.2.3. Duration of experience in operating enterpses

The respondents had varying enterprise operatinqgeresnce where 14.3% of the
respondents had less than two years with 19% bealgs and 7.1% females. Those who
had 2 to 3 years’ experience were 42.9% where niatezed 47.6% and female 35.7%,
while those with 4 to 5 years’ experience were %}.@/ith 4.8% being males and 28.6%
females. The respondents who had 6 to seven yegosrience were 17.1%, with 14.3%
being males and 21.4% females. Those respondemt$adover seven years’ experience
were 11.4% with 14.3% being males and 7.1% females.larger part of the respondents
had 2 to 3 years’ experience in SME operation amdeoship The study found out that
females are more resilient in business than maléise first years of business operations,
that is between 2 and 7 years. But males becoraelyst 6 to 7 years. This is because
women concentrate on one business line or entitfewhen may have several business
entities or projects that demand a share of tirae in the beginning before they settle in

the business segment they desire. This can by eesialised in Table 4.3
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Table 4.3. Owners duration of experience in operatig enterprises

for male and female respondents

Duration of experience | Male % Female % | Total % N
Under 2 Years 19.0 7.1 14.3 5
2to 3 Years 47.6 35.7 42.9 15
4105 Years 4.8 28.6 14.3 5
6to 7 Years 14.3 21.4 17.1 6
Over 7 Years 14.3 7.1 11.4 4
Total % 100.0 100.0 100.0 35

N 21 14

The key informants stated that more years of egped in ownership and operation of an
SME shows the entity has passed through a lifeecfrom one with high business death
rate to where the business has attained a leuelofleath rate. One of the key informant
stated that, “when the business owners have lgssrience in business operations many
business entities die, but when the business owheak® more years in business
operations, they thrive”. This is because the @néneeurs tend to have developed

knowledge and skills of their target market segment

In addition, respondents stated that when majofitgeople enter a business line but lack
understanding and knowledge required to succeeésinitakes them change the business
segment in focus to another that they may be battérhis process of hopping to another
business segment may result to some difficultiesp@ration, thus affecting business cash

flow and projections.

Some key informants stated that the business opesatire not stagnant or a plateau
throughout the year and seasons. Therefore, gtr@preneur has experience he or she is
suited to operate with informed plans than thoséh wio or less experience. Good
experience in business risk management enabldsusieess entity to avoid risks that can
cripple the entity or make it to operate at loshjolv may affect the ability to meet all

business operation obligations, leading to loamadéhg and bankruptcy.
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4.3. Type of considerations by MFIs in granting loas

According to the key informants and respondenesetlare various considerations used by
the MFIs in awarding loans to SMEs. These inclutterhal and external considerations
(those governing the lending MFI and the SME owhemng lent). Through detailed

discussions, the Key informants noted the followéogsiderations:

4.3.1. Financial viability

The economic activity the SME is involved in orents to venture into should be
economically viable and legal. The Key informartsted that according to the Banking
policies, the MFIs are permitted only to fund aiti®s that conform to the laws of the
land. A pre-evaluation of customer's/SMEs businasBvity and financial viability is
conducted by the granting MFI to ascertain theitgtolf the SME entity or owner to repay
the borrowed capital. In this, the granting agenuires of the documented cash outflows
of the business and other assets owned by the SitiErpwhich gives a measure of the

financial worthiness of the borrower.

4.3.2. Viable business proposal

The key informants stated that the SME owner islireq to present a viable business idea
with well-written business proposal that shows iempéntation plans, risks reduction and
management plans for the business to the lending Whis stipulates the activities the
SME entity is involved in and how it has structukadiget for the financial capital being
sought. The activities should have the approximattains expected as profits and which
the MFI should term as attainable for them to fuhd venture. The SME owner is
required to provide a well-drawn feasibility studyth the expected cash inflows and

outflows.

4.3.3. Monitoring and accountability mechanisms

The Key informants noted the SME owner should preaewell-documented monitoring
and accounting mechanism that is instituted irbtli@ness to monitor its performance and
profitability. The SME owner presents business aotocashbooks and other books of
accounts that will give the lending MFI an overviefi the business performance and

structures established by the SME owner in runthegousiness.
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4.3.4. The size of the business

The Key informants stated that the size of busirsd&rsild be proportionate to the loan
applied for. This means the capital being sougbtikhbe utilised optimally by the SME
entity being funded. This will help prevent overdtimg, which may result to loan
defaulting due to dead stock and other forms otagesbecause of the business’ failure to

utilise the capital pumped into it.

4.3.5. The age and history of the enterprise

The Key informants reported that the SME entityngegiven loan should be at least six
months or more in operation. This highlights thditgbof the entity to strive and thrive
through the risks and uncertainties experienceithenworld of competitive business. As
pointed out by some key informants, businessestwh&ve longer lifetime in operations
have passed through a life cycle where there ik higsiness death rate to where the
business has attained level of low death rate. @nke key informants stated that “when

the business is young the likelihood of it failiagdying is higher”.

4.4. Loan management Training and relationship todan defaulting

The Key informants stated that training is goodtfer SME owners receiving loans, for it
assures the leading MFI that the capacity of tlentkeceiving the loan has been built on
how to invest and manage the loan. The training edsluces the chances of loan misuse
out of ignorance. The study found that 60% of #&pondents received loan management

training from the lending MFI. This is shown bydig 4.1.

According to Mutegi et al, (2015) financial litesafacilitates the process of making
decisions concerning development of the businesgyesnd even on how to make

payments of bills on time.
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Figure 4.1.Response whether SME owners received loan management training

B Received Loan
manage ment training

B Didn't Receive Loan
management training

4.4.1. SME owners who received loans and reasons etting the loan

The study investigated to find out the respondeiiits had ever received a loan for their
SME entity. The study found that 92% of the resgortg confirmed having received loans
while 8% have never received any loan for their SAfities. The respondents stated that
they seek loans to increase their stocks durink pemsons like major holidays e.g.
Christmas, school opening days, and Valentine’'s. Odys enables them to have higher
turnover that widens their profit margins. The SM®&ners indicated that they require
loans to procure the means of production like nraaayi, means of transportation and
premises for maximum profit. This shows that thgamty of the SMEs want to boost
their businesses and grow from small entities tp@@tes. This confirms what Schaffer
and Weder, (2001) and Beck et al, (2005) repothat SMEs require financial support
from the MFIs to boost their business and exparite SME owners agreed that they

require capital money to keep their entities aferad compete effectively in the market.

The Key informants noted the loan management trgsoffered by the MFIs to the SME
owners seeking loans are meant to enable the libat more resilient in business
operations and investment of the loan capital eckior expected to be received. The

training components mentioned by SME owners and k#grmants include risk

27



management, business plan development, businedsatwn, business documentation,

stock taking and savings plan or schedule.

The study sought to establish the loan managemeinirtg SME owners receive and the
relationship to loan defaulting. The study foundttt21l respondents or 60% of the
respondents confirmed having received loan managetr&ning while 14 respondents
constituting 40% said they had received no trainifige Key informants suggested that
the MFIs need to train all of their prospectiveentis on how to manage and invest the
loans they are advanced. This would help the SMEeosvto figure out what is expected
of them in ensuring that loan money is used for itltended purpose and avoid loan
diversion, which may lead to loan defaulting anchglges associated with it. The Key
informants stated that loan management trainingblerthe MFIs to build the competence
of their clienteles and create continuous market theeir loaning services. The Key
informants said building capacity of the SMEs oarlananagement and investment skills
would result to SME growth in terms of turnoveneall as profit margins, for they would
have learnt how to invest and manage their busiopsgtions. This would in turn create

a symbiotic relationship for them.

The study found that 70% of those who received lommagement training were males
and 30% were females. It further found that 50.0f4males who had received loan
management training repaid their loans well whi®dbdid not repay as per the loan
agreement. On the other hand, females who paid libes promptly and had received

loan management trainings were 33.3% and 67.7%atidepay well.

Women are seen to be more prone to loan defautiaig men. Individuals are likely to
default on loan repayment not because of ignorabgejntentionally. This can be well
explained by the Rational Choice theory supportimg study. Rational Choice theory
states that human beings are rational beings alydeagage in an action after analysis of
the benefits and disadvantages. When one anallgseadivantages he is likely to obtain
versus the disadvantages and finds that the adyesautweigh the disadvantages, he is
bound to take the action at hand. Again, men am@wvknto be more risk takers than
women and in their risk taking in the businessythey find that they cannot manage
risks involved in keeping their ventures afloat dodepay their loans as per the agreed

contracts, thus opting not to repay.
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The study found that there are loans granted witioet SME owners being trained by
MFIs. The Key informants said this is due to thetémplications of conducting trainings.
From the above analysis, it is clear that loan rganent training may not necessarily
influence loan repayment by the SME owners sineeldinger percentage that defaulted
loans had undergone training by their lending MHhis is shown in the Chi-Square

calculations below.

The null hypothesis: the loan management trainiag not necessarily influence the SME

owners to avoid loan defaulting.

Calculations of the Total expected frequenciesaarfollows:
E11:=RiCi/N = 9*14/20=6 E=R;iC,/N =9*3/20=3

E21=R,Ci/N =11*14/20=8 E=R,C,/N =11*6/20=3

Table 4.4. showing the expected observation

0 E (O —E)? (O — E)2E

7 6 1 0.1667

7 8 1 0.1250

2 3 1 0.3333

4 3 1 0.3333
TOTAL | (O — E)?E= 0.983

X2=¥(O-E)?/E= 0.9583
Forv=(r-1)(C-1)=(2-1)(2-1)=1
v=1

X2 0.05 =3.84

Table of Chi — Square (X?) at significance of 0i93.84.
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From the above table X2 is less than the tableevédU09583 is less than 3.84). According
to the Null hypothesis, this means that loan mameye training may not necessarily

influence loan repayment by the SME owners.

The study sought to establish the effect of loaming on the SMEs’ performance among
owners who received loans from the MFIs. The stimiyd that 14 respondents did not
receive loan management training. Of these, 50% weaile and 50% female. Seventy
one point four percent (71.4%) of those who paidl wed did not receive the loan

management training were male while 28.6% were kema

For those who did not repay well and did not reeg¢he loan management training, 71.4%
were female and 28.6% were male. This shows that ane likely not to default loans
compared to women due to their nature of aggreses& This confirms what Bhatt &
Tang, (2002) said, that women in the United Sthta® low repayment rates because they
engaged in high risk activities that had low resurin addition, since men have alternative
resources they may be in a position to cope wetlipared to women, who may only be
focusing on the one enterprise. In summary, th@awvshthat loan trainings may have no

much influence on loan repayment for the two hawgaévalue.
4.5. Characteristics of SME owners and influence oloan defaulting

4.5.1. Gender of SME owner and loan defaulting

The study sought to know whether the SME owners Wwhoowed loans from MFIs
repaid their loans according to the agreement. rEsponse was of the 34 respondents
who had received the loans, a majority or 53% didrapay as per the loan contract while
47% honoured the loan repayment contract promfthe majority of the respondents
stated that they had ever defaulted on a loan acmntA further analysis was done to see
whether there is any gender that is more proneano tlefaulting than the other. The study
found that 57.1% of the men who borrowed loans paidnptly while 42.9% defaulted. In
the case of women, it showed that 30.8% of those ldrrowed paid promptly while
69.2% did not. The study found out that women &kely to default loans than men,
having 69.2% and 42.9% respectively having eveauwltfd. This was contrary to the
findings of Mokhtar at el, (1987), which pointedtdbat loan repayment problem was
higher for males than for females, but it confirBisatt & Tang, (2002) and Kiliswa,

(2010) who noted that women were more likely toadéfon loan repayments than men
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were. This default by women was associated withilfarasponsibilities, family crisis and

sickness of a family member. This can be well se¢able 4.5.

Table 4.5. Response on whether SME owner paid loggromptly

Loan repayment response
Gender Yes No Total % N
Men 57.1 42.9 100.0 21
Women 30.8 69.2 100.0 13
Total 47.0 53.0 100.0 34

It comes out clearly from the key informants aned 8ME owners’ responses that various
reasons can lead to defaulting loans. These maydecOne, lack of proper and detailed
business research prior to investment of fundshSuscenario will culminate in poor
business plans development and poor profit praastiwhich makes the entrepreneur not
to develop mechanisms of dealing with risks in ltiginess environment. Two, they said
the character of the SME owner would be probablseaf loan defaulting, for example,
where the SME owner is not consistent on a spebiiginess line but he keeps hopping
from one market segment to another without stickimgand specialising in one line.
Three, the Key informants identified loan diversias the most likely cause of loan
defaulting by the SME owners, for when you divee funds from the business and invest
somewhere else it affects the profit and cash fldhesbusiness plan had projected leading

to less turnovers. This causes the business terstdh shortage that hurts its operations.

Four, poor business plans was mentioned by tharkeymants and SME owners as the
major cause of false success of business venfliney. said when plans are poorly done it
affects business implementation resulting to fatgpectations, thus influencing business
performance and affecting honouring of its finahadligatory mandates, one being

repayments of liabilities. Five, ploughing fundsckalt was highlighted in the key

informants’ response that they encourage everynbgsientity to have a seed capital. The
seed capital and any profit the business makeddheuploughed back into the business

operation to generate more liquid cash that wiktgke¢he business afloat. When profit is
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not ploughed back into the business, this may affee strength of its operations thus
reducing the business’ ability to produce wealtihodigh profit maximisation. Six,
information and skills: The key informants said sopeople may start business entities
without good information or skills in that line dbusiness, which may result to
incompetence in operations and running of the yentihis will lead to collapse of the

entity with the SME owner going into losses andadéfng on his or her loan obligations.

Seven, economic crisis: The key informants stalted the recent world economic crisis
had great negative effects on the business enveatimvhich in turn caused the loan
lending rates to almost double. Such a crisis mgyple young or upcoming business
entities making them to default on their loans.hEigverstocking and overfunding: The
key informants observed that sometimes one maydihdsiness entity that is overstocked
or overfunded. Such a business will have a lotto€ks or products lying idle without
giving any returns. This affects the ability of thesiness to repay borrowed utilities and
capital, which compromises the fulfilment of cortsaand other money agreements. Nine,
stiff market competition: The key informants notddat in order for SME owners to
compete successfully, their cost of production nimastow. Without this, stiff competition
may mean minimal profit margins and inability to eheother business obligatory
commitments. Due to inability of many SMEs to ovme imeans of production, they may
be forced to hire them. If the hiring cost is highwill force the borrowing SME owner to

spend more on this and neglect the loan repayment.

Ten, supervision by the MFIs: Some key informamt$ that the lending MFIs have an
obligation to oversee the SMEs’ loan implementati®his way they would have an
opportunity to offer business advice on how to nggnand account for their investment.
This would in turn build a strong, long-term syntimdousiness relationship between the
two. Eleven, lack of integrity. The SME owners mied out that lack of integrity by
employees may result to loan defaulting by the Skikners. For example, when
employees steal from the enterprise it affectseth@librium of the entity’s operations and
profit projections, which may affect the commitnmenf the SME owner with the lending
MFI.

Twelve, ‘Acts of God’: The key informants and SMEvreers observed that there are
situations that are beyond human control. These inajude floods, earthquakes,

droughts, death of the SME owner, among many otl@ne SME owner reported that
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when her spouse who ran the business died, thatiestiof the enterprise went down, thus
resulting to less cash flow. When this occurredaffected the ability of the entity to

honour some or all of its financial obligations;lunding loan repayment.

Finally, Family crisis: The key informants notedattmost SMEs are family-owned or
interlinked entities so in case there is a familigis or threat e.g. family separation or
sickness of a family member, this could affect lbusiness operations and consequently

the loan repayment.

This is why Fidrimuc at el, (2006) stressed tha&t bflanks entering an emerging market

face a lot of uncertainty about the risks involvednoney lending.

4.5.2. SME owner level of education and loan defairg

The study sought to establish whether level of atlon had any influence on SME

owners defaulting loans from the MFIs. Some 27 sadpnts forming 72.9% affirmed

that level of education attributed to ability to mage loans by SME owners while 10
respondents (27.1%) disagreed. According to sonyeiki®rmants, level of education

shows the level of logic analysis an individual caake. People with high level of

education are thought to make informed businesssides such that when a business
owner is obtaining a loan for the SME entity hesbie knows that the entity is in a
position to repay the loan with interest and hawmes surplus to plough back into the
business. This helps the business owner to avdiaulfig on his repayment. This is

confirmed by Mutegi at el, (2015) who states tHhbasinesses all over the world should
keep records of their transactions to facilitateislen making such as payment of bills on
time, which improves the credit worthiness of thdESentity. The key informants stated

that an SME entity and owner are intertwined arsgjirarable. The owner runs the entity
with his mind, skills and understanding; the SMEnewwith higher level of education is

exposed to ideas and worldview, thus having widet gical business ideas than one
with low or no education. In essence, the one Witiiner education will organise his loan
funds well and invest in what is thought to be pafile thus enabling him to repay his

loan promptly.
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4.5.3. SME owner need or lack of need for achievemiésuccess in SME entity

influence loan defaulting

The study investigated if lack of need for achiegamand success in business can
influence loan defaulting by the SME entity. Sixtyr point nine percent (64.9%) of the
respondents affirmed while 35.1% disapproved thak lof need for achievement and
success could influence loan defaulting. (See tdl& The majority of the respondents
agreed that the need for achievement may infludmeginess owner to avoid loan
defaulting because it makes the owner to develogmgtattachment to his entity thus
increasing the commitment levels on anything tonghhe business. This will make the
owner to search for profits in all his businesssections and be dedicated to saving. This
can be well expounded by acquired needs theoryasidDMcClelland, which generally
argues that running a business requires people dderate risks, assume personal
responsibility for their own performance, pay cl@gtention to feedback in terms of cost
and profits and find new or innovative ways to malev products and provide a new
service (Davison & Wiklund, 1999). The view purmothat most of the growing SMEs
are managed and operated by owners who have atoeachieve and grow. In this
respect, the theory predicts that people with lighd for achievements value particular
work-task situations and perform well in them, whtheir counterparts will perform

poorly.

Achievement-motivated individuals set goals thatytiean influence with their effort and
ability, and such goals are considered achievaliis. determined results-driven approach
is almost invariably present in the character maxe{ all successful business people and

entrepreneurs.
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Table 4.6. Responses on whether lack of need fortdevement and

success in business influence loan defaulting

Response Frequency %
Yes 24 64.9
No 13 35.1

Total 37 100

4.6. Enterprise related factors that influence loardefaulting

4.6.1. Business history/duration and loan defaulting
The study found out that 69.7% of the responddmisinesses had been in operation for
less than four years, with 47.8% having repaidrttegins promptly while 52.2% did not
pay promptly as per the loan agreement. Those \alddoken operating for more than four
years were 30.3%, with 50% confessing to have panptly while 50% did not. The
study showed that there is a slight relationshigvben business duration in operation and
loan repayment, meaning there is increase in laggayment by both genders by
businesses which have been in operation longes. i$hiisualised in Table 4.7 below.

Table 4.7. Showing duration of experience in busirss and loan

defaulting
Years in operation | Yes % N No % N Total % N
Under 4 years 47.8 11 52.2 12 100.0 23
Over 4 years 50.0 5 50.0 5 100.¢ 1P
Total 48.5 16 515 17 100.0 33

4.6.2. SME owners’ future plans on loaning
The study also wanted to establish from the SMEeawwirpoint of view if there is a future
for the loaning services and their plans. The raspavas that the majority of respondents
or 94.4% affirmed that the future for SMEs loaniagoright and they plan to borrow to
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boost their businesses while 5.6% said they haplarts of seeking loan services. This is
illustrated in Table 4.8. The SME owners pointed that they require more financial
capital to grow their businesses and to enable ttteremain competitive in the market.
Majority of the respondents felt that the futuretted SME lending is bright, for all along
there has been new SMEs coming up and the existing need to expand their business
to enable them increase their performance. Theyesspd hope that the MFIs will
continue to provide loan services to the SME seattnich is economically viable and
promising than other sectors. In addition, the kdgrmants reiterated that the future of
SME lending is bright and growing rapidly, formitige fertile market niche for the MFI
loaning services. Moreover, it was reported by taspondents that if risks are well
managed, the SME sector has great potential td gebd returns, which would benefit
the SME owner, society, the Government and theitgnd/FIs. Some respondents
pointed out that the SMEs will always be in needcash to grow their businesses to
enable them increase production and turnovers.r@gspondents stated that middle-class
Kenyans want to be self-reliant and own managehsctwis only achievable in the SME
sector thereby increasing market competition. Timsns the SME sector will never lack

newcomers thus creating new clients for the MFitddaning services.

Table 4.8. Response of whether SME owners plan tesk loaning

services in the future

Response Frequency %
Yes 34 94.4
No 2 5.6
Total 36 100.0

Armendariz and Morduch, (2005) reported that mastdwers repay their loans because

they anticipate to borrow in the future. This wasraborated by this study. The key

informants stated that most SME owners who repay tbans promptly are motivated by

the expectation of borrowing larger amounts in fetdo boost their businesses. In
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addition, the SME owners said they desire to greeddieom lower loan ranks and be

ranked higher in order to obtain larger loans.

Table 4.9. Response on whether SME owners see presps for

future loaning by gender

Response Male % Female % Total % N
Yes 95.5 92.9 94.4 34
No 4.5 7.1 5.6 2

Total 100.0 100.0 100.0 36

When further analysis was carried out on whetheESMners see prospects for future
loaning service, the study found out that 95.5%nafes affirmed while 4.5% disapproved
and 92.4% of female affirmed while 7.1% disapprovédis shows that men are more
risks takers than women. Men are always trying &itep their lives due to their

responsibilities. This is shown in Table 4.9.

4.6.3. Type/Nature of SME entity and influence on loan daulting

The study also wanted to know whether type or matfr SME could influence loan
defaulting. The response was 48.6% affirmed whebda4% disapproved. The nature or
type of SME should not be viewed 100% as causeoanh Idefaulting. This is because
before any entrepreneur engages in any kind ofbssiline he does business research
and understands what risks are likely to crop upfanmulates strategies to mitigate them
to make his business a success. Other respondadigshe agricultural sector may be
affected by unforeseen risks like droughts, flogdof market due to bumper harvest
which may reduce projected market prices. Thisikislyt to impact negatively on the
business making its ability to repay loans a chake But even with this the entrepreneur

needs to have covered his business against ssh Tisis is presented in table 4.10.
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Table 4.10 Response on whether type/nature of SMmfluences loan

defaulting
Response Frequency %
Yes 18 48.6
No 19 51.4
Total 37 100.0

4.6.4. The SME loan collateral influence on loan daulting by SME owners

Sixty seven point six (67.6%) of the respondentsnaéd that SME loan collateral could
lead to loan defaulting, while 32.4 % disapprovedThis is shown in table 4.11. This
shows that if the collateral the SME owner givedaa@s security is of less value in his
view, he may default in repaying the loan. The GzamBank Model where individuals
are put in groups that act as the motivating féocenembers to repay their loan is crucial
in lending compared to other forms of asset caltdse This is because each member of

the group can get a loan if the others have regpaid loans well.

Table 4.11. Response whether loan collateral influee loan

defaulting
Response Frequency %
Yes 23 67.6
No 11 324
Total 34 100.0

Out of those who affirmed that SME collateral imfice loan defaulting were 63.6% of

male and 75% female and those who disapproved 8&ro of male and 25% female.

This is shown in table 4.12. The key informantsorggd that any collateral greatly

influences loan defaulting not only for the SME @#s but also for other loanees. They
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added that human beings are so calculating in ewssye or action they make and
evaluate the benefits and consequences that mayviobsed in all cases. The key
informants stated that collateral forms the basrsléaning and it is required to be of
higher value than the loan being awarded in ordezompel the loan recipient to repay
their loan. Otherwise if this is not the case tbedwer may default the loan because he or
she has nothing to lose. This has resulted to thés Mreferring to offer loans to groups
rather than individuals, but when it comes to tIMES you find the SME owners granted
loans with their businesses as collateral. This heaye led many SME owners to default

on their loans since they lack that motivating ggessure from group members.

Table 4.12. Tabulation for Response whether loan ¢lateral

influences loan defaulting by gender

Male Female Total
Response % N % N % N
Yes 63.6 14 75.0 9 67.6 23
No 36.4 8 25.0 3 324 11
Total 100.0 22 100.0 12 100.0 34

4.6.5. The purpose of starting SME entity and itsnfluence on loan defaulting
The study wanted to establish whether the purpdsstasting an SME entity could
influence loan defaulting. The results were 17.6#naed that it could influence loan

defaulting whereas 82.4% disapproved it. This éspnted in Table 4.13.

The majority of key informants stated that 60%haf toan defaulters are influenced by the
original purpose of starting up the business enfityey also said the purpose of starting
the business entity acts as the driving force ¢éoclvner, motivating him or her to achieve
stated goals and objectives. The key informantemiesl that businesses with plans that
are constantly monitored and reviewed became ssitteSome of the Key informants

said they knew some SME owners who had given theiinesses as collateral fully aware

that they would not repay the loan. Some of the Shiers said sometimes you may
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have a genuine purpose of starting the businesalbng) the way unforeseen issues strike
and you find you cannot repay your loan thus endip@s a defaulter. This is confirmed
by Brehanu & Fufa, (2008) who said borrowers mayadle on their loans either

voluntarily or involuntarily.

Table 4.13. Response on whether the purpose of starg SME entity
has influence on loan defaulting.

Response Frequency %
Yes 6 17.6
No 28 824
Total 34 100.0

4.6.6. SME mode of Loan payment influence on loaretaulting

The study sought to know if the mode of paymentidtdoe attributed to influence loan
defaulting, where 8.1% of the respondents affirrmed 91.9% disapproved. The study
found that most of the key informants encouragen Ibarrowers to pay their loans by
making cash deposits because not only is it is takgndle, but is also cheaper for it does
not attract overhead charges. Cash deposits deqoire one to have much knowledge to
carry out the transaction and, moreover, the custaran keep the records for his or her
loan deposits. Some 30% of the respondents predfestending orders because they
consider this mode of payment to be more conveneady and in case you forget to pay
the loan premiums it would automatically be deddct€hey added that it is efficient
because the client is not in contact with the motiays he cannot divert the funds for the
deductions will have been done. Another 20% ofrdspondents preferred the continuous
savings deposits. These respondents believedhbatlEl can from time to time assess
the financial progress of the SME and the cliea#ipacity to pay the loan. This enhances
client commitment and allows interaction betweer thient and the bank. The key
informants indicated that those who make paymémtsigh cash deposits tend to develop
an attachment and relationship which tends to besichmitment in loan repayments. It
was argued that using intangible modes of paymikatdlectronic and standing orders
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reduces that attachment and relationship resuttndistancing, which may cause non-
commitment to honouring one’s loan repayment. H®vethe SME owners did not see
how the mode of loan repayment would influence therdefault the loan. This can be

viewed on table 4.14.

Table 4.14 Response on whether SME mode of loan rapment

influences loan defaulting

Response Frequency %

Yes 3 8.1
No 34 91.9
Total 37 100.0

4.6.7. Loan repayment mechanisms the SMEs use

The study aimed at finding out the mechanisms tMES use to make their loan
repayments. The study found out that 17 of 33 @).Bespondents used direct cash
deposits; 8 of 34 (24.2%) respondents used conisusavings; 4 of 34 (12.1%) used
standing orders/cash deposit and electronic maresfer respectively (see Table 4.15).
The electronic money transfers was described aycasd insecure in case you get the
transfer details of the payment wrong, which makente sender lose his or her money.
Some respondents said standing orders have additost for the client thus increasing
the loan repayment expense. However, others saidxtia cost should not make someone
not to raise a standing order because there aes tome may forget to make the repayment
on the agreed dates thus attracting penaltiesjfth# had raised a standing order the
payment will be honoured without resulting to ladefaulting. The direct cash deposit is
thought to be cheaper and easier to transact ewtslifor it requires little experience and
know-how compared to other means. Secondly, thenftclis able to monitor his
performance because he holds the deposit slipsjvdain be used for future reference and
ease reconciliation of the accounts. Third, diash deposit is thought to enhance the
clientele relationship with the lending agency, sthenabling the lending agency to

understand the SME owner’s business performancafifity to repay the loan.
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Table 4.15. Response of SME owners on the mode/megtism they

use in loan repayment

Mechanism of loan repayment Frequency %
Electronic money transfer 4 12.1
Continuous savings 8 24.2
Raised standing orders & cash deposit$ 4 12.1
Direct cash deposits 17 51.5

Total 33 100.0

4.6.8. Loan repayment time interval by SME owners

The study also sought to establish the time intemithin which SME owners made loan
repayments. A majority or 25 of 34 (73.5%) resparslevere found to use monthly
repayment interval, while 3 of 34 (8.8%) respondenndicated they used
weekly/fortnightly/monthly interval, 2 of 34 (5.9%jsed fortnight and weekly intervals
respectively while 1 of 34 respondents (2.9%) iathd they used annual interval. None
indicated daily interval in repayments (see Figdr&). This confirms the findings by
Harris, (2006), Armendariz and Morduch, (2005) alih and Mansuri, (2003), which
stated that among the micro-finance clients whovaliéng to borrow at either weekly or
monthly repayment schedules, a more flexible scleechn significantly lower transaction
costs without increasing client default. The SMEsg monthly repayment intervals are
in a better position to monitor and reduce themn® evenly thus enabling them to
reconcile their payments with a lot of ease ass&@é by SME owners and key informants.
It was also noted that monthly repayments lowerttagsaction costs and are cheaper to
make than the weekly and fortnightly intervals, e¥hallows savings and increased profit

margins as well as growth of the business.

The key informants were against the long quarteng annual repayment periods stating
that these may give the SME owner false relief srsllt to loan defaulting. Moreover,
they added that SMEs dealing in agricultural praslunay seek to have their payments

adjusted because their produce do not bring moimblyme.
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Figure 4.1. Responses on Loan payment interval/duteon within

which SME owners make loan repayments

Time Interval

Weekly

Weekly, Fortnights & Monthly

Fortnights

Fartnights & Monthly

Monthly

B No. of Responses per Interval
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CHAPTER FIVE: SUMMARY OF FINDINGS, CONCLUSIONS AND
RECOMMENDATIONS

5.1 Introduction
This chapter highlights the research findings sungm@onclusions and recommendations
as per the study objectives. The chapter also offee recommendations for further

project studies and research.

5.2 Summary of the Findings

The study found out that majority of the SME ownesere males. All the SME owners
had business entities operating within Thika Towmsbf Kiambu County. Majority
(80.6%) of the SME owners had college/universityeleof education while none had no

education.

The study also found that majority of the SME ésdithad been in operation for four years
or less and that level of education, skills andegigmce contribute to owner’s ability to
manage loans. The study found out that majoritthefSMEs take up loan services from
the MFIs and more than half of them have ever di&fduon their loan contracts. In
addition, it was highlighted by both SME owners dmy informants that majority of

SME owners divert loans from the original purpasevihich the loan was obtained.

A majority of the SME owners prefer direct casha&ts to repay their loans and majority
of the key informants encourage the SMEs to maké deposits for loan repayments on
monthly intervals. The majority of the SME ownergl&ey informants hold that there is a
future for the MFIs loaning services to the SME$eTmajority of the SME owners
disagreed that the purpose of starting a businagsl influence loan defaulting while the
majority key informants agreed. It was noted th@nhe loaning institutions do not offer

loan management training for their members.

The study found out that the SME environment is agtlateau but has ups and downs
with risks. It also found that these risks can kel wnanaged, if business research was
well conducted and the risks identified with stggés and plans to address them

formulated and reviewed from time to time.
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It was also found that lack of need for achieveniert business entity can influence loan
defaulting by the SMEs taking loans, while the fy¢ure of business and mode of loan

repayment was found as less attributing factomsflnencing loan defaulting.

5.3 Conclusion

The SME sector is a fertile ground rich for investmfor governments, SME owners and
the MFIs. This sector is the only one in which induals can grow wealth. Though the
sector has some uncertainties and risks, soundnmisgation plans and strategies can
yield positive results that can improve the livistgndards of the owners, profit margins

for the MFI industry and uplift overall national@wmy of the State.

The SMEs should be viewed like projects that areraging and implemented to solve a
given problem in the society and thus require ffiarts of all partners involved, including
the customers. The SME owners, being the drivethetector, require skills on business
investment and management to enable them preventigks inherent in the business
world. When this is well executed, the SMEs arerlabto excel and register positive
growth. The SME sector is here to stay as longhasetare individuals thinking and

expressing their ideas practically.
5.4 Recommendations

5.4.1 Management training

The study recommends that MFIs should train SME ey&ron loan investment and
management skills in order to avert loan defaultihg addition, MFIs credit officers
should visit business entities from time to time @nhance the SME owners’ loan
monitoring capacity. The SME owners need to undedsthat their business entities are
of key importance to the economic development ef mlation, hence they need to put
more efforts in them not only to meet their imméeliaeeds, but also that of the larger

society as well.

The SME owners need to enhance their skills andaippin running their entities. This
will enable them gain experience in business risihagement, operations management,
loan investment and management, among other \iitd secessary for making an SME

venture successful.
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The MFIs offering loan services to the SMEs shaedure that all their clients receive
loan management and investment training, which ®iure their clientele invest and
manage the borrowed loans efficiently. If the M#&tsthis, they are assured of minimised

risks and fewer non-performing loans (NPLs), treeping massive profits.

5.4.2 Developing viable business plans

| would like to recommend that SME owners developppr business plans that are
informed by business research. Business marketiestushould be conducted and
appropriate risk management plans developed anditonett as they are being
implemented. The business plans should be reviemddamended as proper feedback is
obtained to enhance business performance. Thiskedp the venture afloat by avoiding
stiff competition that would otherwise cripple tbesiness due to low and insufficient

cash flow.

5.4.3 Separation of business entity and self

The SME owners should draw a line between theiiness entities and personal life. This
will enable them to view their businesses as dfférentities, which would allow the
entities to flourish without the owner placing uedourden on them, hence draining the

business of cash flow.

5.4.4 Never divert loan funds
The SME owners should ensure that loan funds abdafior boosting their business is not
diverted or misused. Procedures and mechanismsrdper checks and balances need to

be developed and monitored.

5.4.5 Ploughing profit back

| would like to recommend that SME owners learnptough back the profits into the
business to ensure increased turnovers that waouddge the business profit margins. In
order to overcome and manage unforeseen risksdite of God’, theft, accidents, fire,
sicknesses, acts of terrorism and injuries at tisiness, the SMEs should take risk covers
to ensure business funds are not used to catethéombove, as this could cripple the

business.
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5.4.6 Conduct loan account reconciliations
The SMEs should conduct loan account reconciliatiwith the loaning institutions so that
they may be in the know of their loan repaymentustaThe loan repayments should be

done on monthly basis and loan account recondiiatdone quarterly.

5.4.7 Setting priorities right

The SME owners need to set their priorities rigltew starting the business entity and
have the right attitude to succeed in that busitiees Their purpose of starting the entity

should act like the motivational force to help thesmain focused even when unforeseen

eventualities occur.

5.5 Suggestions for Further Studies
1. The study has explored the factors that influees Idefaulting by SMEs within
Thika Township in Kiambu County, Kenya. | would oeemended that other
studies be done with an aim of finding out thedesthat influence loan defaulting
by SME owners in other counties in order to come wigh more reliable

generalisable data that can be used in relatiothir counties.

2. This study targeted the SME owners whose businettes are in operation. |
would recommend a study on SME owners who haveiveddoans from MFIs

but defaulted on their loan repayment contracts.
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Appendix I: Transmittal Letter

Kiraithe Peterson Karani
University of Nairobi
P.O. Box 30197,
Nairobi.

Date: ..oovieee e,

RE: DATA COLLECTION

| wish to inform you that | am a student at the \é@mnsity of Nairobi undertaking a

research study leading to the award of Master ots Adegree in Sociology

(Entrepreneurship development).

The study focuses on “factors that influence loafadlting by SME owners in Kenya: a
case study of SMEs within Thika township”. When siiedy is successfully completed the
findings will enable the Micro-financial Institutis, SME owners and other aspiring
entrepreneurs to understand what they can do td Epa defaulting and strengthen the
SME sector. This will go a long way in ensuringttitiee SMEs continue to contribute
positively to the country’s economic growth.

Attached herewith, please find a questionnaire thaiires you to provide the information
by answering questions honestly and objectivelyu e not required to record your
name anywhere and the information you provide vk treated with utmost

confidentiality.

Thank you.

Yours faithfully,

Kiraithe Peterson Karani



Appendix II: SME owners questionnaire

This questionnaire was used to collect data for purely academic purpose. The study
investigated the factors influencing loan defaulting by SMEs in Thika Township.
Answer all questions as indicated by either filling in the blank or ticking the option that

applies.
SECTION A: GENERAL INFORMATION

1. What is your gender?

a) Male [ ]
b) Female [ ]

2. Duration of ownership of the SME.

Years E Months|:|

3. What is your highest educational qualification?
a) Primary education [ |
b) Secondary educatiof ]
c) College/University |:|

d) None ]

SECTION B THIS SECTION OF THE QUESTIONNAIRE SEEKS TO
UNDERSTAND THE CHARACTERISCS OF SME OWNER, LOANING, LOAN
TRAINING AND REPAYMENT IN REGARD TO LOAN DEFAULTING

4. Have you ever borrowed a loan from financial ingiiins to use in your SME
business?

a) Yes ]
b) No [ ]
5. If yes to question 4; did you pay promptly as fer lban contract?
a) Yes [ ]
b) No [ ]

6. If your answer in question 4 ¥eswhat could you attribute to your ability to pay
it back to your loaning institution?

7. Does experience and skills in running a businessribaite to SME avoiding loan
defaulting?

a) Yes (]
b) No [ ]



Please explain the above answer.

8. Would you attribute the type of loan collateralinfiluence loan defaulting by the
SMEs?

a) Yes ]
b) No ]

Please explain your above answer.

9. A). If Yes to question 8, Please explain why.

B) .If No to question 8, please explain why.

10. Can the type of SME enterprise influence loan défauby the owner?
a) Yes [ ]
b) No [ ]

11. A). If yes to question 10, please explain why.

B) .If No to question10, please explain




12.Would you attribute the purpose of starting a bessnenterprise to be a reason that

can influence loan defaulting by SME owner?

a) Yes ]

b) No

[]

Please explain your above answer.

13.1In your view, can lack of need to achieve busireegxess by an SME owner be a

cause of loan defaulting?

a) Yes [ ]

b)

No [ ]

14.What mode/Mechanism of loan repayment do you ugpayoyour loan?

a)
b)
c)
d)

e)

Direct cash deposits |:|
Raised standing orders |:|
Continued Savings deposit{ |
Electronic money transfers [ |

None D

15.What duration interval do you make your loan repegta?

a.
b.
C.
d.

Less than a month [ |

Monthly []

Annually []

ANy other (SPECITY) ..ovie e e e

16. Indicate what factors influence loan defaultingSME owners?

a)
b)
c)
d)




17.What major steps or mechanisms does an SME owrtenplace to avoid loan
defaulting?
a)

b)
c)
d)

e)

18.Do you expect to get loan services for your SMihmfuture?
a) Yes [ ]
by No [ ]

Please explain your above answer

19.Have you ever received any loan management trairfrogn your credit
supplier/provider?

a) Yes [ ]
b) No [ ]

Please explain your above answer.

20.A) If Yes to question 19, explain the type of tiagyou received.

B) If No to question 18, explain why you did not gay training.




Appendix I11: Detailed questions for key informants

1. What factors would you say influences loan defagltoy the SMEs?

2. What are major steps or mechanisms an SME shouldhppiace to avoid loan
defaulting?

3. What are the best methods of loan repayment mesiarfor SMEs and why?

4. Does experience and skills in business running laeipid loan defaulting by
SMEs? Why?

5. What business practices and procedures should SMigrs put in place to avert
loan defaulting?

6. What are your perceptions and advice for the laaservices for SMEs owners in
Kenya?

7. What loan management trainings are offered by M&lthe SME owners? And
why?

8. What are the underlining considerations that MHEe to grant the SME owners

loans?



