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ABSTRACT

The primary purposes of the study were to studstesies adopted by microfinance
institutions to support poverty reduction programsKenya, a case study of Nairobi
County. The target population was financial mandgaen each of the 52 microfinance
institutions in Kenya. The results of the study evéaoth qualitative and quantitative.
Quantitative data collected using a questionnaisrewalso analyzed by the use of
descriptive statistics using the Statistical Paekémy Social Sciences and presented
through percentages, means, standard deviationdrequencies. The information was
also represented by use of bar charts, graphs ianchprts and in prose-form. This was
done by tallying up responses, computing percestagjgariations in response as well as
describing and interpreting the data in line wikte tstudy objectives through use of
Statistical Package for Social Sciences. In assgsmilopted strategies and the context
within which a microfinance institution operatebpe of strategy can indeed seem like
a search for a myriad forces pushing and pulling@anization to change and little by
way of established principles to determine what theice should be. However, the
choice of strategy is fundamental to a microfinamsgitution on a number of reasons.
The study recommends further research on govermmeeéd to develop effective
information convening platform to which the pubticuld be reached in the microfinance
sector by providing political and social economitacges in the efforts to give priority
for the sector to be effective. There is need Mtidatives to be taken for us to create a
sustained and stable competitive strategy anddanty demand to be able to adjust to
foreign technologies needed in the industry. Frbendtudy there is need of adoption of
strategies by microfinance institutions to supporterty reduction programs in Kenya.

Key words: Microcredit, microfinance institutions, developrmeapproach,
comprehensive approach



TABLE OF CONTENT

DECLARATION ..ottt iie ettt e e e et e e e e e e s e s mnnnee e e e e e nnnneneees il
ACKNOWLEDGEMENTS ...coiiiiiiiiiiiiii ittt ettt e e e e snmne e iii
DEDICATION ...ttt e ettt e e e e e e ettt e e e e s semmne e e e e e e e e s annnnees iv
AB ST RACT ettt oreme ettt e e e et e et e e e e e e e e bbbt e e e e e e e e e e e e e e ae Y
LIST OF TABLES ...ttt ettt et e e e eesnn e e e e e e e e e nnnes iX
LIST OF FIGURES ... .ttt X
CHAPTER ONE: INTRODUCTION ....cceiiiiiiiiiiiiiieie e 1.
1.1 Background oOf the StUY ........oooi oo 1
1.1.1 The ConcCept Of Srategy.......ccoivieirieicereee e 2
1.1.2 POVEItY REAUCHION.......c.oicieieieiietietees ettt 3
1.1.3 Microfinance INStitution iN KEeNYaL..........ccooiiiininiee e 4
1.1.4 Microfinance Institution in Nairobi COUNLY...........cccoceveeririeinieierieeneeeees 5
1.2 Research Problem...... ...t 6
1.3 RESEAICH ODJECHIVE ... .uuuiiiiiiiiiiiitcereeee ettt eereee e e e e e e e e aaeaes 8
1.4 Value Of the StUAY ... ettt er e e e e e e e e e e e e eee e 8
CHAPTER TWO: LITERATURE REVIEW  ....ooiiiiiiiiiiiiiieiee e eee e 10
P2 N [ 1 oo [T i [o ] o [P PP O PP PEPPTPP P 10
2.2 Theoretical foundation of the StudY.....ccccceeeeeeiiiiii s 10
ARG 0] gTol=T o M e) ISt -1 =10 |V 2P 11
2.4 Strategies Adopted to Support Poverty Redu®i@grams...........cccceeeeeeeeeeeeeeennn. 12
2.5 Strategies Adopted By Microfinance Instituti@msPoverty Reduction ................ 15
2.5.1 DeVvelopmenBPPrOaCK.........ccciviieieeeeeeee et 15
2.5.2 Lending MethodOolOgIeS........cccveeieieirieiiieiieee e e 16
2.5.3 Institutional Desigior the POOK............cccoiiiiiieceeeee e 17
2.5.4 Minimalist and Comprehensive Approach...........ccceevevieervecineenieneenene. 19
2.5.5 ProductS @nd SEIVICES.......ccccoiiiiiieiieeeeee e ettt 20

vi



CHAPTER THREE: RESEARCH METHODOLOGY .......cooiiiii s 22

G0 [ a1 o To [F{ex 1 o] o IH P PP PTR TP 22
3.2 RESEAICN DESION .....cciiiiiiiiiiie ettt 22
3.3 Target POPUIALION ........oooiiiiieee e 23
3.4 Data COllECHION ... e e reenenree 23
3.5 DAtA ANAIYSIS ..eeiieiiiiiiiiiiiiiitiit i cememeaeieebbe bbbt s s tannrernrbree 24
CHAPTER FOUR: DATA ANALYSIS AND INTERPRETATION......cccceevviin e, 25
4.1 INEFOAUCTION ...ttt e e e e et e e e s ssmnr e e e e e e e e anene e 25
4.2 Demographic CharaCteriStCS .........uwuuuueuueiaa e eeeeeneees 25
4.2, 1 GONAET ..ottt ettt ettt sttt be s et st neaas 25
4.2.2 ResSpondents’ 8ge CAtEOQIY.......ccovcuirririreeirieie ettt seese s 26
4.2.3 Level Of @dUCALIQN..........ccooieeiiee et 27
4.2.4 Working experience from the iNStitUtioN............cccooeieicincineee 28
4.2.5 Working experience in iNAUSELY..........ccoiiirinreeeeeeee e 29

4.3 Strategies adopted by Microfinance Institutiongoverty reduction in Kenya... 30
4.3.1 Strategies adopted on ddevelopment approach..............cccceeeveerreinnenene. 30
4.3.2 Strategy adopted on lending methodolagies...........ccceoviireinninnciiee 32

4.3.3 Strategies adopted by microfinance instihgion Institutional design for the

4.3.4 Strategies adopted by microfinance instihgion minimalist and
COMPreNensive apProaCh.........o e 36
4.3.5 Strategies adopted by microfinance institigion products and services.. 38
4.5 DISCUSSION ..ottt ettt ettt ettt e bestet bttt b bmenmeeeeeeeeeeeeeeeeeees 40
CHAPTER FIVE: SUMMARY, CONCLUSIONS AND RECOMMENDATI ONS 44

ST A [ 011 oo [T i [o ] o [P PP PRPPTPPPI 44
5.2 SUMIMAIY ...ttt e et et e et b e e e e e et e ee s bnemnnra e e e e e eeennnes 44
5.3 CONCIUSION ...ttt ettt e et e e e e e s enmne e e e e e e e e s nnenees 46
5.4 RECOMMENUALIONS ... 46
5.6 Suggestions for further Studies ..o 48

Vii



REFERENCES........oi e

APPENDICES ...

APPENDIX I: QUESTIONNAIRE ......ccoooiiiiiiiieen

APPENDIX II: MICROFINANCE INSTITUTIONS IN KENYA

viii



LIST OF TABLES

Table 4.1: Strategies adopted on development apiProa...............eevvvevevveeneiinennnines 31
Table 4.2: Strategy adopted on lending methododogie............ooeeeeiiii e 33

Table 4.3: Strategies adopted by microfinanceturtgins on Institutional design for the

100 PP 35
Table 4.4: Strategy of minimalist and comprehenspgroach...........cccccevvviviiiiiiiinnnee. 37
Table 4.5: Strategies adopted by microfinancetintgtns on products and services....... 39



LIST OF FIGURES

1o [ (= Nt €1 =Y oo [ P 26
FIQUIE 4.2: AQE CAtBOONY . ..ciieiie e s e e sess e nnnnnnn 27
Figure 4.3: Level Of @dUCALION .........uiiii e 28
Figure 4.4: Working experience from the buSIN@SS ..., 29
Figure 4.5: Working experience in iINAUSEIY ...........uuuuiuiiiiiiiiiiiiiiiiiiiiiieiieiieieeneeeeees 30



CHAPTER ONE: INTRODUCTION

1.1 Background of the study

Micro credit and micro finance are relatively nesvrhs in the field of development,
first coming to prominence in the 1970s, accordimgrobinson (2001) and Otero
(2008). Prior to then, from the 1950s through ® 18970s, the provision of financial
services by donors or governments was mainly inféh@ of subsidized rural credit
programmes. When properly harnessed and supportiedo finance can scale-up
beyond the micro-level as a sustainable part optbeess of economic empowerment
by which the poor can lift themselves. Consideratd#ate remains about the
effectiveness of micro finance as a tool for diseemproving on the economic
activities and about the characteristics of thepped benefits (Chowdhury, Mosley

and Simanowitz, 2004).

Government of Kenya, (2003-2004) indicated thatdbeernment has continued to
direct its efforts towards fighting disease, igmm@& and poverty since 1963.
However, poverty levels continue to rise, with gfaor increasingly being unable to
afford adequate food and nutrition, access to lsesnces viz a vie education, health,
safe water and decent housing (Poverty reducti@testy paper, pp 5-6). According
to GOK (2008). In Kenya, poverty distribution diféein various regions. Poverty
levels have been decreasing in Central provincejnaueasing in Nyanza and Coast
provinces. The distribution of poverty is also uaewith majority of the poor people
being in the rural areas and slums in major ciieg towns. The hardest hit districts
being Marsabit with an incidence of 88%, Samburte8Makueni-76%, Turkana-

74%, Machakos-69%, Mandera-69%, Kilifi-67% and Er@t3%o respectively.



GOK (2001), states that the urban population inygegrewfrom 3.8 million in 1989

to 9.9 million in 2008, constituting 34% total pdation. Nairobi’s population was
only 120,000 in 1948 and by 2008 it was estimated.& million, women forming

about 49% of the urban population. These populatiooreases have been
accompanied by a rapid rise in the level of povédyn 29% in 1992 to 52% and it is
now estimated that 60% of Nairobi residents arer poal live in congested informal
settlements that occupy only 5% of the residenigald area (Interim Poverty

Reduction Strategy Paper, pp 7-10).

1.1.1 The Concept of Strategy

A strategy is the outcome of some form of plannimgganized process for
anticipating and acting in the future in order #rrg out an organizations mission
(Baker, 2007). The people who drive strategy inaargations are seen to be
visionaries, the entrepreneurs and innovators. Ereythose who take risks and try
new ways of doing things. Strategy refers primatiby business strategy; which
specifies how a business unit will achieve and taancompetitive advantage within
an industry. Therefore, one element that we consgléhe competitive capabilities
(Stock, 2008). A strategy is a game plan that & fadopts to gain competitive
advantage. Without a strategy, decisions made todaid have negative impact on
future results. Strategy is a tool, which offergngicant help for coping with

turbulence confronted by business firms (Ansoff BfcdDonnel, 1990).

Strategy is the direction and scope of an orgaioizabver the long term, which
achieves advantage in a changing environment thr@gagonfiguration of resources

and competences to meet the needs of markets amtfilostakeholder expectation



(Johnson et al.2005). The formulation of competitive strategy in any isthy

involves first the comprehension of the fundamewtaderminants of competition.
Competition is defined as the fight for market ghbetween two or more firms. An
understanding of competition helps the strategy erakn evaluating whether the
degree of competition in an industry offers scopedgood profitability. It promotes
sound strategic thinking about how to develop therall competitive strategy for the
company. Development of competitive position helps firm to more accurately
forecast both short and long term growth and itsfipmpotentials (Pearson and

Robinson, 1997)

It can be argued that a sense of direction is vaportant for an organization, and
strategy gives a framework to place this senseirefction in. If there is an over-
emphasis on strategic planning as opposed to ingsli&tion it can also in my

opinion kill creativity as the focus goes away frdoing to thinking about doing.

1.1.2 Poverty Reduction

(United Nations Development Programme [UNDP], 12906) reports that the
objective proclaimed by the General Assembly inrésolution on 20 December
1995, is to achieve the goal of eradicating absopgverty through national action
and international cooperation. It has broadly atmphat robust economic growth
that is labour-intensive and equitable, combinedhwarger outlays of social
expenditures, especially directed towards the gooww estimated at 1, 3 billion
people), are a winning combination in the fightiagapoverty. Thus there has been a
growth in the recognition of the importance of romedit in empowering all people
by increasing their access to all the factors obdpction, including credit

(Eradication of Poverty, pp 15-17).



According to Calgagovski et al. (1991), it has expéd that when properly
harnessed, microfinance institutions offer a vgrigt benefits to the African people.
Foremost, microfinance initiatives can effectivedyldress material poverty, the
physical deprivation of goods, services, and tlvenme to attain them. When properly
guided, the material benefits of microfinance catered beyond the household into

the community.

At the personal level, microfinance can effectivelydress issues associated with
"non-material poverty", which includes social arsy/ghological effects that prevent
people from realizing their potential (Africa’s imcing Needs, pp 126 - 129). The
stated commitments to poverty alleviation by 20&Quire adoption of a multi

sectoral approach, incorporating harmonization afcges and strategies and joint
ownership of programmes. A systematic analysisayepty reduction efforts in the

country shows that the role of institutions hasthesi been given attention nor
examined. Little effort has been made to relatacpd, institutions and poverty

alleviation efforts. Policy decisions such as thaament of the Non-Governmental
Co-ordination Act in 1990 could not bear meaninggdults due to lack of conducive

environment for team efforts in policy formulatiand implementation.

1.1.3 Microfinance Institution in Kenya

Microfinance refers to the provision of financi&reices to low income households,
including the self-employed. These financial sesitnclude savings, credit, payment
facilities, remittances and insurance (Ledgerwdd9; Wright, 1999; Christen and
Rosenberg, 2000). Microfinance, therefore, encosgmsnicrocredit, micro savings

and micro insurance (Roth, 2002). With the passdgiene, there has been increasing



emphasis on the importance of offering a rangeuality, flexible financial services

in response to a wide variety of needs of the fdaight, 1999).

Although the Kenyan microfinance sector is onehaf most vibrant in Sub-Saharan
Africa with a diversity of institutional forms ana good infrastructure to serve the
poor, microfinance activities were not regulatetill#006. The absence of regulation
allowed innovations to take place. Institutions eveet up easily without any barrier
like minimum capital requirements. In this enviraemh the microfinance industry
has developed and managed to attain reasonablydutbach. The Microfinance

Act of 2006 and the supportive Deposit Taking Mitrance Regulations of 2008
have together paved the way for institutional tfamsation in Kenya. With the

support of the Financial Sector Deepening (FSD)yerraulu and Kenya Women
Finance Trust engaged in the process that ledeio ltbensing as the pioneer deposit-
taking microfinance institutions (DTMs) in Kenya.of® transformations were

generally successful and have helped the two utistits to maintain their strategic
positioning in the market. However, in both cast#® process required more
resources and took much longer than expected. ditiaal, the transformations rose
greater than anticipated organizational challendg®s.start of 2009 when Kenya
Women Finance Trust (KWFT) embarked on the trams&ion into a deposit-taking

institution in earnest, it was the largest non-bamkrofinance institution in Kenya,

serving 250,000 women only clients.

1.1.4 Microfinance Institution in Nairobi County
The Microfinance institutions are organizationscompanies whose main activity is
to provide the poor in the less developed countnigh tools to work them out of

poverty. Microfinance is the provision of a broashge of financial services such as



deposits, loans, payment services, money transdeis,insurance to poor and low-
income households and, their micro enterprisesraviimancing Institutions (MFIS)
are defined as institutions whose major businesthesprovision of microfinance

services. Their aim is to become sustainable apdred their microfinance services.

The Microfinance industry in Nairobi has experiethoeajor transformations over the
past twenty years, growing from a fledgling concdaminated by a few donor and
church-based NGOs to a vibrant industry increagindtiven by commercial
sustainability. Generally, the providers of micnafihnce services in Kenya can be
clustered into three broad categories, notablymé&by semi-formal and informal
institutions - with the level of formality definday the degree of regulation. Under the
formal category are commercial banks and the PdfteOSavings Bank. The
semiformal category includes SACCOs and Microfirmamstitutions, while ASCAS
and ROSCAs dominate the informal (KEMCAMP, 2008).the past, microfinance
institutions (MFIs) established using either an N®Oa savings and credit co-
operative societies framework have been importanirces of credit for a large
number of low-income households and MSEs in thalrand urban areas of Kenya.
The MFIs had, however, operated without an appat@mpolicy and legal framework

until 2006 when Micro finance Act was enacted fait regulation and operation.

1.2 Research Problem

To alleviate poverty a lot of strategies have badopted such as integrated rural
development, basic needs approach, growth withtyquopular participation. These
strategies did not achieve the desired result moevhey sustained because they were
initiated, designed and implemented without activeivolving the poor in the

development and implementation of these strate@ditemnen,2004) As a result of



this and continued increasing in the number of paipn below poverty line, some
non-governmental organizations have stood up teesas financial intermediaries to
reverse the situation. These micro-financial instins have developed strategies that
allow the poor to have access to credit for mianeegprises developments and other

related poverty alleviation programmes (Maar2004)

According to Kenya Rural Enterprise Bank (2008yeided the existence of some 1.3
million SMEs employing as many as 2.4 million KengaOther studies have shown
that the sector is very dynamic, as evidenced leyrépid rate of investment and
enterprise growth. The development of the sectathésefore critical in reducing

poverty in Kenya. The role of Micro Credit showstthere has been a growth in the
recognition of the importance of empowering all pledby increasing their access to
all the factors of production, including credit.idtin that context that micro finance
has recently assumed a certain degree of prominénisebased on the recognition
that the latent capacity of the poor for entrepuesieip would be encouraged with
easy access of small-scale loans which would inrtedhem to the small-enterprise

sector.

Studies done on microfinance contributes poverggucgons are; Wright 2000,
Simanowitz and Walter 2002, Cherston akdhn 2002; the studies found that
microfinance contributes to increased income, coneion smoothing, better health
and nutrition, improvement in school attendance antgpowerment. All of these
benefits are interconnected; the improvement of witleinvariably have a positive
effect on the others. Whereas local studies doee Mliaingi (2012), impact of
microfinance on poverty alleviation in Kakamega riyy Maswari (2011), the impact

of microfinance services on poverty alleviatiorKiisii County, Mwawana (2011), the



role of microfinance in alleviating poverty amon@men groups in Kisauni district,
Kenya, Karuri (2008) impact of microfinance seedcon poverty alleviation. The
study support that microfinance has positeeonomic and social impacts on the

poor, others argued that microfinance has negatmpacts on the poor clients.

No known study has been done on strategies addgtedcrofinance institutions on
poverty reduction in Kenya. This study thereforeekseto fill in this gap by

investigating strategies adopted by microfinancgitutions on poverty reduction in
Kenya. What are the strategies adopted by microefi@anstitutions to support poverty

reduction programs in Nairobi County, Kenya?

1.3 Research Objective
The objective of the study is to investigate on shrategies adopted by microfinance

institutions in Nairobi County to support povergduction programs in Kenya

1.4 Value of the Study

This study will add on to the growing body knowledgf strategic management.
Additionally, the study will be important in exptang strategies adopted by
microfinance institutions to support poverty redoct Scholars often have different
opinions about the criteria influencing the choafeentry mode. Different samples,

different time period.

Secondly, the research findings will be useful dteptial investors in the sector. They
will be informed on the challenges faced by thditasons already operating and
therefore prepare themselves accordingly beforeriagt the industry. The research
findings will be useful to the government by infong them on the role and
contribution made by microfinance institutions. aseof unfair competition that

require streamlining through policy guidelines $hmd articulated. The findings of



this study will also be useful to the managemeain® of microfinance organizations
in tailoring their programs for the poor. Most dfet programs offered by micro
finance institutions fail to favour the poor peopi@dering their access to credit for

instance, by asking for high collateral, chargimghhinterest rates on small loans.



CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter presents the information from otheeaschers who have carried out
their research in the same field of study. Thisptérareviews the basic concepts of
strategies, poverty and microfinance asablishes the analytical framework used
in this research. The first part starts with tlemaept of poverty. The second part
deals with the concept, evolution and approachemiofofinance. The third part
includes the link between microfinance and povegtuction. Finally, the analytical
framework is discussed based on three major conmp®neamely: institutional

design, achievements and impact.

2.2 Theoretical foundation of the Study

Strategic balancing theory is based on the priedipat the strategy of a company is
partly equivalent to the strategy of an individuéhdeed, the performance of
companies is influenced by the actors’ behaviooe|uding the system of leaders’
values, Further to an empirical study on technalalgalliances, Aliouat deduced the
principle of the strategic balancing according ttick a technological alliance

generates paradoxes and lives by its paradoxesll@nce wavers between multiple
antagonistic poles that represent cooperation amdpetition. This gives room to

various configurations of alliances, which disappealy if the alliance swings

towards a majority of poles of confrontation.

The strategic balancing gathers three models, nathel relational, symbiotic and
deployment models. Competition proves to be parthefrelational model and the

model of deployment. It can be subject to alteoratbetween the two antagonistic

10



strategies, the one being predominantly cooperas/alescribed by the relational
model and the other being predominantly competsgharacterized by the model of
deployment. The company can then take turns attedpihe two strategies in order
to keep their alliance balanced. This idea is \@oge to that of Bengtsson and Kock
(2000), according to whom there are three typescanpetitive relationships:

competition-dominated, cooperation-dominated, ajuikerelationships. The latter is
similar to the alternation between the relationaldel and the model of deployment

described by Aliouat, (2006).

2.3 Concept of Strategy

Strategy can be defined as the direction and sobmn organization that ideally

matches the results of its changing environment iangdarticular its markets and

customers so as to meet stakeholder expectatiomgda and Scholes, 2002).
According to Greenley (2006), strategy is a unifdl integrated plan that relates the
strategic advantages of the firm to the challengleshe environment and that is

designed to ensure that the basic objectives ofettterprise are achieved through

proper execution by the organization.

There is no single universally accepted definitidrstrategy. Different authors and
managers use the term differently (Mintzberg, 1993kreenley (2006) defines
strategy as the pattern or plan that integratesrganization’s major goals, policies
and action sequences into a cohesive whole. He fiother to state that a well
formulated strategy helps to marshal and allocaterganization’s resources into a
uniqgue and viable posture based on its relativeermal competencies and
shortcomings, anticipated changes in the enviromnae contingent moves by

intelligent opponents.

11



Strategy can be formulated on three different leveamely: corporate, business unit
and operational level. While strategy may be almurhpeting and surviving as a
firm, one can argue that products and not orgaomstcompete. Products are
developed by the business units. The role of tigarozation then is to manage its
business units and products so that each is cotimpetnd so that each contributes to

the organization’s purposes (Porter, 1980).

The purpose of strategy is to provide directionsd<cto the organization that permit it
to achieve its objectives while responding to tippatunities and threats in the
environment (Pearce and Robinson, 2007). Stratefpysito position a firm in the
wider external environment. It also defines thdigation of the firm to its
stakeholders (Johnson and Scholes, 2008). Strdielps to define the specific
business of the firm in terms of products, marlketd geographical scope. Strategy
can also be considered as a firm's game plan thables the firm to create
competitive advantage (Pearce and Robinson, 2000¢. firm needs to look at itself
in terms of what the competitions are doing. Tisritical because firms in the same
industry tend to compete for the same customerasofk and Mc Donnell (1990)
define strategy as a set of decision making rutesguidance of organizational

behavior.

2.4 Strategies Adopted to Support Poverty ReductioRrograms

According to Amis andRakodi (1994), there are two main approaches tmelef
poverty: one which emphasizes the absolute natfirpowerty, while the other

focuses on relative deprivation. In the absoluppreach a minimum or basic
poverty level is established and individuals belibwg level are designated to be in

conditions of poverty.

12



The above two measures use income or consumptieadbapproach tpoverty.

Income measure of poverty, however, is criticizegtduse it does not consider
peoples’ access to basic services such as educdusatth care, adequate quality
housing with basic services. A different view orvexy is the entitlement approach.
The approach explains deprivation not in termsrobeerall lack of resources, but in
terms of household’'s ability to command such resesirby means of mechanisms

called entitlements (Amis and Rakodi, 1994).

The definition of poverty by the World Bank (Worl®evelopment Report,
2000/2001) also extended the conceptual dimenseyorid the conventionally held
ideas of income to a more comprehensive notion aufk | of opportunities,
capabilities, sense of voiceless-ness and vulndyalio external shocks. Thus,
poverty reduction strategies aimed not only to tereacome-earning opportunities,

but also must ensure improved capabilities, empowat of the poor.

Poverty cannot be captured in terms of money andnie alone. If poverty is seen
as a lackof opportunity to acquire lasting control of resourae®rder to strengthen
one’s capacity to acquirthe basic necessities of life-water, energy, food, & sa
place to eat, rest, sleep, wash, have sex anw gohool, basic health services and
medicine in case of illness, all that requires mb@money,more than an income.
It requires assets or entitlements, the value athvicannot be easilgstimatedn

financial terms (Maaner2004)

The poor are heterogeneous group which can be arated into different levels
according to their poverty status (Sebstad and €ad@1). In consideration of

poverty line, people in countries of the world chroadly be divided into two

13



categories: namely, poor and non-poor. The non-poeriving above and the poor
are living below the poverty line. The poor may betlar divided into destitute,
extreme poor and moderate poor. However, in #sgarch the category of poor and

non poor are used.

According to Meagher (2002), microfinance is defires ‘lending small amounts of
money for short periods with frequent repaymenittwever, this definition equates
the concept with micro-credit, which is rather atpaf microfinance service. For
Van Maanen, ‘microfinance is banking the unbatdsbbringing credit, savings
and other essential financial services within thach of millions of people who are
too poor to be served by regular banks, in mosésdmecause they are unable to
offer sufficient collateral’ (Maanen, 2004).

From the 1950s onwards, governments and interratidonors have been assisting
subsidized credit for small holder farmers in depelg countries with the aim to
increase agricultural productivity (Beshir, 200Bevelopment financial institutions
such as agricultural development banks were estadli to deliver subsidized credit
to those farmers. Unfortunately, ‘the failure adtstimplemented credit schemes has
been more the rule than the exception’ (Sida, 200%the 1960s and 1970s the
supply- led credit approach ended up with failaespite the middle and upper class
farmers benefited in increasing agricultural prdduty through intensive use of
inputs. Main reasons for state failure of credivision were rapid disbursement of
funds with greater political emphasis, failure tdlect loans stemming from lack of
proper institutional arrangement and clients’ atté towards loan as grant money
(Assefa et al, 2005). Robinson describes in Therdfiitance Revolution, the 1980s
demonstrated that ‘microfinance could provide lasgale outreach profitably,” and

in the 1990s, ‘microfinance began to develop amdustry’ (Robinson, 2001).
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2.5 Strategies Adopted By Microfinance Institutionson Poverty Reduction

In the year 2000, the United Nations drew up adfsMillennium Goalswhich aim
to spur development and eradicate extreme povért002, Murdoch and Haley
were authorized to determine the impact that micasfce has on the realization of
the seven Millennium Goals. In an extensive worlyrtéébch and Haley concluded
that ‘there is ample evidence to support the pasiimpact of microfinance on
poverty reduction as it relates to the first six tbe seven Millennium Goals’

(Murdoch and Haley, 2002).

In broader understanding, Ledgerwood (2008), ceeckithat financial services
generally include savings and credit; however, sdfids also provide credit cards,
payment services, money transfers, and insurancaces. Besides, many MFIs
undertake social intermediation services such aspyformation, development of
self-confidence, and training in financial litera@nd management capabilities
among members of a group. The concept of microGeaoften includes both

financial and social intermediations (Ledgerwood0&).

2.5.1 DevelopmentApproach

The prime objective of MFIs is the provision of lwaBnancial services to the poor.
However, the service provision depends on theirr@ghes. There are two
contesting approaches among microfinance supportieusiness approach and
development approach. According to Van Maanen (RO®usiness approach
primarily focused on organizational achievementshsas repayment, cost recovery

and profitability.
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On the other hand, development approach emphasises onbreak-even, impact
on credit and on how the client is doing rathemtipaofitability. Supporters of this
approach argue that the clients should participagavareness and capacity building
programs before taking the loans. The basic diffezeseems to be whether the MFI
should be seen as a business, be it wilevelopment mission, or as a development
body, be it with a business character. Hmswerdepends on the type of clients the
MFI wants to serve: if the MFI aims at clients debgwn the poverty pyramid, the
approach of the development should prevail. If thegk for clients who could
eventually “graduate” to the formal sector, the rabibusiness approach is more

logical (Maanen,2004).

Since the development approach gives emphasisnipti@ building institutions for
sustainable provision of services, but also empmgethe poor people to get the
most out of the services delivered, this researapep adopts the development
approach to analyze the functioning of ACSI andd&im MFI. The next approaches
give an indication of financial products/servicesdatheir integration with non-

financial services.

2.5.2 LendingMethodologies

MFIs are using different models to provide finahaarvices to the poor. Robert
Cull et al, in their global analysis of lending madcbanks, found three main
categories: Group, Individual, Village Banking Mdsle(Cull et al, 2007). The
rationale of group lending is that ‘if a membemhaving difficulty with repayments,
others in the group will put pressure on that memntberepay. Further, that if this
pressure fails and the member defaults on the ldbenwhole group will repay the

loan on behalf of the members’ (Johnson and Rod#9,7). While many schemes
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use groups, Hulme and Mosley (1996) concluded thatugsoare not always a
crucial feature of scheme design. Attending growgetings and monitoring group
members can be too costly, especially where hoasesiot close together. Group
formation may exclude some poor people, espechalyen the group is formed
based on religion, ethnicity, sex, etc (Vigeninal dfritikos, 2004). As a result,

clients may prefer other models like individual amnithge banking.

Individual lending is defined as ‘the provision a@kdit to individuals who are not
members of a group that is jointly responsible ltman repayment’ (Ledgerwood,
2008). It requires frequent and close contact \withvidual clients to provide credit
products tailored to the specific needs of thermss. Village banking was designed
in the early 80s in Latin America by John Hatch &iglassociates at the Foundation
for International Community Assistance (FINCA) toywide asset building loans to
poor women in Bolivia. Village banking group is apport group of 10-35
members-usually women-who meet weekly or biwee&lyprovide themselves with
three essential services: small self-employmenhdo® start or expand their own
businesses; an incentive to save, and a means cofmatating savings and a
community-based system that provides mutual suppod encourages personal

empowerment.

2.5.3 Institutional Designfor the Poor

Microfinance interventions have made use of a rapigdesign features (Johnson
and Rogaly, 1997). Although there are differentiglesfeatures, this research
focuses on three design features: targeting, Igndimethodology and
products/services. The following section discudbese three design elements and

the ways that they operate.
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According to Ledgerwood, targeting the poor cliedeppends on the objectives of
the microfinance service provider and the perceigtethand for financial services.
These objectives include: to reduce poverty, to e@egy women or other
disadvantaged population groups, to create employnie help existing business
grow or diversify their activities, to encouragee tlevelopment of new businesses
(Ledgerwood, 2008 Ledgerwood Z008, targeting the poor may be direct or
indirect. Direct targetingefers to the allocation of a specific amount ofids to
provide credit to a particular sector of the ecogyiam population like poorest of the
poor, women, the indigenous population or the eoooally active poor whereas
indirect targeting is when the service is desigheaexclude the non poor through
relatively high interest rates, small loan sizesjugp guarantees and the holding of

compulsory regular meetings to qualify for loansl &am make repayments.

Dunford and Denman (2000) argued that the smali fze, high interest rate, short
loan duration, the frequent repayments, and depsed®n group guarantees and
weekly attendance at group meetings are all fadssaimed to make the program
unattractive to people who have other sources etlicras an indirect method.
However, when easier finance options are not availdo the not-so-poor, the
demand for credit may be so high that even they wilbng to tolerate the

unattractive features of group-based poverty lemdin

MFIs target women more than men clients becauseemoatmost always make up
the poorest segments of society and are resporfsiblehild rearing, and they often
have fewer economic opportunities than men (Ledgedy 2008). It has been

argued that an increase in women’s income bendfies household and the
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community to a greater extent than a commensunmatesasein men’s income.

Johnson and Rogaly (1997) argued that ‘microfinamgerventions may lead to
empowerment for women by increasing their incomed #heir control over that
income, enhancing their knowledge and skills in dpition and trade, and
increasing their participation in household decisimaking. As a result social
attitudes and perceptions may change and womeatsissin the household and

community may be enhanced (Johnson and Rogaly,)1997

2.5.4 Minimalist and ComprehensiveApproach

Poverty reduction focused microfinance service plens are divided into two

approaches in terms of their view on microfinancedpcts/services: Minimalist and
integrated. Minimalist approach emphasises, oftealusively, on credit access,
which it sees as the missing piece for poverty cgédn (Sabharwal, 2000).
Advocates of this approach restrict their serviogy do the provision of credit and
savings facilities making the client responsible nbake the best out of the loan
delivered. Most governments and donor agencieseatiye@ MFIs can contribute to
poverty reduction. However, there is less consematusit the degree to which, how
and when poverty can be reduced through microfieamaccording to Gulli and

Berger (2008), there are two main camps regardingroimance and poverty

reduction: the financial systems approach and ey lending approach. The
financial system approach states that the overdl gf microfinance is to provide
sustainable financial services to low-income peoflat not necessarily to the

poorest among them.
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The Poverty lending approach, on the other haralmel that the overall goalsf
microfinance should be poverty reduction and empowat. According to this
approach, MFIs should target the poor, conduct ahpasessment studies to prove
the poverty-reducing effect of their activities apmvide complementary services
such as business development services in ordemtoilsute to poverty reduction. As
opposed to the financial systems approach, credgeen as a powerful tool for

povertyreduction (Woller et al, 2008).

In contrast, integrated approach refers to theipiav of non-financial services such
as training in health, literacy, social action agvironmental awareness besides
financial services (Hickson, 2001). The supporteirshis approach acknowledges
that credit alone may not be enough to ensure estaiployment and productivity
for the reason that the causes of poverty at thesgoots level are multidimensional
ranging from economic and social problems to laicknarketable skills and resource

management know how (Amha, 2003).

2.5.5 Products andServices

According to Ledgerwood (2008) there are four broategories of
products/services that may be provided to microfea clients: namely, Financial
intermediation or the provision of financial prot&iand services such as savings,
credit, insurance, credit cards and payment sesyi&®cial intermediation or the
process of building the human and social capitglired by sustainable financial
intermediation for the poor, Enterprise developmsstvices, nonfinancial services
that assist micro entrepreneurs include businessirtig, marketing and technology
services, skills development and subsector anal§sial services or non-financial

services that focus on improving the wellbeing oicnm entrepreneurs include
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health, nutrition, educatioand literacy training. However, the degree to whach
MFI provides each of these services depends onhehet takes a minimalist or

integrated approach.

Many MFIs provide savings and credit services withgetting involved in related
development activities. However, many scholars @sgthat integrating financial
with non-financial services is usually seen as msaein addressing the causes of
poverty identified in a particular area or by atmatar group of people; it is rarely
the case that savings and credit activities aloflereduce poverty (Johnson and

Rogaly, 1997; Ledgerwood, 2008).
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1Introduction

This chapter presents research methodology thatses in this study. It focused on
the research design, population of study, samplkk sampling techniques, data
collection methods and comes to a conclusion with tlata analysis and data

presentation methods that were used in this study.

3.2 Research Design

The study adopted a cross section research dédwggdesign was preferred because
it allowed collection of information in the entifgopulation. A descriptive survey
attempts to describe or define a subject often featong a profile of a group of
problems, people or events through the collectibrdata and tabulation of the
frequencies on research variables or their intemaas indicated. Singleton (1988)
describes a descriptive cross-sectional surveyasrprehensive design that enables
large and diverse amounts of data to be collectgdirva short time frame and

analysed quantitatively, giving a credible preseoeof results.

The research was on strategies adopted by micnafeanstitutions on poverty
reduction in Kenya. This design is most appropriatea single unit of study because
it offered a detailed in depth analysis that willegvaluable insights to phenomena

since managers across the board were interviewed.
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3.3 Target Population
According to Cooper and Schindler (2000), popurtatiefers to the entire group of
individuals or objects to which researchers areerggted in generalizing the

conclusions. The study used census design foRathirofinance institutions.

Population is defined as all the members of awedalypothetical set of people, events
or objects to which a researcher wishes to gereréiie results of the research study
(Borg and Gall, 1989). The target population of gtady was 52 microfinance

institutions in Nairobi County as at June 2012tamsin appendix Il.

3.4 Data Collection

The study heavily relied on primary data which weoected through administering
structured questionnaire. The structured questiomnaere divided into two parts
where Part A which covers general demographic datthe respondents, part B
focuses on strategies adopted by microfinancetutistns on poverty reduction in

Kenya.

The respondents were financial manager from eathed52 microfinance institutions
in Kenya since the respondents were expected oagivinsight on strategies adopted
by microfinance institutions to support poverty wetion. The questionnaires were

administered through drop and pick as well asifigtion through email.
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3.5 Data Analysis
Data analysis is the process of bringing ordeycstire and meaning to the mass of
information collected. It involves examining whaashbeen collected and making

deductions and inferences (Kombo and Tromp, 2006).

The study used primary and secondary data. Prindatg was collected using
guestionnaires, which, was well structured and ildetato address the research
guestion. The target respondents were the finamsatagers from each of the 52
microfinance institutions in Nairobi. Secondary alavas sourced from relevant
journal, academic books, articles and unpublishegjlepts. The questionnaire was

administered based on drop-and-pick method.

The data collected from the respondents was arglyzang simple statistical tools.
Data analysis is the way in which to handle rawadat order to facilitate
understanding and reporting of findings to meetdhgctives of the study. The data
collected was qualitative and quantitative in natdthe complete questionnaires were
edited for completeness and consistency; this uhited the usefulness, credibility
and adequacy of the data collected. The responses the questionnaire was
tabulated and coded and the results were presentguaphs, charts, mean and

percentages to summarize the data.
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CHAPTER FOUR: DATA ANALYSIS, RESULTS AND

DISCUSSION

4.1 Introduction

This chapter provides an analysis of data collefrtad the field on strategies adopted
by Microfinance institutions to support poverty wetlon programs in Kenya. The
results are presented in tables to highlight thenfandings. They are also presented
sequentially according to the research questionghef study. Mean scores and
standard deviations and regression analysis was tasanalyze the data collected.
The raw data was coded, evaluated and tabulatetepict clearly the results of
strategies adopted by microfinance institutionsupport poverty reduction programs
in Kenya, a case study of Nairobi County. The redeaas conducted on a sample of
52 respondents from different regions to which ¢joagaires were administered. Out
of the issued questionnaires, only 44 were retudhdd filled in making a response

rate of 84.6% which is an adequate response raggdbstical reporting.

4.2 Demographic Characteristics

The study sought to establish the information om thspondents employed in the
study with regards to the gender, age, the levedofcation and duration of work in

that industry. These bio data points at the respoisd appropriateness in answering
the questions and also looks at the Strategiestedidqgy Microfinance Institutions on

poverty reduction. The results of the study arsg@néed in the tables below.

4.2.1 Gender
The respondents were asked to show their gendesrwis expected to guide the

researcher on the conclusions regarding the dexfreengruence of responses with

25



the gender characteristics on strategies adoptedidrpfinance institutions to support

poverty reduction programs in Kenya, Nairobi County

Gender

Figure 4.1: Gender

Figure 4.1 shows that 59% were males while 41% wersales. The findings
therefore indicate that majority of the financiahmager in microfinance institutions

of Nairobi County are males.

4.2.2 Respondents’ age category

This area of the study, the researcher sought tawkthe age category of the
respondents. This was expected to guide the rdsaon understanding the most
active age group in regards to strategies adoptednicrofinance institutions to

support poverty reduction programs in Kenya, NairGbunty. The figure below

shows the study findings.
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Figure 4.2: Age category

Figure 4.2 indicates that 29.5% of respondents wgeel between 21-30 years, 45.5%
were aged 31-40 years and 25% were aged aboveadf) yierom these findings, most
of the financial managers in microfinance instaing of Nairobi County belong to an
age category of 31-40 years. This is the most @a@ge group hence they are actively
involved in financial management, therefore they h@h experiences, could also

appreciate the importance of the study.

4.2.3 Level of education
Figure 4.3 indicates the study results of the redpats’ level of education. This was
to help the researcher understand the level ofattucof the financial managers who

were employed in microfinance institutions of Nair€ounty.
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Figure 4.3: Level of education

Figure 4.3 indicates that 47.7% of the respondargsindergraduates and the rest i.e.
52.3% are postgraduate degree holders. All findngianagers in microfinance
institutions of Nairobi County were found to be deg holders therefore, provided
information based on the academic knowledge, séilld experience they have gain

in financial management.

4.2.4 Working experience from the institution

The respondents were asked to indicate the nunfbgrass they had worked in the
institution. This was expected to help the resear&how the kind of experience the
financial managers had and how effective they wdaddable to give information

about the institution. The results are shown inrggbelow.
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Figure 4.4: Working experience from the business

Figure 4.4 shows that 20.5% of the respondents baea it the institution for less
than 3 years, majority of the respondents (56.8%g] twvorked in the institution
between 3 to 5 years, while 22.7% had worked ftar b years. The findings therefore
indicated that majority of the financial managessl worked in the institution for a
considerable period of time and thus were famiibout the strategies adopted by

microfinance institutions to support poverty redorciprograms in Kenya.

4.2.5 Working experience in industry

The respondents were asked to indicate the nunfbgrass they had worked in the
industry. This was expected to help the researkhew the kind of experience the
financial managers had and how effective they wdaddable to give information

about the industry. The results are shown in fidpgiew.
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Figure 4.5: Working experience in industry

Figure 4.5 indicates that 15.9% of the respondéatge been it the industry for
between 1 and 2 years, majority of the respondétds2%) had worked in the
industry between 3 to 5 years, while 40.9% had edrik the industry between 6 to
10 years. The findings therefore indicated thatamiigj of the financial managers had
worked in the industry for a considerable periodimie and thus were familiar about
the strategies adopted by microfinance institutid@ssupport poverty reduction

programs in Kenya.

4.3 Strategies adopted by Microfinance Institutionson poverty reduction in

Kenya

4.3.1 Strategies adopted on ddevelopment approach
The study in this part aimed at identifying theastgies adopted by Microfinance
Institutions on poverty reduction in Kenya usingyelepment approach. The factors

were rated using a Likert 1-5 scale, to what exteate the following strategies
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adopted by microfinance institutions on povertyuathn in Kenya. With 1 being to

no extent at all, 2 being to a small extent 3 béongome extent, 4 being ‘to a high

extent’ and 5 being to a

very high extent

Table 4.1: Strategies adopted on development approla

Descriptive Statistics Response FrequengyPercent | Mean | Standard
deviation
Microfinance institutiong to no extent 4.090| 0.98402
approach primarily to a small extenf 4 9.1 9
focused on to some extent | 7 15.9
organizational to a high extent| 14 31.8
achievements such as [5 3 very high 19 43.2
repayment, cost extent
recovery and
profitability
Microfinance institutiong to no extent 3.500| 0.66473
looks on how the clientto a small exten 0
is doing rather thanto some extent | 26 59.1
profitability to a high extent| 14 31.8
to a very highl 4 9.1
extent
Microfinance institutiong to no extent 3.750( 0.61474
emphases onto a small exten 0
empowering the podrto some extent [ 15 34.1
people to get the moSko a high extent| 25 56.8
out of the servicefig g very highl 4 91
delivered extent
Making small base loansto no extent 4.3182 0.7078b
flexible to reflect| to a small exten
changes in value afto someextent | 6 13.6
money to a high extent| 18 40.9
to a very high 20 45.5
extent
Increasing loan graceto no extent 4.0682 0.66114
periods and reducingto a small exten
frequency of repayment to some extent 8 18.2
to a high extent| 25 56.8
to a very high 11 25.0
extent

Source: Research Data

(2013)
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Table 4.1 represents the descriptive statics aategfies adopted by Microfinance
Institutions on poverty reduction in Kenya usingyelepment approach. The results
show that respondents only agreed to a very higkenéxo the statements that
Microfinance institutions approach primarilyfocused on organizational
achievements such as repayment, cost recovery mfitiapility and making small

base loans flexible to reflect changes in valuenohey with means of 4.0909 and
4.3182 and standard deviations of 0.98402 and 85O0ikspectively. The

respondents agreed to a high extent on; Microfieanstitutions looks on how the
client is doing rather than profitability, microfince institutions emphases on
empowering the poor people to get the most outhef services delivered and
increasing loan grace periods and reducing frequehecepayment with an average
mean of above 3.5000 and standard deviation bet®WegM74 and 0.70785. This
findings indicates that majority of the respondemisre in agreement to the
statements regarding the above factors on strategdopted by Microfinance

Institutions on poverty reduction in Kenya usingelepment approach.

4.3.2 Strategy adopted on lending methodologies

The respondents were asked to indicate whethee tivested any form of strategy
adopted by Microfinance Institutions on lending hogjologies. The respondents were
asked to rank factors on the degree of agreemedisagreement. The study results

are shown in table below.

32



Table 4.2: Strategy adopted on lending methodologse

Descriptive Response Frequency Percent| Mean | Standard
Statistics deviation
When member areto no extent 3.7273| 0.84533
having difficulty | to a small extent 3 6.8
with  repayments} to some extent 14 31.8
others in the groupy,7 high extent 19 43.2
will put pressure oMo a very high 8 18.2
that member to repay o ieont
Microfinance to no extent 4.4091) 0.81606
institutions to a small extent
encourage  Groupys some extent 9 20.5
leading to a high extent 8 18.2
to a very high 27 61.4
extent
Microfinance to no extent 4.0455| 0.74567
institutions to a small extent
facilities Individual| to some extent 11 25.0
leading to a high extent 20 45.5
to a very high 13 29.5
extent
Microfinance to no extent 4.5000] 0.62877
institutions offer| to a small extent
small self-| to some extent 3 6.8
employment loans toto a high extent 16 36.4
start or expand theirto a very high 25 56.8
own businesses extent
Microfinance to no extent 4.3864| 0.68932
institutions offers an to a small extent
incentive to save [ tg some extent 5 11.4
to a high extent 17 38.6
to a very high 22 50.0
extent

Source: Research Data (2013)

Table 4.2 indicates that Microfinance institutioencourage Group leading,

microfinance institutions offer small self-employmbdoans to start or expand their

own businesses and microfinance institutions offars incentive to save were

given a very high extent response of means 4.408000 and 4.3864, and standard

deviation of between 0.68932 and 0.81606 respdygtive
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When member are having difficulty wittepayments, others in the group will put
pressure on that member to repay and microfinamsgitutions facilities
individual leading were agreed to a high extenpoese of means 3.7273 and

4.0455 and standard deviations of 0.84533 and 6.7 4&spectively.

4.3.3: Strategies adopted by microfinance institutins on Institutional design for
the poor

The study sought to establish strategies adoptednlzyofinance institutions to
support poverty reduction programs in Kenya onitinsdnal design for the poor. The
respondents were asked to rank the statementsdangdo the level of importance.

Study findings are shown in the table 4.3.
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Table 4.3 Strategies adopted by microfinance institutions omnstitutional design

for the poor

Descriptive Response Frequency| Percent Mean | Standard
Statistics deviation
Microfinance to no extent 4.204| 0.63170
institutions in| to a small extent 5
targeting the poor tdto some extent 5 11.4
reduce poverty to a high extent 25 56.8
to a very high extent 14 31.8
Microfinance to no extent 4.500| 0.66473
institutions to a small extent 0
empowers  womento some extent 4 9.1
or other| to a high extent 14 31.8
disadvantaged to a very high extent 26 59.1
population groups
Microfinance to no extent 4.181| 0.81477
institutions  create to a small extent 8
employment to some extent 11 25.0
businesses to a high extent 14 31.8
to a very high extent 19 43.2
Microfinance to no extent 4.409| 0.72555
institutions help to a small extent 1
existing businessto some extent 6 13.6
grow or diversify| to a high extent 14 31.8
their activities, tQ to a very high exten{ 24 54.5
encourage the
development of new
Microfinance to no extent 4.04550.48005
institutions help
group meetings toptoa small extent
make the —progrant oo exient 4 9.1
unattractive to
people  who havei high extent 34 77.3
other sources af
credit as an indirectto avery hlgh extent 6 13.6
method
Microfinance to no extent 4.63640.48661
institutions  lowers to a small extent
interest rates to anto some extent
optimum level to a high extent 16 36.4
to a very high extentf 28 63.6

Source: Research Data (2013)
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Table 4.3 shows that the mean are above 3.0 fathallindicators that strategies
adopted by microfinance institutions to supportgroy reduction programs in Kenya
on Institutional design for the poor were agreedigh extent with means of 4.0455,
4.1818, 4.2045, 4.4091, 4.5000 and 4.6364 fromdhest to highest respectively
and standard deviations of between 0.48005 an@dt@/81n this order; Microfinance
institutions help group meetings to make the pnogrmattractive to people who
have other sources of credit as an indirect methodiofinance institutions create
employment businesses, microfinance institutionstargeting the poor to reduce
poverty, microfinance institutions help existingsimess grow or diversify their
activities, to encourage the development of newgrafinance institutions

empowers women or other disadvantaged populatiamupgr and microfinance
institutions lowers interest rates to an optimumele Therefore the statistics
indicates that Institutional design for the pooraisignificant strateggpdopted by

microfinance institutions.

4.3.4. Strategies adopted by microfinance institutins on minimalist and
comprehensive approach

The study sought to establish the extent in whigbrafinance institutions employ
minimalist and comprehensive approach strategy. fHide 4.4 shows the study

findings.
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Table 4.4: Strategy of minimalist and comprehensivapproach

Descriptive Statistics Response Frequency| Percent | Mean Standard
deviation
Microfinance institutions to no extent 4.4091| 0.72555
provides credit and to a small extent
savings facilities makingto some extent 5 11.4
the client responsible toto a high extent 25 56.8
make the best out of thep a very high exten{ 14 31.8
loan delivered
Microfinance institutions to no extent 4.0455| 0.64536
provide sustainableto a small extent
financial services to lowrto some extent 4 9.1
income people, but notto a high extent 14 31.8
necessarily to the pooresfo a very high exten{ 26 59.1
among them
Improving infrastructure to no extent 45682 | 0.62497
and introducing tradeto a small extent
exhibitions for micro and to some extent 11 25.0
small enterprises to a high extent 14 31.8
to a very high extent 19 43.2
Microfinance institutions to no extent 45227 0.50526
reduces poverty at theo a small extent
grassroots  level  areto some extent 6 13.6
multidimensional rangingto a high extent 14 31.8
from economic and social
fto a very high extent 24 54.5

problems to lack o

marketable skills

Source: Research Data (2013)

Table 4.4 shows that 44 respondent were interviewss extent in which

microfinance institutions employ minimalist and qmehensive approach as a

strategy to support poverty reduction programs @ny@, from the table the means

ranges from 4.0455 to 4.5682 meaning that minirhalisl comprehensive approach

strategy are used in the microfinance institutiondile the standard deviation

support since all the indicators have smaller \v&lfe0.50526 to 0.72555.
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4.3.5 Strategies adopted by microfinance institutios on products and services

The respondents were asked to show extent of agrgemuith statements on
Strategies adopted by microfinance institutionspooducts and services i.e. clients’
business skills, provision of financial productdaservices such as savingsedit,
insurance, credit cards and payment services, beeps of building the human and
social capital required by sustainable financiateimediation for the poor,
nonfinancial services that assist micro entreprexjewskills development and
subsector analysis and Social or non-financial isesvthat focus on improving the
wellbeing of micro entrepreneurs include healthfriian, education and literacy

training. Study results are shown in table 4.5.
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Table 4.5: Strategies adopted by microfinance ingtitions on products and

services

Descriptive Statistics

Response

Frequen
Cy

Percen

t

Mean

Standard
deviation

Microfinance institutions

to no extent

restructuring MFIs’

to a small extent

training content to includ

eto some extent

114

improving their clients]

to a high extent

25

56.8

business skills

to a very high
extent

14

31.8

4.2045

0.63170

Financial intermediatior

nto no extent

or the provision of

to a small extent

financial products an

Ito some extent

9.1

services such as saving

)30 a high extent

14

31.8

credit, insurance, cred
cards and paymer
services

Ito a very high
Mextent

26

59.1

4.5000

0.66473

Social intermediation o

rto no extent

the process of buildin
the human and soci

Jlto a small extent
3

capital required by

to some extent

11

25.0

sustainable financid
intermediation for the

lto a high extent

\

14

31.8

poor

to a very high
extent

19

43.2

4.1818§

0.81477

Enterprise  developmer

1to no extent

services, nonfinancig

lto a small extent

services that assist mic
entrepreneurs includ
business training
marketing and technolog
services, skillg
development an
subsector analysis

[0 some extent

13.6

€o a high extent

14

31.8

to a very high
Yextent

24

54.5

4.4091

0.72555

Social services or nor

-t0 no extent
t

financial services th
focus on improving the
wellbeing of  micro

| to a small extent

to some extent
(S

9.1

entrepreneurs inclu
health, nutrition,
education literac
training

and

to a high extent

34

77.3

yto a very high
extent

13.6

4.0455

0.48005

Source: Research Data

(2013)
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Table 4.5 shows that the mean are above 3.0 fathallindicators that strategies
adopted by microfinance institutions to supportgroy reduction programs in Kenya
on products and services were agreed to high extéht means of 4.0455 to a
highest of 4.5000. The standard deviation also esdgphat with values of between

0.48005 and 0.81477.

4.5 Discussion

From the literature review findings it was estdidid that the strategies adopted by
microfinance institutions to support poverty redoctprograms in Kenya, a case study
of Nairobi County include development approach wbgrMicrofinance institutions
approaches are primarilyffocused on organizational achievements such as
repayment, cost recovery and profitability, lendingethogologies where
Microfinance institutions encourage both group legdand individual lending,
microfinance institutions empowers women or othesadvantaged population
groups to reduce poverty, microfinance institutioesploy minimalist and
comprehensive approach strategy by providing creahd savings facilities,

improving infrastructure and introducing trade dxtons.

According to Greenley (2006), strategy is a unifdl integrated plan that relates the
strategic advantages of the firm to the challengleshe environment and that is
designed to ensure that the basic objectives ofettterprise are achieved through
proper execution by the organization. Last but least are products and enterprise
development services, nonfinancial services thsistisnicro entrepreneurs include
business training, marketing and technology sesyicgkills development and

subsector analysis.
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From the study findings on development approachaastrategy adopted by
Microfinance Institutions on poverty reduction ineiya, the results show that
respondents agreed to a very high extent that derednt approach emphasises more
on break-even, impact on credit and on how the clientdoing rather than
profitability. Supporters of this approach arguattthe clients should participate in
awareness and capacity building programs beforengakhe loans. The basic
difference seems to be whether the MFI should le@ ss a business, be it wigh
development mission, or as a development bodyt Wwéh a business character. The
answerdepends on the type of clients the MFI wants teeself the MFI aims at
clients deep dowrthe poverty pyramid, the approach of the developmerdukh
prevail. If they look for clientsvho could eventually “graduate” to the formal sector,

the sound business approach is moggcal

On lending methogologies respondents agreed to Wagh extent the on the
provision of credit to individuals members of agpathat is jointly responsible for
loan repayment’. It requires frequent and closetaxnwith individual clients to
provide credit products tailored to the specificeade of the business. Village
banking was designed to provide asset building dom poor women in Kibera.
Village banking group is a support group of 10-3&nmbers-usually women-who
meet weekly or biweekly to provide themselves withee essential services: small
self-employment loans to start or expand their duginesses; an incentive to save,
and a means of accumulating savings and a commba#gd system that provides
mutual support and encourages personal empowermeatdgerwood (2008),
conceived that financial services generally inclubvings and credit; however,
some MFIs also provide credit cards, payment sesyianoney transfers, and

insurance services.
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From the descriptive statistics on Institutionalsiga for the poor as a strategy
adopted by microfinance institutions to supportgyty reduction programs in Kenya
were agreed to high extent that MFIs target womementhan men clientsecause
women almost always make up the poorest segmergscéty and are responsible
for child rearing, and they often have fewer ecomoapportunities than men. It has
been argued that an increase in women’s incomefiteriee household and the
community to a greater extent than a commensunateease in men’s income.
Microfinance interventions may lead to empowermentwomen by increasing their
incomes and their control over that income, enlmantheir knowledge and skills in
production and trade, and increasing their padiogm in household decision
making. As a result social attitudes and perceptimay change and women’s status
in the household and community may be enhanced.pfinee objective of MFIs is
the provision of basic financial services to th@pdiowever, the service provision
depends on their approaches. There are two camgestpproaches among
microfinance supporters: business approach andl@awent approach. According
to Van Maanen (2004), business approach primamgu$ed on organizational

achievements such as repayment, cost recovery rafithpility.

The study findings on minimalist and comprehensipproach strategy claimed that
the overall goals of microfinance should be povedguction and empowerment.

According to this approach, MFIs should target per, conduct impact assessment
studies to prove the poverty-reducing effect ofirthactivities and provide

complementary services such as business developreentices in order to
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contribute to poverty reduction. Agpposed to the financial systems approach, credit

is seen as a powerful tool for poverggduction.

From the descriptive statistics on products andises as a strategy adopted by
microfinance institutions to support poverty redct programs in Kenya it was
agreed to high extent that many MFIs provide saviagd credit services without
getting involved in related development activitié®owever, many scholars argues
that integrating financial with non-financial seses is usually seen as essential in
addressing the causes of poverty identified in diqudar area or by a particular
group of people; it is rarely the case that saviagd credit activities alone will
reduce poverty. Financial intermediation or thevpion of financial products and
services such as savings, credit, insurance, cradits and payment services, Social
intermediation or the process of building the hunaawl social capital required by
sustainable financial intermediation for the pdénterprise development services,
nonfinancial services that assist micro entreprenenclude business training,

marketing and technology services, skills develapnasd subsector analysis.
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CHAPTER FIVE: SUMMARY, CONCLUSIONS AND

RECOMMENDATIONS

5.1 Introduction
This chapter presents summary of findings as dsstlisin chapter four and
interpretations of the data analysis, conclusiom$ @commendations based on the

findings.

5.2 Summary

The research was conducted on a sample of 44 rdsptsn from the selected
institutions to which questionnaires were admimedde The study targeted
microfinance institutions that support poverty retthbn programs in Nairobi County,
owing to the act that Nairobi County is the courdoynmercial hub, infrastructure and
industry centre. The study main objective was t@adsh and investigate on the
strategies adopted by microfinance institutionsupport poverty reduction programs

in Kenya, Nairobi County.

Poverty reduction is a critical factor in elevatittge economy of the county. The
finding identified that there is growing interest incorporating Microfinance
institutions by empowering the women and the lebsmataged population to get
the most out of the services delivered was agreethé most effective way of
poverty reduction. Each segment in the institutroay develop highly specific
performance measurement information for its ownrafens and this will allow that

segment to operate effectively.
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The research found out that factors that are atiiic micro financing management
include Microfinance institutions looks on how tloéent is doing rather than
profitability, institutions emphasizing on empowsayithe poor people to géhe
most out of the services delivered, increasing lgaace periods and reducing
frequency of repayment and microfinance institigidowers interest rates to an
optimum level. It was established that the maictdies affecting micro financing
institutions were size of the population. It wasteabthat there is only a small
population benefitting from the money lending ingions. The market for financial
institutions was seen to be growing at a moderate pThis slow pace is a result of
Kenya not being able to effectively inform the nged the society the need to get
loans from micro financial institutions. Due tolatfon the prices are high and thus a

small market for the high priced products.

The investment climate is not conducive as a resulbflation and high exchange
rates of currencies. Political instability has afézl trade between counties thus
resulting to trade barriers which affect the secpaatly as most of the products are

exported since the countries own market is noi@afft.

The strategies adopted by Microfinance Institigiom poverty reduction influencing
performance include difficulty of members’ repayrtenich people are beneficiaries
instead of the poor, institutions making the progranattractive to people who have
other sources of credit as an indirect method amtdfinance institutions provide
sustainable financial services to low-income peopdat not necessarily to the
poorest among them. It was also seen that theks lgood infrastructure and the
level of technology are low; distribution and trpog costs were also noted to be very

high thus limiting performance in the sector.

45



5.3 Conclusion

In conclusion the performance of the Microfinanastitutions has been affected by
lack of large market by women groups, individuahgl ather beneficiaries of the
loans for their products and a slow growth ratéhef market. High inflation pushing
prices up thus results to a small market for higleol products. There is need to
improve on the performance in the Microfinance itogbns in areas like
infrastructure, technology and hiring of skilledbd¢aur to enhance performance in the

sector.

For improved performance there will be need to edpeg Nairobi County and the
entire country markets for produce, integrating llaék of the county’s investors into
profitable supply chains that satisfy these markatsd ensuring consumers of a
growing supply of produce with falling real pricasd improving quality will require
investment in three key areas: technical productommstraints, public market

infrastructure, and the legal and regulatory emnment.

5.4 Recommendations

These recommendations are mainly to the Kenyanrgownt. Kenya needs to
expand Microfinance institutions for effective payereduction by integrating the
bulk of the country’s small scale investors intofiable supply chains that satisfy
these markets, and ensuring consumers of a grosupgly of their produce with

falling real prices and improving quality will relge investment in areas of technical

production, public market infrastructure, and tbgal and regulatory environment.

There is need to address the finance institutiontical constraints that require the
government to adopt an overarching vision of pamgewith private sector and

donors to expand demand and value added withirs¢lcgor and facilitate greater
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investors’ participation in this growth. Governmentist see its role as a facilitator

and not a controller of economic activity.

The government needs to develop effective marketygiems in the Microfinance
institutions by providing political and social eamic changes in the efforts to reduce
poverty. There is need for initiatives to be takanus to create a sustained and stable
market and for women and disadvantaged populatronpg to be able to adjust to
foreign technologies needed in organizational admeents and marketing. There is
need to establish improved interest rates to airmoph level on handling systems
which will minimize loses and enhance market penfance of Kenya’s microfinance

products in the liberalized domestic and competigxport markets.

5.5 Limitations of the study

The study cannot be used in general since it oalers one area of Kenya while
Microfinance institutions is widely practiced in i and there could be other factors
limiting performance in the sector. A recommendatis for studies to be done on

other parts of the country.

Due to time limitations the study was not abledentify all the policies in place in
regards to poverty reduction. The bias in thisgtgdn local market. Since the sector
deals with export there could be some limiting giek that needs to be identified and
can help the stakeholders as well as the governmenbming up with effective

policies to be put in place to increase performance
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5.6 Suggestions for further research

Finally further studies should focus on the chals and constraints that
Microfinance institutions face that result to narfipating competitively in the
strategies adopted by Microfinance Institutionspaverty reduction in Kenya using
development approach. This study will help in exiplg the possibility of more rapid
growth in domestic demand and foreign demand gbraltlucts. These will also asses

the competitiveness of local production and mankgsystems in place.
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APPENDIX I: LETTER OF AUTHORIZATION

UNIVERSITY OF NAIROBI
SCHQOL OF BRUSINESS
MBA PROGRAMME

A R P Sl A e S A S PO
Telephone:020-2059162 ¢ P.0. Box 30197
Telegrams: *“Varsity”, Nairobi Nairobi, Kenya
Telex: 22095 Varsity

) -
DATESL T les Jo 3

TO WHOM IT MAY CONCERN
The bearer of this letter ....... /2///},]17)5 ANT W onry 5@/(][0

Registration M éé/ /?3325/52‘905} ........................

is a bona fide continuing student in the Master of .Business Administration (MBA) degree
program in this University. =
He/she is required to submit as part of his/her coursework assessment a research project
report on @ management problem. We would like the students to do their projects on real
problems "affecting firms in Kenya. We would, therefore, appreciate your assistance to
enable him/her collect data in your organization.

The results of the report will be used solely for academic purposes and a copy of the same
will be availed to-the interviewed organizations on request.

Thank you. L R

MBA APDMINISTRATOR
SCHOOL OF BUSINESS
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APPENDIX II: QUESTIONNAIRE

The information provided will only be for the pugmof this study. Read carefully

and give appropriate answers by ticking or fillitlg blank spaces. The information

will be treated as confidential.

PART A: GENERAL DEMOGRAPHIC DATA

1)

2)

3)

4)

5)

What is your gender?
Male [] Female []
Age(tick one)

Below20[ ] 21-30[ ] 31-40] ] 40 and aboyje]

What is your academic background

Certificate [ ] diploma[ ] undergraduate [ ] postgraduate [ ]

How long have you been running the business?

Lessthan 3years|[ ] 3to5years|[ |5to 7ryed ] Over 7 years| |

How long have you worked for the industry?

1 -2 years [1] 3-5 years [] 6-%as []

10 — 15 years [ ] Over 15 year []
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PART B: STRATEGIES ADOPTED BY MICROFINANCE INSTITUT IONS
ON POVERTY REDUCTION IN KENYA

6. Using a Likert 1-5 scale, with 1 being ‘to notemt at all’, 2 being ‘to a small
extent’ 3 being ‘to some extent’, 4 being ‘to athigxtent’ and 5 being ‘to a very high
extent’, to what extent were the following straesgiadopted by microfinance

institutions on poverty reduction in Kenya? Pletigle (v') all as appropriate

STRATEGIES 112|345

DEVELOPMENT APPROACH

Microfinance institutions approach primarilyfocused on
organizational achievements such as repayment,reosvery and

profitability

Microfinance institutions looks on how the cliest doing rather

than profitability

Microfinance institutions emphases on empowering thoor

people to get the most out of the services deldvere

Making small base loans flexible to reflect changesvalue of

money.

Increasing loan grace periods and reducing frequehepayment

LENDING METHODOLOGIES

When member are having difficulty with repaymemhers in the

group will put pressure on that member to repay

Microfinance institutions encourage Group leading

Microfinance institutions facilities Individual ldang
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Microfinance institutions offer small self-employnteloans tog

start or expand their own businesses

Microfinance institutions offersn incentive to save

INSTITUTIONAL DESIGN FOR THE POOR

Microfinance institutions in targeting the poorrexuce poverty

Microfinance institutions empowers women or othexadvantaged

population groups

Microfinance institutions create employment bussess

Microfinance institutions help existing busines®wror diversify

their activities, to encourage the developmentesf n

Microfinance institutions help group meetings tokenghe program
unattractive to people who have other sources etlitras an

indirect method

Microfinance institutions lowers interest ratesatooptimum level

MINIMALIST AND COMPREHENSIVE APPROACH

Microfinance institutions provides credit and sa&dnfacilities
making the client responsible to make the best ajuthe loan

delivered

Microfinance institutions provide sustainable fioeh services tg

low-income people, but not necessarily to the pstosenong them.

Improving infrastructure and introducing trade daxtions for micro

and small enterprises

Microfinance institutions reduces poverty at thasgroots level
are multidimensional ranging from economic and &oproblems

to lack of marketable skills
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PRODUCTS AND SERVICES

Microfinance institutions restructuring MFIS’ trang content to

include improving their clients’ business skills

Financial intermediation or the provision of finalcproducts ang
services such as savings, credit, insurance, creditls and

payment services

Social intermediation or the process of building thuman ang
social capital required by sustainable financidkimediation for

the poor

Enterprise development services, nonfinancial sesvithat assis
micro entrepreneurs include business training, Btarg and

technology services, skills development and subsestalysis

—

Social services or non-financial services that $oam improving
the wellbeing of micro entrepreneurs include heakltrition,

education and literacy training
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APPENDIX III: MICROFINANCE INSTITUTIONS IN KENYA

AAR Credit Services

ADOK TIMO

Agakhan First Microfinance Agency
Barclays Bank of Kenya Ltd
Biashara Factors Limited
BIMAS

Blue Limited

Canyon Rural Credit Limited
Chartis Insurance

CIC Insurance

Co-operative Bank

ECLOF Kenya

Elite Microfinance

Equity Bank

Faulu Kenya DTM Limited
Fusion Capital Ltd
Greenland Fedha Limited
Jamii Bora Bank

Jitegemea Credit Scheme
Jitegemee Trust Limited
Juhudi Kilimo Company Limited
K-Rep Bank Ltd

K-Rep Development Agency
KADET

27 Kenya Women Finance Trust
28 Kenya Women Holding
29 Kilimo Faida
30 Mega Microfinance Liiedi
31 MESPT
32 Micro Africa Limited
33 Microensure Advisory Services
34 Molyn Credit Limited
35 Muramati SACCO Society Ltd
36 Oikocredit
37 One Africa Capital Limited
38 Opportunity International
39 Programme (PAWDEP)
40 Rafiki Deposit Taking Microfinance Ltd
41 Remu DTM Limited
42 Assistance
43 Rupia Limited
44 Select Management Services Limited
45 SISDO
46 SMEP DTM Limited
47 Swiss Contact
48 Taifa Option Microfinance
49 U & I Microfinance Lted
50 Uwezo DTM Limited

Kenya Entrepreneur Empowerment Foundation ~ 51 Yelewolthance Trust

Kenya Post Office Savings Bank

52 Youth Initiativéenya (YIK)

Source: Association of Microfinance Institutions ofKenya-2010
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