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The main objecti e of thi re earch tud i to identi and anal e the characten tic of 

Micro-finance ln titution I ) operating in Ken a o as to as e the uitabili of a 

regulatory framework. and the form that it can take. ln order to meet thi objective. the 

infonnation ought for the tud wa collected through the u e of a que ti nnatre, 

admini ered to a ample of 0 micr -finance in titution in Kenya. Out of thi ample, 

"0 re pondent 60% , completed the que tionnaire and have provided the information 

u ed in thi report. 

The re earch tudy has found out that 3 7% of the organization interviewed were 

regi tered as limited companie while 4 % were regi tered a non-governmental 

organizations, dispelling the fear that private companie cannot mobilize funds from 

donor agencies for charitable work. Although the eight different Act under which the 

1 are registered have facilitated innovation and flexibility in performance all the 

re pondent agreed that there i an urgent need for regulation of the ector. The actual 

fonn of regulation needed i till h we er, controver ial with the majorit (50% of the 

re pondents preferring to be regulated b the ociation ofM.icro-finance In titutions. 

The Kenyan MFI ' characteristic are imilar to tho e of imilar in titution in other 

countrie i.e. the existence of MFI inve tor with non commercial intere t, dependent on 

don r funding and the client group with highJ concentrated portfolio . The e 

characteristic , though call for a different form of regulation from that applied to 

traditional banks. have partly been a hindrance to the regulatory proce s. The tudy found 

viji 



that the dominant haracteri ti that hinder re lation are tar etin low-inc me as et 

le clien . extending un e ured loans b ed on group guarantee and 

apitalization b don r The t u f ~hi h particular characteri ttc do upp rt 

regulati n can n1 be examined n the ba 1 of the type of regulation being pur ued a 

organization to be regulated by the BK will have to fulfil different condition from 

th e bein regulated through a third part or 

To take depo it , I are required to ati fy capital adequac , as et and management 

quality, earning and liquidity requirement otherwi e known as CAMEL. Forty three 

percent 43% of the re pondent interviewed have never heard of the AMEL tool yet 

rho e w ho have were reluctant to ugge t po ible level for the component of the 

c L tool 

The tud ha identified ix regulatory grouping and ba eparated in titution that 

operate more like rotating aving and credit societie and/or that are ba icall projects 

managed by regi tered churche a Type I MFl requiring no formal regulation. MF 

s at infancy stage or old one till hea ily dependent on donor funding are 

categori ed as Type IT MFT requiring elf-regulation. Type m Organization are tho e 

with credit onl operation and forced depo it operation to be regulated by A.MF1 or a 

licen ed third party orgaruzation T pe I MFI repre enting Deposit taking MFis to be 

regulated by the entral Bank. ype MFI repre ents avings and credit co-operative 

ocietie undertaking MF busine to be regulated b the Department of a-operative 

ix 



It 1 n t certain how man ' of the \lffl " i hing to take depo it will meet the 

reqUirement that rna be tmpo d b the BK Ten percent I 0%) of the re pondent 

cho e to go for depo it takmg and hence be ubject to BK regulation However. gi en 

the limited human. technical and financial re ource , the BK rna need to e tabli h 

' hich and how many 1F1 it can effectively upervi e or the number that they wi h to 

encoura e to be regulated 



I. I 

l. 1 uod 

Ken a h a well-de eloped mancial e tor, provtding I 0% of Gro D me tic Product 

( DP in 1997 ullei Bokea. 1999 ln March 199 there were 17 different type of 

financial in tltution including c mmercial bank , 16 n n bank financial in titution 

B I , 7 hire purcha e ompanie , 4 merchant bank . 39 in urance companie , 2 

inve tment advi ry finn , 20 ecuritie and equit brokerage firm , a tock exchange, 

bureau a ocial ecurity y tern, numerou pen ion plan 4 building ocietie , 2 

m rtga e finance companie , 10 devel pment finance in titutions, a postal a ing bank, 

and 2,670 aving and credit ocietie CO ). 

De pite the rapid expan ion of the formal banJcing ector. a large number of poor 

Kenyan involved in micro and mall enterpri e have been left out of the main tream-

bankin ector which con ider the informal ector to be ri ky and not commerciall 

viable utlei & Bokea. 1999). The local micro-finance organization have attempted to 

till thi gap b using new technology t deliver ervice to the poor while borrowing 

from the experience of rameen Bank of Banglade h, Bank Rakyat of lndone ia and the 

Banco ol Bank ofBolivia ( BK Report, 20 0). 

JCr -finance invol e the provi ion of thrift credit and other financial ervices to the 

po r and mall cale enterpri e to enable them to upport their productive activitie and 

therefore rai e their income and living standard . More than I 00 micro-finance 

organization and a few commercial bank provide financial ervices to Micro and mall 



m rpn m Ken a D ndo. _ooo . ut _o . ut f the e timated I 0 

Ken a. practice nucr -financmg xclu i el · minimali t appr ach while the re t practice 

it al ng ide cial welfare acttvit1e inte rrated approach) 

Th e 

Rep rt. 

ha e howe er. operated with ut proper policy or legal framework BK 

ompame 

. Exi ing 

ct. Bankin 

a ing Bank ct. T ru tee 

are perating under eight different ct . amel , 

ct. cietie ct. a-ordination Act, Po t Office 

ct. the Building ocietie ct and the a-operative 

oc1e ct The lack of appropriate regulation to guide their operation , ha led to a 

di er ity in in titutional form. inadequate governance and management capacity, limited 

utreach and limited acces t fund A a re ult, an unfavourable image and poor 

performance tandard continue to hinder the growth of the ector. 

The 19 9 baseline urve undertaken b entral Bureau of tatistics (CB indicated that 

there are about 1 3 million Micro and mall Enterpri es Es emplo ing nearly 2.3 

mi llion per on 29% of the country' t tal employment. The ector al o contribute 1 % 

f the erall GOP and 2 % of non-agricultural DP though only 10.4% of the ector 

recei ed credit and other financial ervice . 

ince th publication of the e ional Paper o.2 of 1992 and the 1999/2000 Finance 

·ru ter' Budget peech. a number of trategie have been put in place to upport the 

ector. he e include trategie geared towards identification and application of le 

tringent collateral requirement , and addre ing the attitude of formal financial 

2 



in ti uti n 0 -regulation int re t rate ha al o i ted the perati n mechani. m of 

micr -finan e eviden ed b the licen ing f - P Bank in Jul 1999 

full _ -fledged icro-fman nit has b en e tabli hed in the entral Bank f Ken a 

BK t monitor acti itie f mi r -finance rganization The A ociation of Micro-

finance In tirution I ) ha been regi tered b the Government to Liase with it and 

ther ta eholder in de elopmg regulatory and accounting framework for the ub ector. 

has drafted the first icr -finance Bill 2001, that will eek inter alia , to 

e tabli h an avenue for MFl t be reco nized as equal player in the financial ect0r and 

to create a mean for them to acce dep it 

T facili tate regulation and up rv1 1on f MFI , a ltered approach that recognize in­

appropriatene of the exi ting banking legi lation for the regulation of the pecialized 

activi tie of the micro-finance and diver ity of the in titution engaged in the un­

regulated ector, has been recommended . The three tier approach con ist of informally 

con tituted MFI , formall c n tituted credit only MFI and formally constituted depo it 

taking MFl 

The ·cro-finance Bill. when enacted will empower BK to licence, regulate and 

upervi e formall con tituted I intending to take depo it from the general public. 

J 

pecific performance parameter will be developed to facilitate upervision of thjs group 

f Is. The Banking Act will al o be amended to pecifically allow and recognize that 



1FI h en d u nder tier _ an t ke 

ollateral ued t loan contract 

l.2 he Re earch Problem 

m a limited wa m the form o ca h 

an u tatement ha e been made in Ken a, b both the practitioners and the 

g \emment on the need to regulate the micro-finance ector. To thi end, the government 

ha alread initiated a number of tep to facilitate tru move including. regi tering 

and the drafting of a ~icro-finance Bill . Therefore. there i already a belief 

am ng the practitioner that there are benefit to be deri ed from being regulated. 

Further, the high competition among the pia er and the limitation in donor funding the 

main ource of fund for MFI , lead , almo t ine itably. to preference of regulation a a 

a of acce ing fund and e ·panding outreach 

The deci ion whether a MFI h uld be ubject to regulation or not depend on a number 

of factor ogel ( 1997 li t the e to include profitability. management information and 

control y tern . mmercial bank . ogel argue . are ubjected to external auditing and 

bank e amination . which require certain traditional standard e.g. --- audited financial 

tat ment and evidence of c IJateral . which are not applicable in the area of micro­

lending o el advise policy maker con idering the regulation ofMFI to recognize the 

difference in ri k characteri tic of bank and MFI . 

tudie carried out earlier in thi area ha e gi en contradictory result as some upport 

regulati n while other do n t. (2000) argue that the creation of a special 



regulat rv wind w for 1 probabl. premature in countrie Without a critical rna f 

hcensable I hn ten AID nference, 1 97 ad i e that. although 

tru turall different from traditi nal financ1al in utution , bank uperintendenci mu t 

e tabli h distinct rule and pr cedure for their over ight. with equally rigorou 

tandard 

Gallardo 1998 ob erve that the blanket regulation of MFls ha the potential to 

di coura e innovation and hinder fle ibili po ible with informality and that regulation 

do not nece aril correct market efficiencie in di criminating su tainable and non­

viable provider of micro-finance ervice and it doe not guarantee again t the failure in 

operation . of regulated financial instituti n . 

GAP (2000) argues that the ab ence of a pecial licen ing regime for MFis is not the 

binding constraint to the development of micro-finance. Rather, the bottleneck i the 

carcity of MFis that are not dependent on continuing availability of ub idies that can 

operate profitabl enough to be able to pay a commercial cost for a large proportion of 

their fund without decapitalizing them elves. In developing countrie , elf- upervi ion, 

ace r<ling to the report ha a long hi tory of failure. and i highly unlikely to work for 

MF1 

Ro en ard. Rai, Dondo & Oketch ( 1999} ad vi ed that, without dra tic and ubstantial 

modification of current operation of MFI in Kenya, the BK regulation and upervi ion 

ofMFl would mo t ljkely title rather than fo ter the growth of micro-finance in Kenya. 



The \1i r -finance, like th bankin_ ctor, fi nn an important economic ector in an 

econ m and it performance i hence important The foregoing paragraph have 

highlighted the ar ment ad anced for and a ain t the regulation of MFI Thi re earch 

tud identifie and analy e the chara teri tic of MFl ' operation in Ken a and 

the uitabiJity for a regulatory fram ' ork applicable to the e in titution . 

1.3 bj cti e of the tud 

The tudy will · 

1. Identify the characteri tic of the local MFls that may upport or hinder the 

regulatory proce . 

11. Identify appropriate regulatory approache that could be uitable to MFI m 

Kenya 

1.4 ignificance of th tud 

The findings of the study will · 

6 

i. Provide comprehen ive material that would a ist policy makers and regulators 

in critica!Jy anaJysing the ba i for adopting varied regulatory measures for the ector 

11. Provide information to practitioner and donor in under tanding what i involved 

111. Provide guideline to MFl wi hing to re iew aJternative regulatory option and 

information on the effect n a MF1 when it become regulated 

Be valuable addition to the e i ting body of knowledge in the micro-finance 

ector 



2.0 

2 I b 

v \\t 

li r -finan e In titution in n. a 

ond 20 0 tra ed the hi to of \1 I in en a to the mid-1950 when the Joint Loan 

Board chem was e tabh hed to pr ide redit to indigenou Ken an with rnaJl 

trading bu ine u ' anga 1999 tate that micro-finance activitie in Kenya tarted 

in earl 1970 . that i , after the 197 _ lL eminar Report on emplo ment. lnitiall 

upp rted b church ba ed in tituti n like ational ouncil of hurches of Ken a 

0 . the programme were ad h c and done 

additi n to ther cial outreach pr ramme 

In the 19 0 two other pecialized rganization i.e. Kenya Rural Enterpri e Fund (K­

REP and Ken a omen Finance Tru t (KWFT) began operating. The e organizations 

were heavily ub idi ed, relied mainl on donor funding and used the integrated (credit 

and training approach to a i t micro-enterpri e . They extended mall loan without the 

requirement of tangible collateral 

The "minimalist' approach wa adopted b a number of I in the 1990s and other 

ancillary activitie like training were either topped or hived off into eparate 

progranunes. ore pecialized product ba ed organization emerged in the e tor a 

man church ba ed organization died ut or collap ed due to lack of funding. The mo t 

promjnent in titution that emerged were Pride-Kenya and Faulu-Kenya. K 

e tabli hed the mall Micro Enterpri e Program ( MEP while ARE created WEDCO. 

ln March 1999, K-REP became the fir t MFI to convert to a commercial bank. 



2.2 baract ri ti of . 1i r -finan In titution 

Drake and ter 1992 the llowin on ~l 'The Board i compo ed of 

individual with intere t in devel pment It et parameter for operation but pend 

little time revie\ ing the arne The g emance i ue for the board are not well defined. 

lient are mainl individual operatmg micro and mall enterpri e (M E ) " hile 

apital i mainly provided b donor thr ugh rant for loan , training and operational 

co t . The method for financial ervi e invol e initial te ting with mall group , and 

thereafter. combining credit and training with focu on project de ign, outreach and 

taffing. Financial management in ol e low le el of ophistication with imple 

bookkeeping, though lately, a number are computeri ed. Many MFl have elf­

ufficienc difficultie and high operating co " The e characteristic mark an important 

difference between a micro-finance in titution and a formal commercial bank. 

hri en 1997 argue that wi hing t be regulated hould transfonn from living 

on donor fund to living on borrowed fund ' . hristen narrate further that, a ucce ful 

Mfl hould have a clear vi i n· acce to funds through demonstrated viabilit and 

u tainability; quality performance: high quaJit tandardized product that can be sold to 

the banking communi ; abitit to appl AMEL ba ed tool (capital adequacy, a et 

quali . management, earning and liquidity ; good information, auditing and control 

stem 

The AMEL ba ed tool applied in the IO etwork has proven to be a powerful 

impetu to improving the achievement of programme as it allow the compari on of 

8 



performance m n finn and en mpetition lthough thi approach ha not 

yet reached a rated agen t of xerc1 • it ha et the ground fi r the under tandin of 

the perf rmance of an in tituti n in a manner that would c nvince the fmancial mark t of 

it bankabili 

WI ha e hi her admini trati e co t than fi rmal c mmercial bank and hence charge 

higher intere on l an though an efficient MFI can ea ily co er uch co t 

e i tence of high loan delinquency can lead to faster lo · of equity due to lo s of interest 

in orne meant to co er such co t n the other hand in i tence on tangible ecuritie 

rna_' eliminate potential client that MFI aim at erving 

2.3 efinition and Objective of Financial Regulation 

ogel ( 1997 define financial regulation a a body of principle , rule , standard , and 

compliance procedure that appl to financial in titution . Financial upervi ion involve 

examination and monitoring of the organization for compliance with financial 

regulation . Prudent regulation help to a oid a banking cri i and maintain the integrity 

of the payment 

efficienc 

tern, protect depo itor , encourage financial ector competition and 

Drake and Atero 1992 tate that the objective of financial regulation include the 

achie ement of external balance that affect economic activity, the allocation of financial 

resource to priority area , the pre ervation of the afety and oundne of each financial 

m titution and the maintenance of public confidence and smooth functioning and 



inte rit f the financial market The regulatory frame ork, like the abo e, i however, 

often develop d for the fonnal financial ector and thu d e not recognize the peculiar 

circumstance and methodolog1e requir d b the nucro-finance ector While regulation 

are imp rtant in en uring that th player maintain acceptable tandard , the current 

regulatory framework in Ken a limit acce to financial ervice a mo t micro-finance 

organization are unable to offer aving ervice , which could pro ide them with a 

cheaper ource offmance for their lending perations. 

report f the Ta k Force on upporti e Polic and Regulatory Framework for Micro­

finance, publi hed by the India ational Bank for Agriculture and Rural Development 

( ABARD in 1999, note that. regulation could be provided for the main purpo e of 

protecting the intere t of small aver , en uring proper tenns of credit and financial 

di cipline. in tituting a proper reporting tem and achieving orderly development. 

GAP Occasional Paper o . 4 20 0 tate that although formal credit and aving for 

the poor are not recent inno ation , the pa t two decade have een the emergence of 

powerful technologie for developing micro-finance ervices. Much of thi innovation 

ha been pioneered by GO , who typicaiJ do not have a legal charter authorising them 

to engage in financial intermediation. 

Man participant in olved in th e di cu ions are however, motivated by different 

objective that include: looking for wa s to fund them elve u ing regulation as a means 

to pr mote their busine and improve their operations means to expand aving erv1ce 



to th p r. p d up em rgen e u tainabl 

b rr \ er fr m high intere t rate- har ed b 

I • protect depo itor . prote t 

1 , to improve coordination and 

upervi ion of clamping d wn n b ther orne foreign funded and 

to et up a legal tructure for provi 1 n of loan to the poor Yet. according to the author, 

"e perimentation with micro-finance upervi ion i o recent that we cannot rely much 

on hi torical result to guide u " 

right 2000 argues that donor . defen ive and ri k aver e by nature would hate to be 

a ociated with poor people loo ing their aving , and therefore eek the mo t 

con ervati e approach which i u uall orne form of government depo it guarantee 

which in tum 'neces itate " entral Bank regulation and upervi ion. 

2.4 pproach to Re ulation 

Ledgerwood 1998 gi e the three approache to the regulation of MFis a elf 

regulation. where the indu try develop its own upervi ory body; full regulation under 

ex.i ting law or e tabli hment of pecifi law applicable to MFl and lastly, regulating 

MFI b regulatory authoritie while contracting a third party to perform supervi ory 

functio n . 

Berenbach & hurchill 1997) note that a great diver ity of MFI in in titutional type, 

cale of operation , and le el of profe ionali m complicates the regulation of MFI . 

The recommend five approache to regulation. The: e are no regulation· pure elf 

regulati n, the hybrid approach " here a third party is contracted to perform some or all 

II 



f th upervi ory function . regulati n within the e i ring law and establishment of a 

pecialized law p cific to 1 . The • indicate that many technique and practice u ed 

b till in the e perimental tage hence the need for flexibility in the regulatory 

approach 

The Indian Task Force on upporti e polic and regulatory framework for MFls tate 

that the regulation of MFl rna cover regi tration of an ct a MFI re erve 

requirements, compliance with prudential accounting n rm , and direction in re pect to 

operations and reporting y tern , wrule upervi ion rna compri e on-site inspection and 

off- ite upervi ion. 

Ledgerwood ( 1998) argue that at a minimum five i ues need to be considered when 

regulating and upervising The e include: mirumum capital requirement; capital 

adequacy, liquidity requirement: a et quality and portfolio diver ification. 

The current model of regulation and upervision of financial institution (according to 

agel is the AMEL approach. Vogel (1997 note that wrule capital adequacy a set 

quality earning and liquidity can be mea ured easily management can be quite elusive; 

and hence difficult to mea ure. lrorucall however, management is at the heart of micro­

lending. on equently, approache to audit regulation and supervi ion have to focu on 

tern --- the availability of information on loans on a day-to-day basis, ound 

procedure for dealing with bad loan , or erring loan officer . 

12 



ntributor in P 20 0 argu that mall c mmuni ba ed intermediarie . for 

example. mall financial c op rative hould not be prohibited from ta ing dep 

impl ' becau e the_ are either to mall r r r,emote to be upervi ed effective! 

R engard. Rai. Dando & Okech (1999 while illu trating K-REP' experience, indicate 

that BK hould examine its licen ing tandard for the establi hment of micro-finance 

bank in Kenya and in additi n con ider po itive incenti e to conform with AMEL 

bank oundne requirement b the active di emination of tran parent AMEL criteria 

and tandard of micro-finance bank 

agel (1997 argues that everyone would agree that micro-enterpri e finance 

intermediarie are ignificantl different from commercial banks. However, they would 

not nece ariJy agree whether thi implie more strict, lenient (including no regulation at 

all or identical regulation due to the overriding concern of creating ' a level playing 

field'' . 

While a number f author G P. 2000) believe that the future of micro-finance lie in 

a Jicen ed etting, which i the only etting that will permit mas ive, su tainable delivery 

of financial ervice to the poor, the i ue of who should be regulated remain a 

ontentiou i sue as people eem to be coming up with different an wer in different 

c untries. 
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irkpatrick & aimbo (_00 1 argue that , five year after the notable paper b Berenbach 

and hurchil 97 on micro-finance regulation and upervi ion, the appropriate Je el of 

government upplied regulation in the indu try remain unclear. Although ub equent 

literature has ucce sfully identified the basic option a aiJable to regulator , literature i 

et to establi h a clear core principle which national regulator can tran late into pecific 

performance benchmarks, guideline , rule and regulation 

Kirkpatrick & aimbo (200 1) advocate for a regulatory and supervisory framework that 

reflect the evolving micro-finance agenda They argue that, while there is a long 

tanding con eo us that acce to financial market is important for poor people, there 

exists an on-going debate on the most appropriate type of institution and the method of 

deli ering financial markets to the poor. 

2.5 Risk Proftle of Micro-finance In titutioos 

An appropriate regulatory approach would be based on an understanding of the ri k 

profile of MFls and the legal and in titutional framework of a given country (Berenbach 

& hurchilJ, 1997). In orne circum tance , it may be necessary for the regulator to a si t 

the MFls to manage their risk profile effectively. According to Ledgerwood J 998), 

although MFis hold many risk features similar to those of commercial banks e.g. liquidity 

problem arising from a m• match of maturitie , term tructure and currencies, the ri k 

feature of MFls differ ignificantl from tho e of commercial banks. Thi is due 

primarily to MFl client base (low income and a set Jess clients requiring smaiJ loans), 

lending model (small unsecured loan for hort tenn based on character or group 
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guarant e and their ner hip tructure hich capitalized by don r rather than 

commercial in estor owner 

hile regulation i intended t en ure afet of depo itor fund ~ maintenance of public 

c nfidence in the y tern , br adening of the funding base of MFI and allowance of 

integration of MF1 into the financial ten\ upervi ion of MFI i expen ive and 

requ1re pecialized experti e different fr m that of commercia] banks. MFI may be 

required to hare the upervi ion co t and their upervi ory taff will need pecialized 

training in MFI operation . In addition depo it taking involve potential risk of lo 

hence MFI intending t take deposit mu t be regulated and supervi ed. 

Kirkpatrick & Maimbo 200 I) quoting a tin et al ( 1999:9) argue that the micro-finance 

agenda ha gone through three era . The e are, the ub idi ed Agricultural redit era 

( 19 0 to 1970s . the Micro-enterpri e era (1980 to 1996 and the Micro-financial 

ervice era (from late 1990 . 

During the period of the ub idized Agricultural era, the donor through the public ector 

and GO . took the lead in providing financial ervice to the poor that i the small and 

manrinalized farmer . u ually men, who e poverty could be overcome using credit with 

relaxed collateral requirement and ub idi ed intere t rates. t the time, according to 

atin et al ( 1999 , private ector in titutions avoided thi ector due to high ri k 

as ociated with lending to the poor. However. the high default rate among farmer 

ide pread politici ation of the lending proce , low intere t revenue high cost 
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rucrures and o erall po r in tituti naJ de 1gn pre ented the participating organization 

fr m becoming financ1all viable thu mo t were abandoned after year o public 

financial upport 

emi-fonnal in titution becam prominent between 19 0-1998 when the poor were een 

a mo tly female micro-entrepreneur with no as et to pledge. new lending approach. 

referred to collective! as micro-finance was developed by registered GO or bank 

with pecial charter to lend mall amount to individual and group u ing ba ic loan 

apprai at technique and a variety of technique to moti ate repayments, recognizin 

that. de pite lack of collateral, the poor could repay their loan if provided with the right 

incenti e e.g. access to additional loan . 

The Micro-financial ervice era emerged toward the end of 1990s when there were 

increa ing volumes of literature critical of MF practi e particular! due to the failure to 

meet the need of the poorest of the poor. In Kenya for example less than 700 000 out of 

an e timated 9-l 0 million poor people have acces to finance. ritics contend that current 

MF model that rely on pre-detem1ined group ize and graduating loan amount at pre 

a rreed rate and repa ment date b truct the development of a full range of ervice and 

product that the poor people want. arne! , flexible aving and depo it facilities, loan 

for education and health, micro-in urance and line of credit (Wright, 2000 . Wright and 

other argue that the traditional Grameen style must move away from the micro­

enterpri e era to micro-financial ervice era, where emphasis i not impl on providing 

credit on flexible term , but rather on providing avings a well as insurance facilities. 
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'right - 0 10 a m re fl ibl appr a h to a ti itie and growth that i 

effecti e but n t re tricti e regulato ry tern e. the e abli hment of a Depo it 

Protection cheme like one uatemala redit nion Rating gency that encourage 

di lo ure which aUow the public to we d out poor performer , a a ing Guarantee 

Foundation that en ure that MFI depo it monie are kept in identifiable bank and a 

arket D riven Depo it ln urance that allow banks to indemnify depo it and the tate to 

moni tor the uitability and acceptability of contracts between bank and MFI . The above 

approache . though inno ative, are aid to utfer from information a ymmetry, ad erse 

election and moral hazard problem that will require further research. 

2.6 Re ulatory Framework 

The Oxford dvanced Learner' Dictionary define Framework as a structure giving 

hape and upport, a social order or tern, a et of principles or ideas u ed a a ba i for 

one' jud ement and deci ion . All the case can be con idered within the framework of 

exi ting rules. 

Gallardo 1998) argues that a good framework for ecured tran action can permjt banks 

apital market in titution and unrelated in estor to re-finance loan that have been 

made b mall- ized micro-finance institution . Without a workable framework for 

ecured transactions formal and inn rmal 1 cannot 'bundle account receivable 

with a chattel paper to erve a acceptable collateral for loan to MFis from commercial 

bank capital market instituti n and inve tors. Drake & Otero, 1992 tate that a 



finan ial tern operate wtthm a regulato frame ·ork that upervt e bank operation 

and e tablisbe prudential rut 

2. Practical ampl 

The ummari ed e ample belo\! e cept the Kenyan one) have all been extracted from 

the G Occasional Paper o 4 of pril 2000. 

i) Rural Banks in the Philippine 

of eptember 1997, 824 Rural Bank. were erving half a million relative! poor 

clients. The e bank had onl 2% o the banking y tern ' a et and depo it but 

made-up 83% of the in titution that the entral Bank had to upervise. upervi ion 

of Rural Bank ha tied up 0% of the entral Bank' upervi ion staff and at rime 

budgetary resource . In the 1990s one in every Rural Bank had to be shut down, 

merged or re tructured to reduce upervi ion co t 

ii) ln February 1996 the olombian Bank uperintendency is ued a capital call 

requiring the Finansol, a licen ed MFl' wner to re-capitalize it within 60 days due 

to e ca1ating loan problem Donor agencie proved either unwilling or unable to help 

with the re-capitalization Thi uncertainty cared private investor away. Ultimately, 

Finan ol could onl be a ed becau e, the government, Finansol 's principal creditor 

was forced to urrender mo t of its debt in return for hare of equity in the bank. 
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m ln anda, the o perati e ank had a maJI micr -finance portfolio lodged in 

e eral and-a! ne agen ie entenary Rural De elopment Bank ( ER EB a 

pe ialized micro-finance bank. wa willing to acquire me of the e agencie when 

the o- perati e Bank coUap ed. but as the proce tretched out for other , the1r 

port olio tarted to unravel and ER EB ' as no longer willing to pick them up 

iv In 1992, the lndone ian Banking ct authorised two different bank type · 

commercial banks (Bank mum) and peoples' credit banks Bank Perkreditan 

Ra.k.)'at-BPR). By December I 99 , 420 BPR had 4 million clients. Regulation, 

upervi ion and reporting for BPRs are ba ically similar to tho e of primary banks 

rai ing the question of whether the regime i appropriate for very mall banks. 

v) Bolivian' 'private financial funds" (FFP are often held up as a model or 

regulation of micro-finance. What i often overlooked i that this tep was taken only 

after e era! competent financial GO obtained outstanding re ult over everal 

year and after the uperintendenc had gained experience by upervi ing Banco ol, 

a commercial bank that needed no pecial licen e. 

vi) In Kenya. the mernorie of the co!Jap ed banks of 1980 are very clear. Among 

the e wa the Rural Urban redit & Finance Ltd, closed in December 1984 that 

proVIded mall loan to the low income group . Recently, Tru t Bank and Bullion 

Bank ha e joined the li t Man Kenyan may question BK's ability to regulate the 



prop ed I gt en the problem it ha aced o er the ear m regulatin the 

traditiOnal commerctaJ ban 

2. on traint to i r -financ Pro i ion in Ken a 

cordin to B Report on regulation. major impediment to the development of 

micro-finance bu ines in en a include the lack of pecific legi lation to guide the 

perati n of the micro-finance ector Thi has attributed to a number of the con traint 

faced by the ector. For example 

diver ity m in titutional form : alread indicated in ection 1. l, mtcro-

finance institutions m Ken a currently operate under different Acts of Parliament. 

orne leg al et up do not addre i ues regarding owner hip, governance and 

accountability. 

11 Inadequate governanc and management: An individual can et up a mtcro­

finance in titution. Thi leave the burden of diligence on tho e who fund uch 

in tirut ion who may, them elve , lack relevant capacity to over ee their operation . Thi 

ha re ulted in wastage of re ource , unclear governance tructure and even failure. 

iii) Limited outreach. ln 1999/2000 maJor micro-finance in titutions in Kenya 

reached out to only 10 ,04 loan client with a portfolio ofK h . J .9 billion (CBK report, 

Jan 200 1 ixty percent of Kenya' p pulation are poor and mo tly out of the cope of 

m dem banking ervtce . et, although MF1 have been recognized as the mo t 
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imp nant t I of po en all ·iauon onl. 10.4°/o f the eligible micro and mall 

emerpn e recet e credit and oth r tnanctal ervtce 

iv) Limited acces to fund 0 n r uppon i till the major ource of fund for 

Fl !though fe MFI ha e managed to lend the depo it collected from their client • 

the Ia prohibit institution from taking deposit unle they are appropriately licen ed 

under the Banking ct. 
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3. RE H D \ 

The ection below co er the population o the tud the data collection method, the 

pr cedure and the data analy i technique . 

3.1 Population 

The population in the re earch tud compri ed I 0 micro-fmance in titution in Ken a. 

Both uUei & Bokea 1999 and Dando 2000 indicate that the number ofMFI in 

Kenya are over 100 though no literature i available to confirm the exact number. This 

number repre ents the number of institution regi tered with the GO a-ordination 

Bureau a at December 31 , 1999 which had indicated in their Memorandum and Article 

o A ociation that the will be providing micro-finance service . 

3.2 ampling Proce 

A total ample of 50 micro-finance in titution were elected u ing both the May 31 , 

2 0 I BK list and 1997 K-REP Dictionary of MFl in Kenya. 
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i) The BK li t had 17 in titution out f which, 11 (including Post Office 

avings Bank) are member of the As ociation of Micro-finance Institutions 

of Ken a. The PO B wa h wever excluded from the stud as it currently 

onl offers aving ervice . 

11 The K-REP Dictionary had name of 60 in titution . ome institution appear 

in both lists 

Out of the total ample of 50 re pondent , 30 re pondents 60%) completed the 

que tionnaires. Twenty in itution did not participate for various reasons that include 



di ntmued credit acuvtue · due to lack f fundin ... in titution . p or loan 

repa ment - in titution . tran erred redit act1 itie t a pectatized in titution 4 

m titu ti n and peciaJize on! m provt 1 n f techmcal upport to 

rant!! an pro ision to them 4 in titution ) Tw ban and one development 

finance in titution did not find the que tionnaire rele ant while four other in titution 

refu ed to participate in the ud 

To reduce the data collection ost . all the in titution elected except two 

in tltuti n that have made major contribution to the ector but current! based in 

leru and Kisumu re pecttvel had to either be operating or had t~eir head office in 

a.irobi . 

3.3 Data Collection Method 

The tud u ed both primary and econdary data collected from head of the 

their repre entative . The e manager . who are among the policy maker in the e 

organizations. were better placed to know the po ible future directi n of the organization 

and hence whether an m titutton hould be regulated or not 

The data wa colJected u mg a tructured que tionnaire. ample que tionnaire 

developed was pre te ted with t o in titution before circulation to the other re pondents. 

All the que ti nnaire were admini tered u ing the drop and pick method e cept 

que tionnaire for the two organization operating out ide a.irobi which were ent by 

courier to the re pecti e in titutio . 



Part one of the que tionnaire elicited data on organizati nal demographic including their 

legal aru , ize, lending term and a erage annual lending bud et. 

Part tw of the que tionmure a ked the re pendent to indicate whether or not the li ted 

characteri tic were appti able to them and if not to indicate their own 

characteri tics: the eli tribution of the orgamzation' portfolio and an 

pecific 

po sible 

re triction in thi distribution The re pendent were al o to indicate whether or not 

hould be tructured differently from traditional financial in titution operating 

under the Banking Act. 

Part three of the questionnaire tested for an ignificant difference in the five financial 

performance indicator among the player u ing the AMEL tool. The ection al o te ted 

the re pondents' knowledge of the regulatory process and the role of the A ociation of 

icro-finance In titution in Ken a. 

econdary data was ourced from a number of literature material a ailable on previou 

re earch work on MFI , publi hed annual financial tatement of the organizations under 

study and, the Central Bank' Draft Micro-finance Bill and Policy tatement. 
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3.4 Data nal i 

An p tati tical Programme wa u ed in the data anal i The data has been 

pre ented u ing percentage , frequenc table and de cripti e stati tic . The frequenc 

table and percentage are u ed t pre ent the rating of variou item b the re pondent 

as " ell their opinion . . correlati n anal i ha been done to e tablish whether th re 

are tr ng as ociation between the characteri tic of MFI and the appropriate regulatory 

mechani m . An analy i intended to ascertain whether there are ignificant difference 

in the five financial performance indicator among the players u ing the A L tool, 

could not be done due to inability of the re pondent to provide the nece sary data. 
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4. D OB R Tl 

4.1 Law and r e lation affectin ifi ro-fioance In titution 

ated pre iou ly the exi tin MFl in Ken a are operating under eight different Act 

of Parliament BK Report, 2000 The e include ompanie Act, Banking Act, 

ocietie ct, GO a-ordination ct, Po t Office aving Bank ct, Trustee ct, 

Buildin ocietie c~ and the a-operative ocietie Act. Table I below indicate the 

le aJ po ition of the re pendent . 

Table 1: Di tribution of Organization by ln titutional Form 

I. 
2. 
3 
4. 

6. 

Institutional form 
GO a-ordination Act 

Banking ct 
burch Based 
o-op rati e oci ty Act 
omparues Act 

Go rnmeot lnitiati e 
Total 

ompanie ct 

30 

P rcentage (%) 

43 
7 
7 
3 

37 
3 

100 

Thi deals with pri ate companie formed for profit and regi tered as limited uability 

companie , limited by hare or by guarantee . one of the ex:i ting MFls have converted 

to a public company. Only regi tered companie can rai e loans by the u e of debenture . 

The CBK wiU not regi ter a c mpan a a bank or a financiaJ institution unless it i 

regi tered a a limited liability compan with identifiable hareholder . K-REP Bank i 

the only I regi tered a a bank though a number of banks like o-operati e Bank and 

the Kenya ommercial Bank are aJ o offering micro-finance ervices. 
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ii ) ru tee Incorporation ct 

Th1 c ver regi tration of bodie [i rmed b tru tee for religiou educational. literac . 

ani tic, cientifi or public charira le purp e . Tru t ha legaJ per naJit to hold. 

acquire, con e , a ign, tran fer and deaJ with an propeny or intere t belongin to or 

held in tru t Jitegemee Tru t i regi tered under thi ct 

iii) Co-operative ocietie ct 

A co-operative ociety regi tered b the Registrar of o-operati es i a body corporate 

with power t hold property, enter into contract , in titute and defend uit . A co­

operati e mu t have at least I 0 member to be regi tered and no one member may hold 

m re than 20% of the ociet ' hare capital . oting i b ne member one vote and not 

pr porti nate to hareholding a done in companies. Member ' hare capital is not liable 

to attachment or ale. ending i limited to the member hip. co-operative must retain at 

least 2 % of net profit in the re erve fund . They do not take depo its from the public. 

The -operati e Act provide for the regi tration and regulation, by the Regi trar and 

ommi ioner of o-operati e re pecti ely. Kenya nion of avings and redit o-

operati e ociety 0) i the union of aving and credit ocietie m Ken a. 

K 0 i a financin co-operati e and ffer I ans training and other ervice to the 

co-operative ocieties. There are currently over ' 200 co-operative ocieties in Ken a. A 

number of 0 recently pened up "Front Office ervice '. The e office offer 

orne fo rm of banking ervice like aving depo its, and loan facilitie to the members. 
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1\' o-ordination ct 

The operation of GO in Ken a i O\ erned b the o-ordination ct_ I 992 

(original! 1990) The Act define an a pri ate oluntary grouping of individual 

or as ociation not operated for pr fit or for other commercial purpo e but which have 

organized them elve nationall r internationall for the promotion of ocial welfare 

development, charit . or re earch through mobilization of re ource The regi tration i 

done by the GO Registration Bureau. 

An GO i a body corporate and can ra1se mobilize and di bur e fund and other 

re ource for the promotion of the organization objects. It can al o acquire moveable 

and immovable property, ell, di po e ff, lea e or otherwise deal with all or part of the 

property or right of the organization. All property owned by the GO i normally held 

m trust by appointed trustee and cannot be old without the board approval. pen 

di elution the GO' remaining as et have to be di tributed to other organization( ) 

with imilar objectives. 

v ocietie ct 

Communit Ba ed organization B are gra sroot groups whose broad goal are elf 

de elopment. Their trength lie in their ability to mobilize member cohesively, tackJe 

local problems, and eek common oluti ns. BO that wi h to be regi tered can do o at 

the Department of ulture and ocial ervtce nlike GO , they are not allowed to 

w rk acres provincial and di trict boundarie that i their operation are restricted to 

divi ional and di trict boundarie . There i no Act or guideline for the operation of BO . 
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The Department f ulture and ial IVl e impl e ·pect them to adh re trictl to 

their internal constitution a appr ved b member 

vt The Banking Act 

The entral Bank of Ken a BK upervt e the operation of commercial banks, 

financial in titution , mortgage fmance institution • and building ocietie operating 

under the Banking and Buildin ocietie Act . It i respon ible for en Uling monetary 

tability, maintaining ound financial y tern. managing foreign exchange, acting a a 

lender of the Ia t re ort and ad ising the government on monetary i ues. lt i al o 

re ponsible for licen ing of banks and non-bank financial institution . BK' regulatory 

mea ures are de igned to achieve diver e objective namely, macro economic tability. 

Like bank and non bank financial institution MFls registered under the Banking ct 

ha e to adhere to prudential and ther regulatory mea ure et by the BK, including 

financial capability of organizer and inve tors, technical capability of director and 

e ecuti e officer , adequacy f internal control , and the management infom1a6on 

tern 

vii) Building ocietie Act 

There have been recent trend to harmonize the operation of bank with tho e of the 

Building ocietie . a result, a number of banks that formerly had ubsidiary building 

ocieties have re-merged their activities. otable building ocieties that have actively 

entered the micro-finance market are Equity and Farnil Finance Building ocietie . 



viii) Ken a Po t ffice avmg Bank ct 

The enya Po t ffice avin Bank ffer onl rvice . The m1cro finance 

advo ate in Ken a are propo in r that the P B be a micro-finance bank to allow it to 

not nJ accept avings, but al o to extend loan to low income beneficiarie who 

compn e over 0% of it client . The organization i therefore, actively con idering 

di er ifYing into the provi ion f loan facilitie to it cu tomer in an attempt to 

trengthen it elf and to al mobilize m re aving . 

tx Propo ed Micro-finance Bill 

In the propo ed Micro-finance Bill, there is a prepo ition that the regulated institution 

hall not grant loan or credit facility to any end u er, ingle borrower which i in the 

aggregate exceeding I% of it ore total capital. In case of community ba ed rrucro-

finance in titutions the initial loan to an individual hall not exceed Ksh . 0.5 million. 

The Bill further propo e that licensed in titution shaU not grant loan or credit facility 

\: ithout acceptable security and in urance and shaU not grant loan or credit to it 

associate , director taff member or their associate m exce of the limits set above 

and the aggregate awarded hall not exceed 2 % of the core capital of the in titution. 

Owner hip by ingle individual will be limited to 33% of share of the in titution. E ery 

MFl regi tered under the Bill wiJI al o be required to contribute to the Dep it Protection 

Fund 
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One of the main objecti e ' as to identi the characteri of 

rna upport or hinder the r gulat proce . ing the characteri tic pr ided b 

Ora e ter 1992 , hri ten 19 7 and other the re pondent were a ked to 

indicate b ticking e or whether their organization had any of the li ted 

chara teri tic Table 2 below umman the re p ndent ' re ponses. 
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Table 2: na1 i of the baracteri tic of Local MFI 

Respondent response in(%) 
Ye No Not Total 

Characteristics (%) (%) Sure(%) (%) 
1 Provide small loans to poor and MSEs 90 7 3 100 
2 Target low income asset-less clients 87 3 JO 100 
3 Extends un ecured loan on character 60 17 23 100 

grantees 
4 Extends un ecured loan on group 86 7 7 100 

grantees 
5 Capitalized by donors 77 23 0 100 
6 Board composed oflocal volunteers 64 23 13 100 
7 Board beneficiaries to the loan program 13 77 10 100 
8 Uses muumalist approach in its lending 60 17 23 100 
9 Charges high interest rates than banks 23 60 17 100 
LO _Charges lower interest rates than banks 67 15 18 100 
I 1 Have self-sufficiencv difficulties 30 50 20 100 
12 Have a clear vision 97 3 0 100 
13 Have a standardized product 60 33 7 100 
14 Applies CAMEL based tools 30 27 43 100 

Source: Research Data 
Table 2 indicates the common characteristic of MFis in Ken a. Th dominant 
characteri tic includ ' proviston of mall loans to th poor and M E , targeting of low 
incom a et le eli nts, c, tc ion of unsecured loans based on group guarante and 
capttalization b donor . 



b) ther characteri tic 

The re ult of the tud how that th a era e loan ize a MFI i K h . 20,0 0 Thi 

amount i lent out o er an average period of 12 month at 2- % intere t per month . l 

target mainl di ad antaged group that include alaried worker , 199 bomb bla t 

victim , elf help group women. children, the poor and marginalized and micro and 

medjum enterpri es. Their main bu ine activity is credit provi ion, though other 

undertake related activitie like capacity building banking, provi ion of hou e 

improvement loan , advi ory and con ultancy ervices, commuruty health awarenes and 

management of ho tel facilitie . Mo t I target pecific groups/area for example, 

Improve Your Bu ines Ken a working with commercial ex worker in Kariobangi area 

m airobi. hence restricting portfolio di tribution. 46% of the re pendent confirmed that 

their portfolio di tribution were re tricted . The mrun rea ons given for the re :trictions 

included donor condition member hip, Limitation in funding and scope ofbu iness. 

c) icro-finance haracteri tic that Hinder Regulation 

Regulation i only po ible where there are rule and tandard that can be followed by 

tho e bein regulated. upervi ion will involve monitoring organization for compliance 

with regu lation already et Regulation can involve regi tration of an Act re erve 

requirement, compliance with prudential accounting norm and direction with re pect of 

operati n and reporting s tems. The bjective of regulation can be many however, in 

the Ken an ca e the following are con idered a key objectives: instituting a proper 

rep rt.ing sy tern and achjeving order! de elopment· looking for way to fund MFls· 

e tabli hing a means of expanding aving ervice to the poor; protecting depositors; and 
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tmpr vin co- rdinati n and upervs i n able li t the MF characteri ic that are 

on idered as hindran e t the regulat ry pr ce 

able 3: haract ri tic that Binder Regulation 

I Th •No. of 
.hara ten t1c r pond n \\ lth th 

charactenst1cs 
I Providj!_small loans to poor/MSEs 27 
2 Target IO\\ mcome assetlcss chems 26 
3 Extends unsecured loans on character guarantee 18 
4 Extends unsecured loans ongroup Guarantee 26 
5 Capitalized by donors 23 
6 Board composed of local volunteers 19 
7 Board benefic ian of loan programme 4 
8 Do not us~ minimalist approach 111 its lending 5 

9 Charges lower interest rates than commercial banks 20 
10 Ha self-suffici nc) difficulties and lugh op rating costs 15 

II Lack clear i ion I 

12 Lack standardised product 10 

13 Do not appl CAMEL tool in as mg p rformancc 24 

Source. Research Data 

Table mdicate th characteri t1c that hinder the regulation of MFis. The dominant 
characteristics are: targeting low-incom as etle client E . cx1.ending u cured loan ba ed 
on gr up guarantees and capitalization b · donor . 

The abo e characteri tic though common in infant MFI . can be widel found among 

Credit nly MFI intending to be regulated b AMFI. The bigge t handicap to regulation 

beine donor dependenc and lack of unified law to govern the operation of MFI in 

Ken a. earl all are donor ba ed, upported or pon ored ondo 1999). 

Pem rmance of the e in titution are therefore mi ed particular! mce many GO 

operated MFl were not e tabli hed t upport bu ine e but have grown from the ocial 

' elfare background . e tabli hed with the ole purpo e of lending to M on a 

minimali t approach Li ke -REP, PRJD , KWFT and other recording an a erage loan 



r o ery 6% \ auld b much ea i r t regulat 0 nd , 

manage credit programme i a btg hindrance amon 0 

7} Lack of capa ity to 

an tart without pr per 

mana)ement infonnation tern or ualified per onnel Welfare oriented pa 

le salarie than the pri ate ect r. limitin , their abilit to hire quaUfied taff 

d Micro-finance haracteri tic that uppon Regulation 

hristen 1997) advi e that the 0 wi hing to be regulated hould transfonn from 

li ing n donor fund to li ing on borrowed fund . That an in titution with upportive 

characteri tic will be able to achie e a u tainable perfonnance and hence ea ier to 

regulate. " . The author li t down upportive characteri tic to regulation as: a clear 

1 100. acces to fund through demonstrated viability and su tainability; quality 

performance; high quality standardized product that can be sold to the banking 

community· ability to apply the C L based tool: good infonnation, auditing and 

control sy em . The AMEL tool, u ed in the A 10 etwork ha proven to be a 

powerful impetu to the improvement f the overall performance of MFls. 

The rudy wa able to identify nl me of the e characteri tics. For example 97% of 

£he in titution indicated that the had a clear vi ion; 60% had a standardi eel product and 

70% with computeri ed finance y tern 43% of the re pondents were however, not 

famil iar with the AMEL tool. dditional re earch will therefore be required to a certain 

the e · tence of in titution with demon trated viability and ustainability quality 

pem rrnance auditing and contr I sy tern . which i out ide the cope ofthi study. 



Again. th upporti e characteri tic li ted b hri ten rna be targeting in titution that 

wi h to mobilize public finan e and hence be regulated b the BK different et of 

upp rti e chara teri tic rna be drawn for in titution that onl wi h to exerci e elf-

regulation orb regulated b a third party licen ed b BK 

4.3 Regulation and upervi ion Proces 

The proposed Policy Framework on regulation and upervi ion ofMFis ha propo ed 3 

groupings for MFls i.e. informail con tituted MF1 , formaUy constituted credit only and 

formal! constituted depo it taking MFI . The respondents selected their regulatory 

group and preferred regulatory form a illustrated in Table 4 and 5 below. 

Table 4: Regulatory Grouping 

Regulatory groupings 
I. Informal 
2. Formal redit 16 
3. Formal Deposit 2 
4. F onnal D posit & reclit 3 

Oth rs (not sure) 4 

Total 30 

Percentag 

17 
3 
7 

10 
13 

100 

Tabl 4 ioclicates that most ofth local MFI fall under formaU registered credit onl group. 



:lble 5: orm ofRe ulatioo 

Frequ me} Percentag 
I. 8 27 
l 14 46 

2 7 
Cl 2 7 

4 13 
Total 30 100 

Tabl - indtcat' that th pr fi rr\XI regulator) mod is AMFls or a tlmd pa~ appro ed the BK 
followed by self-regulation. 

Eigh three percent (83%) of the re pondent indicated that MFls hould not be 

regulated within the same standard a traditional financial in titutions. The main rea on 

ited fo r t hi include difference in le el and type of operation , objective and target 

group. ri k profile and characteri tics, capital requirement and liquidity levels. 

inet · one percent (9 1%) of the re pondent indicated that they would prefer the 

enforcement of micro-finance regulation to be done through AMFl. At the time of the 

. tud _ 0% of the re pondent were member of AMFl Those who are member con ider 

r r le as helping to de el p a regulatory framework for the ector and undertaking 

advocacy ervices on behalf of it member among other function . They identified the 

main problem which hinge on lack f proper legal framework as limited outreach, 

financmg difficultie and lack f health competition among the player . Flexibility in 

performance and innovation were con idered as the main ad antage of the current legal 

arrangement 

16 



E. i ting banking regulat1on th ugh p pular with depo it taking MFl , can be co tl r a 

ompliance ' ith banking regulation require change in organizati n tructure and 

additional bank reportin elf regulati n on the other hand i good if the indu try i at an 

infancy tage and where the regulator ha e no e perience in dealing with MF1 . pecial 

regulatio n allow 1 to maintain their distinctive characteri tic , provide reduced 

range of financial ervice with ut becoming a bank, in e change for a lower capital 

requirement. 

Chri ten 1997) advi e that th e wi hing to be regulated mu t meet condition related 

to minimum capital requirement, capital adequacy, liquidity requirement, a set quality, 

portfolio diver ification, availability of information on loans on day to day ba is, ound 

procedure for dealing with bad loan , and erring loan officers. Table 6 provide orne 

guideline on who should be regulated and the agency to carry out the supervision. 

J 



TypeofMFI 

T)p I 
lnfom1ally 
constituted MFI 

Typ U 
Ba ic GO 

T~ m 
GO \\ith credit 

on I~ 

Type I 
D po it (public) 
taking MFI 

TypeV 
Co-operative 

Type V1 
pccialized 

Commer ial/Equity 
Banks 

Table 6: u 'ge. Ced R ulaCot-y uidelin s for M Fl. in Ken. a 

ourcc of Fund 

Member contribution. 
foreign and local donor 

Grants and donations from 
foreign and local donor 

Grant and donati n . limited 
depo its taking. conce ionaJ 
commercial borro\\ ing 
Forced aYing and mandatol} 
d sit . 
Foreign and local donor 
indiYiduaJ in titutjon a 
memb rs or hareholders. 
concessional}' and commercial 
borrowin 
Members' sa\ings. 
con ionary/conunerciaJ 
borrowing 

Indi,·iduaJ persons. in titutions 
and donor Public depo it . 
sa\·ing and commercial loans 

Members have a common 
intere l. Take depo it from 
members and extend Loans to 
members 
Undertake MF s n·ices in 
addition to full banking 
en·ic . Take depo it from 

lhc public. generales fund 
through commercial paper or 
investors 

Propo d regulatory form Rc llat ry 
Auth rit~ 

Voluntary rcgi tration with Department of No rcgulali n 
ultur and ocial n ·ic as a BO. 
hurch ba cd organizations "ilh no 

eparat registration 

Regi tered by tltc Registrar of 
operath· 

Regi tercd as a privat comprut} "ith th 
Regi trar General and a a bank or 
financial in titution b) CBK Fulfil 
Prudential r gulation rcquiremcn 



o egulation Type I l do not require external regulation ccording t 

K.irkpatric 200 l the advocate of n r ulation approach argue that the cost of 

de igning. developmg and tmplementing regulation e, ceed the benefit of leaving the 

mdustry "thout a regulatory regime. ther feel that the operation of uch in titution i 

too maU to po e a threat to the overall tability of the financial y tern While I agree 

with the e entiments l would urge the regulators to de ign incentive e.g. member hip 

to AMFI acces to training opportunitie in micro finance management etc) targeted at 

thi group to facilitate their movement to the next upper group. 

u elf-Regulation T pe ll MFI are u efuJ where the indu try i at the infancy 

rage. Ken a micro-finance indu try ha indeed mo ed to the Micro-financial emce 

Era ·rkpatrick, 200 I) and cannot be con idered infant as the practitioner are 

diver ified in form of ize. caJe of operation and re ource . elf-regulation would 

however ill be applicable gi en the number of the in titution that are till dependent on 

external donor funding to run their operati n , the main ource of funding for the 77% of 

the res pondents in this tud . 

tu Re ulation by a Third Party or MFI: Type II1 MFis can be regulated b 

MFJ or a regulatory agency licen ed by BK nfortunately AMFI currently lacks the 

apacity to regulate any organization and will need the upport of BK to be able to carry 

out thi function 



ulation b the 0 partm nt of o-op r ti ype MFI are co-

peratl e and member ba ed rganizat1 n here are current! o er 200 a ing and 

redit co-operative ocietie in Ken a current! an are sati fied with the legal 

ructure t up b the Department 

ha e initiated Front Office ervice ' 

a-operative . Howe er, there are 0 that 

ffer ving and credit ervice to their member 

u ing the micro-finance method Iogie . The propo ed Mjcro-finance Bill will allow uch 

m titutton to appl for a rrucro-finance licen e under the rele ant ection of the Bill 

v) Banking Regulation . pe I MFl are tho e already regi tered under the 

Banking Act and are subject to the BK prudential and other regulation. The regi tration 

under the existing banking act ha been most convenient approach for in titution 

""; h i n~ to acce public depo it in ab ence of a special regulatory ' indow for MFI in 

en a. Thi invol es compl ing with normal prudential regulation involving additional 

bank reporting and ignificant change in the organization' tructure which may call for 

increa ed operating co ts. The option would therefore be more uitable for banking 

in tituti n that are already bank and wi h to undertake micro-finance lending like o-

perati e Bank and ational Bank Barclay Bank and not the exi ting MFI that want to 

con ert into a bank. 

vi p cific Re ulatioo for I : One option not included in Table 6 abo e but 

which being championed by MF practitioners in Ken a i the creation of a pecific 

regulat ry window for MFls that wilJ allow them to maintain their di tinc6ve 

characteri tics, provide reduced range f financial erv1ce and benefit from lower capital 



reqwrement th ugh it ha n ar ued that there will be n need for uch a window 

where there i no critical rna f licen able , 2 00 , there i no uidelin to 

tndicate the number of I that w uld form uch a critical mas I believe the appro al 

of the ct will bring about orne order to thi ector, a it will help the regulator to 

et orne minimal tandard t guide peration of a wa done with the o-

operative ector The Government helped the o-operative ector to et up a a-operative 

olle ,e to train taff working in the co-operative ocieties and union . The BK will 

imilarl . be able to a develop detailed regulatory and upervi ory tool for MFI that are 

badl_ lacking at the moment and equip I or any other licen ed body to carry out the 

upervt ton 

The above regulatory options recognize the fact that MFI are very different from formal 

bank and will require additional re urce to develop an independent regulatory 

framework. The diver ity in in titutional form and ize of the MF ector make it 

tmpo ible to upervi e the pia er The guiding tool in the election of the regulatory 

model i based not only on the MF characteri tics but al o on their risk, size and number 

tnvolved For example, bigger and fewer MFl would opt for BK regulation. maller 

rlFI exhibit higher ri k related to liquidi , management innovation owner hip and 

g.o ernance (Kirkpatrick quoting racknel, 2000 dopting a purely risky approach, 

according to the writer, mean that the maller MFl will need more regulatory time and 

re ource hence higher cost of regulation. It i unlike! that the benefits of uch a 

regulation will outweigh it co t . 

. t] 



vii) R 1 tion h ip naJ i corr lati n anal i wa done u m th Pear n' 

model to tabli h whether ther are an trong ociati n b twe n the characteri tic of 

1Fl and appr priate regulat ry mechani m The 14 characteri tic are the independent 

\ ariable and the 4 regulat ry mechani m the dependent ariable . The re ult of thi 

anal 1 are reflected in Table 7 

Table : The hara t ri tic of MFI the R ulatory M chani m 

Characten tics FrequeliiC) per Regulatory M hani m Correlation 
coefficient 

Self AMFI/ Banking MF Total Pear on 
. 

rd ct Bill R 
party 

I SmaU loans topoor and MSEs 7 14 2 2 25 0.372 , 
Targ t lov. incom assct-le 6 13 2 2 23 0.000 -

cHents 
., 

Un ecured loans on charact r - 10 2 2 19 0.369 - -
gran_!_ee~ 

~ Un ccured loans on group 6 14 2 2 24 0.255 
grantees 

' Capitalized by donors 8 14 2 2 26 0.168 
h B a rd compo ed of local 6 12 2 2 22 -0.120 

'olunteers 
7 Board beneficiaries to the loans 7 12 2 2 23 -0 020 
ll Uses minimalls/ approach 6 12 2 2 22 0.138 
4 Charg high interest rate than 7 I I 2 I 21 0.019 

banks 
10 Charges lower interest rate than 8 I I 2 2 23 0.171 

banks 
I I No ~elf-sufficiency difficulties 5 I I 2 2 20 0.047 
12 Have a clear vision 8 14 2 2 26 0.019 
13 Ha~ a standardized product 7 13 2 2 24 0.141 
J-t AppliesCAMEL tools 5 8 l 2 16 0.539 

able: 7 mdicat that e. cept for three characteristiCS. th r 1 a g n raJ positi relation hlp 
bc£\\cen the cbaracteri 1c of MFI and the el cted regulatory mechanism. The highe t 
r· lat1on htp 1 wtth apphcation of AM L tooL pro i ion of maiJ loans to tb~ poor and 
prov1 1 n of un ecured loan bas d on charact r guarantee ( ec al o ppendix TU). 

The Pear on correlation coefficient " r ' ane from - 1.0 to + 1.0. The negative 

c efficient indicating an inver e relation hip between variables, zero coefficient 

.L 



tndi atina n relation hip and p iti e effici nt indicaun a p iti e relation hip The 

onclu ion that can be dra,. n fT m thi data i that 0% of the ariance in the regulatory 

mechani m i accounted for b the abiJit to apply the L tool in as e ing 

1t performance; ... 7% b the pr · ion f mall I an to the poor and 6% by ffering 

un e ured loan based on character guarantee harging of higher intere t rate on loan 

re ult in an in erse relation hip 

-\lth ugh the analysi confirm the importance of the L tool in the operation of 

\1Fl . the re ult also indicate that the MF characteri tic are not the onl fact r that 

determine the regulatory mechani m elected b an in titution. 

4.4 Performance Benchmark 

allardo, ( 1998) sugge t that regulated MFl hould have a higher performance 

benchmark for capital adequacy rati enyan bank ratio in 1999 wa % and loan 

las ification provi ion becau e MFI have different characteri tic from tho e of formal 

traditional ban and bank regulator have little experience in regulating them 

To take depo it , l are required to ati fY the L condition . The re earch 

re ult ind icate that 43% of the re pondent had never heard of a AMEL tool and hence 

ould not an wer an Almo t all organization were reluctant to 

pr po e any minimal Je el for capital adequacy, earning or liquidity levels. 



\tinimum capital requirement R ha been a bankmg li en e tool m Ken* a inc 

I 96 Th tool i meant t pro ide an adequate buffer for depo tt and Ia tel , for 

c ntr llin new entrant into th indu t Table c mpare the MCR f1 r bank and 

tlnan ial in titution again t prop ed level for MFI 

Table 8: inimum apital Requirement 

Minimum capital 

lnstituuonalgroup requir ment (Ksh . ' 

·o,ooo 

on Bank financial institution locaVforc1gn) 300,000 

M1cro-fioance institutions ( 0.000 

1tcro-finance institutions ( 20,000 

BK Reports 

Table indicates that th propo ed mmimum capital requir meot for MFl 1 ery lov compared 
''1tb that of formal banks aod financial in tatutions. 

The propo ed MF Bill, propo e that the regulated MFl attain a minimum liquidity ratio 

mitiall. et at 20%, a core capital of n t le s than I 0% of the total ri k adju ted a et 

plu adju ted balance heet item a may be detennined b BK; a core capital of not 

le than % of the total depo it Jiabilitie ; total capital of not le than 20% of the total 

n k adju ted as et plu ri k adju ted ff balance heet item as may be determined by 

BK. a core capital of at lea t K h . 50 million for and K hs. 20 million for 

communit ba ed MFI . 



.t.S ana meot and In titutional apa ity for Re ulation 

The number of people and fonn of repre entation n th board of the re pondent ' 

rcanization varied greatly with 0% f the in titution ha ing -I 0 b ard member . 

1ost of the e member were elected/appointed t the b ard on the ba i of their 

expem e The re p ndent did not fore ee an change in the board compo ition when the 

propo ed Bill i effected. 6 % of the respondent agreed that MFl hould not have 

standardi ed organization tructure becau e of the djfference in levels of re ource , ize 

and client tructure. 

ixty five percent 65% howe er agreed that there hould be a tandardi ed reporting 

requirement for MFl a tru will acilitate ea e in performance compari on and 

encourage healthy competition. It i not certain how man of the MFI wishing to take 

depo i wi ll meet the requirement that may be impo ed by the BK a regard the 

exi ten e of a qualified taf( financial capacity, trength hareholder . 

director and officer and an effective management information s tern ri k management 

and c ntro l y tern . 

Howe er it h u1d be noted that there ha been a lot of tran formation of MFl ' 

acri itie . For in tant organization like Tototo have handed over their credit activities to 

KWFT. a pecialized lending agenc . ther I are only offering training and capacity 

building to tho e that extend credit , ti r e ample, MicroPED. Apart from the: e MFI . we 

al o have MFl that pecialize in extending loan to MFI wi hing to on-lend uch fund 



• acruaJ b neficiarie Jitegem Tru t \ ork \1. ith inta~e anagemem under uch an 

arrangement 

· en the limited human techni at and financial re ource , the B may need to 

e tabli h which, and how man MFl it can effective) upervi e or tho e of which th 

encourage regulation. Although BK maintrun a po ible list of 17 l that the could 

probably work with, it i current! collab rating onl with the 1 1 in titution that are 

member of the 

The need for regulation will caU for an additional demand on both the BK and AMFI , 

m developing relevant prudential guideline to be u ed b the regulator and the 

regulated. Trus wiiJ re ult in additional co t , in term of taffing and upervi ion, to 

en ure the compliance with reporting and upervi ion procedures. BK and 

hould tap into the experience of other countrie like lndone ia Bolivia, and Philippine . 

MFI hould not onl cater for it member but al o encourage non-member to join in 

and adopt internal regulatory guideline . 

Beyond the rrurumum level f capitaJization and licen ing of bank and financial 

m itution the BK carries out a careful review and as e ment of the financial 

capability of the organizer , investor , profe ional and technical capabilities of director 

and e ecutive officer . The adequac f the internal control and management sy tern 

relati e to the cope of financial ervice to be offered in the areas identified. 



Bank lie n e appli ati n r quire detailed informati n on financial capacit . 

pr fe ional/technical competencie and ervice to b offered In the propo ed ticro­

finan e Bill. the applicant ~ r a licen e. ill need t ubmit or erification b BK. an 

anal 1 f the dome ti ec n m1c ituat1 n, financial ector environment. legal 

framewor orgamzation' et up of applicant, equi and wn r hip, ec nomic and 

financial analy i , n anal i and the prop ed management detailin profe ional 

ualification kill and relevant e perience in micro and mall lending among other 

conditi n 



0 L 

.l 

\1Fl have been recognized as ne of the m t important tool for poverty alleviation in 

Ken a BK Report, 2000 as o er I rganization in Kenya practice me fonn of 

micro finan e lending. Man of the e r anization appl the Grameen Bank method of 

deli ering financial ervice u ing inti rmal c mmunit ba ed deli ery tern to deliver 

credit and aving group guarantee mechani m , credit apprai al ba ed on character 

a e ment and focus lending to mall bu ine e and the poor who cannot acce finance 

from formal bank _ 

Howe er, the ector ha in recent pa t faced a number of con train in delivering the e 

financial ervice that include diversity in in titutional form, limited outreach and acce 

to fund _ The challenge ha been to develop an appropriate legal framework that ill 

JUide the operation of MFls, facilitate growth of the ector and develop a u tainable 

\I1F indu t that will be le dependent n the uppl of donor funding and will rely on 

locaJ markets for it funding. The e i tence of an appropriate regulatory framework to 

go em the operations of MFl will be ideal as it will facilitate ease in compari on of 

performance, and formulation f guiding principle . 

Thi udy ha two broad objecti es, that i , to identify the characteri tic of local MFI 

that may upport or hinder regulatory proce and to identify appropriate regulatory 

approache that could be uitable for MF1 in Kenya. The tudy has identified a number 

of characteri tic that hinder the regulatory proce and ix regulatory approache that 



uld e adopted The e approache are m re pecific than the three tier approach being 

ad ocated b I identified informally constituted, formall con tituted credit onl 

and fi nnally con tituted depo it onl The term informall onstituted i al o found 

mi leading as man re pondent indicated that it implie that an organization lack 

regi tration., et many MFI falling under thi group are regi tered a BO by the 

Department of ulture and cial ervice or are operated a projects of regi tered 

churche . 

'nder the propo ed MF Bill, the deposit taking MFl will have to meet normal bank 

"tandard a regards directors. hareholder , governance tructure, clear reporting system 

and structures to enable the BK to supervise them. Minimum capital requirement has 

been propo ed at K h 50 million for GO and Ksli 20 million for community based 

\r!FI which is considered affordable b man MFls. 

Credjt only MFls are propo ed to be regulated by AMFI under a framework to be et by 

the MFI members using standard on the be t practice on repayment rate and number 

of clients. Informally con tituted MFl will compri e organization till experimenting 

with mall amount and tho e u ing credit as an intervention to support their core 

activitie . T hey will be guided by the tandard et by tho e giving them fund . These 

organizations will be free to join AMFI b changing their Article of ociation and 

meeting tbe conditions et by AMFl on minimum client level of 2000 and any other 

requirement . 



The choice of the regulatory fl nn will n t onl be d termined by th characteri tic of a 

\fFI ut al on other factor includin ' the number of client erved, the ourcing of 

fund . organization ize and portfoli di tribution. 

-.2 Re ommendation 

: - . l Micro-finance 1 n titution that can meet the banking regulatory structure 

~ideline and procedure like K-REP Bank hould be al1owed to operate under the 

existin Banking Act. 

.2.4 There is an urgent need to build the capacit of AMFI if the regulatory proce 

to take effect. 

: __ 5 rr is important that aU partie should be able to benefit from some form of 

regulation, hence the need for AMFl/ BK to provide a path that allows each MFl to 

evolve overtime, into a formal financial institution. 

: .- .6 The propo ed Micro-finance Policy tatement houJd establish standard 

registration requirement that cover e tabli hment and governance tructure for both 

credit only and depo it taking MF categorie . The Government in coiJaboration with 

A.MFI hould et up level of minimum capital capital adequacy, leveraging and 

portfolio quality for the two group . 

:u 



-.3 imitation of the tud 

The researcher faced the following timitati n while undertaking thi tud 

• "' . l Difficulty in locating in titution . The 1997 KREP Dictionary of Micro-finance 

institutions provided ph ical and telephone addre e however orne M ls had 

changed both location and telephone addre e making it difficult to locate them. 

: 3.2 lthough the niver ity of airobi provided re earch authori ation letter , man 

re pondents still needed confirmation from the re earcher that the information given wiU 

e held in confidence and not availed to the public. A number of MFI opted to onl 

complete the general que tion and leave out aU the que tion that required specific 

institution' financial performance data. 

5 " .3 It was difficult to get appointment with the head of orne MFI yet the next 

officer on line could only relea e information with approval of the head of the in titution. 

Thi made the exerci e very low and time c n uming. 

5 3.4 any in titution found the questionnaire too technical and pecific, while other 

were not familiar with the ngoing debate on the regulation of the micro-finance ector. 

a re ult a few of institution opted out of the tudy, while other were openly willing 

to di cu s the detail before completing the que tionnaire. 

Few re pondent were familiar with the AMEL as a performance a es ment 

ool hence were unable to propo e an limit of its components. It wa not therefore 

.) 



po ible to anal e the differen e in the fi e financial performance indicator u m the 

C L to I as wa required. 

5.4 ugg tions for further R earch 

study hould be undertaken to: 

. I E tablish the number of MFl that can actually meet the BK prudential 

regulation. Only I 0% of the re p ndent indicated their wish to acce public 

deposits although some of the e re pondent did no appear to have grasped the 

expectations under the Bill 

- .4.2 sess the criteria that would be u ed by BK to regulate the MFI that wi!J 

be subject to the upervi ion of AMFI given AMFis exi ting technical and 

financial limitations. 

-.s Implications for Policy and Practice 

5 . I There is an urgent need for the government to provide a forum where MFls could 

meet to exchange views about the ector. In titutions that are not member of AMFI feel 

left out of the ongoing debate, though they believ'e they have view to offer. 

5 2 The Government h uld publici e the MF Policy Document and educate the 

publjc on its aim and objective before the Bill is tabled in Parliament 



- - ~ 

·e d 

Lhrou.,. 

th ugh the o emment i currently main! focu ing on tho e MF1 wi hing to 

from the general public, de eloping al o tho e that wi h to be regulated 

wiU encourage the de el pment of future licen abl MFI 

: 4 Lnve tor and donor wi hing to inve t in MFls can only do o to organization 

ith clear bu ine plan , efficient and reali tic client to credit officer ratio, and quaJified 

director . The G emment hould a i tin etting standards for the operation ofMFI 

and in determining who will be the cu todian of the e standard . 

- 5. I wa et up to pearhead the di cu ion with BK on the regulation of 

. £Fls, addre MF needs, and et tandard that are pecifi to MFls. AMFI however, till 

lack internal capacity and need t be properly equipped to carry out this role. 
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pp ndi n 

1 RO- ( 

Jul 

tri tl nfidential 

ue t10nnaire o .: --------------

Back round 
Thi rudy i part of an MBA re earch project being undertaken under the upervi ion of 

he Department of ommerce, ni er it 

The government, together with the key takeholders in the micro-finance ector, have 

mitiated effort aimed at regulating the ector Thi stud atm at anal ing the 

chara teri tics of MFI ' operati n in Kenya o a to be able to a e the uitabi lity of a 

regu latory framework and the orm it can take. Al l informati n generated by the re earch 

tud will be treated with trict confidentiality, and no reference will be made to pecific 

micro-finance in titution. 

P R 1: eneral Information 

Organi arion 

arne and addre 

ii) ontact. Teleph ne e-mail, and 

fax ________________________ _ 

iii ontact Per on and po iti n: ----------------



e_al tatu and dat m rp rated ---------------­

L arion of bu in 

am bu ine acti itie 

urrent number of taff 

Pro e sional . ------------
11 upport --------------
iii) Others plea e pecify): ____ _ 

6 Target client and number erved to date: 

Current lending term : 

Average loan ize: Ksh . 

ii) Loan Period: 

iii) Interest rate. 

iv) Loan security 

v) Other plea e pecify : 

What is your organi ati n' average lending budget per annum? 

h · ------------------------

Part 0: bara teri tic 

9. Doe your organization have any of the following characteri tic ? 

ii) 

Provide mall loan mainly to the poor and mall 

cale enterpri e 

Target lov income a etle cuent reqwnng mall loan 

111 Extend un ecured loan for hort term ba ed on 

Yes o 

0 

0 

0 

0 



1\ 

character grante 

E end un ecured loan 

gr up grantee 0 

0 

0 

apitalized b don r thr ugh grants/loan rather than c mmerciat 

0 

inve tor owner 0 0 

Board compo ed I cal olunteer 0 0 

ii) Board member are beneficiarie to the loan program 0 0 

iii) U e mrmmalt. ·t approach in it lending 0 0 

1x harge higher intere t rate than normal commercial banks 0 

0 

harges lower intere t rate than normal commercial banks 0 

XI Have elf- ufficiency difficultie and high operating co t 0 

x.ii) Ha e a clear vi ion 0 

Xlll Have a tandardized product 0 

XIV pplie AMEL ba ed to I in a e ing it performance 0 

xv) Other characteri tics not indicated above (plea e 

0 

0 

0 

0 

0 

pecuy: ______________________________________________ __ 

I 0 H ow i your portfolio di tributed (i.e. doe the organization lend to a particular 

11. 

12. 

ector/location)? 

e there any re triction to the p rtfolio di tribution? 

i) Ye 

ii) 0 

lf yes, what are the main con traint ? 

0 

0 



I . l the organi ation ' financial tern computeri ed? 

l·t. 

0 

0 

I are tructuraiJ different from traditional financial 

in titution operating under the Bankin Act? 

Part ID: Regulatory Proc 

a) General 

I . . ln which of the following groupings propo ed in the Micro-finance Bill doe our 

organization belong? 

Informally con tituted 

ii) Formally con tituted redit only 

111 Formally con tituted MFJ - Depo it taking 

(Plea e tick the rele ant group 

0 

0 

0 

16. Regulation of MFI ma co er regi tration of a new Act, minimum re erve 

requirement compliance with prudential accounting norm , and direction in 

61 

re pect of operati n and rep rting em . While upervi ion rna compri eon-

ite in pection and off- ite upervi ion. Which of the following regulatory 

approach es) would be uitable to our organi ation? 

ii) 

Ill 

iv 

o regulation 

elf regulation 

Regulation by third party (e.g. AMFl or a private firm 

Regulation within the exi ting law 

E tablishment of an ct of Parliament 

Other (please peci 

0 

0 

0 

0 

0 

0 



19. 

20 . 

h uld exi tin l be r aulated \\<ithin the am tandard as traditional 

financial in tituti n ? 

i) 

ii) 

e 

0 

lf n wh do you think the h uld be treated different! ? 

How do ou think the I regulation can be enforced? 

Is the orgarti at ion a member of the ociation ofMicro-finance In titution ? 

0 

0 

i) 

ii) 

Ye 

0 

0 

0 

21 . If ye , what benefits would your rgani at ion derive from being a member of 

61 

i) 

II 

iii) 

v) 

vi) 

vii) 

Help in developing regulatory framework for MFI 

et up accounting tandard for the ector 

arry out ad cac a tivitie for the member 

Enable MFl acce dep it 

et condition for organi ations wanting to become MF1 

Allow integrati n f I into the Kenyan finance y tern 

upervi e peration f MFT 

0 

0 

0 

0 

0 

0 

0 

vii i) Other (plea e pecify) · --------------

Doe any of the following explain the problem with the current legal tatu ? 

Inadequate g vernance 0 

II Lnadequate management capacity 0 

iii) Limited outreach 0 

i ) ohealthy competiti n 0 

) Limited acce to fund 0 



..,., 
-

vi 

vii) 

Ill 

Doe an 

II 

111 

v 

nfavourable image 

ack of pem rmance tandard 

imited gr " h 

o problem 

thers plea pee• 

of the following explain the ad antage 

Facilitate acce to d nor funding 

imited upervi ion 

Better acce to the target client 

Allow inn vation 

Flexibility in performance 

of the current legal 

0 

0 

0 

0 

et up . 

0 

0 

0 

0 

0 

i) Other (plea e pecify) : -------------

b) apital adequacy 

_4 . What i the organi ation financial ear? -----------­

When were your last ace unt audited? ------------

_6 To take depo it , MFl are required to sati fy the condition hown below. Plea e 

indicate whether each fthe MEL mea ure i uitable for u e with MFl · 

Ye _Q 

apital adequacy 0 0 

et quality 0 0 

ii) Management quality 0 0 

ii i) arning 0 0 

iv) Liquidity requirement 0 0 

2 lf the an wer i yes for an of the ab ve. plea e recommend the appropriate level 

fo r each of the following-

i) inimum capital 

v) set quaJjty: 

v1) amings: 

VII Liquidity requirement: --------------

What proportion of the organi ation ' s capital i repre en ted by the following? 

63 



ebt % ----
ii) rant % ---
111 hare 

) ther plea e pecify % 

29 at prop rti n of our capital i 

Equity: __ % 

ii) Debt: % 

0 Doe donated fund con titute capital? 

e 

11 0 

"I D e occa ional fund provided b donor con titute debt? 

Ye 

ii) 0 

0 

0 

0 

0 

"2. What was the organi ation ' s leverage ratio as at December 31,2000 ratio oftotal 

debt/total a et )?: _ ___ _ % 

"'3 What was the value of our total a sets a at December 31, 2000?: 

Ksh . __________ __ 

"' ..J hould BK make capital adequacy requirement tringent for MFis gi en their 

relative) fa ter and larger lo e on their capital base? 

e 

11 0 

c) et Quality 
.., - What hould be the ba i fi r loan provi ion ? 

i) Periodic ampling of a set 

ii) ollateral pledge 

iii) Hi toric performance 

iv) Others plea e pecify): 

"'6. Do you write off loans? 

0 

0 

0 

0 

0 



i) Ye 

II 0 

I ye under what circum tance auld the ' rite ff be authori ed? 

d) Management 

What i the number of current Board Member . -----

0 

0 

"9. What i the proportion of repre ntation in the board by the following group ? 

% ----
% --------------

% -----------
change in the board composition if the MFI 

-tl . If ye , why do you think there will be a change? 

42 hould MFI ha e tandardi ed rganization tructure . 

i) 

ii) 

Ye 

0 

If no. wb) not? 

44. hould there be a tandardi ed rep rting requirement fo r MFJ ? 

i) 

ii) 

Ye 

0 

0 

D 

D 

D 

D 

D 



-; · e reas n for ur an wer t que ti n 44 

6 

Earn in 

How do ou measure profitability fa 

income from operation et ? 

f) Liquidity 

I (in term of intere t earned. net 

What was the balance of your organization' total ca h and near ca h item -e.g. 

hart term inve tment in financial ecuritie uch a Trea ury Bill , Bond etc a 

at December 31, 2000?: K h . _____________ _ 

4 . What wa the balance of your or 0 anization' totalliabiljtie hart and long term 

loan )a atDecember31, 2000?: K h ·------------

49 

:o 
What is the proportion of donor funding to total annual funding? ----% 

What would you recommend a the liquidit ratio to be adopted in regulating 

MFI ?· -----------------------------------------------
hat was the average proportion of total ad mini trative overhead t total 

expenditure in December 1, 2000? % 

hould the liquidity and re erve rati of MFl be higher or lower than tho e of 

traditional banks? 

Higher 0 

ii) Lower 0 

-., Please explain the rea on for cho ing a higher or lower liquidity and re erve 

ratio: -------------------------------------------------------



ppendix Ill 

Correlation Analysis- Characteristics Vs Regulatory Mechanisms 

1. Loans to poor • Regulatory Approach 

Crosstab 

Regulate rv Allllfooch 

Regulahon Es1ablt$heme 
s RegulatiOI\ Wlthon elastong ntof nado( 

Roaulallon by3rdParty laws Parhament Totul 
,_oansto YES 7 13 2 1 23 
poor NO 1 1 :! 
Ta~al 7 14 2 2 25 

Symmetric Measures 

Value 
Asymp. 

Std Error
1 ~ox.f ~-~~ox. Sill 

Interval by Interval Pearson's R 3n 235 1.924 067' 
Ordonal by Ordinal Spearman Correlation 2S7 172 1.490 150'l 
N of Val>d Cases 25 

a. Nol assum ng the null hypothests. 

b. Usmg the asymptotic standard error assuming the null hypolhes.s. 

c. Based on normal apprOXImation. 

2. Target to Low Earners • Regulatory Approach 
Crosstab 

Count 

Reaulato rv Aooroach 

Regulauon EstabliSh em 
Regulatoon Within exiSting nt of an act of 

Reguta!IOO by3rd Pany laws Parliament Total 
Target to l.DW YES 6 12 2 2 22 
Eame15 NO 1 1 
TOGJ 6 13 2 2 23 

Symmetric Measures 

Value 
Asymp. l 

Sld. Errof ~ox. f ~ox. SJ.g_. 
Interval by Interval Pearson'sR 000 044 000 1.ooo• 
Ordinal by Ordinal Spearman Correlatoon 036 059 1 .165 .871e 

N of Valid Case$ 23 

a. 01 assuming the null hypothesis. 

b. U ng the symptollc st nd rd error assuming I he null hypothesi& 

c . Based on normal pproximatlon. 

3. Loans (Character Grantees)* Regulatory Approach 
CrosstQ 

C.oum 
Regula Ill y Approacll 

' Regula 1011 EstabliSh arne 
Self Regu toon WI In exlMmg nt ol an act of 

Regulation by3rd Pany laws Par1tament TO!al 
o..GanS (Ciiaracter YES 5 7 1 1 1.1 

Grant!e$ NO 3 1 I ; 
l :':_otal 5 10 2 2 19 

67 
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4. Loans (Group Grantees) " Regulatory Approach 

- 0... 

YES 
NO 

R 

Croutab 

Symm~ttrlc Musures 

Asymp 

Total 
23 

I 

24 

Value Std Errof Appnn f I Allprax. s.~ 
l •nte.val by Interval Pearson's R 255 139 
Dfdona by Ordl I Spearman CorrelaiiOn 306 150 

IN ofVa Ill Cases 24 
a ~ assuming the nu hyi)Ot 

D Usong e asymp~otoc standard errar assuming the null hypoChestS 

c Based on nonnal apptolCimallon 

1239 
1506 

5. Capitalized by Donors • Regulatory Approach 
Crosstab 

Count 

- polaliZed YES 
by Ool1ors NO 
oota 

Symmetric Measures 

ntervaJ oy lnleNal Pearson's R 
Dfd1na1 by Ordonal Spearman Correlatlon 

ot Vat cases 
a Not assurrnng the nul hypothesiS 

Value 
168 

252 
26 

o ~ he asymptotiC standard error assumtng the null ~ypothesos 

c Ba.ed on normal app!CilOmatlon 

EstabCiwme 
ntofani>Ciol 

Parfoamenl 
2 

2 

228< 
14(;' 

Total 
22 ,, 
26 

6. Board has local Volunteers • Regulatory Approach 
Crou tab 

Co""' 
Reoulalll , AIJproacll 

Regulauon EstabCISheme 
RegulatiOn Wilton elCJSOng nt ol an aCI of 

RegulalJOn _by3rd Parry laws Pantame'!_ Total 
SOard lias oocal YES 4 9 I 2 16 
Jolun NO 2 3 6 
-otal 6 12 2 2 22 

ppenda Ill 



7. Board is Beneficiary of loans • Regulatory Approach 
Cro b 

Symmetric M asures 

llalue 
A6ymp I 

sta errol _ Approlt T' ApprO!< S~g 
fnleval bv Interval Pearson's R ·020 :I Ordinal bv Ordinal Spearman Correlat100 ·043 

I N d Vaiod Cases 23 

a ot assumong the nuH hypothesis 

b Usong he asymp!ottc landard error assummg the null hypothesiS 

c Based on nonna1 approl<lmauon 

8. Minimalist* Regulatory Approach 

Crosstab 

Count 
Reoulalc rv Aooroach 

Regulation 
Serr RegulatiOn wtthm eKtsttng 

RegulatiOO by 3rd Party laws 
M1n..<na1cst YES 5 10 2 

NO 1 2 
lata: 6 12 2 

Symm trlc Me sures 

Asymp 
Value Std Errot 

·interval bot ln!elval Pearson·~; R 138 253 

Ord•nal ov Ordanat Spearman CoiTelattOn 032 232 
N_ of ValiO case~; 22 

a Not assum•r,g ltle null~ 

b ..Ising tne asymptotiC standard @1TOI assuming the null hypothesis 

c 9aSI!d on nonnal apprmamauon 

·090 929° 
·196 84.,. 

Eslabllsheme 
nt of an act 0( 

Par1Jament Total 
1 18 
1 4 

2 2:! 

ApprO)( f App~Sig 

624 540' 
369 716" 

9. Interest higher than comm. bank • Regulatory Approach 
Crosstab 

~ 
RI!Qulall: rv Approach 

Regulatl0<1 Estabt1sheme 
se Regulabon w1thln e»s~~ng nt o( an aot of 

RegUiallon by3rd Party laws Parliament Total 
"1ereSt h1gllef lhan YES 1 5 6 

I "1l""ITI ca NO 6 6 2 1 15 
-ota 7 11 2 1 21 

69 
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c:s-an 1 appra>amatJon 

10. Interest Lower than Comm. Banks " Regulatory Approach 
Crosstlb 

~~ 

R""uJ;i!!i ll~!oach 

Regu on I Es!ablosheme 
Self Regul3tlon wnhtn e»sting nt 01 an .a ot 

Re<~lllaiX>n by3rd Panv Ia- Pa~\3ment T~l 
-.est'-- than YES 7 7 2 1 17 
Comm. Ba!\l<s NO 1 4 1 ., 

! 7ccal 8 11 2 2 23 

symmetric Measur.s 

Asymp 
Apprax. f I .Apprax. Sl!l Vatue Std Errol 

Interval Df Interval Pea!&OI1's R 171 204 
Ordmal tJv Ordtna Spearma CooeiaiJOn 78 190 

I NofVa'to cases 23 

a Not asst.~mong e null hypothesiS 

b Ustng the asymptotic standard error assuming the null hypothesiS 

c Based an normal approl(U'T\iiiJOI'l 

796 435° 
830 416" 

11. Have self-sufficiency problems • Regulatory Approach 
Cro stab 

COunt 

Regulatory Appooac:h 

RegulatiOn 
Self Regulauon Wtlhln e~IS!Jng 

Reaiii<IUOII _Jtr 3rd Panv laws 
......., R!f.otJ!IIdency YES l J 1 
O"''Oiems NO z 8 1 

iOial 5 11 2 

Symmatrtc Measures 

Value 
A6ymp 

Sid Errol' 
-;-nierr.~l Df Interval PeartiOII'S R 047 236 
Ordtna by Ordinao Spearman Correia on 098 242 
~._ ol Valta cases 20 

a Not assuming the nun hypO(heSis 

b Uslng the asymptotJC standard error assummg he \'lUll hypO(h 

c Based on ncxmal approXlma oon 

Emcl•nem 
ntohn.c:tol 

Parliament Touol 
1 8 

1 12 
2 20 

Approx. f I Approx _~ 
201 843 .. 

41 7 682° 

12. Have clear vision " Regulatory Approach 
Crosstab 

count 
Regulato y Approacn 

Regulat\01'1 EstabiiSheme 
Self Regulatron wrtllln !!'JOStlng nt of an act of 

Regulatoon t:1J 3rd Party laws Parliament Total 
Have Clear YES 8 13 2 2 25 
..s10n NO 1 . 
Tocal 8 14 2 2 26 

0 
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Symmetric MnsurH 

13. Have standardized Product • Regulatory Approach 

Symmettfc Measures 

Pearson's R 
Spearman ~a110n 

a Not assummg the nulll'lypothes 

Asymp 
Value Std Errof 

141 216 
110 226 

24 

b Using the esymptobe standard enor assuming ne nu~ hypothesis 

c Based on normal apprOXImation 

14. Uses CAMEL to asses to performance • Regulatory Approach 

~nt 

Rtaulata r APProach 
Regula !!On 

Se Regulation Wlthlo exlsmg 
Regutat>on bY 3rd Party laWS 

uoes""""tLtaasses r t.S • 5 
1,.~.,- NO 3 I 

~alai 5 8 I 

Symmetric Measures 

Value 
Asymp 

Std Errof 
'ltl!M!I by lntefVal Pearson's R 539 160 

Ortfltlal by Ordtnal Spearman CocrelatJon 505 192 
[ I of VallO cases 16 

a No! assumtog ne nu 1 hypotl"leSIS 

o Ustog the asymptobo standard error assummg the nun hypothesl5 

c Basec:t on normal approXJmauon 

Estabhsneme 
n olao ael of 
Pa~latnent Teal 

9 

2 7 
2 16 

Approx f Approx $_'9_ 

2 393 .031° 
2191 046c 
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Symmemc Me surn 

nclard e<IDT -.mrog t e nu n pee 

on normal ~JW®matoon 

13. Have standardized Product* Regulatory Approach 

Rea«lat<> ADDIOach 

"'egutaliOn Estabt<SIIeme 
Sell Regut.IIJO<\ w hm~sbng nt olen ec:tol 

Reoo<a'- tw 3td Party iaws Parltam~ TIQI 
~- stanclllni!Zed YES • 10 1 ~ ~ 

"roc..a NO 3 3 2 1 !) 

Total 7 13 2 2 21 

Symmetric Me•s\Jres 

Vatue 
Asymp 

Sid Errol Approx T' Appmx. Slg 
lnletVal by lnte!Val Pearson's R 141 216 607 512" 
Cltdwlaf ~ Ord1na Spearman CorrelatJOn 110 226 519 609" 

I N of Va·oo cases 24 

a Nal8S61Jmtng the nt11l hypothes 

b ng the asymptoOc Slandan:l error 8S61Jmlng the non hypothesis 

c Based on nOfmal approxm\8 ton 

14. Uses CAMEL to asses to performance • Regulatory Approach 

Count 

Requlau> 'AI>Pro>en 
Regula !JOn 

Set Regu•auon ~ .. e.cistlng 
Regulabon bt 3«1 Pany la'OS 

uses <;;N~f;l. 1D- YES • 5 

!0 ~'*'""'"'"'"" NO 1 3 1 
[rccu r. 8 1 

Symmetric Measures 

Value 
Asymp 

Std Errol 
1 on::erval b'( Interval Pearson's R 539 160 

Orddlal o, On:l•nat Spearman Corre 101'1 505 192 
•t at va td cases 16 

a Not assuming the l'lUII hypothe:Sr$ 

b u ng tne asympcollc standard error assuming the null hypahesl& 

c Based on nOflnal approXIrT\8 JOn 

71 

Esublost>eme 
ntolanec:tol 

Parttomont TOIIII 
8 

2 7 
2 16 

Approx T' ~rox.~ 
2393 031' 
2191 o46• 

pp ndi Ill 



ndald error -·no I)Uif hypaehet. 

c 8a5ed oo normal apprt~z~mallOn 

13. Have standardized Product • Regulatory Approach 

......,, 

_, __ 
~-
•OCOI 

Reoulaltol'oiA-eh 

Se 
I ~~~~~~~ liOn 

RegulobOn W!lllon ws •no 
Re<>ul.mon by 310 Pa"" .aws 

YES • 1~ I 1'10 3 
7 13 

Symmetric: Measures 

Pearson's R 
Spearman Correlaoon 

Value 
141 

110 

24 

2 
2 

a Not assum1ng tile null hypothesiS 

&uoboi\J1eme 
Mot n.etof 

Parharnenc 
1 

1 
2 

o USIIlg the asympto!Jc: standard error assuming he null hypothesi& 

c Basecl on normal approx1mauon 

Total 
16 

!I 
2-l 

14. Uses CAMEL to asses to performance * Regulatory Approach 
CtoSotab 

'-
RequJab r 1'4!Pf'OIIeh 

Regulauon 
Sei1 RegolatlOn Wl(h., eltlSOOg 

Regu141uon by3td Party laws 
-<:;lWei. .. _ YI:.S • ~ 

, .. per!Qnnance NO t 3 I 

T- $ a 1 

Symmetric Measures 

Value 
Asymp. 

Std Errol 
1 ~erva~ by lrt.ef\181 Pearson's R 539 160 

nat by Qdlnal Spearman Correia 100 505 192 
d va 111 cases 16 

a No! assuming he null nypothi!SIS 

o l)sjng 1 e asymplellc standard enor assuming the nu•l hypolhe&rs 

c Based on normal apprc»>matiOO 

I 
Estalllosheme I 
nt ol an eet cl 

f'8rlgment TOGI 

~ I 
9 
7 

16 

Approx T' A~~ 
2393 Q31G 

2191 046c 

p ndi · lll 


