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ABSTRACT

In the past ten years most people in underdevelopedtries have subscribed to MFIs in order
to realize their economic empowerment (self empleytnaccess to borrowings and increased
savings) (Gupta, 2005).Studies carried in Kenytheflast couple of years suggest that to some
extent, microfinance is an effective tool of contag poverty.Most recent studies have majored
on positive effects, few on negative effects and/J¥ew on neutral effects (Kiiru, 2007). This
study mirrored out the impact of microfinance onveuy alleviation in Busia County.
Descriptive research design was used to assesxtibiet to which poverty alleviation co-relates
with Microfinance Institutions services. The studygeted three Deposit Taking Microfinance
institutions operating within the entire Busia CtunThe researcher considered scale of
operations, distribution level in the county amoaother factors when choosing the three
institutions. Simple random probability samplingsaagpplied to select twenty (20) active MFIs
members from three (3) DTMs, adding to sixty (6€3pondents. Primary data was collected
through questionnaires. Data collected was preddmtalescriptive statistics like pie charts and
graphs. From the analysis, the results showedni@abfinance institutions act as a key fulcrum
to economic empowerment of residents in the Coudowever, it is important to note that the
ability of members to start micro-enterprises deesguarantee financial improvement to all of
them. It is important to note that there are ofaetors apart from availability of microfinance at
play. The study found that costing of products bigrofinance institutions to be the most
important factor considered by members in the akeeaessibility to services on offer throughout
the county is critical and in addition, microfin@mstitutions should endeavor to improve and
differentiate their products. It is therefore imiamt for the county government to find ways of
encouraging increased microfinance operations @ ehtire county so as to reach as many
potential members as possible in far flung are&®s& in remote parts of the county must be
given the opportunity to access the services whey heed them at the local level. Though
MFIs are trying to address this, having their opers localized in town with weekly field visits

is not sufficient. The results were re-affirmedaiinear regression analysis using SPSS version
20. The findings could be used to make policy psap®that will see MFIs meet the economical
empowerment of people in County with high levelspoterty. The progress will help Kenya
prepare to achieve its vision 2030 goals

Key words: microfinance, poverty alleviation, micro-entreprership
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TERMS AND DEFINATIONS

Poverty:

Microfinance:

Economy:

Poverty Alleviation:

Those living under one dollar a day (UN-Habitatl 2

The provision of financing services to low incontierats,

including consumer and self-employed who traditipnéack access to
banking and related services (Jeniceek, 2008).

Wealth or resources of a region or country in gmh production and
consumption of goods and services (Yunus, 2007).

Development interventions embracing microenterprises the key
unlocking the potential of stagnant economies angproving the

livelihoods of the poor (Wolfensohn, 2000; Rhyn@)@)
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CHAPTER ONE

INTRODUCTION
This chapter contains the background, statemetiteoproblem, objectives of the study,

research questions, hypothesis, limitations andnaggons of the study.

1.1 Background of the Problem

There has been a tremendous growth of microfinamtéutions (MFIs) in most of the
developing countries and Kenya is no exception. 8ff@ts have not been brought about by the
government alone but also by non-governmental azgiians and donors. The proponents of
microfinance base their argument on the fact thagmwell-managed, MFIs can be beneficial.
Its supporters firmly believe that these institniccan reduce poverty levels a great deal. There
are two broad categories of MFIs in Kenya, namedn-deposit taking and deposit taking.
Currently there are numerous non-DTM and othersaltecoming up. In Kenya, non-DTM are
regulated by the ministry of Treasury while depdsiing fall under CBK. As of December last
year, CBK had registered eight DTM namely; Faulinye K.W.F.T, Rafiki (a subsidiary of
Chase bank), Remu, SMEP, Uwezo, Century and Suf@RBK) The paper will be more
concerned with deposit taking MFIs. MFIs use vasidending models throughout the world.
Some of the major lending models are: the Grameedeiand its Solidarity Group version,
Cooperatives and credit union model, visaca/villagel Community Banking Model, and
Rotating Savings and Credit Associati®®QSACA or Osusu model, Self Help GroupHG —
Bank Linkage Model etc (Chandra, 2009). Howeves important to interrogate how effective
and efficient they are in addressing the sociales@homic welfare of the poor (Sharma, 2000).

A number of definitions have been given such agrddiredit, or microfinance, is banking the
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un-bankable, bringing credit, savings and otheemtsal financial services within the reach of
millions of people who are too poor to be serveddxyular banks, in most cases because they
are unable to offer sufficient collateral. In gealgebanks are for people with money, not for
people without according to Oikocredit (2004). ¥an2003) argues that microcredit is based
on the premise that the poor have skills which iamautilized or underutilized. It is definitely
not the lack of skills which make poor people poatharity is not the answer to poverty. It only
helps poverty to continue. It creates dependencytakes away the individual’s initiative to
break through the wall of poverty. Unleashing oémgy and creativity in each human being is
the answer to poverty. This is has been found tarbapproach the government should consider.
Kenya is continuously undergoing financial reforamsl this has seen the financial sector
enjoy freedom. These reforms have brought aboidieficy and effectiveness in the operations
of the sector. In addition, the government throaghACT of parliament has regulated operations
of microfinance institutes (MFIs). MFIs came upaim effort to reach and tap in poor who had no
access to commercial banks. Generally the peraeptitally was that MFIs were meant for the
poor and were an effort to address poverty lewdSls were majorly situated in rural areas
where the bulk of the poor lived. It is importamting that some of the big banks began as MFIs
such as Equity, Family, K-Rep, and Jamii amongrsth@urrently, MFIs are no longer limited in
rural areas or a preserve of the poor rather theygeing established banks stiff competition.
It's important to evaluate the current state oha#f on the ground; are MFIs still playing the
important role of addressing poverty in rural spswr are they commercializing their service?
Commercial banks do consider the poor high risk laane been frustrating government efforts
in availing cheap credit. MFIs have been a blesBinghose perceived to be poor in that they are

filling the void left by commercial banks (CBK).



The government has put in place the necessaryldégis to control and support MFIs through
the Deposit Taking Microfinance Bill. This is vemyportant since more and more microcredit
institutions are coming up thus facilitating fingdcintermediation. Each country understands
the importance and stability of credit flow in ailgting poverty levels among its citizenry.
According to the Poverty Reduction Strategy Pap&3P) of 1999, a large number of Kenyans
derive their livelihood from the MSEs. Thereforegvdlopment of this sector represents an
important means of creating employment, promotirgM, and reducing poverty in the long-
term. However, in spite of the importance of thetee experience shows that provision and
delivery of credit and other financial servicegtie poor by formal financial institutions, such as
commercial banks has been below expectation. Tkeans that it is difficult for the poor to
climb out of poverty due to lack of credit servidestheir productive activities. Therefore, new,
innovative and pro-poor methods of financing lowame households and MSEs based on sound
operating principles need to be developed (Ade®88). It's worth appreciating that there are
those who can access these services, if so; th&iguehen is how this impacts their lives as

well as addressing poverty levels?

1.12 Background to Busia County

Busia is a county in the former Western Provinc&enya. It borders Kakamega County
to the east, Bungoma County to the north, Lakeodviatand Siaya County to the south and
Busia District, Uganda to the west. The main ecdnoattivity is trade with neighboring
Uganda, with Busia town - the county headquarted largest town - being a cross-border
centre. Away from town, the county economy is higargliant on fishing and agriculture, with

cassava, millet, sweet potatoes, beans, and maing the principal cash crops (Busia county



website). The county has a total population of 948,as per 2009 census (Kenya National
Bureau of Statistics).

Chandra (2009) argues that Poverty and Povertyvidlien are frequently heard
buzzwords today. Poverty is a multidimensional mmeenon and depends on the context and
perspective that one is looking at. According tanNus (2003), Poverty is that characteristic of
being in a state of joblessness, illiteracy, lassiess, homelessness, lack of adequate capital,
facilities and food to earn a decent living andoafsowerlessness. Poverty alleviation is,
therefore, the act of reducing the scourges of dbeve conditions of an individual or
community. Poverty levels in this country are doeabed in various journals. According to the
Kenya Integrated Household Budget Survey 2005/2@@#stics provided by (former) Planning,
National Development and Vision 2030 Ministry, pdydevel in Busia County is estimated at
66 per cent above the national average that wd$ ater cent, placing the county among the
poorest counties in the country. No existing litera is available to show any prior studies done
in the area under study.

There is evidence to suggest that the poor useongi@dit for two purposes (Sharma,
2000). The first is for investment and generatibwealth. This is the most documented purpose
and probably the officially accepted and promoteadppse, by many financial institutions. The
second is for consumption smoothening. This is ldesumented and hardly discussed,
especially in the context of the rural poor. Thempare usually faced by many challenges in rural
areas such as crop failure, sickness, and fee pagraenong other contingencies. There is little
or no documented evidence as far consumption isecoed. Micro-credits are important for
poverty reduction and alleviation for the poor. @tdor investment will reduce income poverty

if the project is profitable and grows. But cretbt consumption smoothening is unlikely to



reduce the poverty level of the borrower. But itlyprevent the borrower from falling deeper

into poverty levels. In the long run, if the shaéér example crop failure) does not repeatedly
occur or is not too prolonged, the credit may ftat poverty reduction by creating

opportunities for the borrower to participate méully in the production process through more
healthy and trained population.

Therefore, MFIs are important for the rural poaut kwvhat is the situation? (Semboja,
2004) Those advocating for the measure of the MMgact hold that there is always an
opportunity cost in as far as allocation of funslsancerned. It's beneficial to find out if the lcas
diverted to improve the social and economic welf#réhe poor would be beneficial in the long
run, than investing in certain projects such adtheagriculture, education etc. In relation tosthi
two approaches have been fronted further in anajyfihhe impact of micro-credit. One such
approach is the ‘investment led’; it holds thatréhenust be a measure of return on the
microcredit advanced. It examines if greater actessedit facilities can indeed bring about an
increase in income, consumption and wealth creamong the poor. The second approach is
‘insurance-led’ which relates to how access to itr@skist households in upholding expenditure
when faced by income shocks ,such as a bad hawespenditure shocks e.g. healthcare costs.
(Sharma, 2000)

The outcome of MFIs on poverty rests on an enticimg-win proposition that:
Microfinance institutions that follow the princigeof good banking will also be the ones that
alleviate the most poverty. The assumption beimg with good banking practices it is possible
to cover costs and operate in a sustainable maoneontinue serving clients and alleviating
poverty (Murdoch, 2000). A win-win situation betwedhe poor and the microfinance

institutions is a possibility. MFIs should stick gmod banking practices as well as the ACT



governing them; this may allow them to make a retm their investments. On the other hand
the poor who interacts with these institutes walldranted access to credit facilities at affordable
rates and eventually turn around their lives. Tboimfis that the poor who borrows is expected to
repay the microcredit facility advanced. The credivanced as earlier seen is assumed to be for
investment and not consumption Smoothening purpdéebey are able to meet their debt
obligations then it can be argued that their emigep are making a positive return. In the long
run the welfare of the poor will improve and in geal the society at large.

However there has been an on-going debate as tongh@rtance of evaluating MFIs
performance in terms of returns. The argumentas, tthey are not profit based institutions but
then who or which organization is willing to funéntures that return nothing. Adam & Von
Pische, (1992) argued that “debt is not an effectbol for helping most poor people to enhance
their economic condition be they operators of snf@atns or micro entrepreneurs”. This is
because the poor are normally faced by numeroustreamis. Also in support of the same view
is Gulli (1998) who argues that credit is not aledlie main constraint for micro enterprises’
growth and development, and that poor people densamdde range of financial, business
development and social services for different bessnand household purposes. Gulli questions
how to evaluate and rate MFIs that are indeed foaming the lives of its members (poor)

though are yet to achieve financial stability astitations.

1. 2 Statement of the problem

Microfinance has achieved much publicity since therk of Professor Muhammad
Yunus and Grameen bank, an institution he founddd®v0s. For a long time the perception was
that microfinance was full of success stories asafa poverty alleviation is concerned with
minimal critique. It is important that the propasit that “microfinance reaches and helps the

6



poor most” be proven and not just assumed. Thaipesmpact of microfinance was as a result
of success stories told across the globe which justsan assumption (Kiiru, 2007). However
Aghion and Morduch (2005), argue that it is impottéo have statistically concrete evidence
that cuts across the board rather than rely orethescdotes or unverified success stories. Since
1990s, a number of studies have been done on Hjecsand this has not stopped. The findings
have been quiet engaging as the opinion is stiledaamong different scholars. As will be seen
in the next chapter, there are those strongly aatung for microfinance while others opine that

it makes the poor poorer.

The ‘mid-ground argue that after all there is narae in the social-economic welfare of
the poor as far as microfinance is concerned. kamele those against microfinance like Adam
and Von Pische (1992) argued that “debt is notfative tool for helping most poor people to
enhance their economic condition be they operatbssnall farms or micro entrepreneurs”. The
point here is that other than financing, the paerfaced by a variety of constraints. On a more
positive note, Khandker (2006) observes that migasfce has a positive impact not only on
poverty alleviation but also in terms of ‘spill-aveffect to the rest of the community. In support
of this was Murdoch (1999) who whoever had a rillgrstating that even in the best of
circumstances, credit from microfinance programipsdéund self-employment activities that
most often supplement income for borrowers rathan drive fundamental shifts in employment
patterns. It (microfinance) rarely generates nels jfor others and success has been especially
limited in regions with highly seasonal income patt and low population densities.

Other researchers such as Coleman (2006) arguedhitifinance may be effective but while
this is pronounced among the rich it is insignifit@among the poorer. Aghion and Morduch

(2005) observed that microfinance has a positiveach on poverty. Many studies have been



conducted but the findings have never been conausiiiru (2007) argues for more research to
be directed towards not just specific results s #he context within which particular results
are expected. What worked in a particular sociducal and economic context may not
necessarily work the same if the socio cultural @adnomic conditions are changed in another
context. In addition, women entrepreneurs in deyelp economies are not empowered
economically in African countries such as Nigenml &enya (Copestaal, 2008). Based on the
above, the study sought to answer the researchiguieshat is the impact of Deposit Taking

MFIs on poverty alleviation in Busia County?

1.3 Objectives of the study

1.3.1. General Objective
The general objective of the study was to invegtighe availability, accessibility and

impact of MFIs in Busia County.

1.3.2 Specific Objectives of the study

The specific objectives of the study were;

1. To ascertain the various types of products/servaéesed by deposit taking MFIs in the
area under study.

2. To investigate the cost of products offered by Mtelgheir members in the area under
study.

3. To explore the level of penetration of depositngkiMFIs services in the area of study.

4. To probe the business environment offered by dépaking MFIs to members in the

area of study



1.4 Research Questions
The study sought to respond to the following reseguestions
1. To what extent have MFIs availed and differentiatezlr products to resident in the area
of study?
2. To what levels of affordability are the productteoéd by MFIs in the county?
3. What is the level of penetration by MFIs in the styuas a whole?
4. What is the perception of members as far as mitaofie operations/business

environment is/are concerned?

1.5 Significance of the study

The study findings will be important to various egories of stakeholders. Economic
empowerment of the poor accelerates economic grofwihcountry by enabling these people get
access to credits, acquisition/control of resoyrcesf-employment and increase savings,
especially in the developing economies. The stddyifels services and their impact in the study
area is important in providing vital informationathwill enable to take effective measures by
MFIs management and policy makers to improve thelsMperformance. The outcome is
therefore useful in helping the microfinance ingtdns identify innovative options and
institutional arrangements that would serve asypntito policy makers in formulating economic
empowering policy. This study provides a window forther studies to advance on this topic

through gaps left by this study.

1.6 Scope of the study
The study was carried out in Busia County, whiclaitown and as well county. The
study targeted those respondents who have beertheithlFl for a period ranging between 6-36

months. The respondents were members drawn acaosgly parts of the entire County. There
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were those who were got from the MFIs banking hallsle those in far flung areas were
reached by the help of the institutions field adfie during their weekly meetings. This ensured
that the views of all members across the areaudfysivere well captured.
1.6.1 Justification of the study

Microfinance has been in Kenya for a few decadeth wie sole aim of addressing
poverty levels. There are many MFIs spread farwaid@ across the country and Busia County is
no exception. However it's important to note thaspite the operations of these institutions,
poverty level in this County is higher than theioadl average. Further, no published work is
available to prove that a study has been executeth® same in the area under study. The

mentioned reasons are thus the guiding grounddhds the researcher to choose Busia County.

1.7 Assumptions of the study
The study assumed that:
1. The respondents objectively revealed the truth heirt responses while filling the
guestionnaires.
2. The respondents are able to understand and inteipretest items when filling their
responses once they are alone.

3. The study findings can be generalized as preseatsimilar picture to other wider areas.

1.8 Chapter summary

There have are still ongoing debates concerningsMRH micro-credit facilities. Opinion
is divide as to whether they indeed arrest povertit is just wastage of scarce resources that
would have been put to good use. Majority of thioseural areas lack training, have limited or

do not put in practice skills attained. They temdnix family finances with those of the ventures.
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In some instances they do combine the operatiordifigrent enterprises irrespective of their
performance.

The danger here is that it is difficult for themstegparate and discontinue the loss making
ventures. It is general assumed that the repaymenhicro-credit facilities extended is a
reflection of the performance of these venturese Wisparity between inflation rate and the
interest rates (that are unstable at times) chdmgeatiese institutions has been a major source of
concern. The above among other factors have bebalkenge for the poor trying to better their
situation. The conflicting results from previousidies make this an area worth investigating
more. Thus it is important to evaluate how the MRkéve impacted the poor people living in

Busia County.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

The chapter will seek to bring out both the empiriand literature review studies done
earlier pertaining to MFIs and poverty alleviationrural set-ups. An emphasis will be put on
those theories that are directly related to thearh questions stated above. The ultimate aim of
the review is to give us an insight into existimpwledge. The gap identified is what the study
in discussion aims to address.

Microenterprise development is private-sector-lednemic development with a social
aspect. Microenterprises are generally expectedrawide employment, and thus sustainable
incomes, as well as lower-cost goods and servimregdor people (Kirkpatrick & Hulme, 2001).
Meanwhile, the profits of micro and small businass more likely to stay local, creating flow-
on benefits in disadvantaged areas. Microfinanseahi@ng history that goes all the way back to
the developments in rural credit and agriculturedaraization. For over 30 years now, there has
been so much debate concerning microfinance andmipact on poverty alleviation. The
argument as to how it can be viewed as a prograinatinests poverty, bring about a ‘localized’
economic and social developments still continueisltimportant at this point to put into

perspective the various schools of thoughts andnaegts concerning the subject.

2.2 THEORETICAL FRAMEWORK
The study examined two major theories that addmestsvation for micro-credit among
the poor in the society. These are the Neo-libaraland Participatory development theories.

Before examining in depth the two schools of thdughis important to highlight their
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differences. There are three main points of divecgebetween the two theories as far as
microfinance is concerned.

Firstly, neo-liberalism is focused on the bettertnainthe market, whereas participatory
development is focused on the betterment of a camtynuSecondly, neo-liberalism relies of the
rational choices of the individual, whereas paptitory development relies on the collective
choices of groups of and societies. Finally, gitlke@ neo-liberal bias toward economics, neo-
liberals are more likely to view their borrowers dients, whereas those valuing participatory
development consider their borrowers as benefesafEmily, 2006). Further neo-liberalism is
fundamentally concerned with economics while paétory development is more about

empowering the community economically.

2.2.1 Neo-liberalism Theory

This was more pronounced in the 1980s as the dewelot theory though it’s still in use
to date. International corporations such as WorlhkB and International Monetary Fund
embrace it as an important tool to tackling povestyas a tool of development. This was
happening within a neo-liberal international depehent climate that was shifting from
providing social services to poor people, to prangtself-help development and market
integration. Observing the existing, entreprendwa@acity of ordinary people in poor countries
to employ themselves and create local jobs andtinyeddvelopment practitioners seized upon a
vision of poor people as entrepreneurs (albd@itro entrepreneurs) Hart (1973) and Peat tie
(1987). Microfinance or micro-credit may easilyspaas an area where neo-liberalists would
care less. Simon (2002) argues that as a ‘bottdrmefhod of poverty alleviation, micro-credit

clashes with the typically ‘top-down’ methodologiyneo-liberalism.

13



However, micro-credit for micro-enterprise becoragso-liberal construct when one views it as
the formalizing an informal economy. Emily (200@tes that by exposing pre-existing informal
economic networks, as well as providing the oppotyufor the creation of additional formal
businesses, neo-liberalism posits that the macraeo situation of the state will improve.
2.2.2 Participatory Development (PD) Theory

The theory is concerned with economic power thaipisroached from a holistic point of
view. The empowerment includes structures of kndgée social situations, and political
influences. Participatory development values lataérsity and agendas, seeking to implement
projects using local knowledge, local capital, dochl labor. The community is the agent that
requires development, rather than the individuaherstate. As such, PD is largely delivered by
NGOs and community organizations rather than nationinternational bodies (Emily, 2006). It
can be argued that the ‘instrumental’ strain oftipguatory development provides the link
between it and microfinance. Emily further statest within the instrumental view, the goals of
development are valid although the institutions mm&functioning, but can be improved by

involving the beneficiaries.

Thus participatory methods play a crucial role lee tassessment of microfinance in
poverty alleviation among the poor in the communiBarticipatory methods for impact
assessment began to be developed in the 1970s.mé&t®ds are most commonly associated

with the spread of diagramming and visual techrsque

2.2.3 A Critique of the Theories

Conning et al. (2003) divide the evolution of theliBian market for micro-credit into
three stages. These formed the basis of a stuttyeomotivation theories for micro-credit. Three

organizations were chosen, each characterizingpbiNavajas et al.’s stages of micro-credit in
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Bolivia: Banco Solidario, Caja Los Andes, and PrgdduCaja Los Andes was the most neo-
liberal micro-credit institution examined. Its engsis on economic efficiency, the rational
individual as a borrower, and its status as ond@®imnost profitable micro-lenders are consistent
with neo-liberal principles. However, Caja Los Ardes not providing micro-credit to the
poorest of the poor, a value of micro-credit thasvgpecified in a summit on micro-credit held
in 1997 (Emily, 2006). This is one of the weaknesseneo-liberal theory. If market forces are
forces are to dictate the development of microftearthen increased competition will mean
micro-lenders will be interested in affluent lergles it guarantees them a higher return on loans
as seen in Bolivia. The problem here is that tli®egregation of the clients as the poor in the
society are shunned and the elites embraced. Heudanger with neo-liberalism is that it may

suffocate economic empowerment of the very poonetste community if not checked.

ProMujer, is on the opposite end of the continuwonpforming to the theory of
participatory development. Here, loans were meanpromote collective progress through
communal banks and mandatory saving. However hidmsbeen criticized especially the training
before funds can be disbursed. Though it is impona@ore so for women borrowers who tend to
mix business and household finances to undergoingiit tends to be seen as patronizing and
time wastage (Simon, 2002). Refusing to move gidui-profit borrowers like Caja Los Andes,
ProMujer depends on poor to sustain its well-beirtge conflicts of condescending training and
an unnatural reliance on poverty restrict the frtgrowth of NGOs such a ProMujer (Emily,
2006). Bancosol is a mixture of the two theorieke Exhibits characteristics of participatory
development through the group lending approachiteudrive for status as a commercial bank
was largely motivated by neo-liberal ideals. Bawtagas the most distinctively neo-liberal of

the three studied. This is because it viewed itglées as clients and not as borrowers. By
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attempting to straddle both theories while new oienders target specific demographics,

BancoSol is losing its ability to appeal to the gt public (Bancosol, 2005).

Microfinance and its impact on poverty can be exmdialong a spectrum where neo-
liberalism lies on one end and participatory depeient on the other extreme end. It can be
deduced from the studies in Bolivia that neo-lilisma can ignore the poor by embracing the
‘elite’. Participatory development such as joitbility can stifle innovation and could preserve
poverty. A hybrid of both theories can stagnate ahenate borrowers. It's important then to
interrogate the school of thought embraced by rdiendlers. This is because the approached
embraced guides how the lenders determine anaattesth borrowers. Shunning the poorest of
the poor may mean little impact on poverty by micrance.The argument behind microfinance
and micro-credit is that their availability is meéda improve the living standards of the very
poor in the society and their overall economic vbeling. However the challenge in assessing
microfinance impact has been to separate and eagtarcausal role. Kiiru (2007) points out that
for the impact to be well captured one must contool selection and reverse causation. To
picture this, if the poor are able to improve tHéastyles after the intervention, it's importatot
know if the improvements are significant minus timervention. In addition to this if,
‘wealthier’ households can access loans more oftem the question is whether the loans made
them richer or is their ‘status’ a factor in getfitoans frequently, the latter is the reverse
causation (Kiiru, 2007). It is important to addresslection bias which is about traits of
participants in the microfinance program. Therel@ddae participants in the program who could
still do better due to natural entrepreneuriallskiicademics among other factors. Aghion and
Morduch (2005) argue that there is a possibilityogérestimating micro-enterprise profits by

100% if both selection bias and reverse causatiemat well addressed.
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Consider the figure 2.1 as put forth by the studyhidn and Morduch (2005)T
represents the ‘treatment’ group being those usiitgofinance serviced.1 being the economic
status and income of the households at month @ gdining the progranT.2 will be taken as
the income of the household at a given period metin our case 36 months. The difference
between(T1-T2) gives us the net impact that is both measurableranteasurable. The impact
may be due to some pre-existing attributes, sttbnatr due to microfinance. For simplicity
purposes only those active members of MFIs areided in the study. However it is important
to point out that certain situations may affecthbbtFIs and non-MFIs members equally. A an
example is the weather elements such as a bumpeeshaon good rainfall, that enables
households earn extra income and the oppositeyisills. Therefore attributing the difference
between (T1-T2) entirely may be incorrect (Kiir@®0Z).

Aghion and Morduch (2005) stress on the importaoicéaving a ‘control’ group to
address the issue of selection bias during theystddhis consists of those people who are not
and have never been members of MFIs. Similarly e sabove, C1 represents the level of
income on the commencement of the study at timetim®). C2 represents the level of income
at the end of the study period, after 36 month® Base income levels for the “control group”
(the non-participant households) may be differeninfthe base income levels of the “treatment
group” (the participant households). What this nsesnthat comparing the difference between
T2 and C2 will help address biases due to the lydatt economic and social changes, but it
will not account for differing base levels. Isotagi the true impact of microfinance requires
comparing the difference T2-T1, with the differer@€2-C1, which has also been referred to as

the difference-in-difference approach (Aghion andrduich 2005).
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Figure 1: Sources of Income for treatment and contl group
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Source Adapted from Aghion and Morduch 2005.

2.3 Empirical Review of Literature

According to UN-Habitat (Nairobi, 2011) MFIs efferto keep the cost of transactions
and interest rate levels down cannot guarantegpedoam poverty by clients. However there is
need for prolonged period of successive borrowimggsting and repayments. Though tiresome,
each cycle brings the client closer to overcomingepty. According to CGPA (2010), MFIs
may vary in a number of ways such as methodolo¢geslity or mission but of importance is
that all of them play the important role of providifinance to the poor. The services include
micro-credit loans, savings, money transfer systansirance and pensions (Rieneke, 2010).
MFIs help the poor set-up business; manage riskswoption smoothening as well as

accumulation of assets.
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It is important bearing in mind that the poor haviveen shunned by commercial banks
had no other source credit. As Yunus (1999) fodahne,poor had no option other than approach
the loan sharks who were charging extremely higésraMicrofinance enables self-employment
and running of small enterprises, these resultannincreased source of income for the
household. The role played by microfinance in ptyweeduction cannot be over emphasized.
The year 2005 was proclaimed by UN as the yeariofatredit and several conferences were
held as ‘front runner in poverty alleviation stigiess’ (Lard and Barres, 2007). This was to
appreciate and take stock of the achievements siree@ioneers like Yunus made such a big
success out of the concept. To show its signifieartbe following year 2006, a total of
approximately $ 1.5B was donated towards this ncblerse, while private investment in the
same year exceed $0.5B (Rieneke, 2010). One dfitthennium Goals calls for reduction and
possibly halving the incidence of extreme poveftyere are currently 1.1 billion extremely poor
in the world and the question is what constraintstnioe overcome if microfinance is to be able
to serve this mass of people? (UN Nairobi, 201There is anecdotal evidence that MFIs that
target poorer clients do achieve substantially &iglepayment rates than those that target richer
clients. Of importance is that if these MFIs canhsdter, then it can be inferred that those it
supports must be fairing on well. According to Maed and Haley (2002), empirical indications
are that the poorest can benefit from microfinainoen both an economic and social well-being
point-of-view, and that this can be done withoupardizing the financial sustainability of the
MFI. While there are many biases presented initeeature against extending microfinance to
the poorest, there is little empirical evidenceupport this position. However, if microfinance is
to be used, specific targeting of the poorest ballnecessary. Without this, MFIs are unlikely to

create programs suitable for and focused on tloatgr
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The following is an example of studies done and str@ngly advocate for microfinance
in fighting poverty. Remenyi, Joe & Quinones, Bemija (2000) in their study found that,
household income of families with access to credgignificantly higher than for comparable
households without access to credit. In Indonesi2.f per cent annual average rise in income
from borrowers was observed while only 3 per ces¢ was reported from non-borrowers
(control group). In Bangladesh, a 29.3 per cenuahaverage rise in income was recorded and
22 percent annual average rise in income from nmoehers. Sri-Lanka indicated a 15.6 rise in
income from borrowers and 9 per cent rise from homrowers. In the case of India, 46 per cent
annual average rise in income was reported amorrgwers with 24 per cent increase reported
from non-borrowers. The effects were higher forsthqust below the poverty line while income
improvement was lowest among the very poor. (Hos$4984) found that Grameen Bank
members had incomes about 43% higher than thettgrgep in the control villages, and about
28% higher than the target group nonparticipantbénproject villages. Similarly, Kamal (1996)
noted higher rates of per capital income among dti&dit program borrowers compared to
those who did not borrow. According to Chowdhurake1997) women (and men) participating
in BRAC sponsored activities had more income (botterms of amount and source), own more
assets and are more often gainfully employed tlwamparticipants.

A study commissioned by World Bank in collaboratisith the Bangladesh Institute of
Development Studies, and cited by Hashemi and Mar$h975) showed that the Grameen Bank
not only reduced poverty and improved welfare aftipgating households but also enhanced
the household’s capacity to sustain their gaing tiree. All the above examples are an indicator
that developing countries faced with high levelspofverty can use microfinance as a tool.

However there are those in the ‘middle ground’ @wnmg effects of microfinance on poverty
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alleviation. They point out the beneficial impacit bhen argue that microfinance does not assist
the poor as often portrayed. In their study don@996 and again two years later, Hulme and
Mosley, find that contrary to earlier beliefs, nafinance alone cannot lift the very poor out of
poverty. It can only ‘better’ the situation butedy lifts them above the poverty line as outlined
by United Nations (Hulme & Mosley, 1996; Mosley &khe, 1998). Sharma (2000) while
evaluating the impact of microfinance on povertyfighe view that since much of the impetus
behind this large and increasing support for miogfce hinges on the assumption that its
economic and social impacts are significant, itdse® be examined more closely. Though in his
paper there is no argument as to the importanddeofole played by MFIs, he questions the
accuracy of the results. Sharma (2000) argues nrapgct studies fail to reveal the exact
processes by which poverty is affected. To imprthes impact of microfinance, more explicit
discussion of the actual process of impact is ne:eldi@ally, impact has been evaluated only for
the most successful programs, and generalizationbeadangerous. The argument by Sharma
seems to be supported by UN-Habitat publicationr(¥a 2011). The findings are that though
microfinance reduces poverty, the actual mechaaistrate have not been accurately captured.
Then there are those who hold that microfinancenioasffect on poverty. The most-cited

source of evidence on the impacts of microfinascthé early set of studies collected by David
Hulme and Paul Mosley (1996). The findings of theelies are provocative: poor households
do not benefit from microfinance; it is only nongodborrowers (with incomes above poverty
lines) who can do well with microfinance and engigable positive impacts. More troubling is
the finding that a vast majority of those with #stag incomes below the poverty line actually
ended up with less incremental income after gettmgo-loans, as compared to a control group

which did not get such loans (Chowdhury, 2009).fédd Bateman (2011) argues that most
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individual microfinance programs had been evaluaterms of their impact on those targeted
as well as the surrounding area. However due tdeittehat the early studies were conducted by
players such as MFIs and not the poor, voices addal outcome have been heard. The point is
that the studies normally concentrated and amglifemly positive and ignored negatives
outcomes. Thus clients that made it were projepteitively while doing little to shade light on
the unsuccessful ones. This called for indepenserlies by people who had no interest other
than information in the industry. Khandker (89%vhile performing a study on three major
MFIs in Bangladesh namely BRAC Grameen Bank and1ROeund that up to 5% of the
participants improved income and lives by borrayfrom these institutions. As stated earlier
most of the evaluations were done by MFIs, micinfice advocacy groups and multi-national
partners who were funding some of the institutioNeed for independent studies meant
universities had to lead by example. Murdoch,8 3®oleman, 1999 questioned the rigor and
validity of earlier evaluations, highlighting dadad methodological problems.

As Milford (2011) put it, there was a shift to margorous forms of impact evaluation,
such as the randomized control trial (RCT) methoggl This aims to avoid the selection bias in
the choice of treatment and control groups thathinagcur if, for example, those receiving a
microloan were already more entrepreneurial thasdghn the control group. Any impact here
would have to be attributed to this characterisather than to a microloan. RCT methodology
ensures that both groups studied are as identisapassible, aside from the receipt of
microcredit. In 2007 onwards studies done using K6&gan being published and the results
though mixed were interesting. This is because pnitaof them found that microfinance had
little if no impact at all on poverty alleviatio@ne such study is Straus (2010) which had the

initial findings of a conducted by Esther Duflo asttiers over two years targeting approximately
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5000 households in rural Morocco. The research dotim “effect of microfinance on

consumption to be negative and insignificant, with impact on new business creation,
education or women’s empowerment according to d&eand Zinman (2009) and Banerjee et al.
(2009) found almost no impact from a number of éasgale microfinance programs. The work
of Rood man and Morduch (2009) presented in intiexgsesults. They visited the work done by
Pitt and Khandker (Khandker, 1998; Pitt and Khamdl®98), whose work had been cited

severally supporting microfinance in poverty redurct

Based on the same data used by the two in thelrereatudies, they found that
microfinance had little effect in addressing poyeftnone at all. ‘Strikingly, 30 years into the
microfinance movement we have little solid evidetitat (microfinance) improves the lives of
clients in measurable ways’ was their conclusidd@4). ACCION International et al., (2010)
published an admission by six major leading micrafice advocacy bodies that indeed it is
difficult for studies to demonstrate the impactaitrofinance quantitatively for methodological
reasons (implicitly conceding the lack of robustantitative evidence), and fell back on
anecdotal evidence, citing carefully selected aoexd and uplifting case studies from
individuals. Microfinance has been viewed as havailpd to achieve the intended purpose as
far as poverty alleviation and improving social faet is concerned. Ditcher (2006) found that
microcredit loans have been used for consumptiomosimening rather than investing in
enterprises. Consumption smoothening arrests ridkvalnerability in the short-run but fails to
do so in the long term. The danger here lies inftu that there is a possibility of poor
substituting the microcredit loan into an incomeirse, the result being sinking further into
poverty (Collins et al.,, 2009). Consumption smaoghican certainly reduce risk and

vulnerability, but it can lead poor individualsgabstitute microcredit for non-existent income in
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an unsustainable way. Growing dependency upon predd, coupled with high interest rates,
means that a growing proportion of the unstable@nme of the poor is siphoned off to cover
interest charges (Milford 2011). This was the dymabehind the current microfinance crisis in
Andhra Pradesh, India according to Srinivasan (RO0¥dhammad Yunus while presenting his
argument before international donors cited the neestop the poor from accessing loan sharks

that were offered at a higher rate.

However at the end of it all, the people were sgsirll an opportunity to get money but
not the risk of worsening their lot if it was natt@o good use. More importantly those whole
failed to repay the microcredit saw the option ppr@aching loan sharks to better the situation.
Unsustainable microcredit indebtedness can be anoomoccurrence across many developing
countries if the necessary steps are not takes. ddm well be illustrated by the following cases;
in India; in Bangladesh (Banking with the Poor, 20@&nd in Peru (Kevany, 2010); and also in
transition countries, notably in the Balkans (Baem?2011) and especially in Bosnia and
Herzegovina (Cain, 2010). Ghokale (2009) found thandhra Pradesh, the poorest households
have increased their engagement with local loankshta pay off microloans they obtained all
too easily from their local MFIs. It is importarat tinderstand why many microenterprises fail in
their infancy. A number of studies have been dorthése regard and the findings have not been
very encouraging. It is thus upon policy makerguatail the dangers associated with this high
failure rates (Storey, 1994). In Bosnia and Herzegn a team dispatched by World Bank to
carry a study on microfinance enterprises, fourad tfose to 50% of them failed within the first
year (Demirglcg-Kunt et al., 2007). George (2005)ied a study in Tamil Nadu state in India
and the outcome was telling. He found that aftezehyears of operation, only a mere 2% of the

original was still surviving. Such failure can letdirretrievable poverty. The social necessity to
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repay microloans attached to failed microentergrisen strip the poor of all their remaining
assets. This is according to Davis (2007) on hiskwearried in Bangladesh. Institutional

economics helps to clarify the issue of developnterdgugh microfinance. A major claim long

made of microfinance is that it can reduce the itraghstraints that often face potential entre-
preneurs in poor communities, and that precluderpnse development (Stieglitz, 1998).

A contrasting viewpoint is that credit constraiattecting tiny individual enterprises are
not the core problem. It is the overall lack of egxto credit for small and medium enterprises
that prevents microenterprises growing into anyghiore substantive (Milford, 2011). It can be
deduced from above that there are still differirgindns on the impact of microfinance on
poverty. It's not conclusive how micro-credit fatds alleviate poverty and this still proves to
be an area that needs continuous study. The ppigsadopted by MFIs whether neo-liberalism
or participatory development determines its leviepenetration. As seen earlier, whereas one
philosophy advocates for reaching the poor masHes, other is for the not so poor.
Microfinance plays an important role in povertyealation though this may be through a tiring
cycle of borrowing and repaying the loans advandediust be emphasized that as the poor
borrows specifically for economic empowerment sthis MFI(S) expected to stick to the best
principles of practice ((Rhyne, 2003) For majoritfythe Kenyans living under-a-dollar a day
and faced with high unemployment rates, microfimarsca powerful tool that can better their
lives. It provides the only avenue of accessingcgceesources especially after being shut out by
the big commercial banks. It does not matter whethe funds are accessed individually or
through groups. Besley (2004) argues that finarséaVices allow household to attain higher
standards of living with the same resource baselewbr enterprises and farmers, financial

services can facilitate the pursuit of Income ghowReduction in poverty should be seen in a
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direct change in the lives of the subjects (polmnproved livelihood results higher standards of
living, increased demand for goods/services as wagllacquisition and control of economic
resources.

Asset are important as they have ability on tleeior in combination with others) to
generate a stream of wealth over periods of timed{thot and Quisumbing 2003). Dercon
(2001) observed that sustainable livelihood apgreadave forced more on assets to measure
vulnerability to poverty. The relationship that €si between microfinance, households and
income generation is likely to be altered by somexpected shocks. The shocks may take the
form of failed business ventures, sickness, nopayment by peers (in cases of joint liability) to
some unexpected occurrences that hinder generafioncome. The shocks thus affect the
capabilities of households to generate income okemsubsequent loan repayments (Kiiru,
2007). According to Rood man and Qureshi (2006)deger in these scenarios is that the poor
may incur more debts in an attempt to settle axgstines. This pushes them further down the
poverty line. Rogally (2007) found that defaultloan repayment had severe consequences and

in some instances led to break-up of families.

2.4 Knowledge Gap in Relation to the Study Objecties
An evaluation of the literature review shows thpin@n is divided as to the impact of

microfinance in poverty alleviation. Given diffegrfindings, the assessment of microfinance
programs’ effects on economic empowerment on Ergresurs (poor) remains an important
field for researchers, policymakers and developrpeattitioners (Gupta, 2005). As seen earlier,
data from the Ministry of Planning and Vision 203@ces poverty levels at 60%, a rate higher
than the national average. It should be notedNitds have been in operation in the County for
over a decade now, why then the scenario if mioesice alleviates poverty? Aghion and
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Morduch 2005 agreed that microfinance alleviategepy but cautioned that this should not be
taken as ‘a one size fits all’ kind of scenariatmer is microfinance a panacea nor a magic bullet
against poverty. Kiiru (2007) observed that a nundfestudies have been done on microfinance
but the findings have never been conclusive. Basethe argument above, then there is need to
carry out further studies on the case. Kiiru (20@3)ls for caution when performing or
embracing the results of a study. This is becausat Wwas worked on one socio-cultural and
economic context may not work in another. It isstimportant to examine through this study the
impact of microfinance in Busia County given itscieecultural, economic and political
environment. Alleviation of poverty means amongeotliactors, the living standards of a
household must change. This can only be so if tlieralso a change in the household’s
disposable income. The poor will normally be chegazed by wanting or poor saving culture,
demeaning lifestyle, lack of wealth (accumulatianyl inability to access credit facilities.

Robison (2001) argues that among the economicetiyeapoor of the developing world,
there is strong demand for small-scale commertiahtial services-for both credit and savings.
Where available, these and other financial service#g low income people improve household
and enterprise management, increase productivitpoth income flows and consumption cost,
enlarge and diversify their micro-business andaase their incomes. Remenyi et al (2000) in
their study also found that the income of househalith access to microfinance was always
higher compared to those that did not. Further éloolsis that were MFIs members tend to have
a saving culture that can be attributed to the @eddbtained. Dupas and Robinson (2009)
conducted a study in the rural parts of Kenya anthd that as high as 89% of the ‘treatment

group’ opened bank accounts while a paltry 3% ef'tlontrol group’ did.
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2.5 Conceptual Framework

Pricing of microcredit (interest rates) is critidal these young enterprises established.
High repayment levels will definitely choke themtireir infancy; a rider to this is if there is no
grace period given before the first installmenteféhare still some MFIs charging extremely
high interest rates under the pretext of recovettirggcost of giving out many small loans to the
poor. Milford (2011) concurs this argument had samigity initially but interest rates have not
fallen as much as predicted, and in some countridsave remained very high. In part, this is
because of the emphasis on the commercial modti, MiFIs now required to generate high
financial rewards for their managers (salaries,uses) and owners/shareholders (dividends and
capital gains) (Milford, 2011). Roodman (2009) argu their study that one of the more difficult
things to understand about the microfinance insits we’'ve investigated is the ‘true’ interest
rate they're charging their borrowers. Some MFlarge subtle fees that increase the overall
interest charged. While some charge a one-time dogmation fee others require the borrower
to deposit a certain percentage of the loan adwhntehe saving account, which pays little
interest than the loan. MFIs do further quote theterest rates on monthly basis and this
translates to a big figure annually. In relationtlics are those MFIs that insist on ‘a flat-rate’
rather than on ‘a declining-rate’ of the interdsaiged on advanced monies. This implies that the
borrowers pay extremely huge amounts in terms w@frést rates (Roodman, 2009). The high
rates limits access by the poor to credit facsiged this is what frustrates the government.

According to Mayoux (2002), studies exist showirmtt ‘high levels’ of debt for
vulnerable households could make them worse offtdukeir effects on livelihood assets. This
is more so in incase of inability to repay, gendiasses in the control of household resources or

in joint liability where other members are callggbu to pay for those who fail. The shifting of
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costs to the poor in the pursuit of sustainablelilen institutions that cater for the poor could
instead fuel insecurity amongst the borrowers.dasty is an important component of welfare
and can be understood as vulnerability to a dedhineell-being (Kiiru, 2007). Low interest
rates were meant to compliment governments effortthose who cannot get funds from the
YEP, women enterprise fund programs among othemnheScommercial banks in this country
began as MFIs as seen noted earlier. However thkeofdrying to attain ‘a bank-status’ means
MFIs review their clientele. This has the potentiblocking out the majority deemed too poor to
meet the ‘cut-off and thus deemed risky. The dsition and outreach of microfinance
institutions determines to what extent the borrewvean access funds. However with many
players in a given market so is competition expbtearise. The question then would be; is this
increased competition healthy? An estimated 8.8lianil Euros worth of portfolio was
outstanding as at July, 2009 for MFIs operatingahar district India. One reason advanced was
intense competition that lowers borrower selectgiandards, weakens relationships with
customers, and leads to multiple loan-taking argh liefaults (Assefa et al, 2010). Srinivasan
(2009) discovered that up to 25% borrowers have lbeported taking loans from six or more
different lenders in Morocco the rate was as higd@%. Mcintosh et al. (2005) in analyzing the
loan market of Uganda under competition came tes#me conclusion. This coupled with other
factors, eventually leads to “repayment crisisthie microfinance industry in late 2008 (Chen et
al., 2010). Assefa et al (2010) conducted a studgampetition as regards MFIs over a 15 year
period, covering 73 nations and covering 362 instihs. Assefa et al (2010) result of study
showed intense competition is, overall, negativasociated with performance of MFIs.

However, ways that ensure lending standards, eehamormation sharing and promote
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efficiency may help overcome the adverse effectarhpetition without risking growth of the
microfinance sector

Related to the above is ‘reach visa vie depth gfaat’ argument. The debate has been
raging over the importance of a trade-off betweentreach’ (the ability of a microfinance
institution to reach poorer and more remote peoaia) its ‘suitability’ (its ability to cover its
operating costs—and possibly also its costs ofisgmew clients—from its operating revenues).
MFIs do seek to balance these goals to a largemgxthere are a wide variety of strategies,
ranging from the minimalist profit-orientation ofaBcoSol in Bolivia to the highly integrated
not-for-profit orientation of BRAC in BangladesiCdnning et al, 2003).This is true not only for
individual institutions, but also for governmentsgaged in developing national microfinance
systems. It can be observed from above how inteasepetition can negatively affect the
welfare of both MFIs and the households. MFIs sti@antinually differentiate their products to
remain relevant in the face of increased competitMFIs may meet particular and at the same
time offer products that the consumer would recogiaind appreciate. “In this case a wider array
of firms should increase consumer welfare. Prodiférentiation can limit the loss of, or even
increase, welfare by effectively allowing financiastitutions to make their products imperfect
substitutes relative to other existing loansThessilts also suggest that many firms offering
different types of loans can coexist for the benaficonsumers” (Chan et al, 2012). Their study
found out that the growth in MFIs (product diffetiation) notably had a positive effect on
consumer surplus in the recent years. Differetiaéinsures that the consumer not only makes a
decision concerning the institution but also on\thdous products offered. Traditionally MFIs
offer four types of services namely; insurancengadvice and saving. How each presents the

same to the clients matters. The general envirohmemhich MFIs operate in is a crucial aspect
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to be considered. Moderating factors such as MDGrIN 2030, MFI ACT, political and
environment among others are quite important. Regul of MFIs in the country is under the
MFI-ACT. This alone is not sufficient and close nitoring is necessary. Ownership of MFIs is
a crucial aspect in achieving the overall goaltifagons funded by donors may only require a
return sufficient to fund their operations. Butsesen earlier those, funded by investors might
require higher returns. This is because other flmamncing their own operations, the investors
will require a return on their investment.

If the poor do access microcredit services at aamable cost and guided in their
microenterprises, the rate of default is expeabdaktlow. This gives a win-win situation for both
the institution and the borrower. The lender isuesm3 of continued business survival by the
clients who in turn better their lives by not otlging economically but holistically empowered.
The institution(s) can meet their goals among tipeafitability, stability in their operations and
further penetration of the ‘market’ among othersy ®IDGs, goal number one is to halve
extreme poverty and hunger by 2015 (UN HABITAT, 2D1Kenya being a member of the
United Nations and faced with almost halve the pefjan below the poverty line, has been
striving to achieve that goal. Unpredictable podtior political climate can adversely affect the
operations of financial institutions, MFIs includeflscanio (2010) argues that microfinance
markets could lose attractiveness in terms of itmeest opportunities. This could happen in a
period when microfinance has been spotted amorigrseattracting investors. A possible side
effect of MFI in financial difficulties could leado a slow-down of the investments in
microfinance industry. Thus it's important how auntry defines and handles its moderating

environment.
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2.6 Chapter Summary

The chapter started by evaluating the existing gogpiliterature review related to the
research question(s). It brought to the fore someeries or school of thoughts that shape the
approach taken by microfinance institutions. Ttas been done to help the researcher formulate
the assumptions and any hypothesis for the studye Evaluation has enabled the
synchronization of the general area of study. Thapter brought out the various argument
whether against, for or those advocating for cautihile assessing the impact of MFIs on

poverty alleviation. As pointed out, there is gfidlbate on the issue and the jury is still outeher

Figure 2: Conceptual framework
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This still proves to an important area worth furtleudy. This leads the researcher to be
interested in factually determining the impact o€mofinance in Busia County. The study seeks
to determine the nature of relationship betweenrafitance and poverty in the area under
study. Is the impact positive, negative or nonal&t The study intends further, to unearth any
challenges facing microfinance seekers and waydmwThe chapter ends up by outlining the
frameworks adopted by the researcher. Specificalipits forth the conceptual framework that
guides the study. The framework gave the indep@ndeoderating as well as dependent

variables of the study.
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CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

The chapter gives an insight of the approach adadptevaluating the research questions
pointed in the previous chapters. It points outtrget population of the study and the sampling
techniques used in choosing the selected samplgods on to outline data collection tools
explaining how the said data was collected andljir@esented. It concludes by showing the

analytical tools to be used in analyzing the pressedata.

3.2 Research Design

Malhorta (2004) defines descriptive research assaarch design in which the major
emphasis is on determining the frequency with wiscmething occurs or the extent to which
two variables co-vary. Cohen (2007) puts it asaangwork guiding a researcher in the collection
and analyzing data gathered. The nature of studptad by the researcher was multiple cross-
sectional. As cherry put it cross-sectional redeaix a research method often used in
developmental psychology, but also utilized in manlyer areas including social science and
education. This type of study utilizes differenbgps of people who differ in the variable of
interest, but share other characteristics suchoe®meconomic status, educational background,
and ethnicity. She further states that Cross-seatistudies are observational in nature and are
also known as descriptive research. In this approasearchers record the information that is

present in a population, but they do not manipuatébles.

This type of research can be used to describe degistics that exist in a population, but

not to determine cause-and-effect relationshipsvéet different variables. These methods are
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often used to make inferences about possible oalstips or to gather preliminary data to
support further research and experimentation”. Sithe study cannot reach all subjects (poor)
under study; Inferences can thus be made fromiticknfys arising from the sample studied. It
basically intends to find the interaction betweeRI#§operations and its customers. How is this
interaction in terms of alleviating poverty, impmog household livelihood and what are the

parameters.

3.3 Study Population and Sample

The term population is used in statistics to regmesall possible measurements or
outcomes that are of interest to us in a particetady. Yale (2006), states that in defining a
population for study, such a population must becéigeenough to provide readers a clear
understanding of the applicability of your study tbeir particular situation and their
understanding of that same population. Robert (R@83ues the word sample refers to a portion
of the population that is representative of theytafion from which it was selected. It therefore
becomes important to select the proper methodrapbag, the process by which representative
individuals are randomly selected to provide insghto the entire population under study. The
study targeted members of deposit taking microfieanstitutes in the area under study. By end
of 2012, there were (8) DTMs operational in the ¥@CBK). The study targeted 40% of the
total DTMs operating in County. The selected ingitins was in-turn provides the researcher
with target population from which a sample was drawhe selected MFIs are; K.W.F.T,
S.M.E.P and FAULU (K), the criteria used are siZeoperation, membership and operations.
These institutions are expected to provide theareber with a population of 120 respondents

from which a sample was drawn
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3.4 Sample Design
The study picked three institutions (40% of 8) thadvided the population; this is in

compliance with recommendation by Mugenda (2003} wihggest that a sample of 10% of all
the MFIs is ideal. Convenience sampling was usedrtive at the three major institutions. As
state elsewhere in the study, size and networkefiristitution in the area under study among
other factors were the guiding principles in MRiestion. The target MFIs provided an equal
number of respondents (that is 40respondents)uw®e @& a population of 120. Each selected
institution provided two categories of participardtill of an equal number; those whose
membership is more than six months but not more tre year and two, those above one but
not more than three years that is, 20 + 20respdsyehis is illustrated in the figure below. The
difference in duration is expected to help the aed®er capture any expected impact. The
research targeted clients who have been beneéisiand members for a minimum period of six
months and a maximum of three years; this is becawsst ventures fail at this time frame.

Management of these MFIs is expected to co-opéraieviding the necessary information.

3.4.1 Sample Size Determination and Sample procegur

Simple random sampling was used because the papulist Study Population is the
perceived or targeted field of the respondentsny given particular research (mugenda and
mugenda, 2006). Mugenda states that a sample pedd®nt is relatively large and contains a
series of almost same cadre of respondents. Eaadheat in the population has a known and
equal probability of selection. This procedure eesua high degree of equal chances of
representation of all in the population. A propmrtof 0.5 is to be used since all participants

have an equal chance of being selected. The sttely d sample of 60 respondents from the
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given population of 120. This is because each oajedpased on duration provides 30

respondents proportionally selected from targeupadon as shown in the table below.

Table 3.1 Sample Size Determination

Duration Number of targeted| Proportion | sample
population

One year and below | 60 0.50 30

Between 1 and 3 yeal 60 0.5 30

Total 120 60

3.5 Data Collection
The section explains how data will be collecte@ pnocedure and instruments. Further

the reliability and validity of instruments usedMae tested in this section.

3.5.1 Data Collection Methods and Procedure

The study used primary data collection method. @ata was collected primarily through
structured questionnaire. The questions were baiked and open-ended. This is because
guestionnaires are instruments, which provide raghuracy, generalization and explanatory
power with low cost, rapid speed, and a minimum nonagement demands, with high
administrative convenience. The procedure for ctlg data involved the researcher issuing
guestionnaires to the respondents. The questi@muaiere dropped to the respondents through
‘drop and pick’ method. Those not captured by methway be reached by help of the MFIs

operations department when weekly meetings arevii¢dthe said clients.
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Data collection was done within a maximum periodtwb weeks. Due to the social and
educational level of the targeted respondents,imgadr e-mailing was avoided. The questions
were put forth to the respondents to choose tleiellof agreement or disagreement that is
agrees, strongly agrees, disagrees and stronghgreiss. This is in relation to their interaction

with MFIs and its impact in their lives.

3.5.2 Reliability and Validity of the Instrumentssed in Data collection

The researcher intended to carry out a pilot stisdgssess the feasibility of the main
study. This was meant for developing specific mgtihg of the questionnaires and interview
adequacy. It checked the effectiveness of the safn@me, sampling techniques and designing
of the study protocol. De Vaus, (1993) argue tha of the advantages of conducting a pilot
study is that it might give advance warning abotere the main research project could fall,
where research protocols may not be followed, cetivr proposed methods or instruments are
inappropriate or too complicated. A sample of 1§mndents drawn from selected MFIs was
picked randomly during their weekly meetings witle bperations departments for this purpose.
Another important goal of the pilot study was taless the validity and reliability of the study.
According to Bernheimer, et al (2008), reliabilisfers to how well we are measuring whatever
it is that is being measured (regardless of whebherot it is the right quantity to measure). The
study is to ensure consistency or repeatabilityhef findings was the study to be done again.
Validity was ensured by performing a few test imtews to strengthen the response of what is
being measured. There is one challenge to be putconsideration as pertaining reliability and
this is moral hazard. It may be difficult from thesponses to ascertain whether the micro-credit
loans are entirely used for income generation dies/or for consumption smoothening. Further,
those involved in business and not following thé ldown (legal) procedures may feel
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uncomfortable with some of the questions. This waBimized by stressing on the
confidentiality of the responses obtained.

SPSS a statistical program  was used as the foahalysis to test the relationship
between the dependent variable and the five indbgenvariables. Cronbach’s alpha of well
above 0.7 implies that the instrument was suffityemeliable for the measurement. The
researcher found the value to be 0.75 for thisystbidwever it should be noted that there is no
rule to suggest that a Cronbach’s alpha greater @20 indicates a good instrument (Comer &
Kelly 1982). Although, it is commonly agreed amaegearchers that an alpha greater or equal
to 0.7 shows that an instrument is reliable in meag what it was intended to measure.

3.6 Data Analysis and Presentation Methods

Raw data collected was sorted and presented uabigstand diagrams. All collected
guestionnaires were checked for completeness, aoguand consistency to determine those
meeting the required criteria. Kaewsonth and Hayd{t992) suggest that then the coded data
should be checked for any errors and omissions.ré&gearcher used the Statistical Package for
Social Sciences (SPSS) to analyze the collectea. datcomparative analysis was used for
responses from open-ended questions. This entajleghhical analysis, percentiles and
distribution tables where necessary. For close-@mgiestions, responses were coded. As for
likert scale responses; mean and standard deviatsnused. Though the researcher intends to
analyze the data using SPSS software, a regreasadysis was used to examine the relation of
the variables under study. The researcher intemdstérrogate the relationship between MFIs

activities and poverty. The regression analysi& the form below;

The general regression form was;
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Y = a + BLX1 + B2X2 + P3X3 +P4X4 + €

Where; X1 X2, X3, X4.... Xn are independent variables explained below.

While the specific regression form;

Y=q + B1X1 +B2X2 +B3X3+ p4X4 + €

Where;

Y- (Dependent variable); Poverty alleviation (housdleconomic empowerment).

a- (Constant variable); Economic status of the oesjents without access to MFIs services.

B1, B2, B3, p4, 5 - Determinants of poverty reduction with respeckig X2, X3,X4 and X5 in

the Regression Analysis.

Y- Is the dependent variable (Poverty Alleviation)

Independent variables are;

X1- iIs Number of Products of available,

Xo- is Number of consumers accessing the products,

X3- Cost of DTMs products

X4- Nature of business environment offered to membgiSTMs

€- Error term (those factors not captured by indelean variables).

3.7 Ethical Issues
40



The research strictly observed ethical issues gawvgrsuch studies. This is entirely a
voluntary exercise where safety, confidentialitylaesponses of the participants is guaranteed,
only those directly involved in the study can haeeess to the information. Full disclosure of
the purpose of the study was done to all the redgais and consent obtained from those willing
to take part. Though it is not anticipated, theeaesher sought consent where this is governed by
the law. According to 21 CFR 50.20, no investigat@y involve a human being as a subject in
research covered by these regulations unless thestigator has obtained the legally effective
informed consent of the subject or the subjectallg authorized representative. The researcher
observed justice in the equitable selection of ipgdnts i.e. avoid anyone under coercion
(Callahan, 1998).Finally, honesty was guiding pptecand any outcome arrived at a reflection

of the data obtained in the field.

3.8 Chapter Summary

The chapter started by explaining that the resedesign adopted is descriptive in nature. It
explained how MFIs and respondents chosen for théyswere selected in the area under
research. It has highlighted the data collectionistaand how obtained information is to be

analyzed and presented. It ended by presentingiticil to be used in the study.
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CHAPTER FOUR

FINDINGS AND DISCUSSIONS

4.1 Introduction
This chapter presents analysis and findings ofsthdy as set out in the research

methodology. The researcher used the econometyiession tool for descriptive statistics
to test the hypothesis, in order to establish treetation between the different variables of
the Respondents and the Microfinance institutidime researcher targeted a population of
60 respondents from three Deposit taking Microfoeimnstitutions of different nature in

the Busia town, each contributing 20 active members

4.2 Distribution and Response Rate to the Questioaires
The response rate of the respondents is as givabla 4.1 below: As indicated in

the table, 80 questionnaires the researcher distidbto the four Microfinance Institutions
with a projected response of 60 respondents, Gneents returned the questionnaires,
which translates to 77.50% response rate, whiletimerespondents were 18 that translates
to 22.50%. The overall response represents a gesgbnse rate. However two of the
received questionnaires were incomplete thus maintathe expected figure of 60. Kenya
Women Finance Trust Bank had the highest respaatselargely because women were

more responsive to the study. The figure belovsitiates this.
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4.3 Biographic Data of the Respondents

The below indicated are frequencies indicating lilegraphic data of respondents

who took part in the study on impact of DTMs on gy alleviation in Busia.

TABLE 4.1 Distributions and Response to the Questimaires

MICROFINANCE Distributi Respons Percentage
NAME on e of response
FAULU 30 21 70.00
SMEP 20 15 75.00
KWFT 30 26 86.67
TOTAL 80 62

FIGURE 3: Distributions and Response to the Questimaires
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4.3.1 Age in years of the respondents

The respondents’ age distribution is indicatechetible below. As indicated in table 4.2,
out of the 60 respondents, the majority had anbageket of between 36 and 50 adding to

28 or 46.70 percent, entrepreneurs between agel A&mdded to 24 respondents which
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takes 23.33 percent of the total respondents. Agekbt of 19-35 years had 16 respondents
and added to 16.66 percent. Those above 50 hatkdisé number of respondents 2,
representing 3.40 percent. The bracket between @e&@s had the second highest

percentage of respondents.

Table 4.2 Ages in Years of Respondents

Age Bracket  Frequency Percent

0-18 14 23.33
19-25 8 13.33
26-35 8 13.33
36-50 28 46.70
50 and 2 3.40
above

Total 60 100

Most of the members here are those who never weyornl as well as those
through with high school, they are basically riakdrs. This group is interested in raising
money for vocational or tertiary training, only ewf want to pursue this full time. This
explains why there is a decrease in the percerdhgespondents between age brackets of
19-35 years. This category comprised of semi aniledkpeople still looking for
employment but try their luck in business if theyl to find jobs. This partly explains the
sudden increase in the percentage from the braeteteen 36-50 years. This implies that
most of the entrepreneurs get serious with thetrepreneurial stints due to the vast
number of challenges that emerge at age of 36+80n Ehis information it can be depicted
that this is the time when couples begin to quanréhe house over their roles in the house
and furthermore life becomes that difficult to widuals that they have to become

44



empowered. Those at 50 years and above are riskegawus not willing to gamble with
the little they own or withstand pressures assediatith doing business. Closely related to
this is the fact that, at that age a majority @itlchildren are working. Most of them may
be living off on the assistance of their childrentlais is a normal cultural practice not only
in the area of study but in most areas of the gguithe age of the respondents is an
important pointer to the motive of an individual miger joining microfinance. There could
be MFIs that would find it risky dealing with certaage brackets such as those below 18
years and yet be recognized by the state as adiedysite their business acumen. Those
over the ages of 60 years that may equal findatlehging to deal access some of MFIs

services such as loans just because they are viasvadisky lot.

FIGURE 4: Ages in Years of the Respondents

O percentage

M frequency

0-18 0-18 19-25 26-35 36-50 50 and
above

percentage
frequency

45



4.3.2 Level of Education attained

The respondents were asked to indicate their higeesl of education. The results
are given in table 4.3. As shown in the table abawe formal education had the least
number of respondents at 5, representing 8.33%eofdtal. Primary level was second at 6
respondents, equivalent to 10%. Secondary educatmhll respondents translating to
18.33%, while tertiary and middle level collegesl 120 and 10 respondents' equivalent to
33.33% and 16.66% respectively. The highest leveed wniversity education that had 8
respondents or 13.33% of the total respondents Jiws that all the respondents to the
study had attained a level of education to endidentgive responses that could be relied
upon. This means that most of the entrepreneurgdueated to make rational decisions
pertaining to their businesses. They are notmglgin their academic background to get
economically empowered, say through being employather they seem to achieve
economic empowerment through other mechanisms asichsorting to MFIs and starting
income generating ventures. This means academidbeto is just basic but not that
critical. However it is important to note that thevel of education is important as it
indicates the intellectual capacity of a persomgke some difficult decisions when need

arises and how to deal with MFIs to get the beshefdeals.

4.3.3 Marital Status of the Respondents

The respondents were asked to indicate their nhatdagus. The results are given in
table 4.4 below. Out of the 60 respondents 15 efnthvere single which amounted to 25
percent and 33 of them were married amounting top&&ent as shown above. 10

respondents were widowed representing 16.67 peatehe total respondents. Two out of

46



60 respondents representing 3.33 percent of tip@melents divorced. A bigger percentage
of the respondents were married, in addition, tidowed had the task of raising children
alone and this explains why they had involved thewes into MFIs services. This is in
order to get empowered economically and avoid dégrecy. The marital status creates a
picture of the kind of people joining MFIs and teld to this is the motivating factors. It
helps check if there be any discrimination on asiogs MFIs products due to gender or

marital status.

TABLE 4.3 Highest Level of Education

Frequency Percent

No formal education 5 8.33

Primary school 6 10.00
Secondary school 11 18.33
Tertiary colleges 20 33.33
Middle level colleges 10 16.66
University level 8 13.33
Total 60 100

TABLE 4.4 Marital Statuses of the Respondents

Frequency Percent

Single 15 25.00
widowed 10 16.67
married 33 55.00
Divorced 2 3.33
Total 60 100
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4.3.4 Respondents Married and Staying with theirdbge
The married respondents were to indicate whethey #ine staying with their spouses or

not.

FIGURE 5: Marital Status of the Respondent
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As shown in table 4.5 below, 26 of the respondstay with their spouses, this translates to
78.82 percent of the total. Only 7 stay apart dr&reason is because the other partner, mostly
the man is involved in economic activities in otparts of the country. This statistics helped the
researcher to be sure that the study had a gooBerush married entrepreneurs, staying with or
without their spouses but facing economic challsngiter which some could join MFIs. They
become members with the intention of venturing micro-enterprises to either get a source of

income or supplement the efforts of the other artn
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The study sought to know from the respondent if ttvdemarried or not have children
who depend on them. This was important to the saglit helped the researcher get members
who take their micro-business ventures seriousbabge other than extended family members,

they have children who look upon them for theiribageds.

TABLE 4.5 Respondents Married and Staying with Thei Spouse

Frequency Percent
Not Staying with spouse 7 21.12
Staying with spouse 26 78.82
Total married 33 100

4.3.5 Respondents with Children Whether Married or No

As shown in the table below, majority of the respemts, at 43 or 72 percent of the
total respondents had children. Only 17 of thosepdad or 28 percent had no dependents
in form of children. Respondents with dependent$p hereate a picture of how
microfinance is helping them achieve financial ipeledency, the change in their social

welfare

TABLE 4.6 Respondents with Children Whether Married or Not

Frequency Percent
Not Staying with spouse 17 28
Staying with spouse 43 72
Total married 60 100
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4.4 Motives to join Microfinance

The respondents were asked to indicate why theyegbtheir respective Deposit taking
MFIs. They had the option of choosing more than omative if they felt so. The results are
shown in table 4.7 below. All the respondents,s@ted that their main motive of joining DTMs'
is to eventually get access to loan facilities.sTisi equivalent to 100 percent of those sampled,
the purpose of the loan notwithstanding. Those ingekontrol of resource, whether of fixed
assets or financial came second at 55 of those lsdntpanslating to 91.67 percent. Self

employment had 50 respondents or 83.33 percehbsttsampled.

TABLE 4.7 Motives of Respondents for Joining DTMs'

Frequency Total Percentage
Self employment 50 60 83.33
Control of resources 55 60 91.67
Access to borrowings 60 60 100
Increase savings 35 60 58.33

The difference between this group and that of aiogsborrowings is that there are some
respondents who were employed elsewhere thus havsayrce of income. The least group of
those sampled, at 35 or 58.33 percent agree teagdhl of joining DTMs' was saving. They
simply do so as a requirement of the institutiorwadl as the fact that the micro-credit facility

advanced is dictated one's level of saving. Thevwastwill determine how the members take
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products on offer by the various MFIs in the couritlis will influence how DTMs scale their

operations in the county as a whole, that is threepation level and how to cost the products.

This is graphically illustrated as below.

FIGURE 6: Motives to Join Deposit Taking Microfinance Institutions
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4.5 Self Employment

On enterprise ownership, the respondents respamisdown below in table 4.8

4.5.1 Response on Enterprise Ownership

From table 8 below, out of the 60 respondents, P#hem or 36.67 percent owned
enterprises of different natures before joiningirtheespective Microfinance Institutions.
However a majority or 28 of them amounting to 63638f the total respondents started owning
their enterprises after joining their respectivecifinance institutions. This can be linked to
access to loans as a result of being a DTM menilmes.further shows that those whose aim was
self employment had a chance to venture into mtrsinesses. Deposit Taking Microfinance
institutions were giving them not only an opportyrio get funds and advice but also instilling
in them self financial discipline and prudence,ilbgisting that they continuously save. This is
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evident from the big difference between those waad énterprises before and after joining their

respective microfinance institutions.

TABLE4.8 Response on Enterprise Ownership

Frequency Percent
Those with enterprise before joining MFIs 22 36.67
Acquired enterprise after joining MFIs 38 63.33
Total 60 100

Micro-business ownership will help show how memlaesinteracting with the MFIs in general.
Are the institutions offering them the best envir@mt to carry out transactions whether their
micro-business are booming or undergoing diffi@s® This is because the relationship between

individual member/s and MFIs has an impact on toges aspect as well.

4.5.2 Response on Employment as Co-source of Income

From table 4.9 below, it can be seen that 10 péroérthe respondents relied on
employment as their main source of income. Thisugrcomprised mainly of Government
employees, in the private sector and Non-governah@mganizations that want an extra source
of income. Respondents whom employment is a secprstaurce of employment stood at 30
percent. Many in this group are unskilled or sekiliesd and as such worked as casuals on 'on-
off' basis. Most of the respondents at 53.33 pérdennot rely on employment as a source of
employment. This group comprised of respondents areoin business fully time and or doing

farming as well
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TABLE4 Employment as co-Source of Income

Frequency Percentage

Employment as main source of income 10 10.00
Employment as secondary source of income 18 30.00

(members both in employment and business)

Employment not a source of income 32 53.33

Total 60 100

4.6 Number of Products offered by DTMs in Busia Conty.

The respondents were asked to express their oponatme listed services offered
by their preferred Deposit Taking Microfinance ingion. The response is as shown in
table 4.10 below. On insurance services, disagaeedstrongly disagreed were 32 and 28
respectively. This indicates that either they araware of the availability of the service or
the institutions see no point of passing extrasostto them. On financial advice being
helpful to members start and manage business, Bieofespondents were in agreement;
only 9 disagreed with 4 strongly disagreeing. @llgit can be noted that advice is an
appreciated service being offered by these inatitst

On saving services offered by the institutionsotaltof 50 of the respondents
concurred that they have a chance to save. Tliedause the amount of money one can
get as a loan is pegged on the savings and sauvihgez About Micro-credits assistance to
the respondents, 12 respondents plainly agreedewthire was a bigger portion of
respondents of 39 who strongly agreed that micedlts services of the MFIs have really
assisted them access loan facilities that theydediuhave been given had it been to borrow
from Commercial Banks. Only 9 respondents plainigagreed while none strongly

disagreed to the micro-credits services on asgistieem in their entrepreneurship
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activities. It therefore shows that this is a segviwell appreciated by members of
microfinance institutions.

TABLE 4.10 Distribution and Response on Microfinance Productsvailable to Members

1=S.A= Strongly Agree, 2=A= Agree, 3=Not sure, D=Bagree, 4=S.D=Strongly Disagree

VARIABLE: TYPES OF Agree Strongly Disagree Strongly Total
PRODUCTS OFFERED Disagree
(1) Agree 3
(2) (4)
Insurance Service are offered by 0 0 32 28 60

this DTM and have used the produc

Financial Advisory service: are 19 28 9 4 60
offered on regular basis

Saving Saves offered other thar 31 29 5 5 60
deposits made in respect of a
existing loan facility taken.

Micro -credit facilities are available 25 22 9 4 60
to all those who are members

4.6.1 Response on Products Rating in the County

The respondents were asked to express their opamdhe nature of the products offered
by their respective Deposit Taking Microfinance tingions. The researcher aimed at
establishing if this was a factor to consider ia thoice of the institution to join. On this point,
23of the respondents translating to about 38.38ep¢ragree that generally the products are
similar. To them it played no major role as theyaviadifferent on the various institutions in the
County. However, 27 of the respondents or 45 pémkthe total believed that the products are
different; they argued that even where they geheegdpear similar, product differentiation is
vital. The group is price sensitive and no matw Ismall the variation in product cost, it has to
be considered. The final group comprised of thoke are unsure of any differences between

their microfinance institution and the rest in tt@unty. The group simply joined the without
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comparing the various players in the market. Neegin a group means that some members

have little or option on the choice of their preéel institution.

FIGURE 7: Responses on Availability of DTMs' Produts in the County
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This is because they tend to join existing grougt tomprise of people they know or
known to each other. It was noted that those wheegthe DTMs as individuals try to take
advantage of the product differentiation; howevese joining under joint liability have little

say in the choice.

4.7 Access to Products offered by DTMs' and its Imgct on Venture Decisions/Resource
Acquisitions

When the respondents were asked to rate accesodoqgts/services offered by their
DTMs and if this had an impact on business decssias well as resource acquisition, the

response was as shown below in table and figureaddess to insurance services and its impact,
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the respondents were split down the middle eith&nly or strongly disagreeing that it played
any role. They seem unaware of this product prgbalie to the fact that they are never
informed. Those aware are unwilling to bear thesegbst unless passed to them when taking a
substantial amount in form of a loan, in which céasemandatory. The argument from the
members' is to try and avoid any extra costs imgjstheir micro-businesses are so small to

warrant an insurance cover.

TABLE 4.11 Responses on Product Rating

Frequency Percentage

Similar 23 38.33
Different 27 45.00
(Product Differentiation)

Not Sure 10 16.67
Total 60 100

On financial advisory services, majority of thepesdents were in agreement that it is
available regularly. Of those sampled, plainly atrdngly agreeing was 30 and 25 of the total
respondents, a small number of 5 disagreed. Thgseaating availability and impact of advice
state that the service is always available durlmgrtweekly group meeting with the DTMs'
officials. Further, each group has its own assigfiettl officer who knows each member
individually and their venture. The officer is alygareachable at the office or on phone if need

be.
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TABLE 4.12 Responses by Members on Access to DTMBFoducts and their Impact on
Ventures/Resource Acquisition

1=Agree, 2=Strongly Agree, 3= Not Sure, 4=Disagreb=Strongly Disagree

VARIABLE: CONSUMER Agree Strongly Disagree Strongly Total
ACCESS TO PRODUCTS Disagree
(1) Agree 3)
2 4)
The Insurance service are offered 0 0 30 30 60

by this DTM allowing me peace ¢
mind to concentrate on my business

Advisory service: are available or 30 25 5 60
need, the advice received from ti

institution have assisted me inform

decision in my business

Savings is it easy to save and acce 32 13 10 5 60
your money in this DTM if need be.

Micro -credit facilities are easily

accessed and always of the reque:

amounts to faciltate busine: 22 22 9 4 60
operations.

On saving, plainly and strongly agreeing to acdelsyi and impact of the service stood
at 32 and 13 of the respondents. The plain anaglyalisagreeing with this point was 10 and 5
of the respondents respectively. Those in suppmdgtee that their weekly meetings with field
officers where each members has a minimum amourbmtribute and deposit, either in the
group or individual account, has forced them tarlesaving. The saved monies have always
come in handy stocking or meeting some businesgaildns not an emergency. Members
reported also the ability to acquire resources uptig over a period due to the accumulated
savings. The members disagreeing are those whahmgberiodic saving culture cumbersome.
Then there are those whose savings are frozahdill outstanding loans or those the guaranteed
are fully paid. About access to micro-loan produtitese plainly and strongly agreeing were 25
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and 22 respectively of the respondents. Those disagy or strongly disagreeing was 9 and four
respectively. A total of 47 of the respondents aedrihat DTMs' have given them an opportunity
to run a 'bank’ and access loans, a challengefaéiced with commercial banks. To them, being a
member of these institutions has made access fetats/ely easy and affordable. They all agree
that this is a facility available to all active mieens of microfinance institutions. Those who

disagree, cite the requirements such as joiningoapy continuous saving or those to whom
borrowing has been suspended for a while for omsar or the other. However both groups
agree that they are better off with DTMs than fgcimwilling commercial banks or dreaded

shylocks. It can be presented graphically as shoviigure 4.7.

4.7.1 Response on the Number/Distribution of DTMs'the Whole County

The respondents were asked to express their opiomrthe penetration level of
microfinance services in the county as whole; thisllustrated in table 4.13 below. Only 8
respondents or 13.33 percent of the responderitshigl the penetration level of DTMs in the
county is very satisfactory. This is a group th@nprises of members who stay within the town
center and can thus access the services whenes@ianese. Just and somehow satisfactory, had
23 and 16 respondents that translate to 38.33 mtesrel 26.67 percent respectively. These
respondents felt that yes, the services are availali not to the level expected. These comprise
of members living some distance from the town laut access the services with minimal effort.
Further, these members have the option of bothivgafbor weekly group meetings with the
DTM's field officer or visit the office when needises. Of concern to the group is accessing
money through automated teller machine. Memberanninstitution like K.W.F.T feel the

inconvenience of accessing the facility.
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FIGURE 8: Level of Access to Products offered by DWs and their Impact on Micro-
Enterprises and Resource Acquisitions by Members
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Had the A.T.Ms been distributed in the county otih@n the only one being in the town, then it
would have been better. This is a concern sharewllggby those in the not satisfactory

category. The group had 13 respondents or 21.6%peof the total. This group had members
who stay and do their businesses away from townitatakkes effort and resources to visit the
institution's office in town. The easier optiortaswait for weekly meetings with a representative
from the institution. These members are in rematgspof the county and depositing their sales

is a challenge. They argue that the long distandecast to town is an impediment.

TABLE 4.13 Responses on Number/Distribution of DTMsn the County

Frequency Percentage

Very satisfactory 8 13.33
Just satisfactory 23 38.33
Somehow Satisfactory 16 26.67
Not Satisfactory 13 21.67
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In addition, most of the microfinance institutionave mobile money transfer platform
but it is at member's expense. This then meansrdigeping the money till a need arises to visit
the town, wait for the field officer to collect ararry out mobile money transfer at given
intervals. The problem here is that a member empdmixing family and business finances or
using the money for unintended purpose. Howeveatit be deduced that though with varying
degrees of satisfaction a vast majority or 73.38q@ of the total respondents feel that the
penetration level is acceptable. This is becausegaing the extra mile to serve the members

something commercial banks are yet to embrace.

4.8 Cost of Products/Services Offered By DTMs' inite County

The respondents were asked to state their levehtéfaction with the cost of products
(micro-loans) offered by microfinance institutioide response is tabulated in table 14 below.
None of the respondents felt very satisfied with tlost of loans. However, just and somehow
satisfactory had 20 and 17 respondents' equivdter83.33 and 28.33 percent respectively.
Those not satisfied were 23 of the total resporglen38.33 percent. A total of 37 respondents
or 61.67 percent felt the interest rates leviedHgyDeposit Taking Microfinance institutions are
satisfactory at varying degrees. This means thesethinstitutions offer acceptable rates to them
as compared to commercial banks or any other Iésidir the county. The degree in levels of
satisfaction is due to the fact that, still thesaifeeling the rates are a bit high but then #st b
among the alternatives available. The remaining3&ercent feel the rates offered by the
institutions not only in the county but countryasvhole are on the higher side. However they
have no other option of accessing micro-loans sithesy are below the threshold set by

commercial banks.

60



TABLE 4.14 Response on Cost of Products (Micro-éms) offered

Frequency Percentage

Very satisfactory 0 0.00

Just satisfactory 20 33.33
Somehow Satisfactory 17 28.33
Not Satisfactory 23 38.33

4.8.1 Frequency of Borrowing by Members

As pertains to how frequently members apply for rovioans from their institutions, the
responses are illustrated in the graph below. & @it27 respondents or 45 percent do borrow at
an interval ranging from 2-6 months. A further 2846.7 Of the respondents do so between 7-12
months. Those borrowing between 12-18 months andealh8 months are 4 and 1respondent(s)
or 4 and 1 percent respectively.

Thus it can be deduced that a majority of the redpots, 91.7 percent apply for loans
within an average duration of one year. This magthebuted to taking small amounts of loans
that are payable within one calendar year. Thisugres largely made up of those whose
membership to the institutions is under joint ligypi Only 8.3 percent borrow from one year and
above and this comprises of those who are membarsdrofinance institutions as individuals.
In addition, this small group of respondents cosgsithose with 'big’ micro-businesses
compared to those under joint liability. The amoahtloans sought is substantial to be repaid

over a period of more than one year.

4.8.2 Response to Purpose of Borrowing by Members
Respondents' response as pertains to the aboveipshown in the table below. Twelve

respondents or 20 percent of the total, borrow ggefly to start a business venture. A majority
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totaling to 27 respondents or 45 percent get fulodexpand their business operations. On
resource acquisition, 13 respondents or 21.67 peamncurred as to this being the motive for
borrowing.

FIGURE 9: Responses to Frequency of Borrowing by Mabers

507
407
301 O Frequency
20¥ B Percentage
O
107
0_

2-6 months  7-12months 12-18 months After 2 years

Only a small number of respondents, 8, or 13.3%ewerto borrow for household
purposes .This include school fees, emergenciels asdhospital fees among other. It can be

noted that 29 respondents or 65 percent of thé taderow for business purposes.

TABLE 4.15 Purpose of Borrowing by Members

Frequency Percentage
Start a business 12 20.00
Expansion of business 27 45.00
Acquire resources 13 21.67
Household purposes 8 13.33
TOTAL 60 100
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This is a pointer that microfinance institutiong giving members an opportunity to get
the much needed funds to start income generatintuses. This is aimed at attaining financial
independency for the respondents. The 21.67 petbantborrow, mainly do so to acquire

resources and this can be turned into liquid ciiskad arose on disposal.

4.8.3 Access to Loan Facilities before joining tBeeposit Taking Microfinance Institution

Most of the respondents were unable or found iteexély difficult to access loan
facilities to start or expand income generatingjgmts. As shown below, only 11 or 18.33
percent of respondents could access loan facilifiéds comprised of those employed but
running business on the side or those who alreawlying businesses. It is easy for this group as
they have a way of meeting the loan repaymentlingats. A majority, 49 or 81.67 percent of
the respondents had an avenue of getting loans jafteng the DTMs. This is a group that
joined under joint liability model and through comtous saving has been able to access loans to
either start or expand their ventures. It is cleéibm the table below that these microfinance
institutions are positively impacting their membekéost people been staying without loans

rather than applying for commercial banks untiler@ty when MFIs came into existence.

TABLE 4.16 Accessing to Loans before Joining their RespectivdFIs

Frequency Percentage
YES 11 18.33
NO 49 81.67
TOTAL 60 100
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This implies that many respondents feared appljomgoans in commercial banks because of

fluctuating interest rates unlike MFIs which hauedl interest rates.

4.9 Response to Nature of Business Environment prioled by DTMs for Members

The expressed their opinion on a number of fachwow and their responses are
indicated as follows;
4.9.1 Response to Control of Resources before arferajoining the Deposit Taking
Microfinance Institution

The response to the above point is shown in talilé delow. On before, joining 12 or 20
percent of the respondents could acquire resouihceagh other sources of income. The group
comprised those employed or running businesses friining the microfinance institutions.
However, on after joining, the number goes up tA®6.67 percent of the respondents. This
can be attributed to majority who said 'No' to tgse control but "Yes' as well as the indifferent
after becoming members. Majority at 38 or 63.33ceet had no control of resources before
joining microfinance; however the number goes ddwnover half to 15 or 25 percent after

joining. The decline is as a result of those sayyeg' after joining.

TABLE 4.17 Control of Resources before and after joining the Bposit Taking
Microfinance Institution

Before After
YES 12 20% 40-66.67%
NO 3863.33% 15-25.00%
Remained same 10-16.67 5-8.33%
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Those still saying 'NO' even after joining are eitlet to fully acquire resources through cyclical
borrowing and payment. Alternatively some may hdetaulted on loan repayment and as such
their savings frozen or assets attached. There ®@rer 16.67 percent respondents indifferent
about resource control before becoming member.fiuee drops to 5 or 8.33 percent of the
respondents on once becoming a member. This grougprised of those who have been

members for less than year and are growing theiness.

4.9.2 Response to Financial Worth before and aff@ining this Microfinance Institution

The respondents were asked to express their fialdnealth both before and after joining
microfinance. The results are tabulated in tabld 4elow. They were to express if there is any
change whether positive, negative or none at &k fesponses to '‘Before joining' are as follow;
only 10 respondents or 16.67 percent agree thathbg were okay financially. This then means
their joining the institutions was to further impeofinancial independence. Most respondents,
42 or 70 percent of those sampled concurred tlusteic they were fairing on badly before. This
was the main reason as to why they became memiliterghe ultimate goal of starting a venture,
whether farming or running a business. Those unetitbe financial status before were 8 or
13.33% the respondents. The response to 'Aftemigims as follows; 35 or 58.33% percent of
the respondents observed a positive change in finainces. Arguably, about 25 respondents
whose affairs were initially worse joined this gpoas their situations improved over time since
becoming members. However the indifferent lot allsoreased to 9 or 15 percent of the
respondents. The members indifferent are basictlbse still new in their membership. They
are still building on their savings before applyifty some substantial amount for investment
purposes. It is important to note that over hal58133% agree that in one way or the other their

financial status has been positively impacted sigoming respective Deposit Taking
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Microfinance institutions. The improvement in fircdal status owing to microfinance is an
indication of the impact of microfinance. The aaaility of products such as loans and access to

the same has significance on reducing poverty.

TABLE 4.18 Response to Financial worth before and after joinig Microfinance

Before joining After joining
Positive 10 -16.67% 3558.3M
Negative 42-70.00% 16-26.6 P06
Remained same 8-13.33% 9-15.00%

4.9.3 Member's Access to Primary and Secondary Mesdce joining Microfinance

The respondents were given a list of statemenisedsins to the home affairs welfare

with various levels of agreement or disagreemelné rEsponses are shown in table 4.19 below.

Most of the respondents, 35, do agree that findd@aipline in terms of saving has ensured that
they adequately cater for family basic need thay tthd before. Only 10 disagreed whereas 5
are not sure, either because their ventures armgtabilize or they lack financial prudency. In

terms of borrowing for home improvement, or provilelter, over half of those sampled, 38,
agree that at one point or the other, monies badowere not entirely channeled to business.
Part of the money was used to improve the home@mwient. On this issue, 12 plainly disagree
or are unsure of, probably because a need of #tigais yet to arise. Saving while at the same
time repaying a loan has been has been accepte?ll ngspondents as being a challenge.

Interestingly, an equal number or respondents teaghat it is straining their family
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obligations. They argue that the flexibility in egpnent whether weekly, fortnight or monthly
allows them to plan on the finances. Six resporglarg not sure where they stand on the issue.
On the quarrels at home since joining microfinadekerespondents disagree. Indeed they
argue that peace has in a way been restored $iageptirtners appreciate the efforts to provide
for the family. Openness and communication abadrfces and business health is appreciated
by spouses'. However, 8 respondents disagree w&hi¢her 8 are unsure. Those disagreeing
could be as a result of failing to meet their fanfihancial obligations or squandering the money
alone for example through drinking. Improved aed®bBty to both primary and secondary
needs for both the member and dependents aftengomicrofinance may be taken as a measure
of poverty alleviation. This is because where sachember stands to be affected economically
were MFIs to pull out, and then the business enwirent offered by the institutions is important.

TABLE 4.19 Responses on Member's to Basic and Secondary Needs

1=Strongly Agree, 2=Disagree, 3=Not Stjr4=Agree, 5=Strongly Agree

VARIABLE: ECONOMIC 1= Agree 2=Strong 3= 4=Stron 5=Not TOTAL
CHANGES ly Agree Disagree gly sure

Disagre

e
Increased savings hay 32 13 7 3 5 60

enabled me cater for my famil

Increased borrowings hav 27 11 12 0 10 60
enabled me shelter my family

Both saving and or interest ¢ 18 9 22 5 6 60
the borrowed loan is strainin
provision of family needs

Since joining this MFI there 8 0 36 8 8 60
have been quarrels on financ
with my spouse
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4.10 Impact of Micro-finance Institutions on Povery Alleviation

In this section, the researcher will state thedmegression model, look at the usefulness
of the model, test and interpreted the coefficagyropriately.
The table below shows the output information abth& quantity of variance that is
explained by the predictor variables. The firsttiste, R, is the multiple correlation
coefficients between all the predictor variabled #re dependent variable. It measures the
correlation between dependent and independentbkasialn this model, the value is 0.801,
which indicates that there is a positive co-vareasbared by the independent variables and
the dependent variable. The neRtsquared is simply the squared value of R. This is the
amount of variance explained by the given set efljgtor variables as shown below the
table. In the model, the value is 0.642, which ¢atiks 64.2% of the variance in the
dependent variable is explained by the independsidbles in the model.
The model is as follows;

Y =0+ B1X1 +B2X2 +B3X3 +p4X4 +¢

Dependent variable Independent varidés

Y- Poverty Alleviation

B0 -Constant -level of economic empowerment of memkeathout microfinance membership
B1, B2, B3, P4, = the coefficients/ determinants of Impact on povby Deposit taking MFIs ( for
the various four independent variable)

X1= Number of products/services offered by Deposkifig.MFIs in the county

X2 = Number of member accessing the products (Ieveéoetration)
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X3 = Cost of the products

X4= Business environment provided by MFIs

¢= Error term= effects due to other microfinancesmes not captured by the variables
All these variables were measured by various paiensién the questionnaire as indicated in the
conceptual framework in chapter two.

TABLE 4.20 Model Summary

Model R R Adjusted R Std. Error of Change Statistics
Square  Square the Estimate
R Square F dfl df2 Sig. F
Change Change Change
1 .801(a) .642 .623 .630 .642 21.25 4 55 .000

64.20% of the changes in the dependent variablee(po Alleviation) can be explained by
changes in the independent variables. The valuebaajue to one factor found to statistically
insignificant but discussed below. The remaining88% can be explained by factors not

captured by the model. The researcher was howewetircced that this was a good model.

(@) Predictors: (Constant), Number of productsilake, Number of people accessing the

products, Cost of products and Nature of economverenment provided by MFIs

(b) Dependent Variable: Poverty Alleviation

TABLE4.21 ANOVA (Analysis of Variance)

Model Sum of Squares Df Mean Square F Sig.

1 Regression 24.7 4 5,925 21.25 .001(a)
Residual 7.8 55 0.195
Total 35.573 59
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The researcher used Anova test to show whethethallX (Independent variables) taken
significantly explain the variability observed imetY (Dependent Variable).

In the table 4.21 above, the F statistic is equalt.25. The distribution is F (4, 55), that
is 4 numerator degrees of freedom and 55 denonmidatgrees of freedom implying that 6.12 is
the upper limit of the acceptance region for ai§iggnce level ofu = 0.05. Our F value is 21.25
which is greater than F critical of 6.12, it caertbe concluded that the regression as a whole is
highly significant. There is strong evidence tRais not equal to zero. Therefore the researcher
concluded from the data above that there is adirgationship between the entiXg variables
considered together and variable. And so the regression as a whole islyigignificant. The
same conclusion was reached by noting that theubwthows “p” is 0.001 this is the F
significance value that implies an F-significanedue of p<0.001. Because this probability value
is less than the significance level ot 0.05, the researcher concluded that the regress a
whole is significant. To test this statistic theearcher used a table of F to determine a critical
test value for a probability of 0.05 or 5% (thisatenship can occur by chance only in 5 out 100
cases) and with 4, 59 degrees of freedom. Accortdiriige table, the critical test value is 6.12. In
this test, the relationship is deemed significaetause the calculated F statistic is greater than
the critical test value. This regression is stadlly significant at the 0.05 level because is
greater than 6.12

The equation below contains generated informatemamning to the effect of each
individual independent variable on the model. $t$ehow well the regression equation fits

the data generated.

From the generated values, the final regressioateuis as follows
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Y =0.387 + 0.229 No. of Products + 0.386 AccessPimducts + 0.260 Cost of Products

+ 0.125 Business environment provided by MFIs+

The coefficients indicate the increase in the valtighe dependent variable for each unit
increase in the predictor variable; this is indéchby the un-standardized coefficients. The
value for number of products is 0.229, which intksahat for each unit change in products
available, the predicted poverty alleviation inces by 22.9% given that all the other
predictor variables, (Xi) are held constant. Thmestandardized coefficient for access to
products is 0.386, which indicates that for eacimiyer accessing a unit of the product, the
predicted poverty alleviation increases by 38.6%&xithat all the other predictor variables,
(Xi) are held constant. The un-standardized coeftidmncost of products is 0.260 which
indicates that for each reduction in product coste predicted poverty alleviation
increases by 26% given that all the other predictmiables, (X are held constant .The un-
standardized coefficient for business environmentembers is 0.125, which indicates
that for each unit of conducive business envirortmtre predicted poverty alleviation
increases by 12.5% given that all the other prediriables, (X are held constant.

Looking at the different un-standardized coefintge of the independent
variables, comparing them with each other the rekea found out; that access to products
(38.6%) predictor was the best predictor variableived by cost of products (26%), then
number of products (22.9%) and lastly businessrenment (12.5%).

4.11 The t-Test Statistic and interpretation

The researcher used a two tailed test to test wheghs a significant explanatory
variable, this was done by checking. st t, < t.. Since the researcher used a 95%

confidence interval then the significant level aphis 0.05. Using the data in the above
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coefficient table, the researcher conducted a flinegression t-test to determine whether

the slope of the regression line differs signifityafrom zero by using the critical.t
The degree of freedom (DF) is equal to:

DF =n- (3)

Where n is the number of observations in the data.

Table 4.22Coefficients of Regression

Model Un-standardized Standardized T Sig. 95% Confidence Correlations
Coefficients Coefficients Interval for B
B Std. Beta Lower  Upper Zero- Partial Part
Error Bound Bound order
1 (Constant) .387 .239 1.155 .123 -.563 1.217
NO. OF PRODUCTS .229 215 192 2,509 .187 -117 321 433 174 .081
ACCESS TO .386 291 .289 2.654 111 .086 532 .486 .303 197
PRODUCTS
COST OF THE .260 .229 516 2.812 .233 -.429 .186 .395 .010 .092
PRODUCTS
BUSINESS 125 142 167 .569 421 -.166 429 572 21 .068
ENVIROMENTPROV
IDED BY MFlIs

DF = 60- (3) = 57

The 5% two-tailed critical t-value with 60— (2 + £)57 degrees of freedom is 2.000. The
researcher should nullify the research questionkeift-statistic is less than 2.000. The t-

statistic values can be obtained from the tableralamd they are as follows;
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Number of product available =2.509

Access to products=2.654

Cost of products=2.812

Business environment offered by MFIs to memberss9.5

It can thus be concluded that the above four facteith the exception of business
environment are significant to the model. Thus, benof products, access to products and
cost of products are significant factors in exglagnimpact of Deposit Taking MFIs on

poverty alleviation.

4.12 Assumptions of the model

1. Residual analysis:

- Normally distributed and Independent Residuals

2. Random and Independent selected samples.

3. Normally distribution of the 60 respondents.

4.13 Chapter Summary

The researcher used SPSS software to analyze asgnprdata. Four independent
variables were analyzed to examine their impacpaverty alleviation in the area under study.
Cost of products, accessibility to products and lpenttypes of products were found to have a
significance impact on poverty in their order afasmgement. Business environment was found to

have no impact at all on poverty.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATION

5.1 Introduction
This chapter provides a summary of the findingsg teonclusion and the
recommendations of the study on impact of Micr@fioe on poverty alleviation in Busia

County.

5.2 Summary of the Study

The following is the summary of the research findingsm which the conclusion and
recommendations of the study are made. The stuthbleshed that the respondents were
moderate in their opinions about the number of petsl offered by Deposit Taking MFIs
empowering them economically and thus reducing ggJevels. The respondents agreed that
the need to borrow what you save even through Ja@htlity has instilled financial discipline in
them. A good number were moderate that the Sawagsces have directly contributed to their
control of resources besides helping them to getsthall loans. The study found out that the
majority of the respondents had moderate opiniamttie savings services offered by the MFIs
were unique from the bigger financial Institutiomscause they could act as guarantors on the
loans borrowed. Although caution should be takeflemaving because the higher the savings
the greater the opportunity cost on household aluexpenditure, as one has to forego other
expenditures to save for future loan applicatioavéitheless a good number strongly agreed that
access to microfinance services has been effeativieelping entrepreneurs get empowered

economically, a situation which makes them restrask that when their businesses face any
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catastrophe, they have a lender they can turn ool number agreed that micro-credit services
offered have assisted them to get economically emaped because loan can be advanced up to
about 3 times the savings of a member.

The study found out that majority agreed that amlity and access to products such as
loans, saving and advisory services greatly agssh to achieve self employment. However on
the availability of products, insurance services tire least exploited or known by members.
This is because it is the least promoted produdhbyinstitutions. Most of them who had joined
the MFIs with the intention of running business lHooking for employment had resorted to
self employment as their core source of incometh@rother hand a few were moderate that they
faced different forms of obstacles in their stregigl get economically empowered before joining
their respective MFIs. However, advisory and micedd services have assisted them to move
away from the obstacles. Further, majority were enaté that Microcredit services of MFIs
have assisted them achieve self employment bethesamall loans advanced to them with fair
interest rates have led to their entrepreneuriblezements. In addition a few were moderate
that the insurance services offered by the MFIddcagsist them off the time to time liabilities
and uncertainties/risks in business. This group pp@as of members who hold individual
membership to the institution, having businesses déine "bigger" compared to the rest. They
take large sums in terms of loans repayable ovaem@mum period of three years. Given their
operations and level of transactions, MFIs encaaitagm to take insurance services. These are
members that can comfortable main stream commebaiaks but due to interest rate levels
among other factors opt not to. However the respotdd disagreed that there was a well
organized structure on how insurance services ofsMBuld help the respondents be protected

from the defaulters who default intentionally yeé tguarantors savings are taken up to pay for
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such defaulters, while a good number agreed thasay services are satisfactorily conducted
and greatly assisting respondents to have finametidpendence. Respondents were moderate
concerning savings status of the members becawsemilrocredit service motivates the
respondents to increase their savings so as tm@et lending from the MFIs.

According to the findings, most respondents weredenate that cost of the products
more so loans is vital. The short durations betwean uptakes and frequency is due to the fact
that the interest rates are satisfactory compaverbtnmercial banks. The cyclical uptake and
repayment of loans though tedious but with patieag seen some members grow their ventures
and pull out of joint liability membership, prefarg to join MFIs as individuals. Thus
availability of affordable microcredit facilitiesals assisted many respondents to greatly acquire
more resources than they had before joining thesMHhe only challenge is that these members
cannot take large loans either due to their smadirations, savings or members under joint
liability unwilling to guarantee such amounts. Tthen explains the cyclic process of borrowing
and repaying till one break out of joint liabilignd join as an individual member, who can
depend on the microfinance turnover to be accepsecbllateral. After all these, whether under
joint or individual liability, one has control his#r own business, size notwithstanding. Hence
their control of resources can be attributed to ahailability of Deposit Taking Microfinance
services in county.

On the penetration level of Deposit Taking MFIghe County, a moderate number agree
that it has not reached the remotest part of thiatyo They feel more can be done to better the
situation but in the mean time, the efforts of thasstitutions to have field officers to address
members concerns have been appreciated. This cagotding to them be compared by

commercial banks that ‘forgot' them. Majority oé tltespondents were in agreement that in most
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cases, their respective DTMs provide an enablingrenment for them to improve financially.
Improved penetration level means easy membership ementually access to micro-credit
facilities, something many members have been langpn. This is because unlike commercial
banks that had stringent measure as far as joiamtylending is concerned, MFIs are more
flexible. A member can get a loan as early as #iftee months and unlike banks where if a loan
application fails, one has to endure for three meriefore making an attempt (at the same
bank), MFIs don’t have such rules. There is moegillility in repayment among other factors
and this explains why members feel the environnadéfgred by MFIs is ideal. In any case, a
majority associate these institutions with theioremmic status compared to commercial banks
viewed in their eyes as being after the money.nEomt MFIs are after bettering their welfare and

as such a ‘win-win' situation for the players.

5.3 Conclusion
With regard to whether the Deposit Taking MFIs haemtributed to economical ly

empowering Busia micro-entrepreneurs, the studpddbhat there was an improvement in terms
of members accessing MFIs services. More peopleargnuously joining MFIs and their reach
to the unbanked and poor in the county is evideah tit was some years back. Therefore the
MFIs have improved the services offered in termsredch, cost number of products and
assisting their members by offering a good busire@ssronment. Deposit Taking MFIs are
expanding the spectrum of services they offer afparh the traditional Microcredit services.
Deposit Taking MFIs have improved the spectrumesfises as compared to non-DTMs which

seem to stick much on the traditional services awmidgiving a chance to the emerging needs
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have additional services that may assist the mesnberthe County get more empowered
economically than before.

The finds agree with the study of Kiiru (2007) wgkoresults indicated a positive and
significant impact of microfinance on householdamz. She argues in her study that there is a
role of microfinance on the improvement of housdhakcomes. This is in agreement with the
findings of this paper that providing affordabl@dncial services to the rural population still
remains to be an important component of developrerategy. The data indicated that there
was increased number of members who control ressuie self employment and saving. There
is equally many members accessing Microcredit sesvito start or expand businesses than
before in the county. Furthermore, most memberselhemployment and controlling resources
were an indicator of increased economic empowermsnsuch a reduction in poverty. The
findings are similar to those of Kiiru (2007) onstudy on poverty in Makueni. The studies
concur that there is need to come up with innoeatnicrofinance institutions that are supportive
of their own role in assets accumulation and weatltation for their clients. This entails
profiling of potential clients, as well as streamaidl microfinance regulations to protect their
clients. Creation of an enabling policy framewookspur growth both in the micro enterprises
and the overall rural economy would lead to theatom of employment opportunities and an
increment in the agricultural output (which is ajonasource of income for residents). However
this may require more than one particular policteivention thus need for both private
(microfinance) and public partnerships to create éhvironment where such poverty reduction
objectives can be realized.

There were four research questions relating to Biegaking MFIs that lead to poverty

alleviation in the County. The Regression analysas applied to test them. The poverty
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alleviation rate could have been higher had thareatf business environment offered by DTMs
been statistically significanThis means that cost of products, accessibility aost of the
products are important factor if poverty alleviation the county is to prevail. Business

environment offered by MFIs had the least impacpoverty.

5.4 Emerging Policy Implications
This study done on the impact of Deposit Taking #1Bh poverty alleviation in the
County observed that members are faced with varmnstraints. As a result, policy makers
should intervene in the following areas to suppoembers' efforts in eradicating poverty and
achieve economic empowerment:
Deposit Taking MFIs Services PenetratioRolicy makers especially in the County government
should find ways of encouraging microfinance ingiiins to scale their operations throughout
the county. The County government should find waysformulating policies or offering
incentives to MFIs aimed at encouraging them teagiin the entire county.
Capacity Developmenthe county leadership should explore ways of eqagfhe youth with
entrepreneurial skills. This turns would be jobksge into employers because after all, the
county cannot offer employment opportunities torgeee. Further, there county government
should offer incentives to lure youth into business
The government shoultd
1. Create an enabling environment for microenterprisgsmaking requisite financial
reforms and formulating appropriate policies; theddo fund is a good starting point
2. Carry out institutional and policy reforms to pramdoetter access through licensing

more MFIs.

79



5.5 Suggestions for Further Research

In the light of the findings discussed above tleeaecher recommends a few area that further
studies can be conducted. Future studies can b#ectaout to examine the impact of
microfinance on social empowerment of the residanthe area. More studies have focused on
economical but less on the social aspect. In adit this, has microfinance has any impact on
political empowerment of its members. The study &sind that 35.80% of the outcome could
not be explained by the model, there is need tbeaxamine which factors are this and the
nature and level of their impact on poverty. Lasthere is need to carry out studies to examine
whether MFIs exist to make profit, empower theierts or both.
5.6 Remedy to Limitations of the Methodology used in Fuwre Studies

The researcher encountered some limitations duhiegtudy and this could be remedied in
future in a number of ways. Thorough pilot studibsuld be carried out before the study can be
conducted to test the instruments to be used. Witliielp in correcting any anomaly before the
actual data collection. The researcher advocatesrfe to spend more time in the area under
study as other data collection procedures suchtasviews with and observations of the target
population can augment data collection through tipr@saires. Including control group into the
study, that is respondents who are not memberddmfimance, may present good scenario for
comparison. This will allow the researcher reachctusion after having made an evaluation of

the control and treatment groups.
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APPENDIX II

QUESTIONNAIRSAMPLE

Client’s Microfinance inStitution NAME..........ocoi it e
Section A. Client’'s Demographic information

Q. 1 Age in years

(Tick where appropriate)

0-18 [ ] 19-25[ ] 50 and abq |

26-35 [ ] 36-5 ]

Q.2 Client’s Education level

(Tick where appropriate)

No formal education

Primary school

Secondary school

Tertiary colleges

Middle level colleges

University level-undergraduate

University level-Masters

Other (Please SPECITY) .. ...t e e e e
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Q.3 Marital status

(Tick where appropriate)

Single

Married

Divorced

Widowed

Other (Please SPECITY)... ... it e e e e e e e e
b) If you are married, are you staying with your spoug?
YES[ ] NC ]
c¢) Do you have children?
YES [ ] NO]
SECTION B-Basic history with Microfinance

d) When did you join this Microfinance?

e) What drove you to joining this microfinance? You can tick more than ohe

Self-employment [ ] ntol of resourcey ]
Increase my savings [ | eascorrowings [ |
Other (Please SPECITY). .. ... e e e e e e

SECTION C- Types of products offered by Microfinane Institutions

Q.4 a)Do you own an enterprise?
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YES [ | NO [ ]

If yes, was it started before or after joining theMicrofinance institution?
BEFORE [ | AFTER[ |

b) Are you employed elsewhere?

YES[ | NO[ ]

¢) What is your main source of income?

Employment[ | myown Enterprisg] |

d). How do you rate the services/products offeredybyour microfinance institute?

Agree | Strongly | Not sure | Disagree | Strongly
Agree Disagree

Similar

Different

Don’t know

Never cared

e) Are you able to get all of the services belowdm MFIs whose membership you hold? If

so has it made any difference in the enterprise?

Agree | Strongly | Not sure | Disagree | Strongly

Agree Disagree

Insurance by MFIs

Advice received
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Savings acting as yol

security

Micro-credits

f) Was the type of services offered a factor wherhoosing the microfinance institution to

join?

YES [ ] NO—]

g) Do you think that the service offered adequatelpddress personal and business needs?
YES [ ] NO]

SECTION D- Access to Microfinance services/product® 5
a) What are the main obstacles that affected your busess before and after joining this

Microfinance? (Tick where appropriate)

Before after joining

no obstacles

combining work and family

liquidity and other financia|
problems

no sufficient advice

b) Before joining this Microfinance were you able ¢ get access funds from elsewhere i.e.

Chama’s, merry-go-rounds etc.?

YES[ | NO[ ]

c) After joining this Microfinance, is there a difference in accessing services offered?
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YES[ ] NOo[ ]

If the answer to this is No, please explain briefly

d) If you normally borrow, for what purpose is it for?

Starting business Expansion of businessSchool Fed ] Household [ Jenses
others (please
] 01T | ) PP

e) In your opinion, are there many limitations/hurdes encountered before one can finally
be a microfinance institution member?

YES ] N

f) Are there Assets that you have acquired after jming this Microfinance?

h i B

h) Has either of the following Microfinance Services ecessed assisted in your
resources acquisition/control activities and/or ruming of the business since you

joined this Microfinance.

Agree | Strongly | Not sure | Disagree | Strongly
Agree Disagree

Insurance by MFIs

Advice received
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Savings acting as yol
security

Micro-credits/borrowings

SECTION E- The number of microfinance institutions offering services in a) How do you
find the number/distribution of microfinance instit utions in the region?

Not satisfactoryD Somehthory Ju1:‘|>atisfactory 2r

satisfactorily

a) How do you find the efforts of the Microfinance ingitution/s to serve those in the
remote parts of the region?
Not satisfactoryD Somehow sq:P: JuDatisfactory T
satisfactorily

b) Has access to basic rights improved since joining iamofinance? (Tick where
appropriate).

Agree Strongly | Not sure disagree Strongly

disagree
Agree

Education to the
children

Food

Clothing

social life like your
‘status’ in the
community
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c) What is the state of your net financial worth after joining this Microfinance
Institution ? (tick where appropriate)

before joining after joining

Positive

Negative

d) Do you think either of the following affected your choice of this microfinance
institution?

Agree | Strongly | Not sure | Disagree | Strongly
Agree Disagree

Difference of products offere

No of microfinance
institutions

Accessibility/availability  to
microfinance services

Variation in costing of thg
services

e) Has the distance between your business and the miémance institutions offices a
factor to consider?

YES[ ] NOo[ ]

f) Are you a member to more than one microfinance ingution?

YES [ ] No[ ]
SECTION F- Cost of service/s provided by Microfinarce Institutions
Q7

a) How frequently do you borrow from this Microfinance Institution?
Afterone monti{ | after2-6 mon{ | tem6-12month{ | after2 years | |
Others (please specify)

b) How do you find the interest rates in this Micrdinance institution?
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Not satisfactoryD Somehow satisfact Just Satisfactor]g Very satisbaity []
C) How do you find the handling by tAIS microfinan@ institution in case of loan
repayment difficulties?

Not satisfactoryD Somehow satisfact Just Satisfactor]j Very satighaity []
d) As a member-of microfinance institution, 715 thee any security/guarantee needed before
getting funds?

YES[ ] NOo[ ]

e) Other than the interest paid on borrowed fundsare there any other ‘hidden charges’
charged by the microfinance institution?

YES[ ] NO[ ]

f). on defaulting of a loan do you agree that youMicrofinance Institution will exercise
either of the following on your business and houseld properties which may lifestyle?

Agree strongly | Not sure disagree Strongly

disagree
agree

business properties

household properties

your account frozen

Being sued

g) Do you think either of the following may affectthe affordability of microfinance

services offered?

Agree | Strongly | Not sure | Disagree | Strongly

Agree Disagree

Type of products offered

No of microfinance

institutions
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Accessibility/availability
microfinance

/services

institutions

to

services/products

Variation in costing of the

Section G. - The general extend to which Microfinace operations alleviate poverty

Q 8(a) to what level do you agree that the followip Micro-finance factors affect your

enterprise in pursuing economic independence?

Strongly | Not Sure| Disagree | Strongly | Total
Agree| Agree 3) (4) Disagree
1 1@ ®)

Type of products

Number of microfinance
institutions

Accessibility to
microfinance
institutions/services
Variation in costing of

services/products

Thank you for your time and co-operation
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