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ABSTRACT 
Today, the economtc environment in which the firms operate is highly volati le and 
uncertain. Increased volatility, greater interdependence and new ri k have made the 
structure of risk exposure of corp rate bodies more complex. The objective or this study 
was to investigate the foreign exchange ri k management practices adopted by MFls in 
Kenya. 

This research was an exploratory study. The target population of this study was the staff 
working at the MFis in Kenya. The study conducted a census survey owing to the small 
number of microfinance institutions in Kenya. Qualitative primary data was used for the 
study. The questionnaire was administered to the treasury managers, finance managers , 
risk managers or equivalent managers who are involved in foreign exchange risk 
management in the selected firms using a drop and pick later technique. The primar data 
collected from the questionnaire was analyzed using content analysis and descripti\ e 
statistics such a. measures of variation and measures of ccntr 1 h.:ndcnc). The d~.:scripti\ c 
statistical tools h<.!lpcd in describing th~: data and d~:tcrmintn 1 th~.; ~.; . ·h.:nt used .. 1 he L ik.ert 
scale was uscd to analyzc thc mcan scor~: and st•mdard <.kviation, thts "Ill ht lp 111 
dl!h.:nnining thl! l!xlcnt t which firm · u c hcdgin 1 techniques. 
Thl! study conclude· that there wen.: variou foreign c.·ch ll\ '\: ri ·k m nu 'l'tm:nt 
practices adopted by micro finance in titution in Ken) a. I h ~.:: in ·lud • i pri '1..' 

adju tmcnt. delay of payment when foreign curren • '' 
' hen weak fon ard cover , use o wap 

ving currency in d •an . 

ir titution h d mpl •cd 

ettin, 



1.1 Background of the study 

CHAPTER ONE 

1.0 INTRODUCTION 

Foreign exchange risk becomes more and more important in light or the globali ation and 
internationalization of world markets and is one of the most difficult and per i tent 
problems with which the financial executives must cope (Fatemi, 2000). Every busines 
activity is confronted with some risk or the other and coping with ri k has always been an 
important managerial function. In recent years, however, risk management has received 
increasing attention in both corporate practice and literature (Jalilvand, Switzer and Tang, 
2000). 

1.1.1 onccpt of Foreign Risk 
Foreign exchange risk is the magnitude and likelihood of unanticipatt!d changes in 
~..: .· cha nges rate (Brucai tc and Yan, 2000). According t hapiro (2007), e. changt.: rate 
e. posun; is the c.kgr~..:t.: to which a company ts af'l~..:c t ~..:d b) chan )l.:s in e chanpt.: rates. 
hm:ign c chungc risk can he li.uth~.:t subdi\'kkd intl lhn; ~o:.'Jl sur~.:s : h: nshltion, 
transaction and cc nomic expo urc · (l·atcmi and dnmn, 2000 . P 't ·cpti m )t ti . \.. )' 
individuals and at corp rate lc\'el i both complc. and suhjntin: . It im· 1h ·s un 
under ·tanding of risk, a perception of lo and gain. c gnith· nd 1 '1 'lhllit~ . 
De pite advances in finance and ri management, d 1 lr nh.'.t min 1 tht• 
total financial ri k faced by a bu ine 

cc rdin ' to P p v nd tutzmann 

in tituti n l 1mp 



exchange rate changes and the size and duration of the foreign currency exposure 
(Shapiro, 2002). 

1.1.2 Microfinancc Institutions in Kcny:-1 
The World Bank defines Microfinnnce Institutions (MFls) as institutions that engage in 
relatively small financial tran actions using various methodologies to serve low income 
households, micro enterprises, small scale fanners, and others who lack access to 
traditional banking services. It is the providing of loans and banking services to the low 
income; small and micro entrepreneurs ( SMEs) to help them engage in productive 
activities, to better organize their financial lives as well as expand their businesses (Chu, 
Michael 1998). The key objective of MFis is to provide micro credit and other financial 
services like savings to the otherwise poor people and help alleviate poverty. Micro 
hnance has bc~;n recognized as one of the most important tools for po ert) al!e\ iation 
(KWI·T PILLAR 2005). 

lh~; K ~.: n y<t Micro fin c.tn c~,; s~,;c t o r consists of a Jar • ~..: nutnl 1,;1 of ·omp tin • institut ions 
which ary in f(mmd ity, c mmcrcial oric.:ntation. profc sionali~m visibility. siz an 1 
geographical coverage. 'J he c in ti tuti< n range from in nn 
a ings and credit a sociations R A ), financial 

2003 . ·r he goal of FI organization in Kenya i to rai in "nl\.' .m i 
wei fare of people. 'I hey support the poor nd un mpl ) ed n l t 1.: n 
wi thout collaternl to c tabli h mall bu in . K n) t h in rc. 1.: l 
p eny, unemployment and in urity 

urb n m i 
m. II 

mil 



Most MFis started as NGOs whose funding is from foreign donors and agenctes. 

According to Wainana (2002), NGO's in Kenya have been accused of misappropriation 

of donor funds and questions have been rai sed as to whether the fund s they receive arc 
used for the designated purposes. The issue r owner hip of N s ha ' rai 'ed 

fundamental concerns D r their governance. For instance, if there are no owners or 

shareholders, then who hold and exercises the supreme authority of the institution to 

appoint Directors or change the composition of the Board, appoint auditors and satisfy 
themselves that an appropriate governance structure is in place (Mwaura, and Gatamah 

2000). econdly if the Board and Management are part owners of the institution, and 

have to balance the interests of all stakeholders including their own, what would prevent 
them from maximizing their "joint" interests through empire building, perks, and special 

benefits at the expense of other stakeholders - given that the) are responsible for 

determining and implementing organization purpose and implied accountable to 

thcmsel cs (Mwaun.l and atamah 2000). 

ccording to Domi nion 'onsult·tn ts (2000 • the rdationship h 'l \\ C~n mana •-.·mc.:nt and 
the Board · of (JO have al o 1 ai ed concern a to " hethct: ( .o .u..-. muna •c.: m 'Ill 

driven ( or \ hcthcr b ard over depend on m na •em nt); and th~,; r lh.- l..lf •tn 1.'111HilCI.: is 
recognized a im.lep ndent and or eparate from mann m nt. 1i rofinan •~,; i 1\l,l\\ ll th..-. 

tagc of transformation to elf - sustaining bu in ~.: : inht ~ 
in titution value into the day to day opernti ns 

general opinion there h vc 

d n r ha ed to commerci 

th ir 11 I 

1 



(AMFI) 2004, a growing number of microfinance institutions, source of capital has 
shifted or is shifting from being donor-dependent to accessing financial markets in 
increasingly sophisticated ways. The recent entrance of investors who arc providing 
capital for the most advanced micro finance institutions also raises important i' ues 
regarding the characteristics and quality OC the governing bodies that lead the 'C 

institutions (Otero 2004).According to the Micro Enterprises Best Practices Publication 
on "Principles and Practices of Microfinance Governance" (1998), governance is the 
process by which board of directors, through management, guides an institution in 
fulfilling its corporate mission and protects the institution's assets over time. Boards are 
established to provide oversight and give direction to the managers of an institution. In 

the case of for- profit organizations, the board of directors carries out this fw1ction on 
bchalf of a third party, referred to as shareholders. In non- profit organizations ownership 
i. not easily identified. Herein lays the dilemma that MFis are faced with as they 
transfi.nm from non-profit donor funded organizations to commercialized elf-sustainable 

institutions (Wainain<l 2002). 

'I he growth of Kenya' · indu try ha witnc cd at ka t 100 non 'O''L·rmn~:ntal 

organi£lttion · ( ) offering ervice to client . Ho"~.:vcr. on!) 1- o1g.mi •tti 111s • m b • 

cia ified a significant player . rt ha however n r gniz d "i d) in Ken) 1 th,tl 

promotion of the micro and small enterpri e a viabl nnd 

, chicving national goal including empl 

balanccu de clopm 

fi r th · tchievem nt 

ullei nd 

11 

im rt 

iz 

ll 

n 

nt 



of corporate governance as key to maintaining the trust of the investors (Central bank 
newsletter 2006). 

1.2 Statement of the Problem 

Today, the economic environment in which the firms operate is highly volatile and 
uncertain. Increased volatility, greater interdependence and new risk have made the 
structure of risk expo ure of corporate bodies more complex (Li, 2003 ). Increased market 
globalization and internationalization has been reflected in increased exchange rate 
fluctuations. Fatemi and Glaum,(2000) note that the financial environment is riskier 
today than it was in the past. The volatility of foreign exchange rates and interest rates 
has been increasing significantly. 

1 he moti ation for the study is due to the nature and operations of micro finance industry 
in Kenya. Their operations and transactions expose these firms to foreign exchange risks. 
Similarly, somt.: of tht.: firms arc owned by foreign comp nit.:s and tht.:rt.:forc they report in 
parc.:nt company reporting currt.:ncy, otht.:r firms borrow funds in for 1 •n curr~nc-, h~nct.: 
th~.: <..: . p~.:ct~.:d C4lSh inflows I outflow need to I Ct.:rtain. 

'f he c. ·istcnce of the foreign e ·chnnge ri k require a finn t 

policic: · that would mitigate negative e ect o fluctuating e · 

c cct of f1 uctuation exchange rate \\ill hav dire t im 
profitability of the firm will al o fluctuate. o ch 

me financi, I management contr 1 emplo 

in Kcny, in long run bu in 

k' dop an t im1 km nt 

1 th.: • In: n 

n th mill •in hen c 

.; k 



Martin and Mauer (2003) argued that foreign exchange risk exposure, also known as 
economic exposure typically has a longer-term time dimension as well, as it encompasses 
the competitive and indirect effects of exchange rate risk. Local tudies (Ubindi,2006), 
Omagwa, 2005) have also been done in Kenya on risk management practice but non\ 
known to the researcher, has been done on foreign exchange risk management in the 
Microfinance institutions in Kenya. This study intended to fill the research gap that exist 
by carrying out a survey of foreign exchange risk management practice' by micro finance 
institutions in Kenya. 

1.3 Objective of the Study 

The objective of this study was to investigate the foreign exchange risk management 
practices adopted by MFis in Kenya. 

1.4 Si~nificanc of the . tudy 

·1 his research will make a contribution to the academic lih:r. tun; on th~.: field of ford •n 
c. chan •c mana 'Cmcnt practicus in Kenya "her\; vcr littk i kno"n a\ out tOlJ tHi\1' 

practices in the microfinance due to li:w ::iludie in the uhkct. 

·r he finding of the tudy \\ill provide ome in ight to the r gulat r) l l) 1.'nlr I B mk 
of Kenya) and the government at large on the alient a 

advcr ely affects the microtinance industry finn in K 

make timely and appr priatc intervention t milig t th ri 
'I he finding of this study \\ill h lp microfinan 

ppr pri ttc hedging tm c ie b: n lyzin h th r fi 1 h 

-. 1.:h m •c that 

iti 'n to 

Ill UJ \\ •th 

. in t th n 



2.1 Introduction 

CHAPTER TWO 

LITERATURE REVIEW 

This chapter presents a review of related literature on the subject under study presented 
by various researchers, scholars, analyst and authors. The research has drawn materials 
from several sources which are closely related to the theme and the objectives of the 
study. Models by the writers are used to illustrate the various sub topics mentioned in the 
objectives of the study. The specific areas covered in this chapter are foreign e change 
risk management in Kenya, nature of foreign exchange risk, importance of financial risk 
management, measurement and management of foreign exchange e posure and foreign 
exchange management practices. 

2.2 Foreign E:change and Foreign Exchange Ri k 
ccordtng to (l ~ in7il! ( 1972) foreign cxchang refer to methods and instruments used to 

adjust th • payment of (h;bts bc.;t\ e n two nations that c..:mploy dilfi.:n.:nt curn.:nc. s stc..:ms. 
A nation' oalance of payments IHIS \11\ import lilt dl'cct on the t..: ch II\ I tnh.: ot its 
currency. Bills of exchange, draft . check . and tel 'taphic order ar th • ptin ·ip II m · m 
of pa ment in international tran action . 'I he rate 

currency of one unit of foreign currency and i detennined 
demand of the currencie in the foreign e ·change m r t. 

cun·cncy in order to profit r m udden ch nge 

arbitra e. 'I he chic demand r forti 

purch urili 

u in 

tt Ill 11 

th~.: Jri 'I: in lo ·al 

md 



The result of all this international trade is that financial institutions accumulate surpluses 

of different currencies from loan repayments by foreign borrowers, and also from import­

export trade financing on behalf of bank customers, Wexler (1972) The interbank foreign 

exchange market is an over-the-counter market, a network of commercial banks, central 

banks, brokers, and customers who communicate with each other by telex and telephone 

throughout the world's major financial centers. Foreign exchange traders also make 

markets or speculate in different currencies, usually anticipating future appreciation of 

stronger currencies against weaker ones, through the foreign exchange forward market 

and the currency futures market. The usage of a method in a foreign trade tran action 

depends upon the duration of relationship and trust between the buyer and seller. 

' imilarl} , there are various hedging instruments that can be used. Foreign exchange risk 

is the risk that an entity will be required to pay more (or less) than expected as a result of 

fluctuations in the exchange rate between its cun·cncy and the foreign currenc} in ' hich 

payn11.:nt must be made. 

l·ort..:i •n c:changc ri sk i commonly ddin ~.:d a th~o: addi ti< na l \'ath bility ~.:. p ~.: tiu\~.; d by a 

multinational corporation in it · worldwid con olidutcd camin•s tlhlt 1 ·~uhs li Hll 

unt:xpcctcd currency fl uctuation . It i generally under t d that thi r 111 ·i h..• t,tbl 

eami ngs variability can be eliminated partially r full) at 

exchange risk management (Jacque . 19 I . Finn re 't:XIr>mit: 

it the r suits of their project depend 

ch, ngcs cannot b fully anticipated. n mll) 

reign c ·ch, ngc ri k: tran 

mpctiti c or h fl 

• I 



2.3 Nature of Foreign Exchange Risk 

In trying to explain the fluctuations in exchange rates, several theories have been 

advanced that link between domestic and foreign inOation, intere t rate and exchange 

rates. These are: the law of one price, the relative version of purchasing p wcr parity, 

uncovered interest parity theory and covered interest parity theory. 

2.3.1 Law of One Price 
According to Reid and Joshua (2004), the law states that in the absence of shipping cost, 

tariffs and other frictions to international trade - identical goods should trade for the same 

real price in different countries. That is when converted at spot exchange rate into 

common currency, the price of a homogeneous commodity good \·Viii be identical aero s 

borders. As the exact price of the homogenous commodit) is rarely known in two 

different countries, price indexes are used in empirical work. ne difficult} in mea uring 

pun:hasing pow~.:r parity constructed from price inde. · ~.;s is that dt ffcrcnt countri~.: s usc 

difkr~.:nt goods to tkt <.! rminc their price levd , i.e. prdl:r n ..: for th~.: 'Ot ds ma. , ar · 

widcl across countries. I h.: nee, cv~.:n i r tlw Ja, of one prict.: h Ids in ~.: ach lOt d. it m;l 

not hold overall for di simil<.tr consumpti n basKet. 

2 .• 2 Relative Ver ion of Purcha ing Pow r Parity Theory 
·r he purcha ·mg power parity h) pothe i trace it ri in t tl1 " itin f th~ \\\,' i h 

cc nomi t JUtav as cl 1918 . The rigin I th in l ifi 1~.:nt 

c JUntric co t the same in the very m th . llll 

currency. cl declare that d 'i tion urr~.: n 

in rr ctly alu d. 

l· vcn if th · c nt m 



Therefore, an intense hunt for empirical half-life evidence, that supports this idea of 

arbitrage, has accelerated over the last few years. 

Different versions of PPP have been examined over the years. The absolute form of ppp 

has very weak support in empirical ·tudie . ln the attempts to find evidence in favour f 

PPP, weaker and weaker forms of PPP have been specified, sometimes with questionable 

policy relevance (Horne, 2004). Currently, in the research community, the main focus is 

on long-run (relative) PPP, (henceforth termed long-run PPP, or just PPP). Given the 

large variation in the nominal spot rate relative to the variation in inflation rates, 

international inflation differentials are unlikely to explain changes in the short run 

exchange rates. This explains the development of the concept of long-run PPP. IIO\ ever, 

due to the specification of various test methods, there has been an implicit de elopment 

of difTcr\.!nt empirical versions of long-run PPP (despite that all these studies claim that 

they tt.!st tht.! very same th~..:ory of long-run PPP). It is ditticult to quanti!} how strong 

diffi.:n.:nt v~..:rsions of' long-run PPP uri!, but som~..: lt..:sts an.: d~.:. linitdy \\~.:akt:t than others. 

I·m instancl!, if a time-varying equilibrium i •tlhmcd thi •~.;n ·rnlly kads to som~.: 

limitations in th~ policy implication and it r le\'ancc. 

vcr the year\ conclu ion regarding the \'alidity of PPP ha\'c l~.: n und 1 , '11 t mt 

debate. In orne periods the re earch community h c ndud th t PPP h 

other periods that PPP i n t valid. PPP put rd 

condition in the p t-war period. but a ter th ·d 

th rly 197 d\ tli 

2 . Durin tl . I th th 



Taylor, 2004). PPP was tested using real exchange rates with a random walk as the null 

hypothesis. The alternative hypothesis was that PPP ho lds in the long run, sec, e.g. 

Huizinga (1987), and Meese and Rogoff (1988). ln sma ll sample , it is difficu lt to 

distinguish between slow mean reversion and a random walk real exchange rate, and th is 

causes a power problem when only post-Bretton Woods data is used . 

An obvious solution to increase power is to rely on long time spans such a in Abuaf and 

Jorion (1990), Lothian and Taylor (1996) and Taylor (2002), whose finding are in favour 

of the PPP theory. However, a problem with long-horizon tests is the risk of sample 

selection bias since countries with long-horizon data tend to be the wealthiest nations in 

the world . There is usually no available data for third world countries, countries that grew 

very fast from a low level, or countries that once were rich bu t are no longer so. 

h n1hcrmorc, it is a well -known fact that increasing the estimation period can cause 

problems associated with structural breaks and regim~.: chan ' ~.: s (e.g. ti . ·ed \ Crsus tloating 

c. ·chang\.! rat data). It is w~.: ll docum ~.: nt ed that un it root lt.:sts an: miskadin ' in th~.: 

pn..:scncc of structural breaks. 

In more recent time ·. PPP rc earchcr uch a F unkcl and Ro 199 und 1thcr hI\'~; 

argued that a olution to the e long time- pan problem i t ppl pru1 1 dat 1 .m1h j 

with hortcr time erie . Example o panel tudie th t u PI P h~ I th~.: .u-c 

heung et al. (200 1 . Flei ig and trau 20 

Wu ( 1996 . I lowcvcr, a 

th t can be even wo c than 



2.3.3 Uncovered Interest Parity Theory 
While the purchasing power parity condition applies to the cross border pricing of goods 

and services, uncovered interest rate parity theory looks into the cross border pricing of 

financial investments. According to Reid and Joshua (2004), this theory state, that, 

lacking frictions in financial markets, the price of otherwise risk less financial 

investments or the rate of return received on them, should be identical across border ,. 

The frictions present in the international financial markets are slightly different from 

those in goods markets. While there are likely to be few frictions in the form of co t to 

transferring capital across borders, markets for investment capital still include the 

frictions, causing the imperfect capital mobility such as multiple currencies. Uncovered 

intere t parity requires that overseas returns be expected to equal domestic returns when 

converted at spot exchange rates. The theory established that in international financial 

markets, " hen looking at the domestic currenc; return on an im estment that pays interest 

in a fon;ign currency, e.·change rate changes must be added to the own curn:nc return. 

2.J...t Co trcd Inter ·st Parit 

oven.:d Interest Parity theory tate that if ' ·c: cnn rcmo' c.: currency risk, the unc..· 

currency rc:turn of two othcrwi c ri k 
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no longer governed by international interest differentials. Hacche and Townsend (1981) 

and Meese and Rogoff (1983a, b) have demonstrated that other plausible economic 

theories, such as purchasing power parity and the monetary model , al so add little to 

random walk forecasts of exchange rates, at least at horizons or less than a year. These 

studies all reported strong rej ections or uncovered interest-rate parity . ub equcnt studies 

have confirmed these result . There is also an active theoretical literature, which attempts 

to determine if the failure of uncovered interest parity is due to risk aver ion or market 

segmentation rather than market inefficiency. In contrast, Roll and Yan (2000) suggest 

that forward exchange rates are unbiased predictors of subsequent spot rates and there is 

really no forward premium puzzle. 

2.3A Arbitrage Pricing Theory 
lhe undcrlying principle of the pncmg theory involves the recognition that the 

anticipatt.:d return on any asset may be charted as a linear calculation of n.: lcvant macro­

economic l~1c t o rs in conj unction with markl.:t indic~.:s (Stephen I o 1976). It b ~.: . 1 ccted 

thut thcrc wi ll hc some ratc of <.: hangc in most if not all of t h~.: rckvant r ~: t o rs, 1 unnin, 

scenarios using thi · model help to arri\'c at a pric that i cquit.tblt.: to the mt idp,1t ·d 

performance of the asset (Roll and Yan. 2000). Th d ir d 1 ult i that the 1 ·t pii, 
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Crabb (2003) noted that in the early 1990s, Procter and Gamble Corporation lost over 100 

million dollars through speculative use of derivatives. In 1995, Daimler Benz reported 

first half interim losses due to the weakening dollar. The company explained that it did 

not hedge against financial ri k because the foreca t it received were too di persed, 

ranging as they did from 1.2 to OM I .7 per dollar, therefore, misdirected risk 

management can lead to huge losses. 

Other studies have been carried out in counter argument of the need for risk management. 

(M-M) (1958) in their study of perfect market world of financing irrelevancy, uggest 

that there is no need for firms to control ri sks since the investors can accomplish this task 

themselves in a perfect market by holding a well diversified portfolio. 

2.5 Measurement and Management of Foreign Exchange Exposure 

According to Madura (1995) firms are exposed to three types of c. posure namely: In the 

trad itional, more practi call y oriented lit rature, it " a gt.:ncra ll assum~.:d that tim1s 

should adopt a strictl y ri sk avcrst.: att itude to financial risks. 'I h~.:tHc t ician's bclon •in • to 

the nt.:oclassical school of' tholl •ht took up a di 1\.:n.:nt attitud\.:. I h y at · u~d thnt 

managcml.!nt of financial ri ·ks i unnt.:cc sary and potcnthlly ~.:vcn h nnful. 'I his ·pwr · I 

a lot of debate wi th some cholar · making a c· c t(>r corporate 1 Lk man t 'l'm~;·nt. In th~ 
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Current /Non-current is a method that divides assets and liabilities into current and 

· noncurrent assets. The current assets and liabilities include trade payable, receivables, 

inventory etc. Noncurrent assets are fixed a sets- both tangible and intangible and long 

term debt. Under this method only current as ets and liabilitie are pre umed to change in 

value when the local appreciate or depreciates vis-a-vis the home currency. 

Monetary/Non-Monetary method, all items are explicitly defined in terms of monetary 

units and translated at the current exchange rate, regardless of their maturity. Non 

monetary items in the balance sheet, such as tangible assets are translated at the historical 

exchange rate. 

Temporal method is the exchange rate used to translate balance sheet items depend on the 

valuation method used for a particular item in the balance sheet. Thus, if an item is 

carried on the balance sheet of the affiliate at its cun·ent alue, it i to be translated u ing 

th~.: CLI!Tt:nt exchange rate. Alternatively, items carried at histoncal cost arc to b~.; 

translated nt hi~torical cxdumgc rate. 

Lc i (198 ) deli ne · ·r ran action expo ·me n u ri k th.lt occm "h ·n on mt ~·n ·y mu t b . 
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foreign exchange rate moves to a certain level, V AR indicates how much profit/loss the 

company makes (Dowd, 1998) 

For some firms revenues arc more susceptible and they arc not concerned that their home 

currencies will appreciate again t foreign currencies, since the unfavorable effects on 

revenues will be more to offset the favorable effect on expenses. onversely, firm 

whose expenses are more exchange rate sensitive than their revenues could reduce the 

exposure by increasing the ensitivity of expenses to exchange rate movements u ed to 

manage foreign-exchange risk in such transactions. 

2.6 Type of Foreign Exchange Risks 

2.6.1 Fluctuation in Foreign Exchange Rates 

An unfavorable change in exchange rates can result in a loss ' hen the revenue recei' ed 

is in on~; currcn y but loan repayments arc in another currcnc} (Xcnidis and Angclidcs, 

2005). In build-operate-transfer (BO I) projc ts, ft)rcign c."Ch. n •c tlw.:tuation risk is 

moderately critical during the pn.:-invcstmcnt ta •c, nd sli •htly ritkal durin • othc 1 1 n 1 

tagcs (Lam and how. I 999). hua ct al. (200 ) found thut lluctuati~_Hl ol 1~.1 1 ·i •11 

c:changc rate i ~ one of the mo ·t critical factor cau in • bud 1 t )\ c nun in b 1st 1 in. 
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found rise in inflation to have some bearing on construction projects (Lam and Chow, 

· 1999; Bing et al., 1999; Fang et al., 2004; Shen et al., 2001; Wang ct al., 2004). 

The economic conditions in the host country may lead t an increase of production co ' ts 

(Xenidis and Angelides, 2005). The increase in demand for construction work will re ult 

in shortages of resources, which leads to higher prices ( hen, 1997). mith et al. (2004) 

found labour and material costs to be volatile when a country is undergoing economic 

reforms. 

Foreign AE firms may face the risk of financial failures of their own firms or their 

bu iness partners. Companies that face financial failures have a serious impact on the 

project's progress. Nevertheless, potential bankruptcy is not necessarily connected to the 

project but could be related to other business activities (Xenidis and Angelides, 2005). 

2.6.2 0 'fault b ontractors/ ubcontractor 

l·on: ani contracts un.: customized in tl.:rms of th~.; amounts and maturities of urren ws 

c:chan •cd, and arc negotiated \\ith commercial hanks or l thcr financial institut 1 ms. 

'onvcn!ly. futures contract have wndnn.llot izcs which vary l) currency). matw · lltl 

a tandard (quarterly) ba i , and mc e:ccutcd by ccuriti lwu ·s llll Ill 
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delay in delivery of materials; subcontractors' breach of contract; and disputes between 

main and sub contractors. It is therefore impotiant to select contractors/subcontractors 

carefully, and pay close attention to quality of materials supplied materials and their 

construction and management ability (Fang eta!., 2004). 

A deficit trade balance of the host country may be the reason for the imposition of several 

restrictions concerning imports and exports. It is common for a host government to 

implement policies such as increasing tariffs for imported products or requiring pecial 

permission to import certain products (Xenidis and Angelides, 2005). This lead to an 

increase in the prices of goods and services. 

2.6.3 DeJa ed or Non-Receipt of Payment 

Tn some de eloping countries such as hina, established banks only prO\ ide project 

financing to large national projects and this lack of onstru tion cn:dit is a major 

constraint in the construction indu:-;try ( 'hen, 199 ). It ma · k d to owners of smaller 

pr )jects not making rcglllar payments to contructots. Dispuh.: h l\'1..: l en It und to , tis~: 

from the shortage of n~.:ccssary capital due to the lack of constru tion fin 111 ·inl ·1 • iit 

facilitie ( mith t.!t al .. 2004). 
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should be to structure the firm's liabilities in such a way that the reduction in asset 

·earnings is matched by a corresponding decrease in the cost of servicing these liabilities. 

However, this approach concentrates exclusively on risk reduction rather than on cost 

reduction (Shapiro, 2003). 

On the other hand, Martin and Mauer (2003) argued that FOREX, also known a 

economic exposure typically has a longer-term time dimension as well, as it encompasses 

the competitive and indirect effects of exchange rate risk. The origins of the economic 

exposure are changes in the sales price, sales volume, and the cost of input of the firm 

and its competitors due to exchange rate changes. Since these effects are often indirect, 

and longer-term in nature, it is unclear if financial hedging is effecti e (Chow 1997), 

Pringle, (1991) Pringle and Connolly, 1993). 

I Iowcv~..:r rdocating operations to form such hedges can be c. pcnsiv~..: and difficult to 

r~..: ~..:rsc ( 'how (1997); Martin and Mau~..:r, (2003); Prin •k. nd onnoll ', ( 199~). In oth~.:r 

\\'Ords, thl: COStS ()r g~,;ographically diVCfSifkd production '"l)l\ I With its (\.!n;~,;i\ d lll:f 
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investments in the portfolio (stocks, bonds and real estate) and to net-out exposures in 

any given country. Following the lines of modern portfolio theory, it may also be 

appropriate to net-out investments in countries whose exchange rate fluctuations al o arc 

highly correlated. After netting-out the currency exposures, the hedging for the entire 

portfolio could then be based on the currency specialists' knowledge and expertise on 

how the foreign currency markets are fluctuating in relation to the domestic currency of 

the portfolio at a given point in time. This system is used in international transactions by 

multinational companies and involves reducing fund transfers between affiliates to only a 

netted amount. It requires the firm to have a centralized organization of its cash 

management (Bogusz, 1993 ; Shapiro, 2002). 

1 here arc basically two form s of payments netting. These include bilateral and 

multilateral netting. Bilateral netting invol ves the transfer of a netted amount between 

t\ o affiliates. Bilateral payment is valuable only to the ~.· h.:nt th< t . ubsidiarics sell bncJ... 

und forth to euch other (Shapiro 1978). Multilall:ral ncttin, invo iY ~.: s the transft: r ot a 

netted amount among thn.:e or more ;trtiliall.:s. 'J h~.: u s~.: pa m~.:nt nt:ttin • n:du ·c..·s th\: 

phy ·ical 00\ f fund · from one uh idiary to ~moth r. A a result. mea ur, lie Cll ·ts ·u ·h 

a · the cost of purcha ing foreign c::chnnge. the op rtunit ' c t of the ll tl tt (tim . in 

tran ·it) and other tran action co t arc minimized or eliminated. 

up to reduce the co ts as cia ted \\ ith inter-affiliate h t 

bu ine tran actions. 'I he pa) fT fr m multilaternl n ttin 

to thei r c.· pcnsc T3ogu z, 1 3· hapiro 20 - . 

taking o Pr ,p:t ·nH·nt 

I th Ulurc rate lin lly pn.: i • lh 

tt ing ) h: m~ ar • ·t 

ull ' Ill 

Ill n th ~ 



This method affords the supplier the greatest degree of protection and it is normally 

requested of first-time buyers whose credit worthiness is unknown or whose countries arc 

in financial difficulty. If currency is thought to appreciate, then prepaying enable the 

company to pay at a lower rate. 

2.7.3 Leading, Coincident and Lagging Economic Indicators 

There are 3 categories of economic indicators that can be used to analyze the foreign 

exchange market's direction, each with their own significance. Economic indicator 

involves a broad spectrum and they can be classified; Leading economic indicator, 

oincident economic indicator and Lagging economic indicator. It is difficult to rank 

which types of indicators have the most weight in foretelling the course of the economy, 

and subsequentl y, its impact on currenc) market. Leading economic indicators have been 

showing re liab le fo resights in the past to help investors make crucial im estment 

decisions. 

I cad ing economic indicators ar\: major key murkl:rs that shift in .1dvann ahl::td t 1 thl: 

cc n m . A good l.!xamplc o a leadin ' economic indic·ttor i th ~tt1ck m.ukd . 1 sto ·k 
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they are due when a currency is expected to appreciate. A lag strategy involves delaying 

c~llection of foreign currency receivables if that currency is expected to appreciate and 

delaying payables if the currency is expected to depreciate (II ill , 2001 ). Leading and 

lagging involves accelerating payments from weak-currency c untrie to trong-currency 

countries and delaying inflows from strong-currency to weak-currency countries. 

However, lead and lag strategic can be difficult to implement. The firm must be in the 

position to exercise some control over payment terms. Leading and lagging is a zero-sum 

game; that is, while one party benefits, the counterpart loses. Thus, the benefit gained 

from taking advantage of exchange rates may be outweighed by the cost of losing 

business due to the zero-sum nature of this method. The practice of leading and lagging 

ha developed as one of many methods of hedging against adverse impacts of exchange 

rate movements. 

2.7.4 Hedging\ ith J) ri ati c. 

l· inancial dcri vati vcs - foreign e:changc, int ~.; n.:st r, h.:, and commodi ty th.:ri vati\'t.:s _ an.; 
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contract. Gay and Nam (1998) find that firms with enhanced investment opportunity sets 

use derivatives more when they also have relatively lower level of cash. Their results 

show that firms can and do use derivatives as one strategy to maximi 'e shareholder value. 

Guay (1999) concludes that firms using derivatives to hedge, and not to increase entity 

risk. Firm risk declines following derivatives use. I laushalter (2000) shows that 

companies with greater financial leverage manage price risks more extensively. I lis 

results also show that larger companies and companies, whose production is located 

primarily in regions where prices have a high correlation with the prices on which 

exchange-traded derivatives are based, are more likely to manage risks. Berkman et al. 

(2002) show that size an<..l leverage are the main explanatory variables for deri atives use 

in both industrial and mining companies in Australia. 

Although many firms and individuals usc dcri ativcs as part of an overall stratcg) to 

tntlllagc the varioUS financial risks they ntce (e.g. intCI\:st !"alt..: ri k, for~.:i •n t..:Urt\.'11t: • nsk, 

commodity price risk und cquity pricc risk). miMt c of these derivative instntmcnts 

results in huge losses of scvcml comp·mic . Kmpin ky 1998 md Sin 1h (I 999 lis ·u 
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US and European firms in managing their risks including long-run exchange rate 

ex.posures (Jalilvandet al., 2000; Bradley and Moles, 2002). 

2.7.5 Forward and Futures ontracts Techniques 

Typically, the variou hedging techniques available to mitigate exchange rate fluctuations 

for an international expo ure are meant to be used for a specified period of time to hedge 

known cash inflows or outflow against adverse movements in the exchange rate. For 

example, an importer wants to specify the cost of goods that are being imported in order 

to set the price to sell them in the US. The imporier wants to lock in an exchange rate for 

when the goods are delivered and payment will be due. An international real estate 

investor might want to establish the value of rental income to be repatriated on a given 

date or an investor may want to lock in the purchase price of an international investment 

from the time the.: offer is made until the transaction is closed. The most common)) used 

hc.:dging instruments in the.: international fin ncial markets an.: rhc t rwnrd or futures 

contra ts. h>n: urd contracts an.: nc..:gotiull:J contract~ • vailabk 0\'~o:r-thl:·<.:ounkr and 

usually dm-.: n up by a major linanci<ll institution. 'I) pically. tlH:s<.: instnrm<.:nts ar 

rc..:scr cd for very large, credit-worth clients and contract u1c usu til~ "r ith:n in . 'l'Ss 

of I million. 
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Forward and future contracts work in a similar way- the investor locks in an exchange 

rate and, therefore, the return; so the risk level of the international investment is similar to 

the risk associated with the local market return, unadjusted for currency fluctuations. 

However, to apply this strategy to multi-period investments, such as real estate, a u 
investor would continually need to convert the international property value to a dollar­

denominated value by rolling over the forward contract at maturity. When a forward 

hedge is rolled over, the investor who wants to continue to hedge the investment must 

complete a "close-out" (Kettle, 1985). 

To hedge the entire investment and maintain the investment portfolio in real estate 

beyond the delivery date of the contract, an investor closes out the position held by the 

forward contract by using the spot exchange rate market right before the forward contract 

is to expire. 1 hat is, the old contract is settled with the present spot rate and a ne\ 

ron ard position is created for the next period (Madura and R iff, 1985). A fon ard 

contract involves a commitment to trade a specified item at a sp~.:cifi~.:d pric~.: • t a future 

date. It is a contract made today f(>r delivery of nn nssd at a pr~.:·st dli~.:d tunc in th 
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and references can be found in Baum (1995), Lizieri and Finlay (1995), Newell and 
Worzala (1995) and Worzala (1992). Most of these studies, however, either ignore the 
currency fluctuations (Giliberto, 1990; weeney, 1988) or the researchers attempt to 
acknowledge the risk by adjusting for fluctuation on a quarterly or annual ba is but do 
not explicitly address the po sibility f hedging the currency risk (lludson-Wilson and 
Stimpson, 1996; Worzala and Yandell , 1995; Ziobrowski and urcio, 1991). A series or 
studies that have attempted to examine currency hedging in real estate report findings that 
may be somewhat suspect owing to the unrealistic assumptions which have gone into 
their analyses (Ziobrowski and Boyd, 1991 ; Ziobrowski and Curcio, 1991 ; and 
Ziobrowski and Ziobrowski , 1993, 1995). An Option is a contract that conveys the right, 
but not the obligation, to purchase in a future transaction some under!) ing security or a 
futures contract. nlike in a forward or futures contract the option holder does not have 
to exercise his/her right to purchase the underlying asset. To hedge foreign e. change ri sk 
\: ith options there arc two possibilities which arc options on < sh and options on utures. 

curn.:ncy option gives the right, but not the obli •at ion to buy { r ~ II a :-;p~.:c tfl c cll tT<.: nc 

at a SJ eci fi c price wi th in a sp ·cilic p~.:tiod of tim~.:. While ' m~..:rican options I.'Un 1\: 
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2.7.7 A back-to-Back or Parallel Loan 
A back-to-back or parallel loan involves two firms in different countries arranging to 

borrow each other's currency for a specified period of time. At an agreed terminal date, 

the two firms return the borrowed currencies. In the case of a real estate investment, a U 

company wishing to buy an office building in London locates a British firm wanting to 

invest funds in the U A. Avoiding the exchange markets entirely, the American company 

borrows dollars for the Briti h company and the British company borrows sterling for the 

Americans. The two loans are of equal value at the current spot rate and are both held for 

the same period of time. Interest and principal are paid in the local currency of the loan 

(more than likely from income generated from the investment) and at maturity the loans 

arc repaid in the local currency (more than likely from the proceeds of the sale of each 

building). Neither loan carries with it the foreign exchange risk and neither loan needs the 

approval of any governmental body regulating the availability of foreign t:xchang . 

I lowe cr, one p011ion of the investment in this scenario, the; apprc iation o cr the holding 

pcriod, is not locked in and is subjct:t to t:urrcncy fluctuations. 

2.7.8 Application of 'urrcnc 'Swaps 
urrcncy \ ap · opl!ratl.! in a imilar fa hion to a parallel loan and otTer i •nilic mt 1 1n, 

term advuntagl.!~. With thi hedging trategy the inv lor eith r find 
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initial exchange (Tygerson, 1993). Currency swaps require the party receiving the 

currency with a higher interest rate in that country's currency to pay the interest to the 

counter party at a rate that represents the intere t rate differential between the two 

countries. Currency swaps provide an opportunity for customers to balance currency 

resources in situations where there are excess funds in one currency and shortage of funds 

in another (Evans and Malhotra, 1994). 

Madura and McCarty ( 1989) indicate that currency swaps may be too sophisticated or 

intimidating to most companies and often require extensive documentation. Currency 

swaps operate in a similar fashion to a parallel loan and offer significant long term 

advantages. With this hedging strategy, the investor either finds another investor in the 

host country that is willing and able to swap the cash flows or they use a dealer to S\ ap 

out the cash flows. It is more likely that a dealer or financial intermediar) \\Ould be used, 

since it is unlikely that there would be two real estate in esters with propcrti~.: of stmilar 

price and yield in tht.: two countries. 'J here arc three sets or cash flo" whkh th investor 

must consider, the initial invcstnH.:nt, the p~.:riodic cash flows. and tht.: sale at th~o: end uf 

the period. If tht: periodic cu h flow arc krHmn with ccrtaint~ or nrc 1 lnivd~ st tl h.:. 

then thl! initial invc ·tmcnt and th periodic Hm' can b " II d ~ that th 

arc c mplctely protected from any advc e currency flu tuati n . 111 m t di 1 ult 1 h 

110\ to protect is the sale price at the end of the peri d. 111 initial im tm nt i 

but any appreciation a ociated with the inve tm nt \\ill till ubj t t the ri k 

oci ted \ ith currl!ncy fluctuati n . 

. 8 Lmpiri .II n \I \ . 



to find the determinants of foreign exchange rate exposure of multinational corporations 
(Faff and Marshall, 2005). The current work follows this line of research and attempts to 
contribute to the following areas, by: Taking a broader, cross-functional perspective; it 
adds marketing, operations management, and strategic planning to the traditional 
financial perspective for the analy i of F REX. Thi is relevant, since: the literature 
suggests that these areas hould participate in the assessment and hedging ofF REX; 
and most previous studies have focu ed their analysis on the use of financial hedging 
instruments. 

Looking at operations in emerging markets, specifically in Latin America, where Europe 

i the largest foreign in estor. This is another difference, in the sense that this study 

focuses on companies from developed countries with foreign in estments in emerging 
cc nomics ( hoi and Kim, 2003). This is relevant as the conditions for the use of 
financial hcdging instrument (the traditional approach) in cm~..:rgin, nh rkcts arc different 
than thosc in tkvclopcd countrks and, th~..:rcfon:, the.; nct.:d m~..:r •t.:s t stud· alt~.:rn:ttiv~..:s. 
'I hcsc diffi.:rcnt conditions cun b~; scl!ll in th<.tl currl!ndes from tlll!t •in • c.;ounttics l'(lllld 

be difficult t hedge due t the high co t · or the non- .·i · t~o;IH.:<: I eith ·1 f)l"\\Ul i ll 

cunene · option· . \ ap arrangement rna ' be difficult to 

market for ·wap in n pecilic currency .bnerging m rk t ' 

involve in c tments in bmnd development or ther 

currencie may affect the pcrfom1ance nd the pr fit ilit) o 

the urrencie due to hi her rotc o intere t in 

in d • lope c untri 
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commitments in order to minimize the impact of unfavorable potential outcomes. The 
risk ·manager's choice of the different types of hedging techniques may, however, be 
influenced by costs, taxes, effects on accounting conventions and regulation. The 
different types of hedging techniques are di cussed below. 

Dufey (1972) suggest another line of reasoning that foreign exchange risk management 
does not matter because of certain equilibrium conditions in international markets for 
both financial and real assets. These conditions include the relationship between prices of 
goods in different markets, better known as purchasing power parity (PPP), and between 
interest rates and exchange rates, usually referred to as the International Fisher Effect. 
I Iowevcr, deviations from PPP and international Fisher Effect can persist for 
considerable periods of time, especially at the level of the individual firn1. The resulting 
variubility of net cash Oows is of significant as it can subject a firm to financial distress 
or even dcf'ault. 

cc rding to Logllc ( 1977), translation ~.::posun.: can ~.: man. •cd by adjust in' tun 1 
flo\ • exposure netting and entering into forward contract by cn:atin • u h 11 p siti m in 
the foreign currency u ed to mea urc a sub idiaric income. I th fon.:ign cun ·n " 
dcpr ciatc against home currency, the adve1 e im act on the n tid t d in~ , 111 ~,.. 
tatement can be offset by the g, in on the h rt p ition in that urren 

1adura 1995) indicate that thcr re \ ariou .n 1 

limin t ure. It c n u 

c rnitle th m t 
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The other teclmique is through currency option, this refers to the right but not the 
obligation to purchase or sell currencies at specified prices (exercise price) within a given 
period of time. Currency put option provide the right to sell a specified amount in a 
particular currency while call option provide right to buy a particular currency. 

Madura (2007) indicates that, before electing the above techniques, a firm should 
compare the cash flows that would be expected from each technique along with reduced 
risk associated with the hedging. Hedging teclmiques can vary over time, as the relative 
advantages of various instruments may change over time. Shapiro (2007) documents that 
firms may opt for a currency swap which is an agreement to exchange one currency for 
another at specified exchange rate and date. 

Alder ( 1984) economic exposure can be managed by balancing the scnsiti\ it of re enues 
• nd expenses to exchange rate fluctuations. To accomplish this, ho\\~o:\ er, the firm must 
first reco •niz~;s how its n;vcnm:s and e:penscs 'rc atfcch.: l b 'L'.'chan •~.: rak tluctuatit ns. 

orton ami Malindrcto ( 199 I) concurn.:d, ~ uggestin • that hed •in ' economic c. 1 )sur 
require· di cr i tication f production. ra\ material ourcc . and OJ I: I tions md 
diver ificati n of financing ource . 

'guyen and J·aff (2002) argue that levemge, ize and liquidity lnl rt Ill H I 
a cia ted "ith the deci i n to u c deri' ativc . l u an fin th t 
hed ing tr. tcgic allow firm t avoid the d 
th ir int m 1 c h now e u I to th ir in' e tm nt n 
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international trade (import and export). Micro financing Institutions (MFis) are defined as 

institutions whose major business is the provision of microftnancc services. Their aim is 

to become sustainable and expand their micro finance service . Micro finance is the supply 

of loans, savings, money transfers. insurance, and other financial services to low-income 
earners. MFls which encompass a wide range of these financial service providers that 
vary in legal structure, mission, and methodology offer these financial services to clients 

who do not have access to main trearn banks or other formal financial service providers. 

In the field of international finance, it is renowned for its bottom-up approach, because of 
the main role of Non-Governmental Organizations (NGOs) in the launching and the 
development of the sector, with the financial support of donors. Microfinance is not a 

recent phenomenon in Ken) a· This is due to the fact that some of the current informal 

sector practices such as money lending, Rotating avings and redit Associations 
(R AS). date back to ancient societies in Kenya and el cwhere. 

2.9 onclu"ti()n 
A nation's balance or p<tymcnt has an import.tnl cff\;ct on th\; c. ch,tn'\; t,th; of it~ 
curn:nc ·. Bills of ex chan •c, drafts, ch ck , and telegraphic <mh:r at th 

of pa •ment in international transaction . 'J rading in foreign e. ·chan ' i the mt> m by 
"hich values arc establi hed for comm ditic and manufactured g d ilnJ m d lt 

c.·portcd bet\ cen countric . In trying to explain the flu tuation 

cvcral thcorie ha\·c been advanced that link bet\\e n d m i n infl ti n, 

intere t rat and c:changc rate . If a fim1 c n imp! m nt ri th. 1 
eliminate the ri k I bankruptc) it nti II. 
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The purpose of this literature review has been to review the various factors influencing 

the f~reign exchange risk management practices. This study has generally highlighted the 

various foreign exchange risk management practices. The knowledge of this information 

shall be used in data collection so a to meet the objective of the study. 

However most of these studies have focu ed on foreign exchange risk management 

practices in developed nation whose financial position is different from that of Kenya. 

The ones done in Kenya have focused on different industries other than the MFis. Thu 

there is no literature focusing on various foreign exchange risk management practices by 

MFTs in Kenya. This study therefore seeks to add literature on the various foreign 

exchange risk management practices by MFis in Kenya. 



3.1 Introduction 

CHAPTER THREE 

RESEARCH METHODOLOGY 

This chapter discusses the methodology that was used in gathering the data, analyzing the 
data and reporting the results. Ilere the re earcher aims at explaining the methods and 
tools that were used to collect and analyze data to gel proper and maximum information 
related to the subject under study. 

3.2 Re earch De ign 

This research wa an exploratory study carried out to find out the foreign exchange risks 
facing the microfinance industry firms in Kenya, management instruments and strategies 
used by the lirms and to determine their effectiveness' based on empirical e\ idence. This 
design \ as chosen becausl! it provides insights into and comprehension of an i. sue or 
situation. bxploratory n.:scarch is a typt.: or research conducted bccaus~.: a problem has not 
bt.:cn ckarly ddined. 'I ht.: desi •n will ht.: usdul 111 c.kscribin 1 th~.: characteristic!' of th~.: 
firms nnd <.ktermining tlw f'n:qucnc or c uttribul~.: or lh~.: study. 

. Population 

arget population 111 stnti tic i the pecitic p pulation a ut ''hi h infi nn ti ,11 j 
<.lc ired. cording to 'gcchu 20 4 . a populati n i a ' ell 
ervicc . cl mcnt event hot 

finition en urc th l p pul ti n of int re ul. ti 
m re reprc nuui in t m I mp1 
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3.4 Sample Population 
The population of interest in this study comprised MFis in Kenya. There arc 46 MFis in 
Kenya as of September 2010 (AMFJ, 2010). Thus the study conducted a census survey 
owing to the small number or micro finance institutions in Kenya. 

3.4 Data Collection 

Qualitative primary data was u ed for the study. It was collected through self-detailed 
administered questionnaires that were constructed using open ended, close ended and 
Likert type of questions. The structured questions were used in an effort to conserve time 
and facilitate easier analysis as they were in immediate usable form; while the 
un tructured questions used so as to encourage the respondent to give an in-depth and felt 
response without feeling held back in revealing of any information. 

'I he qul!stionnai n:: was administered to the treasury managers. finant:t: man lCrs , risk 
managers or ~..:quiva knt m <IIW •crs who an.: invnlvcd in ford '11 ~.: . chan'~.: risk mana '~.:m~.:n t 
in the sd cctcd fi rms using a drop and pick la tct t ~.:chniquc . l·olhm -up at:tiviti~.:s indudcd 
arc telephone call s. e-mai l ami walk in . 'J o allow r~.:a onablc time to the rcs1 mtknt • 
thn:c \...-cck · were.: ul lo ttcd for filling the que tionnaire . 

.4.1 Rc liabi lit · and alidit · of Rc arch In trum nt 
'l 0 c tabli h the validity of the re arch in trument th re arch r 
expert in the ticlu of tuuy e pccially the re rcher tu 
fi cilit ted by th · necc ary rcvi i n nd m 

nh n v lidity. 
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reliability . The pilot study enabled the researcher to be familiar with research and its 
administration procedure as well as identifying items that require modification. The result 
helped the researcher to correct inconsistencie ari sing from the instruments, which will 
ensure that they measure what is intended. 

3.5 Data Analysis 
The primary data collected from the questionnaire was analyzed using content analysi 
and descriptive stati stics such as measures of variation and measures of central tendency. 
The descriptive stati stical tools helped in describing the data and determining the extent 
u ed. Data analysis will use statistical tools such as SPSS (Version 17) and Microsoft 
excel to generate quantitative reports through tabulations, percentages, and measures of 
central tendency. The results were presented in the form of frequency tables, charts and 
graphs when! necessary. The data analysis method employed \ as quantitative in nature 
usi ng descripti e stati stics whl.!re frcqu ncy and percentages were applied. he n.:sponse 
from the n.: pondents wen: usi.!d to an ' cr the res~o:\lrch qu~.:stions \\'hkh \\ere the 
idcntif ing instruments of'hcdging in thc microlinanc~: industry in Kcnya 1 • tinst tot ·i ,11 
curn:nc ri ·k · unc.l the c:tcnl the c in trumcnt arc u ·d. U in • th • un i 
frequency di ·tribu tion, the mo t ignificant i ue in each c.ategol') lf facto 1 " 1 
identified and ranked. 

Th Likert c·1le wa u ed to anal ze th~.: mean core nd t ndard d i ti n thi h~.: lp 
in del nnining th c ·tent to \a.hich finn u e h d in t 

UIO p hi 
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CHAPTER FOUR 
DATA ANALYSIS, PRESENTATION AND INTERPRETATION 

4.1 Introduction 

This chapter presents analysis and findings of the tudy as set out 111 the research 
methodology. The data ~as gathered exclu ively from questionnaire as the research 
instrument. The questionnaire v as designed in line with the objectives of the study. 

4.2 Demographic information 

4.2.1 Number of employee in the firm 

Thi ection aimed at establishing the number of employees in the firms. Findings from 
the tudy rc\'calcd that a majority of the firms had 501 to 750 emplo ees comprising 42 
p~.:rccnt while 32 pt.:r cnt had 251 to 500 employees. 12 percent had 1 to 250 employees. 

Fi~urc 4.1 umh •r of mployccs in the finn 

,. . ,.._ 7 1·1000 14 1' ... \ ·~ 

501-750 

251·500 
32 

1·250 12 
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JU r t•: • u n f~.' J)a ta , (20 111) 
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Figure 4.2 Ownership of the company 
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, ourcc: Sur c Data, (2010) 

4.3 International Trad · Status 
4.3.1 Ratin~ of financi~11 ri sh 

Wholly loc.:J IIy 
owned 
46% 

In this scctton, th~ study airnl.! I nt c tabli hin' thl.! n: p~md ·nt wtin • of various tinm~ial 
ri ·k · from highly risky to nc 1 1i 'iblc ri y. Rc ult reveal d that mo t r mdcnt ·ih.· i 
thnt credit ri ·k ' a · the mo t ri ky financial ri k ·ho\\11 by a m an of 1. • foil '" d l , 
exchange ri k (I .I 0) and inflation rate shown by a mean o 1.9. 



4.3.2 Frequency of foreign transactions 

This section aimed at establishing the frequency of foreign transactions. Findings from 
the study revealed that most companies had weekly foreign transaction sh wn by 42 
percent while 24 percent had daily foreign tran actions. 16 percent had quarterly foreign 
transactions while 12 percent had monthly foreign transactions. 

Figure 4.3 Frequency of foreign tran action 
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60 percent while 20 percent cited that the finance manager was responsible for the risk 

management department. 1 0 percent cited that the accountant and the chief executive 

officer was responsible for risk management department. 

Table 4.2 Person responsible for the ri k management department 
-

Frequency Percent 

CEO 4 10% 
Finance manager 8 20% 
Accountant 4 10% 
Risk Manager 24 60% 
Total 40 100% '--- -- --

ource: urvey Data, (201 0) 

.t.4.2 J>rohl m.· ncountcrcd in managing foreign c change ri k 

'I his section aimed at establi hing the ari u problems cncountcn.:d in man. •in, for j , 11 

c. change risk. Results depicted in figure 4. rcn:akd th·tt mo ·t companil.; m:r f~ll:t.:d 

various prohkms which includcd frequent changes in c.·changc tate slHm n by 4 ... 

percent. rdaining cu tomer huwn by 28 percent, tluctuation in demand f11r c ·rt tin 

foreign currency hown by 12 percent. In addition 1 0 rcent w r fi d b) , ttin , th~ 

current foreign rni: a a pr blem. 

I• igur 4. J>robl m n ount ·rl'd in m. n. gi ng or i n 
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4.4.3 Management of foreign exchange risk 

This section aimed at establishing the various ways m which the companies mange 
foreign exchange risks. Results depicted in table 4.3 revealed that mo t companies 
managed foreign risk through price adjustment, delay of payment when foreign currency 
are strong and delay accelerate when weak, Forward covers, Use swaps, Netting and 
price negotiation shown by means of 1.03, 1.05, 1.66, 1.80, 1.83 and 1.96 respectively. 
The least used methods of foreign risk management were prepayment/ Advance payment 
and bbuying and saving cun·enc) in advance shown by means of3 .0 and 3.1 respectively. 

Table 4.3 Management of foreign exchange risk 

Price adjustment 

Dday pny m~.:nt whc.;n 

fC.m.: ign curn.:ncy an.: 

strong and ddi.l 

accelerate when 

weak 

I·orwurd cover~ 

~~--~-.~----.-~----~----~--~ Mo t I Moderately Least Not at all 
u ed u ed used 

Mean SD 

40% 40% 13% 7% 1.033 .9643 

1.500 1.106 

65% 7% 12% 

63% 25% 7% 

85% 9% 3% 3% 

73% 21~ 3Vo 



4.4.4 F inancial instrum e nts used by the firm s to h ed ge a gainst foreign 
exchange risks. 

The study further revealed that the firm practiced currency hedging. Thi ecti n aimed 
at establishing the various financial instruments used by the firms to hedge again t 
foreign exchange risks. Findings from the study revealed that most companies used 
currency swaps and currency options a financial instruments to hedge against foreign 
exchange risks shown by 84 percent and 70 percent respectively. 48 percent used forward 
contract while 44 percent used futures contract as financial instruments to hedge against 
foreign exchange risks. 

Tabl 4.4 Financ ia l in t ru m ents used by the firm to h ed ge aga ins t 
fo1·eign cxchang r i. k~. 

F inanc ia l ins tJ·um nt used 

us~d to prot~ct 
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Figure 4.4 Percentage of foreign currency denominated purchases that are hedged 
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Figure 4.5 Ways in which the firms measure foreign exchange risk exposure. 
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Figure 4.6 How often the firms measure the success of exchange risk 
management policy 
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CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

5.1 Summary 

The study established that credit risk wa the most risky financial risk followed by 

exchange risk and inflation rate. n the topic of frequency of foreign transactions, the 

study revealed that most companie had weekly foreign transactions ( 42 percent) while 

24 percent had daily foreign transactions. 16 percent had quarterly foreign transactions 

while 12 percent had monthl) foreign transactions. 

The study revealed that ali the compames had a documented foreign currency 

man. gcment policy. In addition, the study revealed that a majority of the companies had 

n risk management dcpartrnenlf section. On the topic of the p rson respon iblc for the 

risk m, nagcmcnt department the study revealed that in maj rity of the firms, tht: risk 

mana 't:l' \\'Hs rcsponsibk f(ll ri k management department compri in' . lio\\e \'~;t, in othl.'r 

firms. the finance manager nnd the <tccount·tnt \\'<Is n.:sponsiblc fm the risk mana •~.:m~.:nt 

de( 'trtmcnt. 

I he tudy further revealed thnt mo t companie were fac d with vari u pr bkm in 

mana 'in ' fi reign exchange ri k \\ hich included rcquent hange in 

retainin' fluctuation in demand for certain forci nd 

current reign mix. n th i uc 
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In addition, forward contract and futures contract were also used as financial instruments 

to hedge against foreign exchange risks. 

On the topic of the various ways in which the firms measured forei gn exchange ri 'k 

exposure, the study established that most firm s measured foreign exchange risk exposure 

through fluctuation in demand, !irm market value analysis and through exposure through 

decrease in market share. 

On the issue of how often the firms measured the success of exchange risk management 

policy, the study revealed that most firms measured the success of exchange risk 

management pol icy semi annually and annually. In addition, a number of firms measmed 

the success o! exchange ri sk management policy on a quarterly basis. 

5.2 ondusion 

'J h study eoncludcs that thc.:n; were urious foreign l.!."c han '1.! risk mana '~o:m~.:n t 

practice adoptl.!d b micro lin<mcc in titutions in Kl.!nya. 'J h~o::-;1.! indtH.h.:d pric · 

adjustment, dc la of payment when fb rcign currency wa · :>trong and delay accelerate 

when wcnk. ton ard cover ~ , use of ·wap ·. citing and price negotiation. 'I he least u c 1 

m thod of foreign ri k management were prepaymen d ance paym nt and uyin , nd 

m•ing currency in advance. 

he tudy urther conclude that th microfinan in tituti n h 

v n u m th d o m a urin n in 
nd po un: thr u h in 

. I{ · m m ·ntf tlim\ 
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zero and increases the firm value accordingly. 

5.4 Limitations of the Study 
The researcher encountered various limitations that tended to hinder access to 

information sought by the study. These included: 

The researcher encountered problems of time a the research was being undertaken in a 

short period which limited time for doing a wider research. However the researcher 

countered the limitation by carrying out the research across all Micro finance institutions 

in Kenya which enabled generalization of the study findings. 

The respondents approached were reluctant in giving information fearing that the 

information sought would be used to intimidate them or print a negative image about the 

MI· Is. lh~: n:searchcr handled the problem by carrying with him an introduction letter 

from tht: University and assured them that the information they gave would be treated 

confi<.kntiall · and it\ as to bc used purely for academic purpo 

'I he n.:sc:m:lll·r also l'llc.:ount~.:r probkms in eliciting information ti·om thc 1 spon<.knts as 

the information requin.:d wa ubjcct to area of' ll:clin' . emotion . attitudes and 

p rccption . \ hich could not be accurately quantified and /or verified objt: tiYely. 1 hl· 

r earchcr encouraged the re ponden to participate without hold in 1 ba ·k the 

informati n they had a the re earch instruments did n t b ar their name . 

I ck of ufficient ftmds limited the n: ·archer from cce in II th in tituti n 111 

'cnya to collect data fot study. TI1e re earch r ho e •er limite him I 1 th 

fin n in timtion y of und . 

lJ I I ci Jn fit fuJiht•J 'lll<l., 

10 



REFERENCES 

Amott, R.D., Henricksson, R.D. (1989), "A disciplined approach to global asset 
allocation", Financial Analysts Journal, Vol. 44 No.2, pp.17-28. 

Batten, J., Mellor, R., Wan, V. (1993), "Foreign e change risk management practices and 
products used by Australian firms", Journal of International Business tudies, Vol. 
24 o.3, pp.557-73. 

Baum, A. (1995), " an foreign investment be successful?", Real Estate Finance Journal, 
Vol. 12 pp.Sl-9 

Baum, A., cholicld. A. ( 1991 ), "Property as a global asset", Centre for European 
Prop~rty Research, Reading. 

B nnri, Y. (1990), "Optimal asst:t mix and its link to changing fundamental factors", The 
Journal ofPortfolio M<magcmcnt. Vol. 16 o.2. pp.ll-18. 

Blnck. 1·. ( 1989), "Univcr al hedging: optimizin' currency risk and rC\\<ltd in 
intcmati na1 portfolio "' r· inancial lllly t Journnl. Jul)- ugu l. pp. l -22. 

131ack I·. Littcrman R. ( 1992), " Jabal p rtf olio optirnizati n" Finan i I n. ly~t 
Journal. ptc.::mber- ctoher. pp.28- 3. 

B gu z R.J . 1993) "'I he renai sancc o netting' , J oumal o 

V I. 1 1o.3, pp.l 0-13 . 

B I . 

hn t 



Clark, E., Levasseur, M., Rousseau, P. (1993), International Finance, International 
Thomson Business Press, London, . 

Cowdell, P. (1993), "Foreign exchange risk management", Banking World, Vol. ll No.6, 
pp.49-51. 

Dennis, M.C. (1993), "Exporters can choose different terms of sale", Business Credit, 
Vol. 95 No.6, pp.40-l. 

Einzig, Ilistory of Foreign ~xchange (2d ed. 1970); I. 

Eun, C .. , Resnick, B. G. ( 1988), "Exchange rate uncertainty, forward contracts and 
internati onal portfolio selection" , Journal of Finance, Vol. 43 No.1, pp.l97-215. 

I·vans, J.S., lath tra, O.K. (1994), "Understanding cross-currenc} S\ aps", Banhers 
Mafat.i nc, Vol. 177 o.2, pp.55-9. 

h ttcmi , A nnd daum. M (2000), Risk Management Practices of 1etman 1-inns -
ln tcrn:ltionul Management. Vol 2(> o.3. 

1-atcmi. A. (2000), "Risk management practice of crman firm ··.Vol. 26 ~o .. pp.l-17. 

I·owlcr f·. I< 93). urvey Research Method . 'age, ewbury Park 

iliberto . I. ( 1990), " Jlobal real c tate ccuritie : ind 

portfi li ", nlomon Br thers, Inc.,. 

I urn " tmt i m 111 g m nt e.-chan 

pp. -72. 

hn un • n", 

ri 

11 I I 

1 I. 



Hauser, S., Levy A. (1991), "Optimal forward coverage of international fixed-income 

portfoiios", Journal of Portfolio Management, Vol. 17 No.4, pp.54-9. 

Hill, C.W.L. (2001), International Business: ompeting in the lobal Marketplace, Jrd 

ed., Irwin/McGraw-IIill, Boston, MA, . 

Hudson-Wilson, S., Stimpson, J. ( 1996), "Adding US real estate to a Canadian portfolio: 

does it help?", Real Estate Finance, Winter, pp.66-78. 

Jacques, L. ( 1981 ), "Management of foreign exchange risk: a review article", Journal of 

International Business tudies, Vol. 12 No.I, pp.81-101. 

J, lilvand, A.. witzer, J.A., 1 ang, C. (2000), "A global perspective on the use of 

dcri·1ativcs for corporate risk management decisions", Managerial Finance, Vol. 26 

No. , pp.29-38 

Jorion P. ( t 989), "Asset allocation with hedged and unhcdgcd f'on.:ign sto ks and bonds", 

Jomnal of' Portfolio anagcmcnt, Vol. 15 o.4, pp.49-54. 

Kcttcl, B. 1985), A Businc ·sman's uidc to the I·orcign ~.-change 1urkct. il':in 11m 

Bo k , Bo ·ton. MA. . 

Lizieri ., Hnlay, L. (1995 "International property p rtfolio trate ie : p I m 
opp rtunitie ",Journal of Pr pcrty aluation & lnve tm nt, Vol. 1 .1 p . -- L 

urn J. 

. . 



N. Abuaf and S. Schoess, Foreign-Exchange Exposure Management (1988). 

Newell, G., Worzala, E. (1995), "The role of international property m investment 
portfolios" , Journal of Property Finance, Vol. 6 No.I , pp.55-63. 

Pasmantier, A. (1993), "Hedging foreign exchange exposure" , Journal of ash 
Management, Vol. 13 No .6, pp.36-43. 

Pickford, J (2000) Mastering Risk. Vol2 N.y:Prentice Hall 

Popov, V., Stutzmann, Y. (2003), How Is Foreign Exchange Risk Managed? An 
·mpirical tudy Applied to Two Swiss Companies, University of Lausanne, 

Lausanne, . 

p pov, , Stutzmann , Y. (2003), Ilow Is Foreign Exchange Risk Managed? An 
bmpirical Stud Appli ~.:d to 'I wo v iss ompanie , ni\'crsit of Lansann~.: , 

Lutts tnJH!, • 

Primll, .R. ( 1976), l·on.: ign xchun g~.: Risk, Wiley, London .. 

Redja G. J 998), Principles of Ri k anagcmcnt and In urance ddi on- \\ ·sl y, 't:" 
York, Y . 

Ricci 1 rri on J. 1996), "lntcmational working capital pro ti rtunt: 
200", ·inancial Practi c n I Education. ol. 6 o.2 pp.7-20. 

hmit J •• , R th ti cne o ri m m p ti 

In unm c, V I. 57 . , pp. 5 -70. 

II II 



Shapiro, A.C. (2007),Multinational Financial Management, 9th ed,Wiley, New York. 

Showers, J. (1988), "Hedging the currency exposure of foreign subsidiarie : strategic 
issues", Working paper by the Bond Portfoli Analy i roup, alomon Brothers, 

Inc.,. 

Sweeney, F. (1988), "20% in property- a viable strategy", Estates Gazette, London, 

Taylor, A.M. (2002), "A century of purchasing power parity", Review of Economics and 
tati tic , Vol. 84 No.1, pp.l39-50. 

Taylor. .M .. Taylor, M.P. (2004), "The purchasing power parity debate", Journal of 
l;conomic Perspectives, Vol. 18 No.4, pp.l35-58. 

'I he fi·it;,m howth and pportunity Act (AGOA) website, (online) 

http ://\\\ ' .ngoa.info . 

'I g~rson. K.J. (19 3), I· inanci:.tl Markets and ln ·tituti n ·: anagcrial ppr )ach, 1st 
ed., 1 'cw Y rk: Harper oil in · ollege Publi her ·. Y. 

bindi , Billy (2006 A urvey Of t·oreign ·xchange Ri k 1anag m nt I ti B) 
I orl:X Bureau In Kenya npublished 1BA project m e 

We ·Ier, F md mental of Intern tiona) Ec nomic 2d ed. I 72 · 

on ·n II 

I i k ·po ur f nu turin 
7- 17. 

, In 

r1 



Worzala, E. M. (1994), Overseas property investments: how are they perceived by the 
institutional investor? Journal of Property Valuation & Investment, Vol. 12 No.3, 

pp.31-47. 

Worzala, E.M. (1995), "Currency risk and international property investments", Journal of 
Property Valuation & Investment, Vol. 13 No.5 , pp.23-8 . 

Wu, Y. (1996), "Are real exchange rates no stationary? Evidence from a panel-data test", 
Journal of Money and Banking, Vol. 28 pp.54-63. 

Ziobrowski , A.J ., Boyd, J.B. ( 1991 ), "Leverage and foreign investment in US real estate" , 
Journal of Real Estate Research, Vol. 7 No.1, pp.JJ-58 . 

7iobro" ski, J ., urcio, R.J. ( 1991 ), "Diversification benefits of U real estate to 
fon.: ign in estors", Joumal of Real ~state Research, Vol. 6 No.2, pp.ll9-42. 

Ziobrowski, A L /iohrowski IU . ( 1993 ), "IIcJging forei •n invcstnl\.: nts in U ' r~:a l 

estate with cmn.;ncy swap ", Journal of Rt:al b tatc Rc carch ol. R 1 \l. l . pp.27-

54. 

Ziobrow ki. A.J , /iobrowski, B.J . 1995), ''Hedging foreign in\'e tment in ' r .11 
e t te with forward conuact ",Journal of Property Valuation · lm e tm nt. \: ol. l 

o.l. pp.22-43. 



APPENDICES 
Appendix 1: Introduction Letter 

June 2010 

............................................. 

P.O Box ................................. . 

Nairobi. 

Dear ir/Mndam 

I , m a stud~nl at the Univcrstty of Nairobi pursuing a Masters of Business Administration 
program. 

Pursuant to the prc-n.:quisitc course work, I would like to conduct • rcs~.:ar h project on 
I OIU.IG E. ' IIA ;It. JH . 'K MA AGEMI .. T PR ~Tl ~ I~.S OOPTLO BY 
11 ,R<HI \ '1•. I SlTI 'I 10 .' I . I he focus of m • r~.: card\ is th~: 
icrofinancc in ·titution in Kenya and thi · " ill involve u c of que::;tionnair~ 

admini tercd to member of the management team. 
r kindly eek your authority to conduct the research m thi in tituti n thr u •h 
que ti nnaire and u e of any other relevant document available t complt:t thi lll ; . I 
ha e enclo d an introductory letter from the m r h). ' ur hi hl_ 
alu d. ·1 h nk / u in ndv nee. 

ith •II , 



Appendix II: Research Questionnaire 

Part A: General information 

1. Name of the company (optional) 

2. Posi tion of respondent 

3. Years served in the company 

4. Number of employees in the firm 

1-250 

251- -oo 
501- 750 

751-1000 

) vcr I 00 0 

5. !low long hus the firm bccn in cx i ·tcncc? 

6. What is the O\ ·ncr hip of the company? 
\ ' h lly locally O\ ned I } 
J·oreign owned [ ) 

Fordgn-1 c, I owned ] 

7. 



Part B: International Trade Status 

1. Please rank the fo llowing financial risks from highly risky to negligible risky as 
shown in table below: 

- -,-- -Highly risk Ri ky Moderate Les ' ri ky Negligible 

Inflation rate 

Exchange rate 

Credit ri sk 

Stock prices 

2. What percentage of foreign denominated transactions to total transactions? 

00-20% [] 

20-40% [l 

40-60~~~ [] 

60-HO% [I 

H0- 100% r J 

What i the frequency of your foreign transaction·? 

Daily 

Weekly 

1 nthly 

u ncrly 

mi- nnu II 

I llll lly 

rei 

l 
] 

) 

] 

) 

ll 
lJ 
I 



60-80% 

80-100% 

[] 

[] 

Part C: Management of Foreign Exchange Ri k 
1. Do you have a documented foreign currency management policy? 

Yes [ ] 

No ] 

2. Do s the company have a ri sk management department/ section? 
Ye 

No [ 

If ans\ cr in 1 abovl: ts yes, who IS responsible for the ri sk management 
dcpnrtnH.: nt? 

I· 0 

Joinanc~.: manager I 
ccountant [ 

Ri k l anag~r 

thcr (sp ·cify) ........ . 

What arc the problem encountered in managing oreign · hnn n 
·requent chanllCS in exchange rate 

R t inin cu tome 

ttin th n 

nin, th 

r n in 

I ·r 

[ ] 

( l 
[ ] 
( ) 

1 



5. How do you manage foreign exchange risk? Rank in order of extent of use. 

Not at all Least used Moderately used Most used . 

Price adjustment 
Delay payment when foreign 
currency are strong and delay 
accelerate when weak 
Forward covers 
Use swaps 
Set off against affiliated 
parties (Netting) 
Price negotiation -
~a)'ment/ Advance p~yment 
Buy and save currency 111 

advance 
'--

6. Docs the firm practice currency hedging? 

r l No [ ] 

7. If the answer nbnvc is y . kindly tick the finan<.;ial instn1m nts us~..:d l y )'\) 11 

finn t > hcdgc against rorcign cxchangl.! risk'? 

i) f·orwarJ contract. (I used to protect known contractual ca h flow~. uch ' 
:po ed lran actions 

11 l·uturc contract. (Arc contracts that specify deliv ry o ti. · d qu 

iii 

foreign currencies on a set delivery date in th future th t ret 
rganiz.cd market) 

urr n y option . cont 

l J 

[ ) 
t I l th 

l I 



8. Please rate the percentage of use of the following instruments? 

0-20% 20 -40% 40% -60% 60%-80% 80%-100% -Forward market 
Future contracts 
Currency options 
Currency swaps 

Others 

9. What percentage of your foreign currency denominated purchases are hedged? 

00-20% [] 

20-40°/o [] 

40-60°1o [] 

60-80°1o [] 

80-100% n 

10. I o you hedge.; all pcn positi ns immediat ly or do ou h d 'C onl 

thos · positions for which you expcct a curn:nc · loss ' hill: kavin' 

open positions fi r which y u cxpcct a curn:ncy gain? 

i) Hedge all open po ·ition · immediately 

ii) I ledge only those po ition \ here currency lu 

11 . Hm d es your finn mea ure foreign c. change ri k ~ · ure? 

ctual ca h no\ analysi 

Joinn m rkct lue n ly i 

J lu tu ti n in d rn n 

[ ] 

[ 1 
[ 1 
I 1 

. ·p ted l 



12. How often does your firm measure the success of its exchange risk 
management policy? 

1. 

11 . 

111. 

IV. 

V. 

Monthly 

Quarterly 

Semi- annually 

Annually 

None at all 

[ ] 
[ ] 

[ ] 

[ ] 

[ ] 

THANK YOU FOR YOUR PARTICIPATION 



Appendix III: List of r egistered MFis in Kenya 

1. AAR Credit Services 

2. ADOK TIMO 

3. Agak.han Foundation 

4. Barclays Bank of Kenya Ltd Micro finance Department 

5. Biashara Factors Limited 

6. BIMA 

7. Blue Limited 

8. anyon Rural rcdit Limited 

9. 'hurtis Insurance 

10. ' 1( Insurance 

II. Co-op~mtiv ' Bunk 

12. 'ha c ank-Rafiki Deposit taking Microfinance Ltd. 

13. bquity Bank 

14. hmlu Kenya 0 I\1 Limited 

15. Fu ion apital Ltd 

16. rcenl, nd I·cdha Limited 

l7.J miiR ta 

. Jit em h rn 

. Jitc em ru t 



24. Kenya Eclof 

25. Kenya Entrepreneur Empowerment Foundation (KEEF) 

26. Kenya Post Office Savings Bank 

27. Kenya Women Finance Trust 

28. Microensure Advisory Service Limited 

29. Micro Africa 

30. Mol) n Credit Limited 

31. OIKO REDIT 

32. pportunity Kenya 

33. Pamoja Women Development Programme 

4. Ren~wablc Energy Technology Assistance Programme (R ~ AP) 

5. Rupia Limited 

36. Sdcct Manageml!nt Services Limited 

7. 1.'1){) 

38. 11::. 1' 

39. ontact 

0. ·1 ifa Option 1icrofinance 

1. · I ticrofinance Limited 

2. Y uth lniti Live Kcny . 

• Y hu Lnt r ri n rvi 

• R mu I t • 

I t 


