
Complete feasibility and financiql viability 
study of establishing subsidiary institution 
Re-organization (separation of financial and 
non-financial activities) in preparation for 
the transition 
Discussions with donors to help K-REP make 
transition into non-bank financial 
institution 

' 
A.I.D. EVALUATION SUMMAFiY - PART I 

. 

Studies to develop new productslappropriate 
sgvings instruments 
Improve management information system -- to 
document key performance ratios 
Standardize policies and procedures across 
branches before further expansion 
Phase-out financial support to other NGOs 
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Overall, it can be concluded that those objectives have largely been met. In particular, USAJD support has enabled 
K-REP to become a dominant player in microenterprise finance in Kenya. Through its in-house lending programs, 
K-REP has developed and refined methodologies for providing credit to large numbers of microentrepreneurs at low 
cost. An impact survey suggests that this provision of credit has convributed to business growth, reflected by an 
increase in employment in most of the businesses aqsisted through loans. Using employment growth as an indicator 
of the program's impact on the enterprises in the study, the evaluation revealed that, prior to the loans, the average . rate of growth (12.4 percent) was below the national average (29 percent). After the loaqii the rate of growth for 
these businesses was equivalent to the national average, and the rate of growth for manufacturing and service 
enterprises was higher qan the national rate. 

I .  - A a S T R A C T  

K-REP as an organization has made significant achievements over the past seven years. It has developrd reasonable 
institutional capacity in delivering its services to the microenterprise sector. Key achievements include: niakiag 
the transition from a World Education project to a strong, stable, and independent Kenya NGO, with a Kenyan 
board, management team, and staff; expanding from an intermediary organization that supports othcr NGO 
microenterprise programs to an organization that also carries out direct microenterprise lending activities; shifting 
from an integrated to a minimalist credit methodology; putting into operation two group lending methodologies that 
embrace commercial principles of management and successfully reach large numbers of people at low cost; liarking 
Kenya and other African countries with worldwide ek r i ence  in microenterprise development through traihing, 
research, infoimation, and consultancy departments; establishing the only known research unit in Africa that 
specializes in operational and policy-oriented research on microenterprise development; building a'strong, 
committed, and skilled staff at a l l  levels; successfully attracting resources from several donors in addition to USAID 
to support its programs; and .maintaining a clear vision of its mission. - 

I 

K-REP'S sustainability has improved dramatically in the last three years. By b e  end of 1993, it was crperating at 
68 percent level of self-sufficiency and expected to improve further as it increases its lending activity. At the credit ' - level activities, K-REP.is operationally self-sufficient, i.e. it fully covers the non-financial costs of operations 
(salaries and other administrative cosis) with program revenues (interest and fees). However, the evaluation 
recommended that K-REP should strengthen its current programs, particularly Juhudi, prior to further expansion. 
Continued on page 2a. 

H Evjlirallan Abst rac t  qmem Y O ~ C O  ~ r l c ~ u r l !  

USAIDIKenya has supported K-REP since 1984, when K-REP was established as a project of World Education, 
an international NGO. Funding to K-REP was provided through two overlapping cooperative agreements under the 
Rural Private Enterprise (RPE) project and under the Private Enterprise Development (PED) project. The objectives 
of the support under the PED project which was a focus of the evaluation were to: strengthen and finance 
organizations that deliver financial and non-financial assistance to very smalf businesses; research, develop, and 
implement new ways of promoting small business growth; and assist K-REP in becoming a successful Kenyan 
development organization. 
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Consolidate current credit activities before further expansion 
Use of certain financial performance ratios for managerial purposes 
Standardize policies and procedures across branches 
Develop strategies for promoting loyalty amoag K-REP clients 
Continue to monitor Juhudi scheme carefully to control problem of arrears 
Design credit methodologies that serve graduates of K-REP programs 
Spin off retail credit activities which have a potential of becoming self-sustainable 
Develop and test methodologies for promoting savings 

' 

Rationalize K-REP'S organizational structure 

Lessons Learned: 

o Group-based lending programs are effective in identifying rnicroenterprises wit& growth potential - if larger 
loans are made available - because individuals can get successive loans as they pay off current ones. This 
suggests a need for complementary programs - those that serve the extremely poor, especially women, and 
those that serve graduates of group lending. 

o Also, given that poor groups operate businesses that are vulnerable to regular fmaacial crises and 
insecurity, which can erode income gains, in its next project the mission might include a focus on the 
problem of income erosion for the poor and on strategies for sustaining income gains. 

o Minimalist lending schemes reach large numbers of borrowers at low cost. 
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PURPOSE OF EVALUATION AND METHODOLOGY USED 

I The purposes of this evaluation are to: a) asses. K-REP'@ impact to date, b) provide recornmsndatloi;~ ! 
for future directions of K-REP and future funding from USAID, c) assess the effectiveness of the project 
in achieving its principal goal and sub-goals, dl provide recommendations on any follow-on project, and I 

I 
e) provide broad lessons learned about micro-enterprise lending in Kenya. The information gathered 

I 

I 
and the analysis performed will be used by USAID, K-REP and other donors. More specifically, USAlD 1 ! 
will use the evaluation results to inform its strategic programming decision in micro-enterprise 
development and for the design of similar projects in the future. 

I 
I 

i 
; Methodology used was interviews with USAID personnel, K-REP staff, K-REP assisted NGOs and other 
9 

key players in microenterprise assistance in Kenya and document review. 

i I 

PURPOSE OF ACTIVITY EVALUATED 
I 

a I 
This report presents the findings of a final.~valuation of the activities of  the Kenya Rural Enterprise 
Programme (#-REP). The evaluation, at the.conclusion of Cooperative Agreement No. AID-61 5-0238- 
A-00-7026-00 between K-REP and the U.S. Agency for International .Development (USAID), was 
conducted under ,USAIDgs Growth and Equity through Microenterprise Investments and Institutions 
(GEMINI) Project. Under the agreement, ths objectives of K-REP were to  "continue its core' function 
of providing technical assistance and finance to private voluntary organizations (PVOs); and finance 
research and related activities on small enterprise development." Under amendments to the 
agreement, K-REP also began its own direct lending program. 

Support to K-REP was provided under USAID's Rural Private Enterprise (RPE) Project and USAID'S , 

Privato Enterprise Development (PED) Project. The objectives of the RPE project were to establish and 
expand rural private enterprises in Kenya by promoting small enterprise development through 
nongovernmental organizations (NGOs) and by reaching high-end rural enterprises through commercial 
banks. The objective of the PED project was to increase growth in the private sector indirectly, by 
strengthening institutions working to improve Kenya's business environment and, directly, by 
encouraging business growth through the financial and technical assistance provided by those 
institutions. K-REP has contributed significantly to the realization of these USAID objectives both as 
a beneficiary of resourceo - a Stuation that has allowed K-REP to become a dominant player in' 
microenterprise finance in Kenya - and as a provider of financial services and technical assistance to 
other microenterprise credit institutions. In addition, through its in-house lending programs, K-REP has 
developed and refined methodologies for providing credit to the microenterprise sector. An impact 
survey suggests that this provision of credit has contributed to business growth, reflected by an 
increase in employment in most of the businesses assisted through loans. 

a F'MDINGS AND CONCLUSIONS 

e ORGANIZATIONAL ASSESSMENT 

World Education, an international NGO, established K-REP in 1984 as an intermediary NGO to on-lend 
and provide technical assistance to other NGOs. Since its establishment, K-REP has gone through 
several stages in an attempt to  develop an effektive strategy for promoting microenterprise 
development. To date, K-REP has identified two effective methodologies or credit schemes, which it 



has used to provide credit to large numbers of microentrepreneurs at low cost. The first of these 
methodologies, the Jt~hudi credit scheme, is a group lending model similar to that used by the Gremeen 
Bank in Bangladesh. The second methodology, the Chikola credit scheme, is based on indigenous 
rotating credit and s~~vings associations, also known as chikolas. K-REP has phased out much of its 
technical assistance to othsr NGOn, deciding instead to focus on financial support directly to firms. 

While implementing its own direct financial services programs, K-REP has also established training, 
research, and innovc~tion programs to support credit activities. In addition, K-REP has been successful 
in attracting supporl: from other donors and in mobilizing resources from USAID, the Ford Foundation, 
and the Overseas Development Administration. 

Building on successes in its direct lending programs, K-REP intends to exptnd its direct lending 
activities further. However, K-REP faces several strategic challenges that will affect the viability of 
the organization and its role in USAID'S microenterprise strategy. These challenges include the need 
to strengthen orgar~izational and managemlent structures to lay the foundation for further expansion. 
There also is a neeld to develop and test methodologies for promoting savings within the context of 
the existing credit programs. In addition, there is a need to further develop and refine credit 
methodologies that serve the needs of K-REP'S clientele; this may include designing an individual loan 
program that  allow^^ borrowers to graduate to larger loans, thereby cross-subsidizing smaller loans to 
K-REP'S lower-income clientele. 

. K-REP'S units on research, evaluation, innovation, and consultancy are evolving as important resources 
' for microenterprise development organizatioris in Africa. At issue is the extent to which the activities 

of these units should support K-REP'S own direct lending operations or address the needs of the larger 
microenterprise community. 

Yet another challenge to K-REP involves the need to separate its retail credit activities from the other 
functions it maintairrs. As K-REP continues to expand its lending operations, it is important that it be 

I 

. IMPACT ASSESSMENT I 

able to clearly track the performance of tho credit operations and that the credit operations become 
. .; sustainable and independent of the functions that have less possibility for recovering costs. Because 
I K-REP'S credit programs are part of an organization that still relies on grants from donors, a sudden 
i decrease in the flow of grants could threaten the survival of the credit programs. 

K-REP has stated that its mission is to empower low-income people, promote their participation in the 
development process, and enhance their quality of life. It has included in its goals increases in 
employment and income opportunities for the poor through the provision of loans, training, and 
technical assistance to microenterprises and microenterprise institutions. The findings of an impact 
survey, conducted by the evaluation team, of 212 K-REP clients end clients of K'-REP'S affiliated NGOs' 
indicate that K-REP is well on its way to realizing these goals. 

* 

By extending its resources to NGOs, K-REP has achieved a wider effect than it would have achieved 
by using only its own direct lending schemes. By year-end 1993, 10,938 loans had been disbursed to 
8,360 clients through NGOs funded by K-REP. Women constituted 63 percent of the program 
participants in the affiliated NGOs, partly because some of these organizations targeted women 
entrepreneurs. By year-end .1993, K-REP had disbursed 4,622 loans to 3,590 clients through the 
Kibera and Eldoret branches of its Juhudi credit scheme; through its Chikola group lending scheme, K- 
REP had disbursed 141 loans to 3,635 clients. Women constituted 65 percent of the clients of the 
Chikola scheme because many pre-existing groups that sought loans were women's groups. Total 
number of firms assisted as of year end 1993 was 15,585. 

The impact survey found that the majority of both men's and women's businesses in the sample were 
involved in commerce or trading activities: Although such businesses are normally smaller and require 



! One important difference between clients in this survey and earlier K-REP clients was that the 
enterprises of clients in this survey were older, on average. This seems to reflect a more stable 

t 

I clientele than K-REP had in its earlier stages. (K-REP has experienced a high rate of turnover in its 

i Juhudi scheme since inception.) I 

I 

I 
I 1 A comparison of clients in the Juhud! and Chikola schemes revealed that more bu8lnesses run by I 

Chikola clients were located in commercial and traditional markets than were businesses of Juhudi 
clients. Chikola clients also tended to be more satisfied with their current occupations and had more 

I i 
I 

t i access to credit. I 

less start-up capital than service and manufacturing enterprises, they have the potential to allow 
entrepreneurs to amass capital, The evaluation team also found that many entrepreneurs, particularly 
in  the crowded urban markets, had diverslfidd from a single business to include other activities. 

A comparison of the roles of microenterprises in rural and urban environments revealed that more urban ! 
households than rural households relied entirely on K-REP-assisted enterprises for their incomes. This i 

t ! 
I supports the findings of other researchers and suggests a greater need for microenterprise development 
I projects in urban areas, where entreprerreurs vie with one another to capture a small market share. 

Thus far, K-REP has concentrated its efforts - particularly the Juhudl scheme, which requires a 
, minimum population.density - in the more urban areas. 

; 
Using employment growth as an indicator of the program's impact on the enterprises in'the study, the 
team discovered that, prior to the loans, the average annual rate of growth (12.4 percent) was below 
the national average (29 percent). However, the older age of these enterprises means that the growth 
that occurred was averaged over a longer period of time. After the loans, the rate of growth for these 

I 

businesses was equivalent to the national average, and the rate of growth for manufacturing and 
service enterprises was higher than the national rate. Businesses that received loans under the Chikola 

1 credit scheme increased employment after receipt of loans slightly more than businesses that received 

I loans under the Juhudi scheme. In addition, growth rates after second Juhudi loans wero higher than 
@ after first loans, suggesting that larger loans allowed for greater structural change in the enterprise. 

1 Most clients !n the Juhudi scheme used the first loan as working capital to  buy additional stock or . 
I 
t supplies. Second loans, which were larger, allowed for a greater range of options, including relocation 

or the purchase or improvement of fixed assets. Although some borrowers used first loan monies to 

I 
start or add to  a second business activity, this was more prevalent among second loan borrowers, 
supporting the notiorl that diversifying one's business activities is a means of expanding one's 

I 
economic base. The case studies demonstrate how loans allow microentrepreneurs to build their 
economic security and the security of their households in increments, Unfortunately, many at this level 
are never too far from a devastating setback that pushes them back to  where they started. . 

1 
The case studies'also demonstrate the complex interaction of an assisted enterprise with the other 
activities in a household. The fact that many entrepreneurs have used the loan monies provided by 
K-REP to  cover household expenses, purchase land, or pay their children's school fees underlines the 
reality of the situation' for many Kenyan micrbentrepreneurs. When funds are available, they are used 
to meet the pressing needs of the household. Meeting these needs is essential for the entrepreneur's 
realization 'of other goals related to business expansion. . . 
Although employment growth occurred for i o s t  of the businesses K-REP assisted, "early 40 percent 
of the businesses had experienced no employment growth since receiving a loan. Questions of 
household security may have played a large role in the lack of growth for some of these businesses. 
These questions of  household security constituted a concern for microenterprises, ,especially during 
troubled economic' times - some continued to grow in spurts throughout these rough periods, but 
others were simply getting by and sometimes had to struggle not to lose their footholds. 

'. C.  

Continued on Page' 5a. 
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FINANCIAL ASSESSMEPIT 

K-REP'S financial sustainability was examined at the level of the lending activities and at the level of 
the institution as a whole. At the credit level, both the Chikola ar~d the NGO lending activities, with 
self-sufficiency levels well over 1.0, are making positive contributions to the net profit of the 
institution. Economies of scale have been achieved in all lending schemes, and these are especially 
impressive in the Chikola scheme. However, K-REP'S Juhudi scheme has not yet been able to cover 
its allocated costs consistsntly. This is not only because of erreara, but also because of the relatively 
low loan-to-staff ratio at the nevu branches. 

At !he institutional level, K-REP is donor-supported, Credit, financial income from deposits, and 
corlsultancy services are the strongest income generations at this level. However, these activities 
cannot yet pay all expenses of the organization and, were it not for grants from donors, K-REP would 
have reported a year-end deficit of Ksh.14.4 million (US9248,300) for 1993. It should be noted that 
many expenses (such as training, grants to NGOs, certain travel expenses, donor reporting expenses, 
and others) are incurred only because they form an integral part of donor-funded pro j~cts  and are 
designed to be covered by donors. 

~ h k  evaluation team's financial analysis of the quality of K-REP'S portfolio revealed that, despite 
problems with arrears at an earlier date, arrears within Juhudi now seem to be under control, although 
the large amounts that have been outstanding for long periods of time may lead to losses. Reports of 
high client arrears on outstanding loans to the NGOs indicate that these loans, although current, may 
be in jeopardy. 

The financial assessment also supports the view that K-REP should strengthen its current programs, 
particularly Juhudi, prior to further expansion. The recent opening of new offices in Kawangware and 
Nyeri and the restructuring within the Kibera branch have slowed the growth of Juhudi, and it remains 
to be seen whether arrears within K-REP and in the NGOs will lead to heavy losses. The Chikola 
scheme, which is growing rapidly, has recently been integrated into K-REP'S credit department. These 
changes and issues pose challenges to  management - challenges that should be addressed in the near 
future. We propose that K-REP see a significant increase in productivity at its branch offices, 
accompanied by a reduction in arrears, prior to adding new branch offices. Any expansion should be 
planned carefully in order to be accommodated within organizational capacity. 

LESSONS LEARNED 

As the USAlD mission looks toward developing its strategy for promoting economic growth and 
microenterprise devslopment and for designing a new project, it needs to consider the lessons derived 
from the K-REP experience. The findings of the evaluation team's impact study suggest several 
lessons. 

One of the benefits of group lending program is that they are effective in identifying microenterprises 
with growth potential - i f  larger loans are made available - because individuals can get succesoive loans 
as they pay off current ones. This suggests a need for complementary programs - those that serve 
the extremely poor, especially women, and those that serve graduates of group lending. 

Also, given that poverty groups operate businesses that are vulnerable to regular financial crises and 
insecurity, which can erode income gains, in its next project the mission might include a focus on the 
problem of income erosion for the poor and on strategies for sustaining income gains. 
Continued on Page Sb. 
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Given the enormous demand for credit by microenterprises and the demonstrated potential for 
minimalist lending schemes to reach large numbers of Kenyans at low cost, i t  makisa sense for USAlD 
to emphasize credit in its microenterprise strategy. Expeipience in many countries has shown that few 
organizations have the commitment and the competence to doveiop strong microenterprise finance 
programs. Indeed, there is not s large pool of winning credit programs to choose from in Kenya. Many 
of the successful programs already have occess to other sources of support. K-REPo& daclolon to scale 
back its support of other NGOs suggests that USAlD ~hou ld  roassess its objectivles for Intermediary 
institutions, in order to determine the role K-REP or another institution can and shou?d play in 
microenterprise development in Kenya. 

RECOMMENDATIONS FOR K-REP 

o K-REP would like to expand its credit operations, but before doing so, it is in the organization's 
best interest to strengthen its current operations by building its loan portfolio through existing 
capacity. The opening of two new branches in late 1993 has highligl.~ted some areas, such as 
K-REP'S management information system, that should be improved before further expansion 
takes place. ' 

o With respect to its management information system, K-REP should reassess all the information 
it collects, in order to  determine whether the information is organized to be useful for 
managerial purpose. The team suggested that K-REP include certain financial performance 
ratios in its monthly monitoring reports that would allow management to  track yields, track 
average coat of funds, and track cost pressures on the portfolio. 

o K-REP should standardize its policies and procedures across branches before further expansion 
occurs. This will ensure K-REP'S more efficient operation. Policies should change to fit 
Kenya's changing economic climate as necessary, and sufficient time should be allowed for 
such changes to take effect. Also, the consequences of policy changes must be monitored 
(which is difficult, at best, if policies aver!ap). 

o Because the Juhudi scheme has experienced a high turnover rate, K-ISEP should consider 
developing strategies for promoting loyalty among K-REP clients. One means of doing this is 
to increase the clients' ability to  identify with the organization rather than simply to encourage 
client groups to bond among themselves. Other organizations have fostered this client- 
institution relationship in many ways, from the simple (calendars and stickers) to the more 
complex (lotteries, ceremonies, ownership of shares, and so on). 

o Questions have been raised about whether it makes sense to continue the Juhudi scheme, 
which has had problems with arrears, yet the scheme serves a clientele that would not 
otherwise be served by K-REP. Steps have been taken to manage arrears, but progress may 
take a while longer to become fully visible. The team recommends that K-REP cont in~e to 
monitor the Juhudi scheme carefully, using uniform means of tracking its performance to  allow 
for a thorough assessment after a reasonable period of time. 

o Several enterprises supported by the Juhudi and Chikola schemes show the potential to grow, 
but, to do so, they need larger loans that are administered under different lending 
methodologies. A challenge for K-REP is to develor, and test effective methodologies to lend 
to graduates of K-REP'S programs. The aim should be to retain and serve the best clients 
within the context of their own programs. 

Continued on Page 5c. 
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o To ensure a sustainable credit prugram over the long run, and to prepare for future growth and 
expansion, K-REP needs to spin off its credit operations, which havo the potential to become 
self-sustainable, from its othet microenterprise support activities, which are not self-sustaining, 

o A challenge for K-REP is to develop a credit and savings system that serves as a true financial 
intermediary for the microenterprise community. This is important in light of the fact that 
currant savings deposits are held by commercial banks that do not invest in microenterpriser. 

o K-REP is a complex organization involved in a broad range of activities with different purposes, 
objectives, and potentials for sust:ainqbility. Once K.REP1s board of directors and management 
decide on its new direction, further tdtionalization of K-REP'S organizational structure and the 
way its various units relate to one another will be required. 
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Full Evaluation Report 

USAlD found the evaluation balanced and concurs in the general findings and conclusions of the 
evaluation. The evaluation confirms that USAlD objectives in supporting K-REP have largely been 
achieved, particularly in assisting K-REP to  become a successful Kenyan development organization. 
The project provides rich lessons on effective approaches for assisting microenterprise develo~ment 

I. K-REP Comments: 

I We found the evaluation report fairly comprehensive and useful. In many respects the findings 
strengthened our faith in some of the strategies we are implementing or are about to. Generally, the 

I 
report reflects a true and fair picture of the experiences and lessons learned by K-REP under the USAlD 
support. 

f . 
I 

. 
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EXECUTTVE SUMMARY 

This report presents the findings of a final evaluation of the activities of the Kenya Rural 
Enterprise Programme (K-REP). The evaluation, at the conclusion of Cooperative Agreement No, AID- 
6 15-0238-A-00-7026-00 bctween K-REP and the U .S. Agency for International Development (US AID 1, 
was conducted under USAID'S Growth and Equity through Microenterprise Investments and Institutions 
(GEMINI) Project. Under the agreement, the objectives of K-REP were to "continue its core function 
of providing technical assistance and finance to private voluntary organizations (PVOs): expand its 
services to new target groups (business associations and community-based enterprises); and finance 
research and related activities on small enterprise development." Under amendments to the agreement, 
K-REP also began its own direct lending program. 

Support to K-REP was provided under USAID's Rural Private Enterprise (RPE) Project and 
US AID'S Private Enterprise Development (PED) Project. The objectives of the RF'E project were to 
establish and expand rural private enterprises in Kenya by promoting small enterprise development 
through nongovernmental organizations (NGOs) and by reaching high-end rural enterprises through 
commercial banks. The objective of the PED project was to increase growth in the private sector - 
indirectly. by strengthening institutions working to improve Kenya's business environment and, directly. 
by encouraging business growth through the financial and technical assistance provided by those 
institutions. K-REP has contributed significantly to the realization of these USAID objectives both as a 
beneficiary of resources -. a situation that has allowed K-REP to become a dominant player in 
microenterprise finance in Kenya - and as a provider of financial services and technical assistance to 
other microenterprise credit institutions. In addition, through its in-house lending programs, K-REP has 
developed and refined methodologies for providing credit to the microenterprise sector. An impact 
survey suggests that this provision of credit has contributed to business growth, reflected by an increase 
in employment in most of the businesses assisted thro lgh loails. 

ORGANIZATIONAL ASSESSMENT 

World Education, an international NGO, established K-REP in 1984 as an intermediary NGO o 
on-lend and provide technical assistance to other NGOs. Since its establishment, K-REP has :e 
through several stages in an attempt to develop an effective strategy for promoting microenterprise 
development. To date. K-REP has identified two effective methodologies or credit schemes. which it has 
used to provide credit to large numbers of microentrepreneurs at low cost. The first of these 
methodologies, the Juhudi credit scheme, is a group lendi* model similar to that used by the Grarneen 
Bank in Bangladesh. The second methodology, the Chikola credit scheme, is based on indirrenous 
rotating credit and savings associations, also known as chikolas. K-REP has phased out muctl of its 
technical assistance to other NGOs. deciding instead to focus on financial support in the form loans. 

While implementing its own direct financial services programs, K-REP has also esi<.olished 
training, research, and innovation programs to support credit activities. In addition, K-REP has been 
successful in attracting support from other donors and in mobilizing resources from USAID, the Ford 
Foundation, and the Overseas Development Administration. 

Building on successes in its direct lending programs, K-REP intends to expand its direct lending 
activities further. However, K-REP faces several strategic challenges that will affect the viability of the 

8 
I organization and its role in USAID's microenterprise strategy. These challenges include the need to 

t 
I t  strengthen organizational and management structures to lay the foundation for further expansion. There 
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also is a need to develop and test methodologies for promoting savings within the context of the existing 
credit programs. In addition, there is a need to further develop and refine credit methodologies that serve 
the needs of K-REP'S clientele; this may include designing an individual loan program that allows 
borrowers to graduate to larger loans, thereby cross-subsidizing smaller loans to K-REP'S lower-incomc 
clientele. 

Yet mother challenge to K-REP involves the need to separate its retail credit activities from the 
other functions it maintains. As K-REP continues to expand its lending operations, it is important that 
it be able to clearly track the performance of the credit operations and that the credit operations become 
sustainable and independent of the functions that have less possibility for recovering costs, Because 
K-REP'S credit programs are part of an organization that still relies on grants from donors, a sudden 
decrease in the flow of grants could threaten the survival of the credit programs. 

K-REP'S units on research, evaluation, innovation. and consultancy are evolving as important 
resources for microenterprise development organizations in Africa. At issue is the extent to which the 
activities of these units should support K-REP'S own direct lending operations or address the needs of 
the larger microenterprise community. 

IMPACT ASSESSMENT 

K-R5P has stated that its mission is to empower low-income people, promote their participation 
in the development process, and enhance their quality of life. It has included in its goals increases in 
employment and income opportunitie; for the poor through the provision of loans. training, and technical 
assistance to microenterprises and microenterprise institutions. The findings of an impact survey. 
conducted by the evaluation team, of 212 K-REP clients and clients of K-REP'S affiliated NGOs indicate 
that K-REP is well on its way to realizing these gods. 

By extending its resources to NGOs, K-REP has achieved a wider effect than it would have 
achieved by using only its own direct lending schemes. By yeu-end 1993, 10.938 loans had been 
disbursed to 8,360 clients through NGOs funded by K-REP. Women constituted 63 percent of the 
program participants in -he affiliated NGOs, partly because some of these organizations targeted women 
entrepreneurs. By yearend 1993, K-REP had disbursed 4,622 loar~s to 3,590 clients through the Kibera 
and Eldoret branches of its Juhudi credit scheme; through its Chikola group lending scheme, K-REP had 
disbursed 141 loans to 3,635 clients. Women constituted 65 percent of the clients of the Chikola scheme 
because many pre-existing groups that sought loans were women's groups. 

The impact survey found that the majority of both men's imd women's businesses in the sample 
were involved in commerce or trading activities. Although such businesses are normally smaller and 
require less start-up capital than service and manufacturing enterprises, they have the potential to allow 
entrepreneurs to amass capital. The evaluation team also found that many entrepreneurs, particularly in 
the crowded urban markets, had diversified from a single business to include other activities. 

One important difference between clients in this survey and earlier K-REP clients was that the 
enterprises of clients in this survey were older, on average. This seems to reflect a more stable clientele 
than K-REP had in its earlier stages. (K-REP has experiencecl a high rate of turnover in its Juhudi 
scheme since inception.) 

A comparison of clients in the Juhudi and Chikola schemes revealed that more businesses run by 
Chikola clients were located in commercial and traditional markets than were businesses of Juhudi clients. 



Chikola clients also tended to be more satisfied with their current occupations and had more access to 
credit. 

A compaison of the roles of microenterprises in rural and urban environments revealed that more 
urban households than rural households relied entirely c.n K-REP-assisted enterprises for their incomes. 

K 

Thij su?pons the findings of other researchers and suggests a greater need for microenter?rise 
development projects in urban areas, where entrepreneurs vie with one another to capture a small market 
share. Thus far, K-REP has concentrated its efforts - particularly the Juhudi scheme, which requires 
a minimum population density - in the more urban areas. 

Using employment growth as an Bdicator of the program's impact on the enterprises in the study. 

- ... the team discovered that, prior to the loans, the average rate of growth (12.4 percent) was below the - national average (29 percent). However, the older age of these enterprises means that the growth that 
occurred was averaged over a longer period of time, After the loans. the rate of growth for these 
businesses was equivalent to the national average, and the rate of growth for manufacturing and service 
enterprises was higher than the national rate. Businesses that received loans under the Chikola credit 
scheme increased employment after receipt of loans slightly more than businesses that received loans 
under the Juhudi scheme. In addition, growth rates after second Juhudi loans were higher than after tirst 
loans, suggesting that larger loans all*)wed for greater structural change in the enterprise 

Most clients in the Juhudi scheme used a first loan as working capital to buy additional stock or 
supplies. Second loans, which were larger, allowed for a greater range of options, including relocation 
or the purchase or improvement of fixed assets. Although some borrowers used first loan monies to start 
or add to a second business activity, this was more prevalent among second loan borrowers, supporting 
the notion that diversifying one's business activities is a means of expanding one's economic base. The 
case studies demonstrate how loans allow microentrepreneurs to build their economic security and the 
security of their households in increments. Unfortunately, many at this level are never too far from a 
devastating setback that pushes them back to where they started. 

The case studies also demonstrate the complex interaction of an assisted enterprise with the other 
activities in a household. The fact that many entrepreneurs have used the loan monies provided by K-REP 
to cover household expenses, purchase land. or pay their children's school fees underlines the reality of 
the situation for many Kenyan microentreprene~~rs. When funds are available, they are used to meet the 
pressing needs of the household. Meeting these needs is essential for the entrepreneur's realization of 
other goals related to business expansion. 

Although employment growth occurred for most of the businesses K-REP assisted. nearly 40 
percent of the businesses had experienced no employment growth since receiving a loan.' Questions of 
household security may have played a large role in the lack of growth for some of these businesses. 
These questions of household security constituted a concern for microenterprises, especially during 
troubled economic times - some continued to grow in spurts throughout these rough periods, but others 
were simply getting by and sometimes had to struggle not to lose their footholds. 



FINANCIAL ASSESSMENT 

K-REP'S financial sustainability was examined at the level of the lending activities and at the level 
of the institution as a whole, At the credit level, both the Chikola and the NGO lending activities, with 
self-sufficiency levels well over 1.0, are makmg positive contributions to the net profit of th,: institution.' 
Economies of scale have been achieved in all lending schemes, and these are especially impressive in the 
Chikola scheme. However, K-REP'S Juhudi scheme has not yet been able to cover its allocated costs 
consistently. This is not only because of arrears, but also because of the relatively low loan-to-staff ratio 
at the new branches. 

UP 

At the institutional level, K-REP is donor-supported, Credit, financial income from deposits, and 
consultancy services are the strongest income generators at this level. Iiowever, these activities cannot 
yet pay all expenses of the organization and, were it not for grants from donors, K-REP would have 
reported a year-end deficit of K Sh14.4 million (1JS$248,300) fur 1993. It should be noted that many 
expenses (such as training, grants to NGOs, certain travel expenses, donor reporting expenses. and 
others) are incurred only because they form an integral part of dorrlr-funded projects and are designed 
:o be covered by donors. 

The evaluation team's financial analysis of the quality of K-REP'S portfolio revealed that, despite 
problems with arrears at an earlier date, arrears within Juhudi now seem to be under control. although 
the large amounts that have been outstanding for long periods of time may lead to losses, Reports of high 
client arrears on outstanding loans to the NGOs indicate that thest; loans, although current, may be in 
jeopardy. 

The financial assessment also supports the view that K-REP should strengthen its current 
programs, particularly Juhudi, prior to further expansion. The recent opening of new offices in 
Kawangware and Nyeri and the restrllcturing within the Kitera branch have slowed the growth of Juhudi. 
and it remains to be seen whether arrears within K-REP and in the NGOs will lead to heavy losses. The 
Chikola scheme, which is growing rapidly, has recently been integrated into K-REP'S credit department. 
These changes and issues pose challenges to management - challenges that should be addressed in the 
near future. We propose that K-REP see a significant increase in productivity at its branch offices. 
accompanied by a reduction in arrears, prior to adding new branch offices. Any expansion should be 
planned carefully in order to be accommodated within organizational capacity. 

LESSONS LEARNED 

As the USAID mission looks toward developing its strategy for promoting economic growth and 
microenterprise development and for designing a new project, it needs to consider the lessons derived 
from the K-REP experience. The findings of the evaluation team's impact study suggest several lessons. 

One of the benefits of group lending programs is that they are effective in identifying 
microenterprises with growth potential - if larger loails are made available - because individuals can 
get successive loans as they pay off current ones. This suggests a need for complementary programs - 
those that serve the extremely poor, especially women, and those that serve graduates of group lending. 

'A self-sufficiency ratio of 1.0 indicates a break-even point. 



Also, given that poverty groups operate businesses that are vulnerable to regular financial crises 
and insecurity, which can erode income gains, in its next project the m~ssion might include a focus on 
the problem of income erosion fbr the poor and on strategies for sustaining income gains. 

Given the enormous demand for credit by rnicroenterpriges and the demonstrated potential for 
minimalist lending schemes to reach large numbers of Kenyans at low cost, it makes sense for USAID 
to emphasize credit in its microenterprise strategy, Experience in many countries has  shown that few 
organizations have the commitment and the competence to develop strong microenterprise finance 
programs. Indeed, there is not a large pool of winning credit programs to choose from in Kenya, Many 
of the successful programs already have access to other sources of support. K-REP'S decision to scale 
back its support of other NGOs suggests that USAID should reassess its objectives for intermediary 
institutions, in order to determine the role K-REP or another institution can and should play in 
microenterprise development in Kenya. 



SECTION OIW 

INTRODUCTION 

This report presents the findings from an evaluation of the Kenya Rural Enterprise Programme 
(K-REP), at the conclusion of a Cooperative Agreement between the U.S. Agency for International 
Development (US AID) and K-REP. The agreement (No. AID-6 15-0238-A-00-7026-00) provides 
$5,938,958 over a seven-year period between June 30, 1987, and June 30, 1994. The evaluation was 
performed under USAID'S Growth and Equity through Microenterprise lnvestments and Institutions 
(GEMINI) Project. The report is organized as follows: 

* *tion One summarizes the objactives of USAID support to K-REP and the relationship of 
this support to USAID's strategic goals in Kenya; 

Section Two assesses K-REP'S institutional and financial viability; 

Section Three presents the findings of an impact survey of 212 clients of K-REP and other 
nongovernmental organizations (NGOs); 

a Section Four discusses lessons, strategic challenges, and options for K-REP as a 
microenterprise su?port ir  stitution; 

Section Five discusses lessons, strategic challenges, and future options for USAID to expand 
microenterprise credit and savings; and 

Section Six summ~rizes the evaluation's findings and recommendations. 

OBJECTIVES OF USAKDIKENYA's SUPPORT TO K-REP 

USAID has supported K-REP since 1984, when K-REP was established as a project of World 
Education, an international NGO. K-REP'S mission is to empower low-income people, promote their 
participation in the development process, and enhance their quality of life. Its goals. which are built on 
poverty alleviation principles, are to strengthen microenterprise credit programs and institutions and 
increase employment and income opportunities through loans, training, and technical ass;lstance that 
facilitate microenterprise development. 

USAIDIKenya has funded K-REP through two overlapping cooperative agreements. The first 
agreement provided $7.7 million to World Education under the Rural Private Enterprise W E )  Project 
(615-0220) between 1984 and 1991. The second agreement, funded under the Private Enterprise 
Development (PED) Project (615-0238), provided $5.9 million directly to K-REP from 1987 to 1994. 

The RIPE project aimed to establish and expand rural private enterprises in Kenya in two ways - 
by reaching highend rural enterprises through the commercid banks and by promoting small enterprise 
development through NGOs. The promotion of small enterprise development built on a 1983 study that 
identified the institutional development needs of six NGOs involved in microenterprise credit in Kenya. 



With funding from the project, World Education established K-REP as an intermediary support 
body to provide grants to NGOs involved in the informal sector and in microenterprise activities. It also 
carried out training and technical assistance to strengthen NGO staff skills and NGO management and 
administration, especially in credit. During this phase, World Education explored possibilities for 
institutionalizing these functions on a longer term, 

The PED project aimed to increase growth in Kenya's private enterprise sector indirectly by 
strengthening institutions working to improve Kenya's business environment and directly by encouraging 
business growth through the financial and advisory assistance provided by those institutions. The project 
components, which reflected USAIDIKenya's private sector strategy, focused on policy and investment 
promotion, financial system development, and managerial and entrepreneurial development. 

Support for small businesses fell under managerial and entrepreneurial development and focused 
on strengthening three support organizations, including K-REP. K-REP was the only one of the three 
that concentrated on very small businesses or that provided credit. The primary rationale for continued 
USAID support to K-REP included the demonstrated absorptive capacity of the NGO sector for K-REP 
assistance, the need to experiment with other ways of assisting the microenterprise sector, and the interest 
of members of K-REP'S review committee and staff for the program to become an independent indigenous 
Kenyan NGO. 

The objectives of the second grant to K-REP were to: 

Strengthen and finance organizations that deliver financial and nonfinancial assistance to very 
small businesses; 

I Research, develop, and implement new ways of promoting small business growth; and 

I Assist K-REP in becoming a successful Kenyan development organization. 

Under PED, K-REP was to continue its core function of providing technical assistance and finance 
to NGOs. It also was to expand its services to new target groups, including business associations and 
community-based enterprises, and was to finance research and related activities on small business 
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development. This agreement made provisions for K-REP itself to extend credit to NGOs to on-lend to 
microenterprises and community-based enterprises. The program was registered as a local company 
limited by guarantee (WEREP Ltd.), and USAID funding under PED was provided directly to this 
Kenyan organization. World Education's participation in K-REP continued to be funded through the RPE 
project, but a plan was put into place for gradually phasing out World Education's support and making 
K-REP an independent Kenyan organization. 

1 RELATIONSHIP OF K-REP TO USAID'S STRATEGIC GOALS 

USAID/Washington9s global strategy focuses on promoting sustainable developmen; through 
programs in four related areas: the protection of the environment; the stabilization of world population 
growth and the protection of human health; the building of democracy; and the encouragement of broad- 
based economic growth. In economic growth, USAID now focuses on poverty issues and on expansion 
of economic opportunities for less advantaged people. 

To this end, microenterprise development has become a centerpiece of USAID's new strategy. 
This emphasis is reflected in USAID'S focus on directly promoting microenterprises through innovative 



financial services and training and on creating an enabling environment for microenterprise development 
through policy reforms, infrastructure improvement (markets, storage, and transport), and development 
of supportive institutions, especially those that facilitate broad-based participation by disadvantaged 
groups. 

In light of USAIDIWashington's new poverty-focused approach to economic growth, USAIDIKenya 
is rethinking its current private sector strategy, which focuses on increasing agricultural productivity and 
farm incomes through technology development and improvement of agricultural market efficiency and 
on expanding private enterprise employment through the promotion of nontraditional exports and small 
and medium-scale enterprise development. 

It is important to note that a focus on the informal sector and microenterprise development 
constitutes a considerable shift in the way USAIDIKenya has viewed this sector in the past. The mission 
did include informal sector assistance as one of six interventions in its 1985-1990 private sector strategy. 
However, this was dropped in the 1990-1995 private sector strategy, based on the mission's assessment 
of the difficulty of establishing sustainable informal sector interventions and the limited potential of the 
informal sector to contribute to the economy or to absorb labor. On these grounds, the mission decided 
to shift its emphasis to "more promising segments of the economy" where "sustainable interventions" 
were possible. Since 1990, the private sectrlr strategy has stressed small and medium-scale enterprises.' 

Against this backdrop, USAIDXenya now directs more attention to microenterprise development. 
The shift is justified on several grounds: 

Better information on the criticd importance of microenterprises as a source of employment 
and economic growth in Kenya; 

Breakthroughs in recent years in developing a financial systems approach to poverty lending 
- an approach that has proven to be sustainable in other places; and 

USAID's central concern for addressing poverty issues in developing countries, 

As the mission looks ahead in developing its future strategy for promoting economic growth and 
in designing a foilowsn project, employment generation and support for microenterprise development 
will be core activities. In the followsn project, the mission plans to direct support to two main areas: 
financial sector reform and microenterprise credit. Planned activities in the financial sector include the 
development of appropriate financial instruments, the expansion of opportunities for individual Kenyans 
to invest their savings, and an increase in the number of financing options for enterprises. In designing 
the microenterprise component of this project, the mission will draw on the lessons of K-REP and tht 
organizations it supports; the experiences of other local and international organizations that support 
microenterprises; and the findings of a 1993 baseline survey of microenterprises in Kenya (Parker & 
Tome, 1994), conducted bv the Growth and Equity through Microenterprise Investments and Institutions 
(GEMWI) Project. The s&ey estimates that 7 out of 10 Kenyans employed in the private sector work I in microenterprises. 

I Given K-REP'S focus on microenterprise credit as a strategy to reduce poverty, K-REP has in many 
ways been an organization ahead of its time in relation to USAID's strategic gbals. As a mature 
organization, and as one of the few of its kind in Africa, K-REP provides rich lessons on effective 

for assisting microenterprise development in Africa. 

'.I. 
..L. 

' 'USAIDIK~~~~ Private Enterprise Strategy, "Octobn 1990. 



PREVIOUS EVALUATIONS 

Since it began in 1984, K-REP has had only one outside evaluation, a mid-term evaluation during 
RPE funding, conducted by USAID in 1987. An evaluation planned for 1991, at the end of the RPE 
project and the middle of the PED project, was not carried out. 

The 1987 evaluation concluded that, during its first three years, K-REP had strengthened the 
capacity of NGO staff and had laid a foundation for impact in future years. While recognizing K-REiP's 
important strides in institution building and its energetic and experierlced staff, the evaluation found costs 
were high in relation to impact. 

The 1987 evaluation recommended that USAID provide additional assistance to K-REP to enable 
the organization to explore innovative ways to offset costs with revenue. The evaluation suggested that , 

K-REP begin to measure impact not only in terms of jobs and income but also in terms of innovation. 
The evaluation questioned K-REP'S direct work with two wmmunity-based enterprises, citing the amount 
of staff time the enterprises consumed and the dearth of local suppor-t organizations that could provide 
day-today assistance. The evaluation recommended that K-REP try to find local support institutions that 
could help such groups, rather than support them directly. The team identified K-REP'S training 
materials on market analysis for small firms and on credit management for clients as critical in ensuring 
financial accountability, and encouraged other microenterprise organizations take advantage of these 
materials. A final recommendation was for K-REP to use its resources in innovation to link with the 
growing number of worldwide microenterprise projects - through exchange visits, conferences, 
electronic networking, and shared technical assistance. 

In retrospect, the evaluation team's recommendations paved the way for K-REP to institutionalize - 
its functions in evaluation and monitoring and in research and innovations. Stronger links with worldwide 
microenterprise projects led to adaptation of the Grarr-een Bank lending model, through the Juhudi 
scheme. Counter to the evaluation's recommendation, K-REP intensified, rather than cut back, its work 
with community-bas4 enterprises. Although K-REP'S su:)port for community-based enterprises did not 
succeed, it led K-REP to lend to rotating credit and savings groups - an activity that has developed into 
a major direct lending program. 

MILESTONES IN K-REP'S DEVELOPMENT 

Microenterprise development worldwide has matured since K-REP'S establishment in 1984. K-REP 
has been an active participant in the maturation of microenterprise development. Its organizational 
growth and development reflect a learning process in better understanding the dynamics and needs of - 
microenterprises in Kenya and the evolution of effective strategies for meeting these needs. 

Organization 

An important landmark in K-REP'S organizational development was its registration in 1987 as an 
independent Kenyan NGO. The decision was supported by World Education, which systematically 
phased out its direct support of K-REP between 1987 and 1992. This enabled K-REP to become an 
autonomous organiza8ion with a skilled management team responsible for day-today operations of the 
organization and with a committed board of directors providing strong organizational leadership in policy. 
K-REP was led by two expatriate managing directors, supported through World Education, between 1984 



and 1992, The transition to an independent Kenyan organization was successfully co~npleted in 1992 with 
the appointment of a K,enyan managing director. 

Objectives 

K-REP'S initial programmatic objective was to strengthen and finance other NGOs and to facilitate 
inter-agency cooperation on microenterprise development. Over time, K-REP'S role as an umbrella 
organization supporting other NGOs has narrowed and its role in providing direct assistance to 
microenterprises has expanded. 

In 1986, K-REP'S role in facilitating inter-agency coordination was dropped when USAID began 
funding Voluntary Agencies in Development Assistance (VADA), an NGO umbrella organization. 
Because VADA had a broad mandate to work with NGOs in a variety of sectors, the decision for K-REP 
to drop this role was made jointly by USAID and K-REP in order to avoid duplication of effort and to 
enable K-REP to focus more intensively on a few areas. Under its mandate to strengthen and finance 
other NGO microenterprise programs, K-REP experimented with various strategies for doing so up to 
1988. During this period, K-REP worked with as many as 20 NGOs, most of them social welfare 
organizations with limited experience in credit. K-REP promoted an integrated credit methodology, 
combining individual loans with business training and management assistance. It provided the NGOs with 
grant financing and training to strengthen staff skills in the delivery of credit and training. 

In 1988, K-REP staff carried out an internal assessment and decided to channel credit funds to a 
much smaller number of NGOs based on their capacities and the efficiency of their programs. This 
reflected a growing concern for improving cost efficiencies, the volume of lending, recovery rates, and 
credit administration. At this time, K-REP decided to change its lending methodology from an integrated 
approach to a minimalist approach - providing financial services but no training or management 
assistance. K-REP selected four NGOs and changed the terms of its financial assistance to NGOs from 
100 percent grant financing to 30 percent grant financing and 70 percent loan financing. In keeping with 
this narrower approach, the training department moved frorr a focus on the transfer of basic skills to 
NGOs to problem-specific training and technical assistance. 

As I<-REP trimmed back its role as an intermediary support organization in the 1980s. it expanded 
its role in directly supporting community-based enterprises. This built on earlier support to two 
community-based enterprises and laid the groundwork for further growth of direct lending activities from 
1990 on. In 1990, K-REP initiated its own direct lending scheme. Juhudi. to address its concerns with 
self-sufficiency and to "put into practice what it had learned over the years." In addition, by 1991 K-REP 
had begun lending to individual businesses through existing rotating savings and credit associations 
(ROSCAs, also known as chikolas, or merry-go-round groups). Building on the lessons of a pilot phase, 
K-REP began scaling up its Juhudi and Chikola credit schemes in 1993. Since the shift to minimalist 
lending, the training department has focused primarily on in-house training for K-REP staff on credit 
management and the building of NGO organizational capacity to manage credit. 

Althorgh K-REP decreased the number of NGOs it supported with credit and technical assistance, 
It expanded work in research and evaluation. In 1987, wilh support from the Ford Foundation, a separate 

was established with the principal role of monitoring and evaluation. Over time, the 
d e ~ m m e n t ' ~  functions have broadened to include operations research, policy studies, documentation. 
lnffomation dissemination, and innovations. 
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Methodology 

K-REP'S initial methodology promoted an integrated nssistmce package for microenterprlses on 
a project-by-project basis. Over time, K-REP has shifted to a minimalist lending model and a f'inanc~al 
systems approach for extending financial services to the poor (see Rhyne and Otercr, 1994). 

K-REP'S early integrated approach empnasized appraisal, credit, training, and technic4 assistance 
to individual cltents, By 1988, K-REP-supported NGOs were experiencing problems with this 
methodology. Disbursements were low, recovery rates were disappointing, costs were high, and the 
administrative burdens were heavy. K-REP was concerned with cost efficiencies and the limited potential 
for scaling up this method. These concerns led K-REP to cut back on the number of NGOs it supported 
and concentrate on a few that it could monitor closely. However, the record of this approach continued 
to be disappointing, 

In 1990, K-REP completely revamped its credit methodology, drawing on worldwide experience 
gained through previous exchange visits to poverty lending programs in Bangladesh, India, and Latin 
America; participation in regional and international workshops; interaction with donors and international 
NGOs; early experiments in Kenya by K-REP-supported NGQs such as PRIDE; and general involvement 
in microcnterprise development. K-REP decided to work with four NGOs - Chogoria, Tototo, PRIDE, 
and the National Council of Churchell in Kenya (NCCK) - to redesign the NGO credit programs while 
initiating an experimental project of its own in Kibera, a low-income community in Nairobi. Juhudi drew 
on the lessons from K-REP and succeusful microenterprise development programs in other parts of the 
world. It was based on the Grameen Bank's group-based poverty-lending model and embodied a financial 
systems approach - which stressed a market perspective, savings, and financial self-sufficiency. Between 
1990 and 1993, K-REP expanded its Juhudi program to four branches. 

At the same time, K-REP began to experiment with another credit model, the Chikola credit 
scheme, which provided loans to sxisting ROSCAs, or chikolas. This experiment coincided with 
K-REP'S decision to discontinue icnding to community-based enterprises because of the disappointing 
results from these groups. The Chikola model, which grew out of the experimental community-based 
enterprise program, has evolved alongside the Juhudi model and makes up about half of K-REP'S loan 
portfolio. 



SECTION TWO 

INS~WTIONAL AND FINANCIAL VIABILITY 

CREDIT MIETHBDOLOGW 

This section ptesenw the lending methodologirss currently implemented by K-REP. It should be 
noted that the group-based model is implemented slightly differently by the NGOs than it is by K-REP, 
For example, inidd loan sizes have been smaller (K ShS,000) for the NGO borrowers, Several of these 
programs have also experimented with group sizes and while K-REP credit officers meet weekly with 
every group, some of the other programs do not require that the credit officers always be in attendance. 
While the description which follows applies specifically to K-REP'S direct implementation of its lending 
methodologies, some of the issues, particularly with respect to Juhudi, relate to the NGO programs as 
well. 

K-RE? has three credit methodolagies. One methodology is the Juhudi credit scheme, whese~n 
K-REP lends directly to microentrepreneurs through a group-based lending scheme operated through four 
branches, Another methodology is the Chikola credit scheme, whereby K-REP lends directly to existing 
rotating credit groups called chikolas, which retail the loans to their members. In a third methodology, 
K-REP lends wholesale to N G O  (five i n  1993, six in 1994), which use the Juhudi scheme to on-lend to 
clients 

Juhudi Credit Scheme 

"he Juhudi credit scheme is loosely fashioned after the group lending methodology developed by 
the Grameen Bank in Bangladesh in 1979. It involves the formation of groups of five borrower-savers, 
federated into a higher group, The Bangladesh model involves compulsory weekly savings and joint 
guarantees of the village group members. The groups of five members and the larger group into which 
they are clustered ensure mutual accountability among participants. Loans are individual; guarantees are 
collective. 

Background 

K-REP introduced the Juhudi scheme in 1987 when it became apparent that the lending practices 
implemented by the NGOs, through which K-REP was providing credit to microentrepreneurs, had 
limited outreach and were not cost-effective. The methodology in use at that time hindered self- 
sufficiency and independence from grant funding. The Juhudi methodology was developed as a minimalist 
approach to providing credit to the urban and rural poor on a commercially viable basis. In essence, 
Juhudi provides individual loans that depend on cross-group guarantees and weekly savings. 

After initial testing by one NGQ, K-REP selected four promising NGOs to test the Juhudi 
methodology in 1989. Nevertheless, because the new methodology, which was being tested and adapted 
to Kenya, in some ways conflicted with the corporate culture of the NGOs, K-REP began to question the 
adequacy of the NGOs as channels to deliver credit. To put into practice what it had learned through the 

! years, K-REP opened a pilot Juhudi branch in Kibera in September 1990. 
! i 



Procedures 

The genesis of a Juhudi loan, as practiced by K-REP, starts with a public meeting, in which o 
K-REP officer explains the Juhudi scheme and gives informatlon about where interested parties can get 
additional details, Individuals are encouraged to form groups of five members in order to participate in 
the scheme. Subsequent smaller meetings lead to an assessment by the K-REP field officer of the 
eligibility of prospective members, who must be Kenyan citizens over 18 years old. Applicants were 
initially intended to be informal sector entrepreneurs whose businessev are located in a designated area 
and whose business assets do not exceed K Sh300,OOO (US$5,000), 

Eligible applicants who have formed a group of five (although in practice these may vary from four 
to seven members) constitute a watano. Six watanos are organized into a business association called a 
Kiwa, which has a chairperson, a secretary, and a treasurer. Kiwa members are usually within close 
proximity of one another and have common financing needs, although, in the past, Kiwas have been 
formed as ad hoc groups based on those who attended the public meetings. The Kiwa chooses a name , 

and is registered as a self-help group with the Ministry of Culture md Social Services. 

In our survey of K-REP clients, a greater percentage of women (40.3 percent) than men (22.2 
percent) said that Juhudi was the only credit program known to them. Other reasons given for 
participation in K-REP'S program included that there was no security or collateral requirement, 
participants were introduced by friends, or they liked the terms of the loan. It should be noted that, 
although K-REP does not require security other than the requisite amount of savings prior to receiving - 

a loan, many Kiwas (as well as many groups in the Chikola scheme) now require security items from 
their members. 

Once a Kiwa is formed, all members of the watanos agree to a savings program of a minimum of 
E Sh50 (USS0.85) per week. These savings are collected at weekly Kiwa meetings and art? deposited into 
an account opened in a commercial bank in the name of the Kiwa, although the K-REP oificer must also 
authorize withdrawal of funds from this account. Each member of die scheme has a Juhudi savings 
passbook, provided by K-REP at K Sh75 (US$1.25), in which the savings balances are registered by 
officers at Kiwa meetings. Members are also charged an initial K-REP membership fee of K Sh150 
(US$2.50). 

When a Kiwa has saved without interruption for eight weeks, six members of the Kiwa - one in 
each watano - are eligible for loans. Each watano decides who gets the loan, In another four weeks, 
a second group of twelve members, or two persons in every watano, becomes eligible for loans. The 
remaining twelve watam members are granted credit in another four weeks. After repaying the first 
loan, a member may apply for a second loan. Second and subsequent loans require that the borrower 
has saved 20 percent of the requested loan amount. 

In our survey of K-REP borrowers, we found that the main motivating factor behind loan 
repayment was to maintain eligibility for another loan. Some of the other reasons given for loan 
repayment were the help the loan had provided to the business, group pressure, the feeling of a personal 
obligation, and the fear \of loss of reputation. 

Loan appiications are made individually. An application form with general informatior, on the 
- 

prospective borrower and the loan purpose, signed by every member of the watano, is filed with K-REP. 
Loan applications are first assessed by the Kiwa loan appraisal committee, composed of the chairperson, 
the secretary, the treasurer, and three members of other watanos, assisted by the credit officer from 
K-REP. Applicants must justify the need for the loan, indicate the intended use, and show the possibilities 
for repayment. The credit officer then endorses the approval, after visiting the applicant's place of 



business, The signature of all the watano members constitutes a formal joint agreement forfeiting savings 
in case of default, All Kiwa members become guarantors of the loan, although Kiwas have, as was 
mentioned above, begun to ask members to grant liens on some personal assets in case of default, 

Loans are approved by the Kiwas and then by the field officer, A lfst of individual borrowers is 
drawn by the offlcer, who submits it to the area credit manager, who counterchecks it and authorizes the 
branch accountant to process the loan checks, In this way, approval and disbursements of loans are 
decentralized and each branch handles its owr, loan operations. 

Disbursements are made by check to the individual borrowers, and checks are delivered at the 
weekly Kiwa meetings, where participanu are reminded of their weefly payments. The credit officer 
usually visits the member at the place of business within a week of disbursement to verify use of funds. 
All transactions with K-REP (savings, loan applications, loan disbursements, and collections) are carried 
out at the Kiwa weekly meeting. Loan payments are also made at the weekly Kiwa meetings, and the 
Kiwa itself is responsible for depositing the proceeds into a K-REP account. When payments are made 
at the Kiwa meeting, the credit officer issues a receipt to the individual borrowers and co-signs the 
deposit slip. The cash flow of the business is the first source of payment. The member's own savings 1s 
a first-level guarantee; the watano savings and the Kiwa savings are aiternate successive sources of 
repayment. 

Borrowers who do not meet their payments are asked for a reason at the Kiwa meetlng, and are 
monitored. Although officers are immediately aware of a missed payment, the first round of pressure is 
exered by the Kiwa itself. Branch officers do not follow up on the delinquency until after the second 
week (the third week at the Kibera branch). Considering the history of problems with arrears in K-REP'S 
branches, particularly in Kibera, this delayed reaction to delinquent payments may be too lenient. In fact, 
the most successful credit programs respond immediately to missed payments in order to determine 
whether and how the problem can be corrected. K-REP management feels that it has made importzc! 
changes in handling of arrears to rectify previous problems. At the time of the evaluation, it was difficult 
to tell whether such changes were paying off in terms of improved delinq~~ency rates. 

In the s w e y  of K-REP md NGO clients, the team found that 50.7 percent of the women and 68.3 
percent of the men belonged to groups that had had problems with defaults by one or more members. 
This suggests that a significant portion of K-REP'S current clients in the Juhudi scheme have been 
affected by defaults. The most frequently used method of dealing with such defaults is to attach the 
security item listed on the loan document. This takes place when the defaulted member's savings do not 
cover the outstanding loan balance. 

Generally, Kiwa members expressed a strong reluctance to using the group members' savings to 
repay a defaulted loan. Although K-REP has become more active in recouping its losses through savings, 
it recognka the negative impact that recouping losses through savings has on group morale, as noted in 
its study on defaulters (Oketch and &ekeDondo, 1993). In the team's interviews with borrowers, many 
expressed a desire to see K-REP become more active in pursuing defaulters, particularly through legal 
means. In K-REP'S study on defaulters, it also found that 64 percent of nondefaulting borrowers and 2 1 
Percent of defaulters themselves felt that Juh ~ d i  had not been aggressive enough in pursuing defaulters. 
nose  who had defaulted suggested that Juhudi credit officers and management had reacted too slowly. 

Defaults and arrears are common to all credit institutions. How an institution handles these 
problems determines whether it will be able to maintain the quality of its portfolio. 



Terms and Conditions 

According to K-REP policy, the first loan may be a maximum of K Sh 10,000 (US$166) for 26 
weeks. In the older branches (Kibera and Eldoret), initial loans may reach K Sh15,OOO (US$250) for 52 
weeks. Second loans may go up to K Sh25,000 (US$416), and third loans up to K Sh50,OOO (US$833), 
although a thud loan has gone as high as K Sh100,OOO (US$1,667). K-REP reports that it has been more 
flexible in the sizes of second and third loans, attempting to better match the real business needs of 
cliunts. It seems appropriate t c ~  tailor the sizes of subsequent loans to the clients, who must have the 
requisite 20 percent in savings in order to borrow under the Juhudi scheme. In discussions with K-REP 
clients, many reported that the initial loan size was too small, and that the second loan size of K Sh25,000 
was much more in line with the capital requirements of their businesses, 

Prior to March 1993, interest rates K-REP charged to its Juhudi members were 28 percent per 
year, on a declining balance, with a 1 percent initial application fee. Since March 1993, interest rates 
have been set at 35 percent per year, with a 1 percent application fee and a 0.5 percent insurance fee. 
The effective interest rate is 40 percent per year, although interest rates are sometimes quoted as " 18.9 
percent flat rate on principal," in order to seem more in line with commercial bank rates. The insurance 
fee goes into a fund, administered by K-REP, that covers the balance of the loan in the event of death, 
prolonged illness, or incapacity, 

Branch Operations 

Each of K-REP'S four Juhudi branches - Kibera, Eldoret, Kawangware, and Nyeri - is 
considered a profit center, with its own profit-and-loss statements and monthly activity reports. Usually, 
a Juhudi branch has a staff of 12 - the area credit manager, 6 or 7 field officers, an accountant, and 4 
support personnel. The branch manager, or the area credit manager, reports to the Juhudi Credit 
Department manager at the head office. Loan officers ire typically high school ,paduates with at least 
two years of postsecondary education. 

A new branch requires about US$20,000 for initid purchases of fixed assets. New branches are 
typically established by a combination of a loan at a 10 percent annual interest rate from the head office 
and capital assigned by the head office. Operating expenses for the first three years are also covered by 
the head office through an operational grant to match net losses. Branches are expected to cover their 
costs within three years, although that has not yet occurred at any branch. Apportioned expenses for head 
office staff are not currently allocated to branches. 

According to projections, when fully mature a branch is targeted to maintain 2,100-2,800 clients, 
with a total portfolio of about K Sh17  nill lion (US$293,000). These goals have not been met in any 
branch, partially because of problems encountered, especially in 1992, by the older branches, which 
piloted the methodology for K-REP. K-REP feels that an over-optimistic assessment of the market 
potential for the older branches may have contributed to unrealistic projections early in the program. In 
the current situation, however, these projections for a credit officer's client load are not unrealistic for 
efther new or old branches. 

Juhudi combines its financial accounting of decentralized retail outlets with the activities of its head 
office. At year-end 1993, all four Juhudi branches had a consolidated outstanding loan portfolio of 
K Sh18.4 million (US$27,000 at exchange rates for year end 1993). The balance represented 16.8 
percent of the total consolidated K-REP loan portfolio. The first quarter of 1994 registered a consolidated 
K-REP Juhudi portfolio of K Sh20.9 million (US$349,300). 



Issues 

The evaluation team observed the following issues in relation to the operation and management of 
K-REP'S Juhudi credit scheme: 

There has not been a standardizatioil of policies and procedures within K-REP'S branches. 
This needs to occur in the near future, prior to further expansion. As the organization grows, 
it will be harder to manage if there is not uniformity across branches. The rules on late 
payment and default, in particular, need to be applied consistently by all staff to all customers. 

The Juhudi methodology is still developing. Although some branches still attempt to form 
30-member Kiwas, the team was told of experimentation with the sizes of watanos and Kiwas. 
Although continued refinement of the methodology may enhance its outreach and 
effectiveness, management needs to be clear on what aspects of the methodology should not 
be tampered with. 

Although the problem with arrears that occurred earlier at Kibera has  somewhat steadied, 
there is a need not to lose focus of how to manage arrears. Organizations that have low 
arrears respond to missed payments immediately. Loan officers often visit clients within a 
day or two of the missed payment. Immediate response and a clear message of no tolerance 
should be strengthened within Juhudi. 

@ With the effective annual interest rate set at 40.0 percent during a time when the overall 
inflation rate within Kenya is running much higher (46.5 percent for 1993), it remains to be 
seen how K-REP can maintain the value of its portfolio over time. This will be discussed 
further in the section on financial viability. 

There has  been a great deal of turnover within the Juhudi scheme. This seems related to 
problems with arrears and to the fact that internal cohesion among groups that were formed 
early on was not strong, because watanos were joined somewhat arbitrarily with other watanos 
to form Kiwas. More recent approaches of allowing the Kiwas to replace their members is 
proving to build more cohesive groups, which are essential to the group guarantee aspect of 
this program. Further strengthening of the group's bond or loyalty to Juhudi would boost 
morale and encourage continued participation in the program. K-REP should consider 
promoting loyalty both to the group and to K-REP through measures that have been tried at 
the Grameen Bank and elsewhere. 

One point that should be considered in relation to loan size is the implication of increasing the 
loan sizes for a handful of members within a Kiwa while the Kiwa continues to bring in new 
people. Although these new members will receive initial loans of only K Sh15,000, they may 
be co-guaranteeing loans of K Sh50,OOO-100,000. This disparity among members could 
overburden the Kiwa members in the event of a single default by a member with a large loan. 
One means of avoiding this situation is to graduate clients who desire much larger loans to 
m individual loan program. 

Chikola Credit Scheme 

The Chikola credit scheme is the second credit methodology employed by K-REP, Developed in 
199 1, the Chikola scheme dms to provide credit to individual microentrepreneurs through indigenous 
rotating savings and credit groups. 



Background 

In 1986, under the USAID-fund4 Rural Private Enterprise Project, K-WP was given the authority 
to directly provide loans to community-based entarprises, These were local groups that jointly performed 
some aspect of operathn, such as ownership of a single production unit or joint marketing, Under the 
Private Enterprise Development Project, USAID earmarked another US$550,000 for K-REP to continue 
with this activity. However, by 1991, an assessment of loan repayment records over four years for the 
enterprises assisted under this scheme indicated that the community-based enterprise strategy was not 
effective. K-REP continued to lend to community-based enterprises through 1992, although some loans 
were carried in K-REP'S books until mid-1993, when K-REP charged the remaining balances to losses, 

Nevertheless, it was during those four years that K-REP became aware of the existence of other 
self-help associations or groups, known as chikolas or merry-go-rounds. These rotating savings and 
credit associations and other business associations, such as the jua &all (informal sector) associations, 
were established for promoting enterprises that are individually owned by members. Particularly 
attractive was the fact that most business-oriented groups included a savings component. Thus, in June 
of 1991, K-REP started promoting the Chikola credit scheme. 

Th6 Chikola credit scheme provides a single loan to an established and registered self-help group, 
which retails and distributes the loan to the individual members. The economies of scale for K-REP in 
handling a single large loan are enhanced by the group guarantee within a naturally formed and 
previously existing group, in which each member is responsible for the performance and repayment of 
the single loan received by the group. 

Chikola Groups 

Only self-help groups, or chikolas, registered in the Ministry of Culture and Social Services qualify 
for loans under the Chikola credit scheme. The group must have been in existence at least one year. On 
the average, a group has 20 members, although there is at least one with 150 members. The criteria for 
approval by K-REP include that the group operates or intends to operate a revolving loan fund, that it 
is made up primarily of low-income people without access to conver~tional services and credit, and that 
it has members who operate small to medium-scale businesses, The applicant group must also have a 
group bank account with savings of not less than 10 percent of the loan requested. 

In principal, K-REP has given priority to chikola groups whose members are primarily women and 
involved in off-farm enterprises. Because there is a long tradition of women's groups in Kenya, many 
of these preexisting groups have been able to access K-REP funds through the Chikola scheme. 
Historically, Kenyan men are less frequently involved in these groups and, hence, are less represented 
among K-REP'S Chikola scheme clients. Table 1 shows a breakdown of Chikola scheme membership m 

by gender, for each region. 



I'ABLE 1 

DISTRIBUTION OF CHIKOLA ENTREPRENEURS, BY REGION 

i Emphasis has also been given to production- or services~iented businesses rather than trade, and 

I to groups that already have a lending scheme of their own. As can be seen in Table 2, the 

! microenterprises under the Chikola credit scheme are dominated by manufacturing activities, which 
account f o ~  about 6 1  percent of total enterprises. This is probr,.bly because many women's groups that 
participate in the Chikola scheme are engaged almost exclusively in textile production. 

The predominance of manufacturing activities among C.hikola scheme clients differs from the 
I distribution of enterprises involved in the Juhudi scheme, which is dominated by enterprises engaging in 

trade or commerce. The pattern of sectoral distribution of Chikola enterprises holds for almost all the 
regions, with the exceptions of Kajiado, Machakos, Kirinyaga, and Embu, where commerce is the 
dominant sector, followed by manufacturing. 

I In all tables, totals not qua1 100 percent because of rounding. 



,/ TABLE 2 

SECTORAL DISTRIBUTION OF CHIKOLA ENTERPRISES, BY REGION 

K-REP first tested the Chikola methodology in Central Province, where there is a strong tradition 
of group formation for economic reasons. Social welfare groups, on the other hand, are prevalent 
throughout the country. In its survey of K-REP clients, the team inquired into the different origins of 
the groups and found that groups had originated for a variety of purposes: one was a religious group, 
several were formed u> help members buy household items, several welfare groups were oriented toward 
helping with larger expenses such as funerals and weddings; and two groups said they had forr.led upon 
hearing about the Chikola scheme. The team observed that the last type of group was much younger than 
the other types. K-REP should follow closely the progress of groups that formed recently, as they may 
be less cohesive than other groups. 

Not all of these groups manage their loan monies in the same way, and K-REP has not tried to 
interfere with the groups' internal organization. Fifty-nine percent of the groups said that everyone in 
the group was obliged to receive and repay the same size loan as his or her peers in the group; this 
decision had been made by the group as a whole. The other groups had a more flexible approach to loan 
size, allowing the individuals to decide for themselves how much they wanted. Approximately half the 
groups require weekly payments of their members, some of which goes into savings and some of which 
is used for the loan payment. Sometimes additional money is collected for other ROSCA purposes. Most 
groups mentioned that they had at least one other rotating fund running concurrently with the loan from 
the Chikola scheme. 

Chikola scheme members are required to save an agreed amount on a monthly or weekly basis, 
usually K Sh75 (US$1.25). These savings are collected by a chikola group's officers and are deposited 
into the group savings account. The initial debt-to-equity ratio of the group is a minimum of 10: 1 when 
the loan is granted, but it increases as members save on a regular basis and the loan balance is reduced 
by regular monthly payments. The signatories to the group savings account are usually the group 
chairperson, secretary, and treasurer and a credit officer from K-REP, the area credit manager. No 



withdrawals are permitted from the savings account as long ns members have loans with the Cl~ikola 
credit scheme, 

An application for a loan under the Chikola scheme is filed by a group and is evduatcd by the field 
officer, using a loan appraisal format that looks at the purpose and the financial feasibility of thl: loan. 
The assessment includes both the group and the individual. It a im to evaluate the legitimacy or' th group 
and the group's representation, as well as the commitment, cohesion, and motivation of the memi :rs and 
the leadership of the group. At the outset of the Chikola scheme, groups were few in number and, hence, 
were easier to assess, The recent burst of interest in this program, however, is increasing the workload 
of the loan officers and is testing their abilities to recognize stable groups. As was noted above, K-REP 
should continue to monitor the process of group selection closely to ensure that group cohesion is not 
sacrificed for I<-REP'S organizational goal of achieving greater economies of scale, 

K-REP also evaluates the status and balance of the group's savings program and the group's 
experience and managerial capacity to operate a revolving loan fund.' At the individual level, K,-REP 
addresses the business experience of the members, the legality of the businesses involved, the s u e  and 
potential of the businesses, and financial requirements. 

Loans under the Chikola scheme are subject to approval by the area credit manager, and then by 
the Chikola credit scheme loan review committee, The committee is based at the head office and 
comprises the area credit manager; the deputy managing director for credit, administration, and finance; 
and the managing director, Once the loan agreement is signed, K-REP issues a check to the group. 
W'len this check has cleared, the group issues individual checks to its members. 

Loan repayments are executed through preset bank transfers from the group's current account to 
K-REP'S loan repayment account. This compels the group members to pay on time, because the funds 
are automatically transferred to K-REP on the day of disbursement. Groups encourage their members 
to pay on time so that the payment, to K-REP may be cleared Each group is provided with a loan 
repayment schedule to ensure prompt collection from members. 

Terms and Conditions 

Currently, the maximum first loan to a group is K Sh25,000 (US$416) per individual member. 
Subsequent loans may vary in size according to the needs of the group and the individuals. The size of 
a loan is based on an assessment of need, carried out by the group and the K-REP credit officer. The 
savings of the group, which must equal 10 percent of the loan amount, serve as collateral for the loan, 
and each member of the group agrees to forfeit his or her savings in the event of a default by any group 
member. This guarantee agreement is clearly stipulated in K-REP'S loan agreement with the group. Most 
groups meet on a monthly basis to conduct the group activity, collect savings, make payments, and 
discuss general topics regarding the group. Others meet weekly. A record book is kept with attendance, 
savings, loan payments, and the like. 

Loans to glroups are granted at 35 Qercent annual interest, calculated on declining balances, with 
an initial service charge of 1 percent of the loan, paid at the time of the loan application. Payments are 
made monthly. ?'he effective interest rate for a 12-month group loan is 40.1 percent. The terms are 

In its survey, the team found that, although K-REP views ROSCAs as pre-existing savings vehicles, many 
ROSCA group memlwm did not - they stated that they had no prior experience with savings. 



usually up to 12 months for first loans and up to 24 months for subsequent loans, although longer periods 
may be considered for flxed capital loans. 

Operations 

The Chikola credit scheme operates through two area credit managers, based at the head office, 
each managing an area credit office. One area consiswr of the Mt. Kenya region; the other area comprises 
Nairobi and its surroundings. Three credit officers serve each region and report to the area credit 
manager. Each area credit office has the objective of managing 150 groups with approximately 20 
members each, for a portfolio reaching 3,000 business persons. This would result in a staff-to-client ratio 
of 1: 1,000. The current staff-to-client ratio is about 1:450, based on the lists of active chikola groups. 

Support functions (accountant, loan clerk, and secretary) are based at the head office. Office space 
has been leased in the areas where the Chikola scheme is operating - Kerugoya, Machakos, Thika. 
Nkuba, and Nairobi. 

K-REP has plans to merge the administration of the Chikola and the Juhudi credit schemes so that 
they are differentiated only as products available through common offices, rather than as different credit 
activities. As of December 1993, Chikola credit outstanding stood at K Sh50.5 million, or approximately 
US$740,000. This amount represented 46 percent of K-REP'S loan portfolio. Large loan sizes and high 
staff-to-client ratios are just two of the factors that make this program cost-effective and efficient in 
reaching large numbers of Kenyan entrepreneurs. 

Issues and Challenges 

The evaluators observed the following issues and challenges with respect to the c~ntinuai growth 
and expansion of the Chikola credit scheme: 

@ Although K-REP has projected that the market for this lending vehicle is extremely large, 
some questions remain. The estimates K-REP had originally used for similar groups in Kenya 
(see Oketch and Kioko, 1993) are based on government estimates of registered groups; 
however, many of these groups may no longer exist. Additional market research may be 
needed to explore the potential of this methodology. 

In addition, K-REP should continue to regard the group selection process as integral to the 
strong functioning of the program. Existing groups, which were established for a variety of 
purposes, should be monitored to observe whether certain types of groups, such as groups 
formed to pool capital for business purposes, are more cohesive than other groups. Newly 
formed groups need to be watched the most closely. 

Because the Chikola scheme was begun on a pilot basis, a decision was made at the outset to 
keep it distinct from Juhudi. The opening of a Chikola branch office in Nyeri, across town 
from a Juhudi branch office, suggests that there needs to be more coordination in the future 
(indeed, some increase in coordination is already occurring). By locating in the same office, 
promotion and outreach for both credit schemes can be enhanced, as clients who pass through 
hear of other K-REP activities. The Chikola scheme is being brought into the credit 
department at the head office; this action is a step toward consolidation of the two schemes. 



K-REP has suggested that there is a potential link between the Juhudi and Chikola schemes, 
whereby Kiwas under juhudi may evolve into chikola groups. This has already occurred In 
at least three  instance^,^ Groups should be monitored to ensure that they are ready to make 
the transition. K-REP should not cncour:igc groups to make this shift simply to achieve 
greater economies of scale. 

Lending to N O S  

A major objective of the USAD cooperative agreement with K-REP was to strengthen and finance 
organizations that deliver financial and nofinancial assistance to very small businesses. K-REP has done 
this in two ways: indirectly, by strengthening NGO microenterprise credit schemes and, directly, by 
finaicing grassroots business associations such as community-based enterprises and ROSCAs. This 
section focuses on K-REP'S support to other NGOs. 

Background 

Although K-REP had technical assistance and training relationships with more than 20 NGOs from 
1984 to 1990, only 12 NGOs were disbursed grants for revolving credit funds. Through 1990, K Sh25.5 
million were disbursed for credit. 

Under the grant scenario then prevailing, NGOs would present projects to K-REP, with both a 
revolving credit fund and an operational subsidy component. K-REP would evaluate the proposals, and 
discuss them with the applicant NGOs, in order to arrive at a mutually agreed-upon project. The final 
projects were submitted to K-REP'S board for approval, and a grant agreement was eventually signed. 
NGOs would send a monthly statement to K-REP tracking loan activity and costs incurred. 

In 1989, after limited success in using an integrated model of credit delivery, K-REP decided to 
reduce the number of NGOs and promote a minimalist lending methodology. This decision was based 
on its earlier experiences, which demonstrated that not all NGOs could be effective in delivering credit. 
and on a growing concern for improving cost efficiencies, the volume of lending, recovery rates, and 
credit administration. K-REP selected four organizations to work with, selected on the basis of their 
capacity and the potential efficiency of their programs: the National Council of Churches of Kenya 
(NCCK), PRIDE, Chogoria Hospital, and Tototo Home Industries. The Kenya Women Finance Trust 
(KWm joined the group in 1992, following a period of collapse and organizational restructuring. Three 
of these organizations are involved in broader development activities, and two are credit-specific 
organizations. Each organization agreed to on-lend K-REP funds, using a group-based lending 
methodology. 

' In Nyeri, we found that several chikolas had begun as Kiwas organized by the National Council of Churches 
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of Kenya. In Karatina, we spoke with members of a Kiwa of the Kenya Women Finance Trust that was planning 
to apply for a loan under the Chiicola scheme, and, in the coastal region, we spoke with a Kiwa formed by Tototo 
that was preparing to apply for a loan under Tototo's own Chikoia-style program. 



Terms and Conditions 

Since 1990, K-REP'S support to these NGOs has focused primarily on financial nssistnnce in the 
form of wholesale credit and grant support, Before 1990, K-REP had funded the NGOs on a 100 percent 
grant basis; this was changed to 30 percent grrwrt and 70 porcer t loan, at about one-third of market rates, 
These loa;~s constitute about half of K-REP'S loan portfolio, 

Under the Private Enterprise Development Project, NGOs present projects to K-REP, as before, 
and thae are evaluated and approved by the K-REP board before a loan agreement is signed. Loans are 
provided at varying rates of interest and with different terms, according to the nature of the project. 
Rates have ranged From 5 percent to 10 percent on a declining belance. Recently, under a scenario of 
high inflation, K-REP has granted credit to NGOs at a rate equivalent to about one-third the retail rate 
charged by commercial banks. The most recent NGO loan, signed in April 1994, was granted at 10 
percent, This wholesale rate is meant to allow a financial spread to NGOs without making loans to clients 
excessively expensive, 

Terms on the NGO loans have been four to seven years, almost always in quarterly installments. 
A grace period has been granted for the payment of principal or for both principal and interest. NGOs 
must send regular reports on the activities conducted, with associated financial information. 

Operations 

The wholesaling activity of K-REP to NGOs is a substantial one. At year-end 1993, the K-REP 
balance sheet carried an amount (net of reserves) of K Sh40.7 million (USS600,OOO million) in 
outstanding balances due from NGOs, representing 37 percent of the total outstanding balance. 

Although there have been arrears in the p u t ,  all the NGOs are current in their obligations to 
K-REP. It is clear that K-REP'S operation of the NGO "window" within its lending activities, which 
includes the introduction of the group-based lending method(:logy, has been instrumental in improving 
the quality of NGO lending to the Kenyan microenterprise sector. 

Issues and Challenges 

Over the years, K-REP has provided to the NGOs technical assistance that has included training 
in credit management, s a g  of accounting systems, and assistance in the design of systems for studying 
impact. Recently, however, K-REP has played a relatively low-key role in backing up these NGO 
programs with technical assistance and training, given the demands of running its own retail lending 
operations. Currently, there is no full-time K-REP staff person to support other NGOs. The credit 
program is implemented by the deputy director for credit, who spends about one-fourth of his time on 
this activity. The training department has conducted several courses for NGO credit officers on the group 
lending methodology. Otherwise, K-REP plays a limited role in providing technical assistance to the 
NGOs. 

Although the low interest rates on loans to NGOs may seem a disincentive for K-REP to make such loans, 
the low administrative overhead related to these loans also ensures that, baning default by the NGOs, K-REP will 
receive a good return on its investment. 



The NGOs have all succeeded in instituting the group lending methodology, und have vtistly 
improved their outreach, cost efficiency, credit administration, and recovery rates compared with the 
earlier integrated approaches, Moreover, they are all serv~cing their loans, Nonetheless, several NGOs 
are experiencing problems in their retail lending programs -- problems related to general credit 
administration and management, attainment of disbursement targets, handling of arrears and defaults, 
achievement of sustainability, and, in zr least one organization, misappropriation of funds by field staff, 
Some of the rmil lending programs continue to be mismatched with their parent institutions, especially 
as the programs try to pursue comnlercial principles of management. Unless the above problems are 
addressed, they eventually will affect the ability of the NGOs to repay their K-REP loans. 

The experience of each NGO program is unique; each also has its strengths and weaknesses, I t  
is difficult to generalize about the types of organizations that do better or worse. NCCK has a broad- 
reaching program but has suffered from misappropriation of funds at the field level in two of its branches. 
PRIDE is a dynamic credit-specific organization, but has suffered from the collapse of the Baringo branch 
and from financial crisis in its original parent organization. KWFT is still young but is expand~ng 
rapidly; it may be raising expectations beyond its immediate organizational capacity to deliver. Tototo 
has long experience and a strong base of rural and peri-urban women's groups to work through, but has 
slowed down disbursements because of problems with defaults - thus affecting its ability to cover costs. 
Chogoria Hospital is perhaps the best-performing program in terms of disbursements, repayments, and 
management, despite the fact that it works in remote rural areas and is by no means a credit-specific 
organization. But its potential for expansion is limited because the hospital has a confined geographic 
target area. It is clear that institutional commitment and good management are necessary, although not 
sufficient. conditions for success. 

Over time, K-REP has changed ~ t s  role in supporting NGO microenterprise credit organizations 
to providing a mix of grants and loans to a few select NGOs that focus training and technical assistance 
on credit management. In addition, K-REP has directed more attention and resources to its own direct 
lending program. This reflects a shift in the original intent of the Cooperative Agreement with USAID, 
but has a strong basis for justification. USAID is fully aware of these changes. 

Not all organizations have understood or accepted this change. In part. this is because K-REP has 
not effectively articulated or communicated its new role to the NGO community. In addition, some 
NGOs feel that K-REP has used for its own programs donor funds originally earmarked for other NGOs. 

i Moreover, K-REP is lending funds to other NGOs but is granting funds to its own credit program. 

It is clear that there is unmet demand from other NGOs for training and technical assistance in 
credit management. K-REP has made a policy decision to continue support for a few select NGO credit 
programs, emphasizing financial assistance in the fonn of wholesale loans for loan capital and specialized 
technical assistance in credit management. This course of action appears sound, because it enables 
K-REP to continue to transfer the learning from its own program and to work toward the development 
of a few strong programs that can, in turn, provide valuable human and managerial resources and 
technical and methodological know-how for the development of smaller NGO programs with broad 
outreach to poverty groups throughout Kenya. This policy decision poses several strategic and 
organizational challenges for K-REP: 

Selecting which organizations to assist - for example, credit-specific NGOs versus NGOs 
involved in broader development activities, or strong NGOs with high potential for scale and 
cost recovery versus higher risk, smaller organizations with broad outreach to the poor. 
Although K-REP would like to focus its support on a few select NGOs with high potential for 
scale and cost recovery rather than on a larger number of smaller, higher risk programs, only 



a few programs of the former type oxist in Kenya, tlnd most have trccoss to other sources of 
support; 

Dofining the mix of grant and loan assistance to provide; 
I 

i 

@ En~uring that other imtitutional development needs of these organizations are met - for 
example, strengthening management and strategic: planning capacity, which are outside the 
scope of K-REP; and 

Coordinating efforts of K-REP departments in providing support to other NGOs, At present, 
different departments work in different ways with a variety of Kenyan NGOs, For example, 
the credit and evaluation departments work mainly with K-REP-funded NGOs, the training 
and research departments collaborate with K-REP-funded and other organizations, and the 
innovations department suppohs experimental efforts of srnaller NGOs outside the core group, 

K-REP'S policy decision to focus on loan support and specialized technical assistance in credit 
management differs somewhat from the organization's current support to NGOs. Moreover, 
K-REP staff have varying views on what K-REP'S short- and long-term roles should be in 
supporting other NGOs. Further clarification of ways different departments plan to work with 
other NGOs, what services they will provide, and how their efforts will be coordinated would 
be timely. 

These issues should be revisited following tire completion of the Mugwanga study, followed by a 
strategic planning exercise on how to structure, finance, and institutionalize this support. This could 
ensure that the NGO support program mutually reinforces K-REP'S credit, training, research, evaluation, 
and innovations activities. Once a strategy for supporting other organizations is in place, K-REP should 
carry out an information campaign to communicate to the NGO community the nature of this role to 
avoid unrealistic or unmet expectations. 

TRAINTNG DEPARTMENT 

Training and technical assistance have been carried out through K-REP'S training department since 
it was formed in 1988. The department aims to: 

Identify and assess the training needs and resources of informal sector entrepreneurs; 

Design and develop appropriate training materials for the sector; 

Provide or facilitate provision of training and empowerment to informal sector entrepreneurs; 

Provide or facilitate provision of training on micro and small enterprise promotion to K-REP 
and to K-REP-supported NGOs; and 

Facilitate K-REP staff development. 

During the 1980s, K-REP'S training focused on improving client business skills through training 
of trainers. In 1989, the training focus changed from training of trainers in client business skills to 
training staff in the design and management of microenterprise credit programs. Since 1990, K-REP has 
concentrated primarily on in-house training for K-REP credit officers and other field staff and, to a lesser 
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degrscr, on external training for other NO0 staff, The emphasis ha9 bwn on training dl levels of staff 
(Reld sW, support staff, md managers) In Juhudi and Chikola lending policies and procedures, credi~ 
managment, group processes, tm building, and the development of paople-to-pcoyle skills tor worklng 
at the community level, The training methodology includes a combination of lectures. role playing, cue  
studlea, and practical experience at the field level, The training department also organizes specialized 
training sessions and workshops -- for example, to introduce staff to a new management inMormation 
system (MIS) system, or to facilitate team buildlng for staff. 

The training department has a competent and committed staff, comprising the department head, a 
senior training offlcer, and a secretary. They organize and carry out the training with support from other 
K-REP management staff. Although K-REP clearly has the human resources to carry out staff training 
in credit management and community partic~pation, it is not equipped to provide the range of techn~cal 
assistance many Kenyan NGOs need. 

Accomplishments 

The training department has played an important role in moving K-REP and other NGOs from an 
integrated to a minimalist lending methodology. The training has been weighted to in-house staff 
training, as shown in the following estimates of the number of person-days of training between 1992 and 
1994 involving K-REP staff and staff of other NGOs: 

Total 2,861 1,148 

Since 1990, K-REP has not emphasized client training, but has referred organizations interested 
in this to other training institutions in Kenya (such as Improve Your Business, and the Kenya Institute 
of Management). 

Through exchange programs, the training departmerit has also helped link K-REP to national and 
regional experience in microenterprise diwelopment. Since 1992, the department has hosted visitors from 
other Kenyan organizations and from MiJawi, Nigeria, and Namibia. K-REP staff also have participated 
in a best-practices workshop that involved organizations from throughout Africa. The training department 
also organized an exchange program for credit officers, involving K-REP staff, four K-REP-supported 
organizations, and CARE Kenya. 

Several field staff found the exchange visits to be particularly valuable in providing flew ideas and 
in enabling them to view their own efforts in relation to others. They expressed a desire for more 
exchange visits in the future. They also found the credit officer induction training to be very good, but 
suggested more refresher training so that they can contintie to improve their credit management skills. 
In identifying gaps, some staff commented that the training did not fully prepare them for the day-today 
reality and challenge of organizing credit groups, but that these community-organizing skills were 
Probably best learned through practice. They suggested refresher training on group organizing and 
mmmended a policy that would assign new credit officers to one or two preexisting groups, rather than 
having them stan from scratch in organizing now groups. 

i 



T'hc trainini; t l~:pi~r . t~t tcnt  I I : IS  plirycd -. ;~ r r t l  will corttinur: to l)l , ry ',. ; u ~  i ~ ~ l p . ~ r . t ; i r ~ t  roll:. i l l  ~ h c  
cxp~~lsion of K-HF:IJ'.o clircct Icrl~lil~y nctiviticvi, At  tlru s:\itic tir t tu,  Lhc clcoirrtrt~~cr~t rcc(qyi i~~s 111;\t i t  I I ~ I S  
not tully i~ldrr:ss~xi tilt, trnictirlg ~tctvls of othcr N(;Os. A s  i t  looks iihciltl, t11c clcp;ir(r~tcnt secs tllrut: aruils 
of clcniiltrd fur tr;~inirig: ill-house staff tlcvelopntc~~t traitling; stirff clcvelopmcnt triiining for othor 
rl~icr~~cr~tcrprisr: dcvcloprcic~~t organiz;itions; and cliclit trniriit~g. Ovcr thc Ir~ngcr. tcrn~, K.Kf:l' i:i 
consiclorirtg the posliit~ility of establishirlg iin i~~~lcpentlcnt rc~iunnl triiinirtg instit~ltc th , \ t  focuscs 011 ; i l l  

t t l r t .  arcs, tlut i t  wi l l  3w;iit the rccort~ntendatiur~s of tlic kl~rgw;~r~$n rirport on new Jir~*t;tir.r~~s bcti,rc i t  
iorrrtul,ites ;I specific i~pcncl;~ f l ~ r  the future, 

Some of thc challcrtges fsoirig the trilining departnlcr~t ,ui i t  tlevclops an agcndi~ irtclul.lc thc 
fc~llow ing issues. 

?he training depann~ent wi l l  need to dctcrnlinc how it will rclate tu K-REP credit activities 
if the training dcpi~rtment is scy;uclted frcm other K-I1EP programs, 

0 l'he department will have to balancc ill-t~ouse traitling ncc:dq with training ~ C C C I S  of otltcr 
NMs. This will have in~plications for tl~c range of training services provided, cost recovery, 
and donor funding neat!. 

0 If K-REP deciilcs to k o n i e  more outward-looking in its support to other NGOs, the training 
departcnent will have to develop appropriate training courses, build capacity to tlelivcr 
technical assistance, and organize nlorc exchange visits. 

0 As K-REP cvrrsiders the possibility of establishing a regional training cetitcr, it shoultl 
coordinate efforts with other orgnnizations*(such as IJRIDE, Food for the I-lungry, and 
ESAh.11) thet also provide (or ;\re thinking about providing) regional training and 
microenterprise support services. 

Given their experience in niicroenterprise development, K-REP staff members are in high dcrnatid 
to c,T)' out consuitancies. The consultancy unit has provided a vehicle fix K-REP staff to advise othcr 
org;tnizaiio~~s on projaz design ,and irnplernentation mind tcj cu ry  out specialized research studies on issues 
related to microenterprise development. This experience and the lessons learned from other programs 
are intsaluable to the staff as they continue to refine their own methodologies. The unit also l inks the 
organizaion with the international community and makes it  easier for donors to tn? into K-REIJ's unique 
expertise in rrlicroenterprise development. Cons~lt~mcies earn unrestricted income for K-REP and enable 
staff to contribute their knowledge and broaden their experience within and vutside Kenya. 

Since 1991, K-REP staff have carried out 15 consultancy assignments, 9 of which were completed 
in 1993. Although the 1993 work generated over K Sh7 million (US%116,000), it reduced the amount 
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of staff time devoted to ongoing K-REP work. At the same time, one of the major studies, the 1993 
GEMINI baseline survey of microenterprises in Kenya, was directly related to K-REP'S own 



prr~gr.,~nir~iatic and l~olic; work, In rcccrit tiionths, scalilc K-RI31' staff rlicrnbcrs t~:~vt :  cu t  l);~cl; or1 
c~~r~sult;~rrcics, in coti~p;~rison wit11 tt:c previous yenr. 

Sotnt: challrngrs firci~lg tho cr~nsulta~icy u n i t  inclu~lc: 

c 1-inliting thc portion of tirne indivitluol staff members allocatc to consultancics; 

0 I1t:irtg rnore st!lcctivc in t ? ~  types of co~isultcuicies accepted, focrrsirig on thosc tJ~at art. rclcv;lni 
to ongoing K-REP work: md 

0 Strcnntlining thc amount sf time staff spend relatccl to consultancics. One possibility nligtrt 
be to hire a secretary or xlministrative assistant to support the work of thd unit. The sdary 
for this position could he paid out of the consultancy incunie. 

RESEARCH AXD EVALUATION DEPAR'I';LlI;Nl1 

The research and evaluation departr~ier~t was established in 1987 with the objectives ot': 

0 Idcritify ing and testing innovative methods for the promotion of developnlcrlt through 
niicroentcrprise and informal sector enterprise; 

0 Enhdncing understand in^ of microcnterprisc dcveloprrient by conducting rese~i(:lr and 
evaluation: and 

0 Facilitating policy dialog;? oil rriicrocnterprise develop  lent. 

?'he department is set up to csrr)' out four functions - monitoring ar.i.i evduari~l~l  to providc 
feedback on t l ~ e  perfor-mimce a17d in;pact of K-REP operations; research to ti?epen underst:lnding of 
sustainable credit models and the problems and opportuniticj of microerrto~rises to fwd into the 
devclopment of program strategies u d  politics; clocurnzntatiorl and dissemination of program reports, 
literature, and other information on micro ant1 snidl enterprise developrncnt; and identific~tion md testing 
of  innovative methods and teclinologizs for developing niicro and small enterprises. 

Hesmrch and Evaluation 

In monitoring and evaluating its own programs, K-REP'S research and evaluation depannlerlt has 
undertaken in-house evaluations of three affiliated NGOs. It has also performed in-house evaluations of 
the two older Juhudi branches, Kibera and Eldoret. To its credit, K-REP has continued to look for 
weaknesses in its implemerltation of the group-Sased methodology in order to retine and strengthen the .4 
approach. 

* .  . ' .; , . ./. I 



The research and evaluation department has also had responsibility for implementing an approach 
to impact evaluation by its branchea and by the NOOs, A baseline report form has been revised and 
standardized. Succsssive versions of this form have been used in the collection of time series data from 
K-REP clients, although the original sample size of 233 clients has been reduced significantly for several 
reasons, including exits from the program. K-REP ~otes  that its program attrition rate has been trs high 
IS 25 percent per year. Although the evaluation ttm had intended to use K-REP'S profile data o I clients 
as a baseline of cumparlson with the borrowers in the team's impact survey, the team found that a great 
deal of tunrover had occurred within the Kiwas visited, Hence, data compiled for K-REP'S earlier clients 
did not correspond with those the team interviewed. 

In "Revised Impact Evaluation System," dated January 1994, K-REP describes its approach to 
impact - an approach that includes the collection of case studies, Although a great deal of effort had 
been put into setting up a system of studying impact, new research problems and issues seem to have 
caused a shift in focus away from the analysis of impact. This shift may be temporary. Many of the 
baseline data for K-REP'S current clientele are still in the field and have not been verified by the research 
and evaluation department. 

Among its activities, the research and evaluation department has carried out many studies on the 
informal sector in Kenya, some in conjunction with Ministries and other organizations. These studies 
have been a useful resource to donors and to other private development organizations working in Kenya. 
At least seven studies in K-REP'S Research Paper series are of general interest to those engaged in 
microenterprise in Kenya. Topics include a description of the legal and policy constraints affecting 
Kenyan microentrepreneurs, a description of microenterprise assistance organizations, and a description 
of informal financial markets. The findings of these studies are published and have beer1 disseminated 
through seminars. The 1993 GEMINI nationwide survey of microenterprises, in which K-REP 
participated, has also played an important part in documenting the size and nature of the jua kali sector. 

In its role as a research institution, K-REP has completed several other studies with particular 
relevance to innovations in its own programs, including the baseline survey of Kibera, which preceded 
the implementation of the Juhudi scheme, and profiles of Juhudi borrowers in Kibera and Eldoret. 
Studies on the Chikola scheme include an analysis of the group-based lending model, an analysis of 
reasons for default in Chikola programs, and three subsector analyses. As K-REP has become more 
institutiondly focused on expanding its direct lending programs, its research also has become more 
oriented toward the analysis of issues related to its methodologies. 

In its activities in documentation and dissemination, the research aid evaluation department 
manages an in-house library; produces a quarterly newsletter; and holds periodic seminars, which draw 
an audience of donors and other players in microenterprise development in Kenya. K-REP was awarded 
a contract by the Ministry of Planning and National Development to create a computerized database of 
the literature and assistance organizations in the jua kali sector. The database has been completed and 
is now available. 

h u e s  and Challenges 

One of the department's functions is the production of the monthly monitoring report, which 
summarizes the activities of the credit operations. As K-REP seeks to separate the credit 
operations from the other functions of the head office, it will need to shift this function out 
of the research and evaluation department. L 



@ It1 IOc)J, t l i ~  r(!~\:ii~,ch , i r ~ ( l  cv;~It~;itior~ d\!~)i i r~rt~~ri t  I ~ ~ l : i i i \ l ~  the rcsc;~rch ; I U ~  ~ : ( ! I I * ~ I I ~ [ ~ I I I ~ ; > ~  

dcla,utlnc~lt, rcflcctirl~~ :lrl .1dtlc(1 cr11l~li;lsis or1 consultir~g to otllcr crrgarrixi~tions 1,1.1tl1 i l l  Kr.:r~y,~ 
ar~d nbrr.~ntl. AS tlli! cor l s~~l r i~r l~y  tilricti~)r~ o f  K.KI:P expnnils in resporlst: to growitlg I I I : I I I : ~ I I ~ I ,  
K~Ht'P's rcsv;~rcli prioritiis t ~ ~ u s t  be clcarly tlcfincd so thiit human rcrioiirc:cs call 1.11: ;1110~;1t(:il 
appropri;itcly. 

Q StilTfing issu1:.9 in thc dcp;lrtmcnt could he re5olve~l by hiring n n ~ ~ t h e r  rcsenrcli ;wsoci,~tc or  
sorriconu with grcatcr authority to follow throiiyh or1 major research projccts in the i~hscr~i*r: 
o f  the two scnicrr rcseuch staff, K.RI:P niay want to considcr hiring sliort tcrrn r c s c ; ~ r ~ I ~  
c~,nsultnn!s (Rc~c~lrcl l  Fellows) in orllcr to crihclr~ce its rcsc:~rcll ;:lpxity. 

a 'I'ht: niethvilology for Impact evaluotic,n st~olrld be rr : i~sc~sel i  in light o f  pr1:vious rc!ii~lts, 
P ; U ~ ~ C I I I ~ I I I Y  the high rate of attrition from K-ItEP's progr'mls, (K-REI' is considering n 5tlltIy 
of proyrartl t1rop.uut.s that would pn!vide sornc insight.) Approaches to inll~act th;tt ~ ~ I V C  bc~!r~ 
testcd in L,:\tin t ln~crica,  whcre a similar group methodology ha been w itlcly erriployt:tl. 
should be investigated to detcrmirle their applicability (see Otero, 1989). i lowuvc~*, it is 
irnpormt for K-ItEP to think tlirotigh the issues that are most relevant to its clic~~tcli?,  in ordcr 
to select key indicators it can rcasotiably nisL\silre over time,' 

The objective, for. K-KF:'P's inr!ovatiuns and dcvcloprnent fur~ction is to carry out studies to identify 
oppo~~uriit ies for and ~:onstrai,~ts on  informal sector businesses and appropriate intorventiolis to ndtlress 
these nl)portu~iities and i:rctrdints. Objectives specified in the 1993 proposal to the Ford Fouridation 
include: 

0 Undertaking subsector studies aimed at iclentibing opportuliities and niches whcrc niicro arlcl 
sr11;dl businesses have a corr~pu:~t ive advantage; 

@ Identifying policy, legal, J P ~  rt:31lotary constraints that hinder the clcvclopr~~eclt of thc s:'l:t:ir, 
and deierrriir~ing strntegics f ~ r  npprupri,~te i r~ter~ent ion;  

0 Through pilot projects, developing and testing new financial instruments and nonfinnnci,tl 
services; and 

0 r)eterniining silil designing H'dljj of p r o ~ * i d i r ~ ~  :1i;cru-agribusine5jci with access to ct'cclit. 

Activities have focuscd cn h c  dcvel~~prnent o f  the Juhudi ,md Chikola lending models. Upconling 
effcns will focus on the dcvcloprnent and testing of subsector and savings strategies and on research on 
policy, legal, and regulatory constraints. K-REP h s  a pool of flexible funds it can use to support 
promising innovations. 

3 Another useful tool i s  "hlonitoiitig and Evaluati.ng Small Business Projects: A Step by Step Guide." edited 
by Shirley Buu~rd and Elaine Edgcomb, New York: PACT, 1987. 



K.l<l<13 a ppclrcrltinl h)r fhc: dcvcloprrlcnt arid tc5ti11g of o t t~cr  credit n~t:tl~vclologic~ ([or C ~ ~ ~ I I I I ~ ~ I C ,  
t t~c: vil1:ryc t ~ ~ ~ r r k i r ~ g  tnodi:l, irlclividu:\l lo \ns for gr;~tlii,~rcs or group Iccdi~\g sc.i\c~~\ch, ir~\cl tlcvcl(~llrncr~t of 
~ r ~ c ~ l ~ o t l o l o g i ~ : ~  b , ~ s ~ ' d  or1 ot l~cr  i r ~ d i g c r ~ o t ~ ~  inforrn~l firl , l~~ci,~l S Y ~ I C I I I S ) .  Othcr R~C;IS of C X I ~ C ~ ~ I I ~ C ~ I ~ ~ I ~ ~ ~ I I I  

rr~iglit inclu(lu tcqting diffcrcnt inst~tutional ,~pproachcs 11) t ) l V  ~)n,rnvtion of rni~r0~11tcrl)ri9c crcdit (for 
ex ;u~~ple ,  ~ p ~ u o i ~ c h t s  of ~llicrucntcrprisc rctilil bwk:;, t r ~ i ~ r ~ c ~ ~ t c r p r i s ~ :  wholt!~;lle h;ltlks, ~ I I I C I  c rc~l i t  S [ ) C C I ~ ~ C  

NGOq versus NGOs ~nvulvtltl in othcr duvclopnlr~lt nctivitrec; ,lrld rtppruacl~c.i III,IL itlvalvc corrtrnt. 1~11 

bank$)  o r l t l  crvcfirlly nlonitorinl; thc Jr111~rdi ,~nd Chikola rtlotlcls to ur~~lt:~~st:~ncl l~cl tcr  thc ol~tirr~urri s c ~ l c  
of schc.n~ir in relirtion to h~ir  t~ l~ l ; lg t : r~~cnt  ,in(.! ~;urt,ririability. 

I ( - l{ l .~Y wight also considcr reviewing scctor,~l str'ntcgics of sevcrill org;rnizntil.)ns i r r  Indin and 
f3,rriglaclcsh ifor exarnple, Artdhra Prndhesh D~riry [)cvclc!)mcr~t floaud, Circunccn nclrik, nricl UIIAC). 
'T'hssc organizations have dcviscd creative w;lys of  orgilr~idng poor pcople to oclllcctivcly overconic 
col-~srr:.rirlts dong the supply, ylqod(lctioti, aid nlarkcting ch,.lin in ccrt;tin rural resource sectors (poultry, 
cliiiry, livcstc~ck, tisheria, forutry, ant1 sericulturc) i~11ll handicraft sectors (wav ing ) ,  In certi~in scctc~cs, 
HltAC, Grnnleen, arld he i r  clients have become m;rjor actors. 

Is5ues and C I ~ d l c ~ ~ g c s  

Issues and ~ h a l l e n g ~ ~ r  for enhancing K-REP'S approach to irlnovatioris incluclc: 

0 Devoting more staff time to this filnction wilhout overextending staff who hnve other 
responsibilities. Innovations are carried out under the research and evaluation department; 
until recently, K-REP did not have a full.time staff person devoted to this filnction. ? l e  
recent assignment of a full-time staff persorl to this department sllould ~ r ~ o v e  K - R E P  htrther 
ahead in this area; 

0 Developing a more systematic approach to innovation in deterniirling what to tcrt, where to 
test it, and how to inlple~lr,-nt new ;.:;l?Lli~cts., A particl~lnr cliallenge is the testing of new 
strntcgies in the context of existin; credit and savings prograrns without ~ n d c r r n i ~ ~ i n g  the 
vinhility O F  onxoing activities; 

0 IJcr~tifyin; collaborating institutions, especially NGOs, witliout nrnning into the same 
instihltion:iI corltext c ~ ~ ~ ~ s t r a i r i t s  that stymied esperimecltal progrnrrls durirlg K-RTiP's early 
years; aicl 

@ Linking innovations to problems that enlerge in the context cf efforts to promote 
microenterprise developn12nt. 



K.Krift's orgnr\i~ation;~l achicvcrticnts ovcr thc p:lst xcven yerlrs includc: 

a Making the transition frorn a World Educnrion project to a strong, at:lt~le, ;rntl indt:l~c*r~l.lcrit 
Kcny,u~ NCiO, with a Kclny,u~ b v x d ,  rilcin,r~crncnt teilrrl, and ~ti~t 'f ' ;  

Exp,indiny frc~m an iritermediary organization that supports otller NGO niicrocnterprirc 
prvgr;lrns to nrr orgilnization that dlso cartics out direct niicrciente!,~r'isc Icrrtlirl!: ,\c'ti\itics; 

Q Shifting froill an irttcgrntcd tu n mininialist credit methodology; 

Putting into operation (directly and indirirc-tly) two group lending I .:ldorb ; - :s tli,lt erribr,lcc 
cornmercid principles of rrimagerrierit arid successfully reach Iur. 411 ~ l f  pcoplc at low 
cost; 

0 Liriking Kenya and other Africa11 countries with worldwitle e~pe r ; , . ~ . ,~ . : :  i , :  ;::icrocntcrprise 
development through training, rcsearct, information, and consu i ; .~~~ , . :  ~?r;.(j.~.:,:t.tnts; 

Establishing the only known re.serlrct unit in Africa h i l t  :r/cc;:lll;r~.~ I . ,  *qerational and 
policy-oriented research on microenterprisc developmeni; 

Successfully attracting rescJurces frc:\rn sevc~~al  donors in addition to USAII) io support its 
programs; 

0 Br~ilding 3. strong, comrnittell, skilled, anil energetic staff at all levcls; :\rid 

h.laintnining rt clear vision of i t  rriission. 

K-REP is going through a period of r3pid growth and instirutional change. I t  has groicn 
dr:u~iaticJly over the past three years, with the volume of lending for its direct lending ope r~ t ions  alonc 
incresing from K Sh14.3 million to K Sh83.5 million, the number of clients rising from 1.292 to 4,331, 
the nun~ber  of  branches expanding from two to four, and the staff size more than doubling from 40 to 
81. Progranlmaticcdly, it has held on w most of its past activities - supp~?rt  to NGOs, training, rese;uch, 
evaluation, innovations, consultancies - and has added new ones, such as direct lending. K-REP ha 
dropped its community-based enterprise program, but ha5 replaced it with the Chikola credit scheme. 
currently the orgculization's fastest-growing program. The range of programs and activities adds up to 
an complex organization that is challenging to manage. 

During this period, K-REP has benefited from good leadership and staff and from a participatory 
planning process that has involved the board, management, and staff. This has been important, because 
the program's growth has posed organizational and management challenges. In response to diese 
cha l len~es ,  K-REP has expmded its tier of mid-level managers a;rd has added one executive manager, 

; and is reorganizing the two credi: departments. K-REP has been in the process of reorganization over 
the past years, in an ongoing etiiirt to evolve a structure appropriate for managing its programs. Figure 1 



', iitil recently, K4HF.F) wx.5 gguidcd by a five-ycil: ni~nagcd-growth pli111 tlcvclo~~ctl i l l  1902. 
Ffo*~e: .:c, recent cli;u~ges have m:ltlt: parts o f  this pliur out of d ~ t t ' ,  A ncw str;ittlgic pli~rltiing excrcisu (tile 

h l ~ ~ ~ w ~ . - j n  study) was initiated in ~'Ipril I904 to stilrly o[)tiorls for scpari~tirig [lie crotlit ,ictivitics. Pivotnl 
q1rc5tii -s at this point nre whcthcr, whcn, arid l1olqv K. K l j t )  will spiri off its tlircct lerlclirig activitir-s frvni 
its ~ ty : r  work, and whdt 1lirct:ti011 K-KEI'  s ~ L ) I . I I ( I  t , i k ~  in supporting ni~crocnttlrprirt? dcvclopm:rrt 
prc!gr:.-s of othcr NGOs, '1'0 n large e,\tcrlt, the re,111ts of thiq stl~tly will dctcrrnirr~: th; nlvst , ~ l ~ l ) r o p r i ~ ~ t :  
ory in ::tion~l structure for the f i ~ t i i r ~ ,  

:: the rneantimc, K-REP  ln;~ni\gen\ent shuuld bo cautious about the I'rrilt~cnsy of orgaliizationnl 
chalgi.: bcc~~irse chntige uf ;my kind is more diffic~rlt to manage ni;)w t h i ~ ~  K-ICL:I1 is bigger. St:par,\tion 
o f  c : ~  .;: activities will rcyuirc further rcstn~cmring, ant1 K-REP should hold off or1 any niort: cllangcs 
until tkr rcsults of the hlugwanga study art: in .  At that time, K-REP rnny q r v , ~ ~ i t  to c~nsicler  coritractirig 
the Serb .ces of a nianagctlient consultcrnt to assist in this phasc o f  transition ;tr:tl rcsl.rllcturing. 

Cne of K-REP'S strengths is the quality of its st;lff. Staff at  all lcvels a re  skilled, committed, aritl 
well urnd for their jobs. They understand a c t  share K-REP'S missioa, and are intruspt?ctivc: a n d  opcrl 
about t:e challenges of their jobs arld of the organization. Recruitnlrnt is very sclectivc a ~ l d  
timecc-.surning for upper managenlent, but i t  ha; paid off. 

S:me of the challerlges related to staffing includc: 

Maintaining selective rccruitrncnt of staff, b u t  red~lcilig thc arnol.lrlt of tirile rec.ltlirc~l by irppcr 
managenlent in the procf:ss; 

0 With espansiorl, maintaining the curr im high stnndzrd of staff trainirig, which is critic;~l to 
a well-hrnctioning crzdit prosr;ull; 

0 Kct~itling key mana,oenlent staff, espici,~lly in tht: fin:uicc a.nd hlIS dt.p,utr~~cnts; 

<Q Rc!lucing staff hlrnuvzr to I ~ S F I  t hm 10 Fcrcent --. turnovcr h s  beet1 higiier this year. 
bI:ulcrgement should pay close clncncion to this issue bcforc it bccurr~ss rnore of a prsublcrn; and 

Encouraging the participation of womcn on the board and in uppcr and middle nl;tn:!gcnlent 
positions. There is only one woman on the board (out of nine positions), no wornt:n in 
executive management (out of three positions), w ~ d  only one w m x n  dcpanmcnt head (:out of 
five departments). 

K-XEP has benefited from good leadership. The managing director is u,ell respected by the staff, 
mansgezent ,  board, and donors. H e  has been with K-REP since it started. has  grown up with the 
organi.zx:on, and knows what is going on. He is forward-thinking, committed, pragmatic, technically 
proficier:. and very hard-working. 

I 
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One challenge for the managing director is to delegate day-today management responsibilities to 
hla deputiss and other managers, He has been overworked over the past year because of vac~cfss  in two 
key positions - the finance and administratlon manager and the financid analyst, The tasks normally 
handled at thae positions fell on the managing director, as he had been responsible for this work prior 
to his appointment to the executive level, K-REP now has two deputy managing directors, a new finance 
and admlnsttation manager, and several new finance and computer specialists, so this burden should be 
eased. 

Another challenge is the need for the managing director to devote more time to projecting the 
corporate image of K-REP in the community. In the past, K-REP intentionally has not publicized itself 
widely. However, the organization could benefit from a greater amount of informal interaction with 
donors and other NGOs and from a low-key public relations campaign to let people in the community 
know what K-REP does. Such a public relations campaign would help K-REP clarify its role with the 
NGO community - a role that has not been well understood. 

Role of the Board 

K-REP has a strong board that plays am important role in providing vision and addressing strategic 
and policy issues. Appropriately, it does r..ot interfere in K-REP'S day-to-day management or decision- 
making process. Board members have a good mix of skills and background and have good relationships 
with K-REP management, 

A challenge for the board is to con!;ider involving more bankers, a development person, and a 
management expert on the board. The K-REP board and management should make every effort to 
identify women candidates for these board positions. 

Donor Relations 

K-REP has supportive and competent donors (USAID, the Ford Foundation, and the Overseas 
Development Agency); in addition, several new donors are considering support for K-REP. Good donor 
coordination has helped K-REP in formulating a strong program. However, it has been more than a year 
since K-REP convened a joint donor meeting. Current donors, including USAID, would like K-REP to 
revive regular donor coordination meetings; the donors have found the meetings - one of K-REP'S 
strengths - extremely useful. Renewed donor coordination will be especially important as K-REP 
decides on its future directions, revamps its organizational structure, involves new donors, and opens 
discussions with USAID on future support. Good communication with and among donors will help K- 
REP maintain a clear vision, plan for future development, and avoid getting pulled in too many 
directions. 

FINANCIAL PERFORMANCE 

This section describes the lending activities and the financial performance of K-REP as a direct 
lending institution and as a wholesale lending institution from 1991 to 1993. 



'Ihc ttiblw in rhis d i s c i ~ ~ s i c ~ n  o f  ~'ili,~rici,~l pcrf~\rrn;~r~cc pr~,)vt~lc  ,I rlc.sursiytior~ of K I{lil*'s aetiviticr, 
ill two ways: "K-REP I.eve1" cntrics rcfcr t o  thc ~ I I I I ~ ! ,  dtiil ;Irilollr~th of loons t h ~ t  wcrc tlclivcrc(1 tliroctly 
by K*lti:l3 iu~d are rcgistercrl as such i l l  K.Hll13's b u c ~ k h .  "C'licnt I t:vcl'' nurribers irtclurlc tltc rtlt:til lo,uls 
and cr~t tsr~~r~ding bd;incc%; that reachcrl custotllcrs, 

K t \  : , u I ~ I I I I ~ ~ ~ ,  the ntitl~bct's i)('ovi(Icd by K KEI) c T r i  its Icn~l i r~z  ~ct iv i t i t .5 rcvcnl dl r t :  

'nicre 11:~s bcen nominnl j;routl~ ill  rhc arnvurrts dist~ttrsctl pc:~rly hy tlic Itrhu~li cr~odit schortic, 
altl~ough increasctl yearly Icnding becorlic ncg;itivc itt real torrrls by 11193, bec,[rrse of  high 
inflation; 

@ T!-lcre is a dt,unntic positive rate of growth i r ~  tht? Chikola crcclit schcmc, in borl~ ~ ~ u ~ ~ i i ~ ~ i l l  ant1 
r e d  terms and in both ab~ulutr :  and rclative r~unibers; 

@ 7'herc h u  been ~ubst:ultiaI rccont growth in K-REP'S Ic~iding to NCiOs, bcc,rusc of the 
provision of two loans during the pcriod t h ~ t  alnlost doubled K-REIJ'b nct NC;O portfolio. 
Nevertheless, the effective NCiC) activity at the client level, as repor.tc:J to K-REP,  is 
significantly shririking, i l l  but11 nontin,d and re,\; Lerrns; and 

Productivity, as mtis~~rcxl  by nurnbcrs of lows and by amounts disbursed a i ~ d  outstanding per 
lending officer, revcds outstanding growth for Chikola but a decrease for Juhudi fur 1993, 
mostly because of the opening in 1993 of new branches with fully staffed pcrsonncl arld 

nlinimal portfolio. 

T'ablc 3 displays thc nurnbcr of lo:ir~s gr,mzntccl by K-REP at both Icvcls of activity f r m i  1991 
thtouyh 1993. 

TAULE 3 

FIUE,IRSI.l 0;' L014f.cS CiR,l\ilTEI.l 4.r K - R E P  LEVEL Ab;O Cl.IEI* r LE\JhL 
1931.1993 

--.--.-..--."- .-..- -.-- -- --..- -...--. ---. ... ...-..-.. .. ..--- ................... -. .-,-- .- ..... -.-...- .-.---.- -.-..-.- -.- -.....-.- ...-.* .--.. ..........-.. -.. ............. -. --.- 

j[ 1 9 9 1  1 1992 1 1993 1 Totals C'.. .=,--.'..: .~~:"-y.~-,ii-ii--I___.___.~=*-:. I .-.-.----- ..----..---- .-.. -.-I -. .--,.-̂ - -,- -..- - -,- -'-.--- --.- ----.. -...- ... --" --.. --- ...-......... -- . --̂ - -----.- "..- .--. -. -----.- ..--. 

K-REP Level 

1 
Juhudi 1,235 1.599 1.77C3 4,604 
Chikola 1 G 1 2 5  
&GO 1 

TO'TAI. 
#.. . -......------- ...... ...-- 

Client Level 
Jtlhudi 4,604 
C~iikola 2,958 
NGO 3,865 4,2 88 2,551 1 0,704 

TOTAL 5,157 6,277 6,882 18.266 
- -- ~ ~- - --  ~ 

(Source: K-REP Accounting ~ e ~ a r t r n e n t )  



1:)trring tllc tllrcc yciU3 snnly/cil, K.Hli lJ gr:lntal 4,752 Ioilns, 'I'lrt:sc I\~;III.s rc i~chcd  IS,,'{ :I clicants 
hy  the whc)lss,lle nrri lt iylyi~rg cft'cct I!P thc C'l~iktrlii r~~crhvt lology i \ r t ( l  tlic N(G0 ;ctivity, r c b ~ ~ l l l n k :  in an 
ntqcral l  mu1 t ip ly i f~y  fi~ctor (clictrt IcvcI/K-Rl:I) Icvol) 3,X4, In ~.!tl~~!r wonls, K.KI.IIJ cl'tcf.:tic v r ~ c s s  in 
rc3chi11g clier~ts has bccrr ~nult ipl ict l  J.84 tiriles tlirough its wltolcs;~ling ;~yproilt:tl tc, I c r r t l i t~g .~  

'the numbers provided show that thc n\irtlber of lo;ms for ti l t. I t ~hu t l i  crotlit schcr~~c irrcrc,~~c:~l by 
29 percerlt during 1992 n~rd 10.7 pcrccttt ~lur irrg 1093. 'The nurnbcr c ~ f  I o ~ r ~ s  granted :it thc N(i0 client 
Icvcl rricreascd by 1 1 perccnt in 11)9;3 and dccrensell by 40 pcrccnt for 19'9.3. 

It should bi: !~otecl th:\t, in 1002, K.KI:I' rtbelf lhrougll t t ~ c  JuhuJi nr:tl C'hiku181 ccIlcnlt:5, grnritetl 
31 percent o f  dl lu,tns disburscil ,\t thc clicnt Ievcl. In 1903, thc cxp,~n$iori ,,f tht: ('hikol;l sclicnic 
increased K-REP'S volirrnc to 63 pcrcctit of Iv,~iis tlishurscd ilt thc c l ic t~t  lebel. 1 ( ' h ~ k o l i ~  5chcrnc 
~ncre .~sd the nuniber of It,iu\s disb~rrscd 3t ttic clicr~t Icvel by a factor o f  four durrng 1')02 and $e..;ct~fold 
In l ')t lJ, Also, the nl~rliber of clients scrvcd by [tic C'hrkdn schc~lic incretzsed sixfold III I992 arid rnort: 
than hevcnfold In 199.J. 

Table 4 shows  amounts tfisl')tlrscd d~~rir~;:  1991-1933. Currcrlcy anivirnts are exprc?scd in Kenyan 
 shilling,^ a i d  in U . S ,  dol1,us ;it the averngc cxch,~rige rate prevniling dllring the p c r i v l i ,  sh~-t\vn nt the 
b l ~ n o m  of the tzblc. 

AMOUNTS OF LOANS OISBUHSED AT K-REP LEVEL AND CLIENT LEVEL 
1991-1993 

Iln K Sh 000s and US$ 000:;) 

KaREP Leks1 
Juhudi 
Chikola 
NGO 

K S h  US-: -. - 

12,663 450  
1,GO 1 58 

0 0 

TOTAL L 14,294 518 1 25,722 796 108,531 1,872 L 3,135 - --.------. .--..-.I..----. .--"---.-.--I. 

Client Level 
Juhudi 
Chikola 
rJGO 

TOTAL ---...- -. --.-*---.- 

1 49.395 1.795 L 45.330 1.524 1 109,497 1.888 1 5.208 
----.-..- ----------A- . . -  - I _ _  . - ,  . ...--,----- --a- 

US$ Exchange Rate 

--- 

The team is aware o f  no other programs that combine retail and wholesale lending schemes; therefore, a 
comparison of this multiplying factor to wholesale loan programs is inappropriate. 



Although the nominal rate of growth of Juhudi loan disburserner.t wxs more than 40 percen: for 
bolh 1992 and 199.3. i;lflation eroded this increase and resulted in s real growth rate of 13 percent in 
1992 and -1.2 percent in 1993. Chikola, on the i o n t r q ,  hail etlorrnous mtcs of  growth in  both nominal 
and real terms. This is not completely becnuse of the small base from which i t  stuted; the absolute 
values of disbursements are also quite signiticant. blorcovcr, although K-REP disbursements to NGOs 
increased substantially, the NGO activity at the client level actually shrank in both nominal and red 

--,-7,..--*...--- - ..-..-...-.....a- .........-.=........ . ..--.-... - ,-.-- -.--. ..... _- -___ _._.,______ .___I .-.--... ..-- -.._- __..--.-. --.-.._---. ... ..- 

I ) r r l l ~ ~ l l t  D~sbtrrsed In 1992/ 

-.. -..-. - -.-- ,- ~ ~ ~ ~ ~ ~ . L ~ ~ - . - ? : : r - - 2 : ; ~ - L ~ - A t : x : - z ~  

NOF,IINAL RATE OF GROVfl'II 
K-FIEP Level 

Jut~urli 
Chikola 
NGOs 

Client Level 
NGOs ---...---.- .--..-. --.".." .. 

Average Inflation Rate 
(CPI Composite Rate, Nairobi) --- " - . -  ..... -,- .......... 
RrAL HATE OF GfiObVTH 
K-REP Level 

Juhudi  
C h i k r ~ l ~  
b1GO 

Cl~erlt Li?v:.l 
F: GO .... -----.. ._..I ................ 

Avcfage US$ E.&chclrlge Rat?  ---- .---..- .-- ..... -.-.---...-..."*..--. ........ 

RA'I'E OF GRO:'/Tt-I IN US9 
TEH:.lS 
K-REP I-eve1 
Juhudi 
Chikola 
PIGO 

Client Level 
FIG0 ---,.--..--..-- ---- ---. - . .--- ----. ----.- ............ 

Pniourit [lisb~rrsed in 1911 1 
L-z-3 -==.=:::2=A7.-.' : 

40,596 
239.296 . . 

.26.0?4 .-".-..-.-".--".-..-----.--.-. 

27.5% 
-...-a ...-,-...... .-... 

1.3 0% 
2 11 ,'/TI 

.. 

-53.5'0 ---.. ........... ...--.. - ....... .-- ........ 
32.3  -- ---.---- .--. . .-.- --- .---. 

19.3'16 
1 89.7?/0 

.. 

58.69'0 

----- ...--.-..-- -- -- -- ----. .----..-----em 



AVEPACjC L O A N  S l t E  UISUUIISED A T  CLIEt4 F LEVEL, 
I& C I O P ~ ~ I E I A L  AND CONSTANT 1990 rrllcEs 

199 1 - 1  993 (K Sh 0009) 

Ccr?stant 1990 Prices 
J~hudi  
Ch~kola I ?.GO 

' USS exchange rate was 27 .5 .  

.4s rnay btn sccn, the avcr3ge loan disbursed has nornirlally increased ill the Juhudi crcliit scheme 
but l-23 not bcen able to offset inflation. Illis is  nut  unconinlon in credit progranls, bec:411~c of the Isg 
in c~z;~: r~s~t ing  inflntiun,iry cft'ects. Nonetheless, the long-terrn ~ffects of inflatiori will crot!e the value 
of the !c,m porifolio. 

Tzble 7 shows the nun~hrrs of active borrowers and loan anlourlts outstanding at year er~d. n ~ e  
increics i n  outstanding ponfelios and active borrowers constitute a true measure of the reach of the 
i n s t i .  . . . & ~ n  .., st nrly given n!omenr. since it tells how rnucl~ credit is redly with the clients. 

K-REP'S cxpnnding portfolio shows a growth mode of substantid magnitude, especially durirlg 
199.7. The number of active borrowers :it the K-REP levcl increased by 68 percent for 1992 md by 25 
p r i c t  during 1933. Although there are no figures available for number of retail loans outstanding at the 
SGOs. rfie number of loans outsrznding st Juhildi and Chikola client levels increased by 93 percent for 
1139'1 .;-7d I20 perccnt for 1993, rerlecting the expansion of Chikola and the effect of new disbursements 
to t u o  NGOs during 1993. Becuse of fluctuations in the exchange rate, in LiSS terms, these growth 
rztzs f: r K-REP'S outstanding poirfolio bdances chmgc to ; negative 8.6 percent for 1992 and -cvcrt to 
an irrlpressive 75 percent for 1993. 



A ~ t i v e  r ldrro~r/~!rs J; 

K FtCY I.avul 
Juhudi 
Chlkol,~ 
hGI1' 

TOTAL 

Client leve l  
Juhudi 1,188 
Chikola 5 7 
NGO Pi A 

TOTAL "*-. .--*--.-...- --.-..-..,-.-.---. ..-.--- 1,245 --..-.--..- 

Outstanding Bdlances (in K Sh 000s a t  year 
erid) 

Juhudi 6,2 13 
Chiltola 1,441 
K REP Loans to FJGOs 23,687 

TOTAL ... .---- --,--em ----. -. 1 32,531 
TOTAL OUTSTANDING PCATFOI.IO - 
K.REP (in US$ 000s at  year end) 

1,158 

' Excludes loans to community-based enterprises that shov4cd 01.1 
1991, K Sh260,000 for 1902, and nothing for 1990. 

standirig aniot.rnts of K St11 , 2  niilliori for 

The ac%~ol number of act iv?  borrowers is no t  availatllc, since K M P  keeps track of active nlembers and 
not ar;Uve bcrro~,vers. By agreanient w i th  K-REP'S niclno~orriar~t, a proxy value of 90 percerrt of merribers 
w a s  tilkeli a; a better r i l zd~ i l re  of active borrower:;. 

: The FJGOs aru pr?sent,?d as borrowers in this table, as arr: chikolas, to  demonstrate the changes in 
numbers of loans made by K-REP over time. The number of clients receiving loans is inc l t~ded for the 
chikolas and not th:' PiGC;, t;ec.3us:! the Chikcla scheme l o a ~ i r  were har!dled directly by K-REP. 

I'hc number of loans out~tnnding per lo,m officer and the aniount of loan balance per loan officer 
proviiti. a t)pic:d n l au re  of prodt~ctivity. In K-REP'S case, these ratios, number of loans per- loan officer 
,u~d mount of loan balar;cc per leu urificer - apply only to the Juhudi credit scheme, which is a retail 
outlet, since the ratios principally tr,e,uure the productivity based on transactions of the lendiny instin1:ion 
artti not of the population re.~ched. Nevertheless, because the Chikola scheme does entail visits to clients. 
these r~tios have dso been s;pli;.if tc the Chikola scheme's active borrowr:rs. 



N(IF/I(ICF\ OF  LOANS f'i,fl LOAN OFFICEH AND AMCJIIFI I' OU T:i I ANLlINli 1'1.11 01.1 1(:1 t {  
K REP L E V t L ,  YEAH EN11 199 1 d l  !)L),3 

Nurnbt~r uf Lodris P O ~  
Officer r Marlayer 
Jc~lrtidi 132 1 a1 % 
Ch~kola 

KaREP 7 5 
Cl~ent 5 7 1.30 

NGO N ,4 
-.--.-..."--1--".-.--*-.-- I..-L.-"..- - - - - -_L.. - I_e- U.,.".. 

NA I 
Balarrce of Loans Per 
Officer -& Manager 
Juhudi '136 
Chikola 

- 7 -  
NGO ..-.. - . . -  ----a 1 - .-_;--....- ,!:I -------=-...-- ltd --. .-."- --...- ..- -.-. - --.. .,----- -..-.-.- 8,418 N .... A .. 

Productivity ratios for Juhudi show RII improvement during 1992 but a decrease for 1993, l l i i s  
is mostly because of the eftsat of two new branches that opened in the latter pan of 1993. Each of these 
has a moderato portfolio, although six lending officers are posted in each branch. Tlic productivity rntios 
for Juhudi are below those of other well-known large microenterprise credit institutions, but there js 3 

significant difference in the scale of operations between K-REP and these other institutions. In 11;:ditrl:ln, 

rntios related to the amount of active portfolio per loan officer vary widely from progrsn~ tc prl>grrlm. 
Rhyne and Rotblntt (1994) report tlie following loan-to-staff ratios for four other credit prsganls: the 
Gr,uncen Bank, 180 loans per officer; BRI, 1 15 loans per officer; BmcoSol, 269 loans per officer; and 
Acruar, 226 loans per officer. K-REP productivity is not far off and is in a growth nioclo. 

In contrst, numbers for the Cl~ikola scheme show consistent in~provemerlt over 1992 nrld 1993. 
Hecause of the wholesaling nature of the Chikola methodology. thc productivity rztios are si;birar~ti,zlly 
better at this level than in the Juhudi scheme. 

Ir, generd, it may be said that the Chikola methotiology is showing better efficiency and grs:lter 
outreach, as reflected in norninal and real numbers and in amounts loaned and outstlmding bnl~r~ces. The 
overall prcdilctivity of the Juhudi scherne has been affected by the opening of two new brnr!cht.s. The 
productivity of the Chikoia scheme is high and is increasing 

Savings 

Ln addition to credit, K-REP also mobilizes savings of its members. Funds saved by nternbers are 
not kept at K-REP but at local financial institutions that do nclt lend to the informal sector; hence, the 
funds do not support microenterprises. This is a topic K-REP should address in the near future so that 
the cash and w d t h  stream created by the microenterprise =tor may be used by savers in tit~ding their 
own operations. Table 9 shows the savings mobilized through K-REP'S savings program, which 
accompanies its credit schemes. 



I $AVlf,G 3 BALANCES 
IK Sh CC*: S) 

Jt~hudi 
Chikola 
NG0.s 

1 TOTAL 9,494 

S a v ~ r  gs b,~lances at year-enil 1993 are tht: cquiv;ilcr~t of USS430,000, AS r~~;\y be seen, active 
s;ivers h,ne Seen on the rise, increasing by 22 percent during I992 and 40 percent during 1993. [,I 

r~~iit io,i ,  o~lstianding savings balances at year-end in:rea.srd by 66 percent during 1992 and 84 percent 
>:.:in!: 1933 These are not snial! growth rates in nori~lnal or real terms - for savers or for thc amounts 
si:.eil. K - R E P  a r ~ d  its associated NGOs have bcen succc.ssful in mobili~ing f i n ~ ~ ~ ~ c i i ~ l  rciources -- 
~ t h o u g h ,  u mtcd, these arc currently i~scrl to finrtnce other sectors. 

To 3.5 I css the financial perfuc,rnance of K-Ki:P. thc an~lysis will be scp,~racocl by c r c ~ l i t  scl~eme. 
.+I: fir: t i re  :i Ole evaluation, K-REP kcpt two s,!pr?r::e acc~~unting systems for tllc JuhuJi  .i:~,J Cbikola 
d s NGO lending is recorded in tilt: ?cat1 oftice's books, with a l l  noncredit activities 
::lining, cc-sulroncy, technical assistsnce, reseclrch, .xnJ poblicntiuns). The consolid3tion of ,111 ti~ree 

~;:~)u~~t ing i; stem; takcs place only at year eri~l. 

K - R E ?  is not consistent in ht:v.v i t  carrics in:ersst or1 its deposits and on its oiitst.1112ing loan 
:&:::folio i n  3 books. Interest on deposits by K-REP in br-~tiks and tinaricial institutions is rqistered 
r;-.>:nthly ard urutxl;  uncollectt~! inrercst is taken into incornt: at yc.u end. This accn1t.d b1.1t ~ ~ ~ c ~ ~ l l ~ c t e d  
ir.::rest i r o e  Yanks is carried in the consolidated statements a.5 interest receivable. Intzrcst accrued on 
.ka ,., lorn pc~!slio, however, is not registered 3s interest receivable nor shown as incor'cle nt yt.;ir end. 

3:ther, i t  is ;-own as income only when payment by borrowers are made. Thu:;, K-REP 115:s a c s h  
x;:!unting 5:. stern for the recogriition of credit incorcc ,3113 an accrual systcrn for iccunie on its bank 
:.;asits. T:t-2ically, institutions follow either a cash ;r an accrual accounting systeril, and d o  net rnlx 
?cm.  @ shcring credit income anly when it is rece~t.ed, K-KEP reduces its reported and cutst;~nding 
-,-- -.13 l..... ..,t from 3orrowers. 

K-REP'S standard procedure is that, when borrowers make their loan insrdlments, payments are 
qiid to ur.r.:llectrd interest, and tlie reniainder is applied to past due principal balances. This lpproach 
:s :.ct unusui at financial institutions; usually there are restrictions on the timing for such actions and 

I 



tho amount that may be shown as income, In uny cue, the approech has the affect of improving the 
proflt-and-loss statements and ntrgatively affecting arrears retlos, 

Until 1993, K-REP had the policy of immediately charging to expenses tho cost of dl tixtd assets 
purchased, except land und building, This is an uncommon practice, and was diccontinued in 1993, 
Beloltte & Touche has mentioned thia practlce in its annual audit reports on K-REP. For the purpose 
of the following analysis, K-REP'S figures for general and administrative expenses have been presented 
as recorded. which does not change the results significantly, Nevertheless, the effect of this policy is 
shown in the consolidated K-REP annual profit-and-loss-statement, in Annex EL 

Up to the present, K-REP has not allocated general overhead to individual programs. Each Juhudi 
branch, for example, curies its own expenses and those of the department at the head office that 
supervises the scheme. This is also true for the Chikola scheme. But general overhead and staff salaries 
are not allocated. This must be taken into account in interpreting the numbers shown for credit 
operations. 

Juhudi Credit Scheme 

The analysis of Juhudi is based on tht: year-end audited statements for 199 1 through 1993. These 
figures, with the qumeriy balance sheets and profit-and-loss statements for the four Juhudi branches, are 
shown in Annex E. Total assets for Juhudi *;how a moderate change in 1992, with a 64 percent increase 
during 1993, primarily because of K ShlO million provided by the head ofice and because of the 
temporary registration as a liability of K Sh4 4 million in savings from borrowers. These funds had been 
placed into a troubled financial institution, and Juhudi and K-REP rnanagement decided to withdraw these 
funds and temporariiy deposit them with K-REP. 

The most significant aspect of Juhudi's balance sheet is tha: composition of assets - namely, the 
contribution of cash, time deposits, and the loan portfolio to total assets. Table 10 reveals this 
composition. 

TABLE 10 

COMPOSITION OF ASSETS 
JUHUDI, 1991 -1 993 

(K Sh 000s) 

Juhudi has substantial amounts of cash, both in absolute terms and in relation to its total assets. 
These amounts of money have been supplied by donors specifically for loan purposes and have played 
an important role in the profit-and-loss statements for Juhudi during the past three years. This role should 

I decrease yearly as a growing portfolio is developed. Table 11 reveals this effect. 



Ir~(::or~ie 
Intr:rc!rit 6. Applicatic!ri Ft:cv 
fro1.11 Loan Portfolio 
Other Crodit Program 

Associatad Incoc~io 
TOTAL POR rFo i . Io  IrrCOP,lE 

lnco~ne frcm lrivest~r~cnts 
Financid Expense 

TOTAL FlflANClAL INCOhIE 

GENERAL AND ADMIFJISTRATIVE COS'fS 
Salaries and Benefits 
Office Expanses 
Other General and A:l~til~iistrative Costs 

(Includes Depreciation) 
TOTAL GENERAL A K D  ADMINIS'IHATIVE 
COSTS 

Other Income (Expensel 
RESUL.TS FROM OFJERAf ION 

Loan Loss Reserve I 0 

NET RESUL.TS FflOhl OPt-:F(ATIONCi 1 1,250 - .-.-..-...- & .--- ^ ..-.- -.-'..--'.-.-" ----.- .- -".-' .,'-" ---- ......--- 
.-em-- -. ---.-. .. ---..--.. ... --... .-..-- ---- --.- . .- -.--..- d. - ..- 

The nl~r~lbcrs  for the J ~ ~ h c d i  credit schrrnc reven.1 that: 

0 Income rlr;.rivfxi finotn t l ~ c  portfolio was not enoi~gh in any  of the three yenr.; to cover gener;~l 
and adn~inistrative c:ipell!;:s and Ioitns loss rcrznle. In 1992, portfolio inccr~le was enough to 
cover the sal3rics and benctit c;lttgory, but this tv3s not t n z  in 1993, mc.s!ly becnusc o f  the 
opening of the Knvnngware and Syer i  branches. However, it should be noted, that, over 
tirrlt., the incucne from pt~rtfolio ~c t iv i t i es  h a  covered all increasing perccntagc o f  expenses; 
and 

The rcturn on invcstrr~ents, mostly from hnds  deposited in banks, w x i  res;.cnsible for the net 
profits generated in 199 1 md 1992. and significantly reduced the loss thzt cxci~rrt.ci in 1993. 
Tlie financial strategy of using in! estrncnt income to cover the credit income deficit until the 
branches broke even was a conscioi~s one on the part of K-REP. The pmicipstion of this 
income in totd ipcome i s  decreasing on a yearly basis.7 

' New loan disbursement was also slowed when K-REP encountered arrears problems in the Kibera b m c h  in 
1992. This contributed to the delay in reaching the bre.&-even point at that branch. 



'1.11~ ;'!&id o i  tllc portfolio ((ir~cottil: fro111 i11tcrc:;t ; lnt l  ;111plicatioti iccs)/r\vcr;~ljc! pclrtiol ill) rl~cv:l!illrcs 
the ;~ctu;ll ilvcrngc rcturrl on 1t1a portiolio. 'l"hc cost pcrG rt\orlot.i\ry ur~it lo,~rlctl ( r~~c ;~r l r r c~ l  ;I:$ ~ctlt*ri\l ;IIICI 
;~tJniir~iatr;~tivr: cash, cxclu~lir~g loon loss rcscrvc, ovcr thc I(j;~ns disburscd) tlocu riot stiotv thc ,1cttr:11 c:[~st 
~ 7 f  tli~bursirlg :I nlt>rlctirry unit, This is becat~sc gencrnl ;IIIJ ntlnlinistrativc costs ;Ire not incr~rrctl for. thc 
sc~lt! prl rposc uf deliver ~ n g  new credit, but also arc incurred in collecting lonns i~lrciltly J i ~ b i ~ r s ~ * d ,  
r l~~~i r~r i~ in iny  ;m accounting system, and so forth. hfany factors affcct this ratio. For c x ; u ~ ~ p l ~ ? ,  Ii~r.gcc. 
I ~ ~ I I I Y  tun1.1 to irnl~rovc (decrease) this r:itio, a1111 shurt repayniont periods terld to irlcronsu i t ,  hcc:~usc: o f  
drl: st~urtur torrri of the luiln disburscd. Tho riltio is  or~ly an inilic;ltor of i\ trcr~tl that shoulll ttc ~v,~tt-lic~l 
ot,6r 111t: y c m .  Otlrcr tin;~ricid indicarors are presented in I'nble 12. 

TABLE 1 2  

BASIC POflTF01.10 INDICATORS 
JIIHUDI, 1991 - 1  993 

Crctlit Interest Incornel 
Avoraga Portfolio 

Crcrlit Irltcrcst and Loan Applicat~oni 
Average Portfolio 

General and Adnrinistrative Costs1 
A v e r a ~ e  Portfolio 

Gcrloral and Administrative Cos!s 
Funds Disbursed 

Credit Incc~rr~e/ . . 
1 otal Expense 

' the f~:~llowirig cx?lnnatory comments are in order: 

Q K,REP was in a start-up process in 1991, when it was building its ' , s i c  portfolio. L.rttrr, in 
1993, it opened hvo new brmches that hake installet1 idle and expensive capacity.' Tl~is  puts 
added weight on general and adrninistra~ive costs, without a sizable por!t'olio. Thus. the ratios 
tliat include general and ~cirninistrative costs are adversely affected. To avoid this effect, the 
team looked at the established br,?nchc?s. The Kibera branch, for exa~nple, has a ratio of 
0 3557 for generd and administrative costsiportfolio for the last quarer  of 1993 and 0.4171 
for the first quarter of 1994. Kibera had 3 portfolio interest inconla yield equivalent to 0.3967 
for the last quarter of 1993, and 0.2379 for the first quarter of 1994. The Eldoret branch 
showed 0.4330 for general and adtriinistrative costs/portfolio for the 1 s t  quarter of 1993 anti 

' T h e  evaluation team is aware of few other organizations that have attempted to open new branches fully 
, staffed. ACCION in Latin America typically opens a new branch with two credit officers until the branch has 
1 reachedtarge~levelsofproductivity. 
I 



@ I.ir~lil hlarch I!V.3, Juhud~ c h s g d  ILS c l i~ , .~ t s  28 ~\cr.ccllit In ilnn~rr~l i~ir i*rc~t ,  I ' I I L I S  ;I closing fee, 
Since that date, the irlterest c h x g e d  ha twen 3 5  pcrccnt, Ncvcnl)clcss, I I N  il~tcrcst yicld of 
the portiolio actually dccrcasa in 1393, to 25.9 pcrcclrt. 'l'lsis !,~rlrgc:srs an arrclrs ~)rublurn. 

During 1992, !he J ~ ~ h u d i  ponfolio !,icldcd 3 1 4 Iwrccnt, 111 c:,rdcr lo (.over ;ill gcr~crnl irnd 
~~lrninistrativc costs, I J I ~  actual avcrage pcrtiolio S I . I O L I I C I  I ~avc  yielded 46 ,7  ycrc~:rlt. 'I'l~is cosl prussure 

i111 the ponfi~lio was well nhove the rntc ~ h ; ~ ; ~ l j ,  S e \ ~ r f t J , e l ~ ~ s ,  h~v:il~se of tlie subst:~!stial tin;cr~cial irlcolne 
cll:ri\vd fro111 deposits, the nct results were psi t i \ .e  (K Sh4 17,000 or USS12,910) ar~d the self.s\~fficicrrcy 
~:itio, measured total incornettotal cupensc, u8ns 1 .OS ior tllat y e u ,  'ffle cost pcr ~llorletary ~ l t l i t  loii~lc~d 
inc.re:fied from 0.1526 in 1991 to 0.217 in 13'22. 

Juhudi's prrf i~rn~ancc in 1993 c.sh~hi:cd a ~jcclir~e in certain tinaticiol r:~lios. 'l71c portli~lio yielded 
.:'j.9 ycrccrtt in irltcrest incorne, ,uld 20 ,8  percent \\'hen loan npplic:ition fces \vtlre illso consideted. This 

k 
lll~creasc re11ect.s the tiut ~ i f e c t  uf ;lrrcr.rs coupled \\ lth the fact 11131, U I I L I I  hiarch 19'9.3, K-REP 11ad 
~11;ugUd 25 pelcell( on its portfolio; in h1zch 1993, K-ZEP il~crenseri this rare to 35 p r c c n t  per yearir.'" 
lil 1993, t.t~e cost pressure of the portfolio to covcr ger~eral allti n~!minihtrativc costs increased to 0.514, 
;111d the cost per rnonetfiy unit loaned 3151: i~lcre~i~ed to 0.285.  C 

Other u*ell..kr~own rctail credit progranis have niuch lower ccsts per rnonetnry u~l i t  disbursed lhan 
K-REP, and their break-even yoinls fcr general and adn~inistrdtive costs arc substantially lower. 
However, the size of the program is il big f a m r  - K-REP'S Juhudi portfolio is small in cor;!parison with 
many olller successful rctail credit programs. The volume of the portfolio would liave to be increased, 
without additional general and administrative marginal costs, to make a profit. K-REP is in a good 
position for this to take place, as idlc lending capacity is available in all four branches. With increased 
volu~ne in lending, the ratios should improve accordingly. 'The evaluators feel strongly that current 
capacity holds the possibility for achieving a grcater level of sustinilbility. Fut t l~cr  expansion of staff 
;i~.'d officcs should be predicated on i r~creasd productivity and bener use of e:iistirig resources. 

On a consolidated basis,  he Juhudi credit scheme liu not yet achieved self-sut"rScicncy. I-asses 
$.l.ould be suhsta~~tial,  were it not h r  the tinzncial income Jcrived from K-REP'S deposits. To assess 
:i hether this situation tvas bccnr~se 01' the cpening of  the new branches at Kawnngware and Nyeri, the 
ill.rarterly balance sheets and profit-aid-loss st;:tements of the older trnnches ar Kibi:ra and Eldvret were 
cx;unincwl. These statements appear in ,.4nne.u E .  From rhese figures, it tnay bc concluded that, although 
the Kibcra and Eldorct branches show protits f ~ r  the last quarter of 1993 and ~J ie  first quarter of 1993, 
L11c.s~ profits are mostly h ~ a u s e  of !he tinmznsial income rc t lec td  as deposits in other banking institutinns. 
if 1101 for that recorded income, Kihera u.ould have rmde a profit of K Sh'i0.000 (I.ISS1.026) in the ;ast 
quarter of 1993 ar~d would have lost K Sh334,OOO (l.:SS5,560) during the fil.st i l ~~a r t c r  of 1994. The 
Eldore: branch would have lost K Sli294.000 (USS4.310) in the Inst quarter of 1093 and K. Sh94,000 
(USS1.567) in thc tirst quarlcr uf 1994 

' ADOPE31, a \$'omen's World Banking affiliate in tile Dominican Rerublic, showtd a r:#tio of gcnernl arid 
;idnlinistn~ive costslaverage ponfolio of 0.37, and a ratio of general and administrative ccstslmonetary unit 1o;urrd 
of 0.14, uhen its portfolio was about USS600.000 (about wice that of Jubudi at year-cnd 1993). ADOPEXI 11s 
since improved these ratios signific.mtly, u.ith a current portfolio of USS1 million, 

I n  In addition, adverse econornic environment. Ivith high inflation and devaluation, has affected K-REP'S 
finances, especially during 1993. Some general and administrative items had to be adjusted accordingly. 



111 gctrcrnl, it tliily hc ~t,itct1 111;lt K i l ~ c ~ i ~  ,111tl I:l(lorc:t ,ire I I O V C ~ I I I ~  ;~tot~iiil  I I I C  t)rr;lk clverl po~tlt ,  an0 
K,~\w,rrrgwnrc ,~nd  Nyori I i l r ~ r :  c~crs5ivcIy t ~ ~ g h  gcrlcral ,lntl I ~ ~ ~ I I I ~ ~ I ~ ~ I ~ I I I V O  i o$ t$  lor tlir: Irvcl 01'pot 'rt~~lio 
l ~ i - i i ~ g  h;~rrdlcd. 'This 15 cspc*ct,tlly (rue in K,~v/ ; l l l~(r ,~rc,  (r I i ~ r c  tlic lir+t cpl;~rtcr 111 I f ) ( ~ 4  ~w n portfolio 
11;~l;irlcc of K Sh705,~XK) ( 1  1S5I I ,  :.'rO), uilll 1;crlcr;~l ,inti , i t l ~ ~ l ~ r i i ~ i r ; ~ t r \ ' c  ('O;IS o t  K 51) 754,000 ((15% l!,.Tt17) 
l'or t J ~ t  S:L~IW pvr icicl, '1111s ~ ~ I I I ~ I ~ I ~ I ~  ~ I I o ~ I I I I  c l ~ : i ~ ~ g e ,  

'The Cllikoln cridit scllerne has 3iErlificnnt econon~ics of scnlc. l:vr K . R F , I J ,  i t  is ;r u'holesde 
opcr~ition that cuts costs. aiid, for the chikoln groups, i t  is :t retail ul~cralion, 'To ~\~:llualc the financial 
~~erfc~rrrisrrce vf  the gronps, the qt~iu.tcrly halancc slrcets n;ld ~rrofit-icnd-loss st;~lc~i~c!~lts for (lie pre\.i~?us 
10 quiirters werc cxamineil, f r  0111 Scptc~nher 199 1 to Decell.~her 1993, 

')TIC tot.ql assels o f  the C'l~ikoli~ scllci.nc incre;~sed drnrnstic:illy from K .Sh 1.6 rnillion in LJccurnber 
1091 to K Sh7,3 niillion ;it j.i.,~-t:~~d IY92 ;111d K Sl.168,5 ~nillic-)n (I.ISS1 million) by )'t:ar-cr~d 1993. Tt1cse 
~ - ~ t ~ t s t n ~ ~ t l i r ~ y  r:!tes o f  growth -. 350 pcr(:ent ;{lid X?5 perccnt, rcspecti\~ely ..- were iiil:tnccd by funds. 
trnnsfcrred fionl the Irenci ~ ~ i f i c r . ,  ihat ~i~iijril(?d 1'1.o1n CI~:ji~r)r rr~(:~nics gr~ar~t.i!d to K . , R l i P  for its c ' r d i t  
progr:ilns. 'Table 13 alio\vs the C'liikoln s~;hcmc's colnl~osition of ;cssct.s or1 ;In ; { ~ ~ I I I ~ ~ I J  I7:1sis. 

TABLE 13 

_-^-...-"-"--.-..- .-..-C--.-.-.--.- -I-.-- - ..-. .-..-..,...,. --.- ..---- -.-- -..,, - -...---.-.--.- -- ----. 
1991 1392 

1.---...-..- ----.--- _-..- .--- .--,. ." ...--..--- * -.-.,. -.--- --- .-.--.*--.--.--- -.- 1- --.--..I-- ,.--.--...--- .---.--- -. .. .... ---.-- ' .--. .- .-- --.--.---- ---... -.-.- ---.-. -*-----".------ 

Total Assets 
CdsI? 1 oan and Portfolio Cquivalcnts 1' 1 ,441  ,!:;I 4,630 7,32{ 1,254 '"7 50,5 16,496 10 

I -1--- -----.---I.---.-.---.. - - . * I  ,----.. -.----. - - . _ - - - I  I.....-----.. ------ - 
Cashil'or tfolio 0 . 1 2 9  0.278 0 . 3 2 7  
Coshfrotal Assets 0.1 14 0 . 1  7 1  0.248 
Fl~rtfolio/T~tnl Assets 0,885 0.633 0 .737  

:z:r:--:=2==-: :=.~~---7-.----..&-s"2=:~&~-~~.-!.--.~:.y--:..~:z.=:~-?e. :F-7-~Y-..~~-&~---y---=:?----~57~- 

IJnlike the Juliudi :cliemc. ~ ! c  Chikola schcnie ilor~s not clupc~iii on incvn~c (icri\,ed fro111 its deposits 
to cover its costs. Oc~nuse of thc iiierllodology invol\wl and tllc sizc of  tlle porttbliu ii~;t~lngcd by a single 
crcdit officer, gcncrzl arid :idministr;~ti\.c caxpcnzes are ~ n o d c ~ x t e .  'T;~t?le 14 sllu\vs thc ( . ' l ~ i k ~ l a  scheme's 
protit and loss for 199 1 - 1993. 



Ik,r,c,rnE 
Ir tornst and !qpl~lication Fcos from 

laari Pz~rtfolio 
Cthrjr Credit Prngrarn 

:t,soctated Incor.ne 
T O  rAL PORfFOI.IO INCOtAE 

I,rc.oma from lnvestnierits 
rinancial Expense 

.r(jrpl- I'INANCIAL IIdCOI.IE 

(;El.f:RAL AND Al7rJlPJlS'TRATIVE, I: 08TS 
S:iiilries arrd Rcr~efits 
C:ffic.e fy,t pcnses 
r!ll~er r;crleral and Adrntn;strative C : r ~ t s  
I GTGL CENERAL AND AOMINIS'I'HA'IIVE COSTS 

II Other Income (Expense) 
RESU1.Y S FROM OPERA'TION 

PJET I!t-!?LILTS FROM OPERATIC NS - -I_I -..-..-...-.- ^.-.--.---.--.I.--- . . - - - - -  ---- .---.-.-. -̂. -_--...I_ _.-----..--.-. ...-- ".,.-..*-----.-----.I.------ 

f3;! December 1993 -- !hat is, 30 rnor~rhs aftcr start-up -- the Chikola scheme covered all its 
, ~ l l o ~ - n t d  costs. Jn nddiriorl, i t  contrihutcd K Sh2.4 million (;lpproxirnrltely tJSSo~0,$;15, at  the a\:el-nge 
~:.ch;~l>gc rate fix 1993) to cc?n.wlidiirod profits. 'lle rate of grouh cf general ntid ndrnir~isrrrltive espcnses 
fo r  ~ h c  Cliikoln srhcme is \ v d I  below tl;e groa,th of portfolio income. 

'l'tAhlc IS Ilrccnts the C'l~ikola schcrne's finsncid i~~dics tors .  



Credit Interest arid I,c1:1n hpiilic:ltionl 
Average Fv~t fo l~o  

General i ~ n d  Administrative Ci.,sts/ 
/rvcra(le Pol-tfolio 

Gefleral arid Administrative Cr,sts/ 
F~rrlds I~isbursed 

'rutat lncomol 2.93 15 
'Total Expense 

I.z.-~"--..-S-~ - . - -  r" . . - ~ - - . * ~ - % - = ~ 3 . : :  "' ".. -*-.----- .U"U " -.-. .,- - -.*..--a- 

C'llikola operntio~~s c~lrrently cover all the scheine's costs, with a sclf~sut'fisiency r.itio that 
:inp~.ovid fiorrl 0.21 in 1991 to 2.93 pcrcent dt ye;u+nd 1993. ,,I rapidly increasing ourst~r~c!ir~g por.tfolio, 
with cxpeuzes that havc increased only r;ligl\tly, has iniproved the cost per monetary i~r:it In;~tlcd from 
0.08 in 1331 to 0.02 in  1993. This r;~tio is lo\vcr than the ratios of any orher kncun retail c rd i t  
Ilrc'8r;un. 

Ilespite charging sn ititcrest rate of 35 percent per >car, h e  intercst yield o f  rhc ot~t~rni~ding 
(:hikoln portfolio is rcgislcrcd ;ti 15.9 pc~ccrlt for 1993. -T)lis low yield is ~ ~ p l ~ i n c d  by 1\+'0 1;'I~tors: 

4 ' 1 % ~  use of three interest rates during the ycnr. Various trsnchcs of loans outstnnding were 
pcrforrning at 16 percent, 20 pctcent, and 35 pcrccnt (starting in Scptenlbcrl, >.ic:lding an 
nvcragc perfornling rate of 25.75 percent for 1993: nrld 

The lag betwcen recording a loan and its first interest n:~ymont d~lc.  ;llrhough il!e mtcrfigc 
~)utstnnding p0~f0foli0 for the )car \\.as K Sh20. 1 r~~illion, the a t w a g e  ourht:indi~~g p~rtiolio 
with inrercst paymcrlts due tiiro~~ghnut the period nfas only K Sh12.1 rnillic?n. 'This 1:ig IS 

yritnarily because of ndministrative problerns in delivering credit and clearirg disbursement 
checks. K-REP has hecornc aware of this problcm. its cost, and its inlpnct, and i5 i n  he 
process of solving this rnatter. If income over portfolio is adjusted to account for only tlle 
portfolio wi th  interest payments due, the interest yield on the portfolio incrcnses to 25.8 
percent. I t  i~~crease. to 29.7 percent when loan application fees are inclt~dd. 

In general, h e  Chikola scheme is in n growing mode, with c~ntrolled costs, returning n protit, with 
high self-sufficiency, It continues to lower its cost per monetary unit disbursed. Dcspite rhc fact that 
certain o\~erhead costs attributable to the Chikoln scheme are not being allocated, all indications are that, 
even if they were allocated, the Chikola scheme is a healthy but developing credit program. 



ltlcnnlt? fro111 h..l{l;l"li i\ 110lt:s;ilc firrl.*tio~l to PJ(XIS I S  riot krpt i t  'tcilt~r:lIC irscounting !;ystcln, 
I~u t  is c;lrricd in thc b o ~ ~ k s  o t  tlic Ilc:ld I I ~ I ~ C .  No spcc~tic  al.Iltlini5ttntive c\pensc i~ alloc:~tcd to this 
1r:nding irctivity, iilthougll the tlcl>uty rniltlnging (1ircc:tor f j r  credit, fitianc-c f ~ t ~ d  :~dlnitiistralion is tllc 
ibr:rson who <rlpcrviscs this I'lr:rr<titln. R'ith no ;~lloc,~rion of costs and nil ! l : i l , i r~~.~ shic't, 110 1r ; i l  fina~icinl 
;r;~dysis is poss~hle K.RLIf' rcp11-t.s rlo ;ir.rears on t\;C.;O loans, except for (.)fie instrt~ltion, u l ~ o s e  portfolio 
l i ; ~ ~  trcen fully rcsencd !u*rit:i.n hy K-REP. 

'111~ akerage \vc~glltwJ rn*e of thc n \ ~ t \ r ~ n d i n g  portfolio tn N ( i 0 ~  u ~5 about 9 percet~t at  year-t.t,d 
1093. 11 can he antrcip,\trd that, because this ratc is substanti;illy Ioutcr than the charge on Chikola and 
lvhurli Ioic115, the poltlillio yicid ot K - H I : P  on ;I c~nsolidiited h,\sis 9th. 11Itl drop. 

,.\rrcnrage is an irr~pot~ant topic in ::ny 1ir):111ci;ll ilistitiltion .- fi:~trrl;tl 1.1r othertr1i5e, Arrcnrs crode 
I. dsh tlnw ar~d sub\~nriti:,lly u,eskc~l  tl~e financial pcrforrn,mce l ~ f  a n  inrtir\~tion, illrears callst: forgone 
income, lowcr the ca?h tlon., ant1 rt*quirc an ~ \ ,~ r . i~ l c r e . a s ing  i~~vc..stsncnt lo keep ~ d e q u a t e  Icvc.)s of 
~ciivity, In  ;~cldition, wi~Jespre,~d arl,ears iln,li.rrnin~: [he c \~s to~i ie r ' s  sense uf obligation to repay a loan. 
this situation leads to rliore a i r e m ,  making nrrrars endcmic to the institution. 'Ihis scction looks :ti the 
;uaJity of K-REP'S portfolio and nnalyzes tb: r cpo r td  arrearage in each lending sc.he~ne. 

'The Jt~lludi scllelne and the NGOs I l ~ d  an arrears crisis in 1992 and part of 1993. K-REP war; 
:lware of the crisir :md tightctnd its grip on the situation, which wns subsrnrltidly brought under control. 
~ ~ l l e c t i o n s  el:forts werc rcrdoub!zd, scl\*ings were foreclosed, :rnd r.cser\.c.s uere established. 

'T,lble 16 shows the anloutits uf swings filrccloscd by K-l713P nnd by the NGOs to defray loan 
Jefnl.11t~. 

SAVINGS FORFCLOSED 
(K 511 000s) 

Julludi 
Chikola 
PJG 0s 

1 OTAL 1 o L  8,078 1 4.11 5 
-I-..---.--..-.-_----. . - - - - -  .---. ..* --.. _--_-- -.-- ----- ...--- -.----.---_ -- --^ _I_I--...- ---.- .----.- --_ --------.- - - - - - - - - . - - - -  

Amounts forcx1osr.d during 1992 are equivalent to 18 pcrcc:rjt of all ?.mounts disbursed that year 
by K-REP and the NGOs, xltl~ough rtot all savings foreclosc1d relate to loans granted that year. 
Foreclosures dtop lo 8 percent cjf loans disbursed for 1993, Foreclosure on guarantees has constituted 
a secondary source of payments and llns improved both K-REP'S financial performance ,and the quality 
of its oi~tstanding polzfolio. 



6 K.HLP c h , i n ~ c O  irs dctinitions c.lf iirrcnrs iirid dcfnults in 1093 herause of oper.ition31 
difficu;tics in tr;e:king nmmirlts, I-rcj~n 13'190 through i1!32, " ~ r r e ; l r s "  rcfcrrcd to . .ny I tun u.ilh 
~.rre i ~ i ~ t n l l n ~ c n t  p;~st clue, and " l l c fo~~ l t "  r~:fi\trcvj to my li..in with two or  nlrrre in\ l :r l l~~lcnts p;lrt 

! I  I i  i ! I  I I t i i l i ~ i  i 1 1  i o I t i  I S  1311t tluring i1.)Y3, K-HI!P 
,111crlul ~ h c  11~r;ining ~ . ) f  ";it.rc;lrs" 113 incnn 3-12 u ~ c k s  ~ s . s t  titre; and tllnt 1 1 t  "~fcl';tult" ICI me,m 
12-52 \i.icks past Jue. Thc ~1Lc.t was th;rt I ( -REP greiilly reduced the ;1111c7l~nt of its 
l?utrranding pclrtfolio in  tcchr1ic:il default, It1 I A I C  1932, K - R E P  also implcmcntcd a systetn 
ft)r 1r:lcking tnc ; I ~ I I I ~  of rvccit,; I)lss; ntld 

Q l'lie prnr.cdure for rcccit ing I , I I C  I~nylilcnls by first ,jppljling procce4is to tllc reco\.ery of 
interest ,\nd then to pril icipd i , lproiacs the profit-aid-loss \t;ltcrnent ~ n d  clr~~ctrorates the 
q~~n ' i t y  of tile ourstnndirig portfo! io. 

I OP N QUALITY RATIOS 
F.(iOs AND JlJHUDI 

1991-1 993 

I 

('.rrears rllt faults)/ 
I O ~ t t s t a ~ ~ d i n g  I oar1 Portfolio a t  Year End 

K.REP Ji,hudi 
iJCC)s Juhudi 14.61 Gj 27.1396 2R.do/o 

8 I--.---.----------.-.-.-- ..--__. -- --.-...,-. -..-- ..,.. - -- 
R ? s t  Due al.qounts of One \'!ceW 
I?ulsIantliny [Loan Fortfolio a t  Year CI ~d 

K - R E P  .Juhudi 
I.'fiOs . I f~hudi  ..----.---.-.-...-.---------.------ 

I':?st Due /,rnotttits over One \k'zckl 
C'vlstanrling I.rian rurtfolio a t  \'ear End 

I(-REP .Juh~~di 
1JGQs Julludi -.-.------. 13.70% .--- 

Amcunts Paid:Arnounts Due 
K-REP .1~17~16i 

RGOs . l uh~~di  -----. --------.--- . - - . _ -  

I 98,56% 1 ---A 92+l2?4 

. - . - . . - - - . - - . - . - . - - . - " - - - . . - - - I - - -  
92.11 % 86.55% --- 89.56% -- 

" Definitions of arl.L?,2rs ?,;a defaults, however, vary widely ar!oss n~icmnterprise credit institulions worldwide. 



The level of Urarrr and defaulu at NOga shown in this table is striking, The level la axtremely 
high and Ir deurriarutltlg. Ol' tho N W  reponlag arrervs for December 1993, PGEA~Ghe8orla recorded 
paot due items equivalent to 20,17 petcent of its 1993 year-end portfolio, NCCK's levol of put due 
item wrrs r@poned at an nstonlshlng 41,73 percent of Its portfolio, PRIDE'S iurom ware 56,') percent. 
and Totow's ware 3 1 ,ti percent, KWPT reported a surprisingly low level of mwrr and put dus items 
of 0'1 percent, This avtrrall situation is not campntible with viable lending programs end is bound to 
affect K-REP in the near hture, KdFIEP should deal with this Irsur rur soon as possible. 

A recent analysis of the quality of I€-REP'S Juhudi portfolio rs avdlabie through the aging syetrtm 
begun in late 1992, Table 18 shows the aging at year-end 1993. 

AGING OF LOAN POR'YPOLlg 
JUHUDI, YEAR-END 1993 

The ratio of total arrears to the outstanding portfolio for Juhudi is 7.78 percent, which is similar 
to. or even slightly lower than, other programs of similar size. Nevertheless, a significant percentage 
of past due loans are quite old, leading one to expect that it will be difficult to recover these amounts. 

The Chikola scheme has shown no anears to date, basically because of the system whereby banks 
make automatic transfers of funds from a chikola group's s u n t  to K-REP'S account. If group members 
were not actively repaying their loans to the group account, such automatic payment would not be 
possible. 

Loans by K-REP to NGOs are now current, although special provisions were made in 1993 to 
cover possible defaults. Some NGOs incwed arrears in 1992 and 1993, but were covered in early 1994. 
In the near future. K-REP can expect to see some defaults from she institutions that now show substantial 
arrears. 

The overall quality of the portfolio shows: 

A healthy condition for the Chikola scheme; 

A manageable level of arrears for Juhudi, but with an increasing number of those arrears 
outstanding for long periods of time, which may lead to losses; and 

A dangerous current condition for the NGO portfolio, indicated by the amount of client 
arrears at the NGOs. 



K , - R E P  grew sl~l~sr;lrrti:~lly during lllc ~jcriod analylcd, u 1111 total ,~sscts incrc;r~irly, ,it ;In ;Ivcrilgo 
, : I I P ~ J ; I ~  ra te  of 81 pcri.clltr to K 'ih2;'5.7 r~::llic!n ( l . iSS3  3 1n1llic711) at ),c*.ir-crrd 13C).1. 171e 1ni1in ilssets 
~~ t lown  c J n  the 11193 I?nl;ulcc sheet ;Ire (;,L(;IJ ,\lid c q \ i i ~ i ~ I ~ t l i ~  of K S1179.4 1r1111lsi1 \ ! . ' % $ I  2 tnilliun), 
tl*l)rescliting 35 tlcrccut t!t' tnt:d iriscts; ,!INJ the I4.m purtf:zlio. \cith ;I 11ct o ~ ~ t s t ; t ~ ~ ~ I i ~ i g  I C I ; I I I C C  of 
S $11 103,6 tr\illion (1.15S1.9 n~rlli~-~ri),  ccluiv,!lc.llt to 4'1 perccnt of as.cts, 

K.RF.P is 1 ~~rrer i i ly  ;I dcul Y . ~ ' L I I I I ~ C ~  ?J(-;O, I I A \  ilig ICCCI!  t d  I I O I ~ J ~ ~ C ~ I ~ T ,  ~ ~ n ~ u r ~ t i r \ g  to K $1156. I 
I i n  I I I I i s  T';ll)lc 19 \ l , t ~ \ \ s  ihe grrrrrts i t , ~ ~ \ t : t i  t l u r i  II( Oic 1;tyt ~ ~ I I C ' C  )L;irs.  

Ixtcrnge (total liabilities/c3p1r,ll) is I O W  f i ~ r  K-REP. I t  :+as recotdcd at O 03 f t ~ r  1090, ir1cre;ising 
111 0.08 in 1993. l h i s  is typical of crctlit Ilrograrns that do nor t3ke d c p ~ s i t s  and are i ~ ~ n d c d  tnc)stly by 
;Iclrlors or I~rnrls. 'T;ible 20 shotvs a cr~nsoli~1,ltctl profit-and-loss ?tart.r11cnr f ~ r  K - R E P .  



Scvcral things become clear in looking at the abbrc\li;it& profit-and-loss stntcrncnt for 1393: 

, 
] '. :-3-e!3-.r=If/rIf/-..: z~~i'*---..*-rZ-ttL-. -%Ye. 

Crej l t  Firrsl~cial l ~ i c o r r ~ e  
Other Financial lnccrrne 

C~;e,er N o ~ l c r r d i t  Inr. oms 

Lmns Loss Rcserve 

~ - ~ - - ~ ^ - ; - ~ -  

Cirar~ts rrceived by K-REP (and recorJe:i i i ~  912 profit-and-loss statement) represent 86.7 
percent uf tc\!nl g~xiss income. 

Q rhirty-eiglrt pcrccnt of ro~d lin,ulci;ll income is derived from revenues on deposits in tinancid 
institutions, ;lrld cralit inco~ne represents 62 petccnt of 311 financial iticume. In terms of totd 
incame, the credit operation is but a fraction of dl revenues brought in by K-REP. By looking 
at its halance sheet, K-REP may easily he identified as a lending institution. Nevertheless, 
because of income derived from other senlictts, its profit-and-loss statement woi~ld reveal it 
as a ptovider of services. The composiiir-:I of K-KEP's profit and loss should change in the 
future ns the lending portfolio develops. 

a Otl~cr noncredit incorne tins increasingly becolne an imponant source o i  revenue, and, in 
1993, it was associated niostly with otller s e ~ ~ i c c s  provided by K-REP - in pmicular, 
K-KF,l3's consultancy services, In 1993, consultancy services brought in K Sh7.16 million 
(US$122,800), equivalent to 82 pcrcent of incorne that credit brougl~t into K-REP. 

rrsPYYI 

1993 

8 '1 80 
!i.368 
0+870 

13,440 

8.192 

26.893 
1.270 

160.825 
9,161 

0,600 

--.. 126.473 

Noncredit expenses v q  substantially from year to year, These are affected by inflation and 
are related to general ,and adlilinistrative expenses of tile noncredit functions and to grants by 
K-REP to NGOs. In 1993, for example; of the K Sh29.6 million recorded as noncredit 
expense, K Sh3.7 million, or 13.8 percent. related to grants to NGOs, and K Sh1.6 million, 
or 6 percent, lo training expenses. "Salaries and Benefits," a major category of the noncredit 
portion of the institution, showed expenses of K Sh5.U million, or 21.8 percent of all 
noncredit expenses. 

; z * : * r n : ~ - % - - o O z ~ . ~ ~ * ' t : - ~ :  

1992 
i ~ r : U P L Y M r t ; * ~ h ? l - - ~ f T - -  

3.987 
3.048 
0,612 
(3 521 

4.958 

15.580 
7 . 1  12 

25 ,738  
4.538 

1.000 

8,167 
u-.- 

- :.- ..72=. 

1990 1391 
-2-..- 

0.165 
3,036 
0.000 
0.201 

0.118 

31 .I80 
0,266 

116.310 
0.468 

0.100 

15.321 

1Y.W 

2.886 
2.008 
0,000 
4,181r 

2.060 

13,613 
0.1 It9 

:13.265 
1.864 

0.000 

..-.. 23.091 -.-.. 



Self-sulflcicncy rllay I:c ;inidy7' this cutlsolitlntcd pcrspect~ve, I!' gr,lnts i~ro c~xcl~~tlcd,  111(! !,elf- 
sttlflcicncy r;~tio (tot:ll i l~ct~r~r~*/rnral .) was O , b 8  for 1993, up t'rorn O 026 in l Y 1 ) O ,  Wllen grnnts 
wcrc includccl, as hI11 r.c\cnues iind zxpc~isc~,  the ratio ~lr;lm;tticiilly increased to 4 6 h ~ r  1'1'53, l ; iri i~~~cial 
itrcvrtle covcred 37 , s  purccrit of [otd cxpcnsc in 1993, K-REP'S sl~stain:rbility Ilia ~ ~ r t p r u v ~ r l  in 1110 l l r t  
three years, i~nd ~hoirld inrprovc as it irlcrcnscs its Icnd~ng activity." 

i'hc gener:il qrrt:stiun on die s~rstairinb~lity uf K-KISP was euiitnined :I[ the Icvel uf the I't~cling 
,~c.livities i~nd at h e  Icvel uf the irrstirulinn es n whole, ,It the credit I~.vel,  in spite uf the fact that ;ill 
t nsls ; ~ c c r u d  at [he head office iUc not proportionately allocated to lending operations, both the (:l~ikala 
sc-trrme and the NGO lerlding activities, with sclf-suificic~icy lvvels ucl l  over 1,0,  contribute positively 
to the rret profit of die instit~ltion. Economies of scda have been achieved in dl lending schemes, but 
tlresc are cspccidly imyrusivc in the (.'hikola scheme. 'The Juhudi schcrne has riot yet bccn able, as a 
whole, to coter its allucaled costs cor~sistcr~tly. Illis is nut o!ily becailse of nrrcars, but  iilao bcvnwe of 
Jlr1111d1's rcldtitcly lvsv lorn-to-staff ratio at the new branches, 

At tlie insti tiit io11;tl level, K-IIEP operates as a donor-sponsored N(;O. ;I t this Icvel, credit, 
tinnncid Income from ~~eposi ts ,  imd cc,nsultancy services are the stronger iricvnlc generators, 'Ihese, by 
tl~cniselves, could not pay 3.11 expenscs of 1 J . l ~  vrganiza ion and, if not for grants from dunors, K-KEP 
s~url ld  have reported a yc:u+?nd def'lcit 1.1f K SliI4.4 rnillion (CJS.$248,300) for 1993, Ncvcrt.lleless, it 
r~ltlst hc pointed u ~ t  that 1n:Lliy expcllscs (s~lcli ;u grants to N(;Os, training, ccrtairi :ravel expenses, nrld 
donor repurting expenses) a te  incurlcd only bccause h e y  forni ;*I integral part of dotlor-ftrndd projects 
itnd are tlesignd to l ~ e  covered by donors. 

K-REP'S credit oper~t ions  are, the:cfore, part of an organization that still relies on grants froin 
don0r.i. A sudden decrease in the flow of glants could threaten tlle survival of the credit scl~enies that live 
within the orgulizatiun, Although self-sut-flciency is a question associated more wid1 the credit schemes 
than with the illstitution, die fact that both are so closely intenwined makes self.sul'ficiency a specid 
concern. K-R.EP should seek a rnezqs to separate credit operations from the rest of the orgsuiization. 

As for h e  overall quality of tllc portfolio, [lie learn's finuicial analysis rct'enlcil thr~t, despite 
problems with arrears at an earlier d3te, the pCrCt.ntilge of the portfolio that is in arrears rl&s ddecrcased, 
Ifowever, a large runvunt of the arrears has heen outstanding for a long time, a situntion that may lcad 
to lusscs. Repods of high lureus  on ouutarlding loans to tlle NGOs indicate that these loans. while 
currcnt, may be in jcopardy. 

'The difficulty thiit nwst finruicial irlstiti~tions have in gaiuing ncccss to lending funds tlocs not seem 
Lo be a yroblcni ;it K-REP. Significant lcvels o f  cash arc availitble, although some cash is e;~rmarked for 
sylwific lending objectives. Ncverthclcss. in the near h ture ,  K-ItEP will probably face  hat barrier for 

-- a tl:it.l.icr h a t  rnmy other succcssfiil microenterprise iristitutions have o\.ercolne. 

" As a point of ntft::cnce, Steanls (1992) reports hat,  after one year, the Sndl and hlicroentcrprise 
Developlnent Project i.1 E o p t  was operating at a 50 perccnt level of sclf-sufficiency. 



MANAGEMENT WFORMATION SYSTEMS 

An informatlon system ia not aimply computerization - rarher, it is the abillty to produce 
Information for operational and managerial purports in a tlmely and regular fashion, K-REP hu suitablc 
hardware for Ita opnrational puipoaee, and is currently teotlng new software to trld in ita managerial 
fbnctiono, 

K-REP produces an enormous amount of informatlon on a regular besis. Decentralized Juhudi 
branchear keep record8 on borrower statua, which are then consolidated by officer and by branch. Each 
branch regularly prsducea its own balance sheet8 and profit-and-loss statements, In addition, monthly 
activity reports, which carry most of the inforrnatlon donors have requested, are produced, Chikola 
scheme operations have their own balance sheets and consolidated profit-and-loss statements, ns well as 
monthly activity reports similar to those for the Juhudi scheme, 

Upon review of K-REP'S information systems. it appeared that this system was oriented toward 
monitoring cumulative activities requested by donors more than toward showing outstanding balances of 
loans, active borrowers, and active savers. However, K-REP stated that, over the years, it has modified 
its information system to suit its needs, while keeping in mind donor requirements, In fact, it seems that. 
in the past, the system had probably served neither the information needs of the donors nor the 
managerial needs of K-REP very wall. Since changes were made in early 1994, information pertain~ng 
to active or outstanding loans rather than to cumulative performance has been tracked, which should 
prove to be a useful improvement over the previous method. 

K-REP uses off-the-shelf spreadsheet and accounting software to process much of its information, 
and this has led to errors, some of which have been detected. K-REP has been developing a new 
managerial and accounting information system. This system is expected to be operational later in 1994. 
Several NGOs, which will also benefit from this software, expressed some impatience over delays in the 
implementation of this new system. 

Monthly financial information now available includes balance sheets, profit-and-loss statements, 
and cash flow statements for Juhudi braches, the Chikola scheme. and the head ofice. Reports carry 
information for the current month, the previous month, and the year to date, and indicate budget 
projections and variations from budget. It would be useful for K-REP to add to these monthly monitoring 
reports financial performance ratios that would, at a minimum, allow one to follow the yields on the 
portfolio. the average cost of funds, and the cost pressures on the portfolio. This additional information 
would contribute to better financial management of the institution. 

In summary, K-REP has for some time been upgrading its information systems. which in the past 
fell short of its needs. K-REP management should give priority to the completion of a system that will 
serve its purposes now and in the years to come. 



Impm nt the sl ie~~t  or beneficiary levcl is one of four levels of irnpni't for which cteclit programs 
5ho1rld he held account;~ble (Orern, 1989).' 'illis section prcscnts both quditatibe mind quantit:ltive findings 
I'rom a survey of 212 clicnts of K-REP and its associated NCiOs, 

Numerous rnctl~odalogical obscncles ar.isc in trying to assess bt*ne!ici:u)' level irnpnct, not h e  least 
of which is the difficulty in  ,rrtraibuting positivc (or ncgotive) effects that occur over lime to any single 
Cejctor, si~ch as credit. Nevt!nhcless, aJthough effcxts ;uc difficult to study, they are t t ic very reasons 
\+ Iiy donors hlr~d devclol>mc;.n~ prcjjc~ts. 

One of the first questions the study team asked in this cvnluation is, Who is K-REP currently 
serving? Over time, thcre has been turnover within many of the Kiwas, which may reflect a changing 
clientele in the Julludi program. Thc team therefore co~ilpared the results of its survey with previous K- 
REP profiles of Juhi~di and Chikola borrowers ccr~lducted from 1991 to 1993. This comparison illustrates 
the chanees that have occurred among clientele in the past few ycars. In addition, the Chikola scheme 
is suct: a recent development that not a grear deal is known about this group of entrepreneurs, In 
describing the Juhudi clientele of K-REP and its affiliated NGOs, the team h a s  compared the clientele 
with clieriis of [he (:'llikola sc!lcme to deterrnirle any significant Jiffcrenccs between the two groups. 

Compo~lnding the difficulty of studying impact is the dearth of il~formation describing the role of 
rllicroenterprise activities i n  the lives of microentrcprcncurs, puticularly those \rhose businesses never 
grow beyond one-person entcrpriscs. Raseline survey findings frorn many African countries have 
rcpcatedly confirmed that the majority of rnicroel~terprises stay s ~ n d l  (McPherson, 1991; Liedholm and 
Ylend, 1393). Sirnply as a rcfererlce point, or baseline, it is riecessq to have ,m idea o f  how 
r~iicroenterprise activities fi t  into individuals' strategies for economic and social well-being. \flithout that 
s a basis, any change occurring after credit i s  granted is unrecognizable. Because little has been done 
to provide the context in which such changes may occur, the team framed its survey in a way to help 
describe some of the mcans by which individuals define and create security for themsclvcs and others 
throulbh their lnicroenterprise activities. An undc*.standing of the contribution of business income to the 
Iiousehold also suggests how increases in business profitability are reflected in an improved household 
situation. 

' Otero describes the four levels RS the beneficiary, program, institutional, and local commuaity levels. 



k\causz th: ~ I T ~ J S , . ~ U  in mM: mtcmxralit pragr'ms hu ban to lcr~d for the pt111)osc 01' ~nh;m~iilg 
a ~lnglc cntcrfrrse 2 A * ~ h  a l)ers:il r ~ i , ~ :  be cngagcd, which is thcn n~on~torcd rind cvr1111;1tcd, much of 
ttlc ~nforrr'~ati~n ;~:,?r- :g to otLler ~tres i l l  which an ir~divrdud icnrrilprcneur is ir~volvcd tlas been 
ovcrlocrkcd or ig:,:*& In those p : ? g r . m . ~  where there is a great de31 of concern over the diversion of 
I O M  rnclnie I,?   ti,^ ~1,7,15es b m d a  the wi.alld msisted business, tile tc;~rn ft3und that individuals were 
less wrllir~g to dn.:n-:e ?he usclirlncss o* credit in their lives, Illis supports tho 'cam's view that I L  IS 

inl~tort;tnt to further lxder.it,:.)ding of .;Lie ,,bay crcdit fits into the broader sc1cioeconl:mic system in which 
loul rccipiens rei j e  

Ilur-:r I iilld C'rban kkviroilme1lt.5 

,.I prcbiou.~ ;~r.;:.!:t l u d y  of K-REP clients informed the s t l~dy lean's rcr.s.uch to some extent. 
Sebstad and u'als'c r 1 i.! i )  ~ n a l y z d  t ! e  differences in impact in urhan and rllrd er,\niro~ime~~ls in whicll 
the program %,as to;zg u-plementd. .-~lk.x~gh their results showed that il~lpro :~erncr,ts in business during 
the period of a l o ~  - lee:  enlare u id*+ c:~;~crionccd by urban businesses th:tr: by nirid oncs, generaidly a 
great deal of inc:ns:i;ency was 12pi~t?d,  with a few businesses !how4ng Jitrle or 110 s ign i f i~~ l t  
improvement. E~.:~ie~x;: f r ~ m  the i 333 GEAI IN1 h:lscline survey dso suggests that, in general, micro- 
entrepre:leurs in L:SZ. tlum d c ~ n d  riiore on the i~icome from their nifcruenterprise activities than do 
nlicroentrepreneurj i~ ritd ,uw. 

TIe tm's i,u;.,;:c includtr C : ~ ~ I Y E  From both rural and urban settings (with urban environments 
clcfined as n~unici;.lliries with grate: thz2 10,000 persons, and rural environments as those with fewer 
than 10,000), a l th :ue  5.e rnajoriry :;0.' percent) are from urban settings. The greater representation 
in  urban area r e . T s ~  S-REP'S ilii.ntele. (A certain population density is a prerequisite for the cost- 
effective deli\-cry cf c:di; t2iro1~gh t k e  Jui.udi scheme, in which a single loan officer rncrts weekly with 
1;roups of ent:eprc.:ecs) On the c..icr hznd, some of the participating N(;Os lia\.e concuntrated their 
efforts in more rxri ,r;.:.s. ' n ~ e  C2ili2la :.:heme, in contrast with h e  Jr~hudi scherne, is rnore conducive 
to a rural locarion .-d 1-3. t some e.t:ent. ddressd  the credit nceds of r11ra1 rnicroe;itreprcneurs, though 
only those who pi:ii:.:i:e in ong2ir. j ROSCAs. 

Key Indicators 

The tcdm r~e;:.,r:d to F I ! ~  c ~ t  5x4) irldicators related to Lhc effects of ;;ans in tlie lives of 
entrepreneurs ant *ez businesses. The key indicator providcd for cn!erprise g r m  ih is employnlent 
growth data. Thes d . z  ~ S C  sen.e :c supp~r t  K-REP'S contribution to USAID'S abjecti\.e of crnployn~ent 
,!.l:nerdon. Qher i:Ci~.:is of irnya~:: the :em thougllt inlportant include thc use of loan rnonies within 
dre business (far n.:rLxg capital, fiiai 3sszcs. equity, debt repayment, and start-up), 2nd t l ~ c  use of loan 
nlorlies for home crFss (for t!e ~ 3 r c t ; a e  of land, sch~ol  fees, food, and so on). 

Under the 525.: rossible sir~r.~ms:mccs, one might want to attctnpt to garher information on 
measures of prod:cti;-;i and prcri-Ailirl;; in this case, however, nlarly difficulties and intcrpretative 
decisions cornprisd s:J:~ an atternr:. Productivity, for example, is a m w u r e  more easily applied to 
enterprises ensaga! ir zanufacturicg to those in service or commerce. Also, the expcctations of llle 
researcher and the eocqreneur relard to improvements in productivity do not always coincide. When 
asked whether their w c k  irihration n.s becoming easier or more difficult, many K-REP clients said it was L 

generally getting eaier. .At the s m s  time. however, many of the same people also stated that they now 



sl~erld rnorc time in their h~jaitlms than ever. .Ilthougl~ such i l l l b ~ t \ ~ l l ~  (10 : )~l t  ( I i r ~ (  t ly i~tldrcns irroductivlty 
in tcrrns of output ns o reflection of time \pent, the nnswcr's suggest [Ira; many cnlrcploncurs rcgrrrd any  
illcrease in business activity ~LS an imprabement, 

Anotl?er indicator that nr;mp ir;.,,ra..~ s t ~ ~ d i t s  try lo caplure rntxa.v~res protitability, 711e teun decided 
rrol to garher extensive finnncial data to L~SCSS ir~crcdsed profitability for rwo reasons: the time required 
to collect :,pprnprinre tlata w~uld  ha\.e been too great, iind the reliability of [lie data ~.rsr.d to assess 
~l~ofitahility would have been questicaable. To tlcscrihe lirms' pr'ofitab~lity, orle :nilst gather exterrsivc 

kground irtform:~tion on each firm i e i n t d  to expenditures and profits, Beca~~se the rcseatchcr must rely 
on the rnernory of the entrepreneur, t t~e information obtained is often trnreiiablo, Furthermore, any such 
l l a t ; ~  for Kcnya n u t  be adjusted for ~ntlation, which has  bcen dramatic. 

Thc tcam also comp:!red its .unpIe of K-REP clients to h e  overall pnptrl;~ticrn of 
~n~r.rl;c~t)lrcprenrurs described in the 1'793 Cil?MINI bx~zcclirie survey, in order to undcrst:~nd where 
K k 131"s clicntcJe fit in a b~rrgaming n:lircd:lterprisc scxtor, 1n sunImary, the rcscarch questions gliding 
llic kurvey were ns follows: 

9 \Wio ;rrc the clients cur;cngy being servcd by K-REP iwd its nffiliatcd NGOs, and arc there 
any significant diiferenw 5ctureen clients piirticipiiting in tho Julludi and the Cllikola 
schemes? 

0 In wlint ways do Kenyan rnicroerltrcprcneurs build their sconilmic base of security for their 
households through loans obtained through K-REP? 

9 In what ways does ircdit ci~nu-il.late to the larger socioeconomic system in N hich individuals 
participate? 

:Ire there differences rel,:.:d to the inlpact of credit in rural versus urban environn~ents? 

- To what extent h a  credi: bgo!ptL1 microe~iter~~rises and their hor~seholds b;iscd on specitic 
iadicators. irlcluding ern:!~yment growth, we of lorn mocies in the business, 2nd use of 
10,m rr::,: :s for horne 2nd firnil) csllcnses? 

T i e  ~i~clfiodolo,gy used in i ~ l l ~ i 2 g  d;tra on impact consisted of a s:rvey questionnaire as well as 
iir:~:n.ii.:vs \rith i~~dividuals, group lude:.r. 2nd crcdit oEcers. Snrnpling pr~cedures for the sun.c.y \.arid 
f o r  the two ~chcrnes used by K-REP s d  its wpportcd , ICiOs, 

For the Juhuc,i scheme. a sample uas taken from both of K-REP'S older branches: Kibera and 
Eldnret (see 'Table 2 1). 1.1 addition. rese~rchers sampled the clie~~tcle of three of the supported NGOs: 
Toroto Home I~dustries in the coastal region (hfombasa), NCCK in NAwru, and the Kenya Women 
I:inamce Trust (KWFT) in Karatina. .4 random sample was selected from those Kiwas that were meeting 
on tllc day researchers planned to visit the site. In both Mornbaa and Karatina, where Kiwa meetings 
were rlot taking place n n  the day resachers had planned to interview clients, prior arrangenlents were 

I made with the branch office tc provide client registers. ' I le  research team randomly selected Kiwa 
groups From the registers :..:id, from within those groups, randomly chose clients to interview, Only those 
clients who had received a loan at least six months prior were included in the sample. 



Par the Chlkola scheme, the team select& two wepl in which the Chlkols scheme is currently 
active: Nairobi md Nyeri, Of the exiatlng chikola groups In thore areas, the team raadomly selected 
from those groups thrt have recelved loam, Pour or flve Individuals from each chikola were then 
randomly chosen to be interviewed, Oroup leadera facilitated the Interview process by making 
introductions and artangirl8 Lterview tlmea with their group members, 

Interviewers worked in teams of two to collect information from K-REP'S clients, The 
questionnaire included questions that were of particular concern to USAID while attempting to address 
the issues outlined above, In orci~r to compare this sample of K-REP clients with the nationwide 
GEMlNI survey, the tam also asked the questions from the GEMINI baseline questionnaire for the time 
immediately prior to receiving credit and for the present time. Tables containing information from the 
survey can be found in Annex D. 

PROGRAM SCALE 

Through its loans to NGOs K-REP has been able to reach clients in regions other than those 
where it has established direct lending programs. Tototo Home Industries has concentrated its efforts in 
the Coastal Province, while NCCK has spread its offices over several regions and municipalities, 
including Kisurnu, Kakamega, Nakun,, and Mombasa. KWFT has funded only one branch, in Karaoina. 
with K-REP monies, and PCEA Chogoria has a branch in Chogoria. 

By extending its resources to the NGOs, K-REP has achieved a wider effect th'an it would have 
using only its own direct lending schemes. By year~end 1993, 10,938 loans had been disbursed to 8,360 
clients via NGOs funded by K-REP. Women m&e up 63 percent of the program participants assisted 
by the affiliated NGOs, partially resulting from the emphasis of some of these organizations on targeting 
women entrepreneurs. 

Since K-REP began its direct lending program using the Juhudi credit scheme, it has seen steady 
growth in the number of loans disbursed and clients affected. The Juhudi program is currently operating 
in four branches: Kibera, Eldoret, Kawangware, and Nyeri. The branches at Kawangware and Nyeri 
began lending in late 1993, but the branches at Kibera and Eldoret have been in operation since 1990 and 
1991, respectively, and hence have served many more clients. Through year-\?nd 1993, K-REP had 
disbursed 4,622 loans to 3,590 clients through its Kibera and Eldoret branches.? Men and women are 
represented equally as beneficiaries of K-REP'S Juhudi program. 

The Chikola lending scheme has experienced rapid growth over the past year and continues to 
grow. Through the Chikola scheme, K-REP had disbursed 141 loans to groups comprising 3,635 clients 
by the end of 1993. Women are better represented (65 percent) than men are as clients of the Chikola 
lending scheme because many of the groups that b.A e sought loans are women's groups. 

Ihe numbers mportcd here have been taken from K-REP'S "Monthly Statistical Report of K-REP-Supported 
Minidist Credit Schemes, December 1993. " 



'I?le macr'oecorir~n~ic cor.~lcxt in which cntrclrronours o[~i:ratc in k'enjln has heen clisr11:11 fix sorne 
titnc. ?he u\.ern)l j7ict1.lt.e ti;& inclt~ded high t~r~c~nploynlcl~~ for a yl.)ung and rapidly growing po~~ulalion. 
high itifl3rion (46'5 percent for 1393), a.nd little if  any ecoriomic growth across the hoard (World Rank, 
1092). For rnicrocntrepreneurs, inilation cats ,iway at an already fragile economic base. During such 
d i f f i c ~ ~ l t  economic tirncc, it is t:~prxially impoflnnt to dctern~ine whether rninin~alist credi~ i s  having an 
ir~ipact nn pa~yle's lives in Kenya. 

\!'orncn, who co~istitl~te 46 percent of K ~ v y a n  rnicroe~ttreprcneurs, arc  especially vulner.;~l~~le, as 
111cir l~~l~illcfi~c~ fend to start snlaller and grow rnorc slowly llian titen's btrsincsses. 'J71ey rrl(>rc o l i ~ n  work 
11~11 of heir hntnes ,and tend to rely more on IJIV killed and r~npaid workers. Grlcr;l l ly,  womcn I~zvc  had 
' L ~ S  ;:C~:CSS to fc,rrnd credit t h d n  nien havc, i.c!yi~lg illstead on irrfotrnd credit sources suck as HOSCAs 
~17kirkcr 2nd rorres, 1994). 

The dizrtibution "f the rean's snn~ple by lir:iiriJ~, trcdit scheme, gcnder, nrld lclcnriotl (11r1'm or 
i-ur;ll) is shotbn in 'TabJes 21 and 22. 

TABLE 21 

COMPOSITION OF SAMPIX, BY BRANCli 

Branch Chikola L Percent of Sample 
.* .--- ..-. --...,--- -.- ----- ..----.-.- - -  --.. --.--. .. , --.-.-.- ---.-.- 

Eldoret --- 1 31 L "1 14.6% 
--..--.I--- -.--a - -  _... -*--....-...-.--- 

Nyeri 
----. --. ------. .---.- ---- 43 I- 20.3% 

hlombasa (Tototo) .-- -- -..-I - . .-.-.XI --.- - o(,-- 13,146 

Karatina (KIt'FT) --- - 1 2 L J  0 L  9.9% - -- - . . . . I _ - _  .----.-- _ . - -  -__L_. II-. --.-.--- .-------------- ------. --.-- ---.. -,--.. ---.--- . - -  
Total ---- 100.0% 



TABLk 3 2  

COMPOSITION OF SAMPLE, O Y  l,OCAf!O/.l A f t 0  (;I NE)l,R 

For I lie 120 wonlcn and 92 ;lien in our sample, the average age for women was 37.4 years, and 
for rnen 38.8 years. Approximately 51 perccnt finished sccondq school. Nearly 80 perccnt of the 
lvomen nnd 93 pcrccnt of the men were married. Forty-five pcrccnt of the women in the sample tvcre 
t1t:ads of hoitscllold (15.8 pcrccnt of rhose nlarried did not live with their spouses and the otller 29.2 
Fcrcent were unmarried, divorced, or widowed). >lore than half (53.3 percent) of the women and 
llpproximately hvo-thirds (67.4 percent) of he Inen said that they provided 100 pcrccnt of their 
hor~schold's income. Although only 44.5 percent of those in rural areas said they provided 100 percrrlt 
of the household income, 59.5 pcrccnt of those in urban ares said they contrib\lted 100 percent. 

The average household size for men in the sample was 5.99 persons; for women, 5.92 persons. 
Sixty-five percent of the wornen and 80 percent of the men were the sole providers of food for the 
household, and 35.5 percent of the women and 55.4 perccnt of fie men were respon:.,ible for rent 
payments. (However, 32.2 percent of Juhudi clients hnd 37.7 percent of Chikola clients own their 
hornes.) Nearly half (46.7 percent) of the women and three-quarters (71 -7  percent) of the men also have 
the sole ~.esponsibility for paying school fees for cl~ildren in the household. Rased on these findings, it 
is clear that the positive or negative changes that occur in the businesses of microentreprel~eurs have 
resounding effects on all those in the household, and that these effects directly correspond with a 
microentrepreneur's ability to feed, clothe, and house his or her family. 



111 J (on\p+~rrson of , \ t . t r \ ~ t ~ ~ ~ ~  1t1 \ ~ I I I ~ I I  pctrldc tbcrc t't)g;~gcd I~rrnr 113 thi*ir ctirtcnt rt?\c,rnt:ntoryttso 
lr,tr\,rty, \votncti iri 010 J1111li,li ichcinc 1:vtc rllorc l~hciy to hc~vc h r n  urtcn~ployed ( 2 2  5 pcrrrrlt) than tnrtl 
111 tho Juhudi ~cl1r:itro or lllcn or wclrnen 111 t l~c C'lliLola ~ I ~ V I T I C ,  Job u t ~ ~ f i t ~ - t ~ o n  , I I I ~ ( \ I ~ ~  all tlioso 
i)~tenticwaJ \tl,xq I I ~ ; I ~ I V C ~ ~  j !~qh, ,\ 1111 tJ pvr~- t*nt  of thaw it1 ltrc I U I I I I I ~ I  prr lgrarn $t,~titlg I ~ , I I  they wotlld 
1 1 ( 1 t  c.hnngc tllcit ctlrrrnt , I +  r \ :~cy if g i \ t l r  ;he t f ~ n i i c .  83  pert3crlt r ~ f  the ( ' l r ~ L ( l l n  r-lients were ~rigficd with 
~herr crrrrcrit ~~ctivity. 

A s  tit.)tBd r;ltIict, l(r:t)ynn ui?rtlct1 l11ore f'reqt~e~,tly pa"tic.ip"e in 'nvii:gs or social groups tl~m (lo 
nlen - 53.4 Itcrc.errt of ttlc .Ir~lltldi women said thcy belong t o  ;111(rtIlcr gr(>:jl> bcqides a Kiwa, but orllv 

'.O pcrccnt o f  J ~ ~ h u t l i  wcn (10. (3f ~tle (~l~ikoln clicnts, J.! 5 Ilcrcent belong to nnothcr group as well. 
~ I C S C  groirps :IJT ;~7o!.t uflilrl d: ! i n d  zfw women's ~ I ' O I J P S  or ROSr ,s. I'ifty i > ~ r c c ~ ~ t  of the J11111~ili wonlcn 
<,?id they had rweivc.11 sqme form of hclp from i.;ilticip,ltil,~n in 3 group, while ~ n l y  10.1 pcrccirt of Juhutli 
!11\.!11 li;trl rccrivc(J sc?lnc nssi+t;,rlre. Of the ~'liiholn C ~ ~ L ~ I I ~ S ,  4 4 , 9  j~c.:rcciit S J I ~  they IinJ t\r!l:l*tit~d in the 
[inst fiorn fhcir p;rrt icir\atitzn in grrulys, bvhicll Ii;td taken the f w  rn ot hil~irifis l i ~ ! m c i n i  nssist~~~ce, crisis 
I .tsh, or hclp *-r.irh hnt~q.:licId ibApen<c.s, Of illc C'hikoln i:lii.~lts, 37.7 pcrcent raid III:\I they llnd rc.cci\'ed 
:I Inat1 in tile IYIS~, ul~ile r~rrly 13.3 pcrccnt of Jul~udi clic~lts tiad ilone so.  

Si~ry-two pocl¶nt of Jlllli,di clielitc and 66 percurit bf Ciil.oln i-licr~ls ~.c~;ro,?nl th:il iticy had raved 
;~rior  to pnrti(.ip;\tin~ in one of K-REP'S programs. , \ t  Icrut t\vo.t.hirds of rllc clients irrtervicwed had 
[lank nccoi~nts with ~:ommerciJ banks, itldicating that Iliese rnicrocntrcpreneurs are not coinpletely 
(stranged %om forrnal financial institutions. Many, however, had beer. sating with a brink or another 
irlstitution only since thcy became invol~cd vith K-REP. 

Nearly 70 pr:rcent o f  thc women nnd 85 pcrcetlt of the men rn I l .> . . ~ i  .tnd SO pc.rct?nt of hoth 
I,\omen and mcn in t)~c Chikola Ilrngarn claimed that they acted independently with rfsp~ct In rfccisions 
r~holit savings. \Vllen a.:kcd how they had spent cavings in thc past, most h:~d spent lnoncy on their 
I,uriness and nn rl-l11tinc ho~~\chold expenses. 

In the protila of its bnr.roivers in Kilwra 3rd i:ldoret, K-REP notes a grc:rtcr prnpor t ic?~~ uf Juhudi 
clients ellgaged in commerce ~ctivities. This is d30 rctlccte~l in the tean's ~.;imple: 6.2 ptrcct~t nt:re 
intolved in trndc, IS percent in rn;~nuf;lcn~ring, and 20 pcrccnt in a scrvicc sctii ity. 'Rie lenn~'s sample 
of C?likola clicnts iJso incl\~dc.$ :s larger perccntnge of those engaged in  colnmercc activities (65 ycrccr~t), 
\\,hich differs froni t)ic s c ~ n r d  brmkdown for Ctikola clicnts noted in Section '1'u.o. 111 stljition, wonlen 
microcntrcprcneurs in our sxnple were rnm prevalent in trade or commerce than r:icn (66 percint w s u s  
56 pcrccnt). 

i:wausc microenterprise acrii4ti~ rcquire snidl smcnJnu of c:jl)il;ll for start.~~p and, in return, yield 
~tr~~:tllcr ~rllounts to the entrepreneur, i r  is not suiprising that several rnicroenterprise activities  ray be 
t!ncl~~z;lken within a household or even by one entrepreneur. The strategy of diversifying one's bt~cinc~s 
nt-tiviiies htu  been dercribed as a type of risk management designed to hcdge the entrepreneur's bet on 
a single enterprise :r?o1,vning, 1990). There also may be other reasorrs for diversifying - for example, 
in a thin market, one may diversify across a number of products. Bccause of the ,dndency to diversify, 
attcn~pting to monitor and evaluate an assisted enterprise inay not be that helpful. In fact, 
~nicroenterprises seem to be organic - yro\t:ing in the dircctron they are Id by "fresh air" (market 
i>ossibilities) and "rain" (availability of funds). 

\ 



'lko trtrm found tho tcntlcncy 10 tlivcn~fy invcsttnent~ to 1.43 n sntllmrrn alr:llc~y rrllldnjcd by I ~ t h  
I I I C ~ I  ,rnd wcwon ct~p;\gcd In mictncnterprlse i\ctrv\trcfi, pmicularly i r r  the I#~rge: t~rb;in market ccnbrs, 
:11tk :it In rllc Kiber;l ~ l u r n  in Nnirohi, Of tho 3 I Kihcra client$ it~tervic.werl, J qtatciJ that tllcy had h i d  
more that1 one enterprise prior to receiving a loan from K-REP, After rcceipt vf ontr or moro Ioan.(r, 14 
I lictits rep~rtcjd \wing cngiigal in rnort! th:u~ one ri~ictoenkrprise activity. Of theso, wotnrn wsto no more 
libi*ly than rncn to It;tve ruorc thnn oris h~~sitless activity. 'me density c ~ f  tho slurn and the large rlurriher 
of 11c y~le rn Kitera who uc engagzd in rnicroentcrptisc activities ~ontributcs to h e  need to divers~fy in 
wdcr lo rapture rt~atkets, 

In adtiition, rnnrly clients in Kibera were engaged in  rental llorrsing :is cne of thcir enterprise 
actlt ities. Allhough the rcturns are low on this t ) ~ s  of irrveztmcnt, they are \te:~cly bcv:~usc of thc constant 
tftlm;~nd for hnuring, One therefore rnight suggest that rental housing i s  olle of  tfre least rirky 
rrr~~roenterprise investments, as wcll AS being one of the Icat tirnc~consrrmirig. 

T o r  the cntire snrnplo, the number of cntrcprerletrrs engaged in rl,~)re than one activity befi~rc 
ltsicipt of a loan was 22 (15.4 perccnt) for Juhudi and 1 1  (15.3 perccr~t) fur c'hikola, After receipt of at 
Icnqt otte loan, 41 Juhudi clients (28.7 perccnr) and 14 Chikola clicr~ts (20.2 ~~crcetrt) reported having 
l ~ ~ ( ~ ~ e  than one enterprise activity. 

,IS was expcctcd, rriost of tlre rnicrclc~~terpriszs that had received loans I l~d  started srnail: 74.2 
percent ,f the women's hrrsinesses from the sample had started as one-worker enterprises. and 62.2 
perccnt - ~ f  the ~tlen's businesses had staned with one person. At the time of the team's interviews, 
however, only 40 percent of the worncr~'s businesses and 17 percent of the men's businesses were one- 
person enterprises. Tables 23 and 24 show the numbers of enterprises with one person prior to and after 
the loans. 

TAOLE 23 

AVERAGE ENTFnPRlSE SIZE BEFORE LOANS, BY SEC'I OR 

Percentage of Enterprises Avtrage Numbor of 
Sactor with One Worker '~Vorkers per Enterprise 

:------*.-- 
Manufacturing -- -------- 1 31.8% L 2.86 11 ------- ----.-. - ..- -.---- 
Commerce 
-.---_I....-- I -a-- -- L ------- - II 55.8% 1 . 7 1  

Services - ---- --- .--- I 27.0% J 2.86 1 ----. -a*--.-.-. 



Percentage of Cr~tclrpriscs 4 A v ~ r s g a  t l l1111  h ~ r  of 
' . I ,  lrkf!fs per 

,,--- . - L m * - - z z 2 e ! !  --. -A-=--..+..- ---.. 

Average !I .=- 
39.796 7 . 7 1  

.-- 

'rile avcrsge age of the b~rsincsses i r r  tfie ~arrlple war 6.8 J a r s  for ! ~ l r ) \ ~ ~ l i  \I ~,lrnen, 8.9 ),ears for 
!~~!ir~di rncn, 1.3 >l..lrs for Chikoln xomen, ;,ud 8.1 yc;lrs for Cllikola rncn. I?tl:ntc.c tric hrlsincsses in this 
U I I r ,  I uggat.s that they arc more stable. Studies of micrc.entc~~prises i l l  sc:\:c:~.nl i.ountries Itave 
<!~uwn that enterprises rrtlder thrce )*ears of 3gc are I ~ I U C ~  more likely to coll;ipse (I.ic:llholrn snd Alend, 
iW3; Parker and Alekc-Dondo, 1991). 111 tl~c carlicst examin,ltion of  Juliudi borrowers in Kihera, 56.3 
pcrccnt of the businesses were four years old or less. Ry contrast, only 33.6 pelcent of rhc hr~sinesses 
in the current sample were four years old or less. The average age of businesscs in the CiEh,lINI sun1cy 
was five years, although the majority were under tftree years. 

Prior to receiving credit, the majority of the businesses sampled were located in  the commercid 
cliwict (37.5 percent) with the next most prcvnlent location being a trn~litional r~~nrket (36.5 pcrcent). 
I3usinesces in the halne (10.1 ptrcent) or at roadside I,~cations (10.1 perccnt) were lcss prevnlent. 

nu~incsses nrn by clictits in ihc (:liiknla scheme were more lihcly to he lucatcd in a traditional 
rnnrkct (43 percent) or a co~nn~crcial rnarket (42 pcrcent) ~han were bu~ir~esses of Jirhudi clients (32 
perccrrt and 35 perccnt, i ~ ~ p e a i \ * ~ l y ) ,  lirliudi clicnts were a little more lih.ply to run their businesses out 
( f their hclrnes (13 pcrcent to 4 percent for Clrikola). 171e majority of the businesses are located i~ 

rmanent structures (approximately 60 pcrccnt before and aficr the loans) and have no utilities (35 
perccrlt before md ;&er the loans). 'fhe majority of these businecses also lcnsc their place of business (70 
jlcrccut before and after the loan); :in equid proponion of the husinesses tither have ,an informal 
~grc~crncrrt ~vitti thcir larldlord or have n title deed tu the property ( 1  1 pcrcent). 

']'he rnajorily of the busincsscs sampled (more than 80 pcrcent) had I I W ~  start-rrp capital ~f less 
than K Sh 10,000 (11SS166, aldiou~h devaluation h a  since i,ccurrcd). 'This was also true for tile tlut 
rn:ijoiity of n~icroer1rcrpriscs in Kcnja (Parker and Torres, 1994). Most of this start-up capital csmc from 
persnnal savings (approximately 60 percent); fimily gifts werc the ncxt rl~ost common soorce of funds. 

The most cimmon problems cited by women entrepreneurs were. in order of emphasis, market 
silt, shortages of supply inputs, and shortage of capital. hlen entrepreneurs complained about economic 
rur~ditions (iltcluding problems with inflation), shortages of supply inputs, and the risky environment in 
\+,hich they were attempting to cany on business. Some of the factors mentioned in relation to this risky 
cnvironnlent include thefts and the ethnic clnslles that had taken place not long before in Eldoret. 

The ranking of complaints made by women entrepreneurs corresponds with that lnentioned by 
rcspondents in the GEMINI survey. Capital shortages do not rank very high and, in this case at least, 

, ~9 



tJiey would not he C Y ~ C C ' ~ F ~  10, ~i11ce IIIMY uf t l i c ~ ~  people l ~ i ~ v o  recc~vecl I I I ; I I ~ ~  In tho ~ ) , u t ,  ilo\vevsr, 
:nore women thm nlcn in tile tc+3111's qnrtay 2150 corrlpl,lir)ed nhm~t the l11~1n slrc h c ~ n g  tot> sr~lall ---I Itinra 
f f ~ a n  80 pcrcent of tlla uollien ;rrlci ~h( . , t  two I h ~ r d o  of 1110 rrton 5,ild t l ~ c i r  lnaris 11,icl 110t rllet their ~ i i p l t d  
tccltr ltemetrts. 

11 I S  ilot ~inco1nrr1~)ll for cntrcprcncurq to 11nk [rrgcther In any rrlnl Lorplace lo accompligh ~ornrnon 
( ~ h j ~ - t i v c s  'nis IS hut ( lne way r ~ i , c r o c r i t r c l , r e r ~ c \ ~ t ~  prcrtc,xt themssl\es f'rc-rrn Fnrrlc of the vrc . ,rtlrtles o f  
the mnnomy Altnost 40 perserlt of all thcrse i n k t v i c w d  s a ~ d  it  W ~ S  c ~ r r ~ ~ n o n p l a c e  for them tu {cl  prices 
for thew prcrlucts h a s d  nn diecussinns with vthers in tlie rilarket. Ten percent# said tlrcy repularly watch 
r3ch olhcr's hu t i nm~e~5  ,?rid 5 percent of tho women polled shared at lcnst one cmployce with another 
htl~rnew, Ten percent of the ent~epreneurs j o l n d  tngctt~er to rnake grnup p ~ r r c h s e s .  Econornicnlly, rnost 
entrepreneurs are also tlcr<l together thrnugh a system of credit m d  dircounts that allows them to go 
tlc).ond their irnmdinte rneans for purch:~,sing. Recause i t  t,lkcs longer t11 establish thc kind of  personal 
inrst and c r d i h ~ l i ~ y  tlint allow nnc to b11y hod sell on credit, llslng credit i s  probably more ~:h~~racteristic 
of ol(.ler htrsinesses. I'lcven pcrcent of tjiow ;~sLed said they purchase materials from their srlprrlicrs on 
~.rrdit ,  while 29 3 prcent  (oi3 they arc :llclccd to purchnze nt tliscnunt. .':early 2 pcrcerrt s a ~ d  they give 
crc\d~t to their iusr.-)nlers, and ;rnutlier 73 l~crccrit said they o1lfc.r r l i s to~nw for cash pdyment, Of t t m c  
uho ;~ l low c r d i t  to fhr i r  rt)storners, h e  ;rrnl?utlt ot~tstandirrg w,u cc-msidernble in some c ~ s e s .  The 
,i\cr:.ge arnoirrlt outs:nnrling for .l\tht~di wl-rnen was K Sh7,278; for Ji~hl~cli men, K Sh4,86R; for (,'IiiEula 
\tomen, K ShJ,.lO8; ,lnd for ('hikola r i m ,  K Sh8,288. Of those ,tllo\+iilg c~cclit, 38 pcrccnt said it w:is 
problerj,;l~ic for thcm, u l~icll is syrnptornatic of  a troubled I~lc;~l t roncmy.  

\!'hen ~ s k c d  whethcr they had rcnliaed an irliy~'ovement in their Ilnt~sclinld ~ i t u a t i o ~ ~ s  through 
rcceipt cjf a loan, 86 parcelit of the Juhudi clierlts a d  85 percent of the C3ikola clicnts said they had. 
Vany clicnts gave \pccific r.xamples of the ways their lives had improved or bcen made easier, illough 
not in :vays that C:UI I)e quant~licd ravily, Ille team has approached the question of impact from two 
.#antage poinu: from rlic individtrd's poirlt o f  view, ;E ill~tstratcd throuyll [he storics told to infenliewers 
by cntreprcncurs, 2nd from an ng;rega[e point uf \ icw r h ~ t  dcqrrrltcs how K-KEP loant have aifcctcd 
hli~incsses. 

rollowing are f w r  c s l :  rtudies of inclivi~junls t!~nt I~r(ve p;,rti;ip;it~:d ill K - K I P .  



David Toroitlch ir o mrmbsr of Soko, a Kiwe in tha K M P  Juhudl rahemr In Bldoret, A mrmbar of 
the Nandl ethnio group, ha war born in Uaain Qlrhu Diatrlot, AHt Vulley Provincra. Toroitioh, aga 42, 
droppod csn of aohool a t  Standard 6 (upprr primary ochaol) beaourr of povspry arrd haa not had clny 
formal or informal teohniorl training, Ha ir married trr on# rpouao and they havo nine children, 
ranging in ago from 2 to 20 yearr. Tr~e oldoat ia a boy who hao dropped out of sahool and heipr 
hir fothar in the bU8inOll. 

Before venturing into businerr, Toroitich engaged in farming at horns, but th@ yields were too low 
to provide adequetoly for his family. He deaided, therefore, to come to Eldorst to try hi8 luck. Atter 
trying in vain to get e job in the formal saotor, he decided to go into business on his own, He got 
some space in the Eldoret Municipal Market, where he sold cabbages and potatoes ratail. His daily 
profits were 80 low that he and his family were living in poverty. 

When the K-REP program war introduced in Eldoret, Toroitich joined Soko and has since received 
three loana: the first one ot K Sh10,OOO in November 1991, the second of K Shl6,000 in November 
1992, and the third of K Sh40,OOO in November 1993. With the first loan, Toroitich intended to 
expand his busineas by increasing his rtock of cabbages and potetoes. However, when he reoeived 
the loan, he used half (K Sh5,000) to icvcresse the stoak of vegetable8 and the rest to connruct 
rental units on a plot of lanll he had acqurred. Ha wanted to live in his own house (to save on rent 
payments) and have a more reliable stream of income. The injection of K Sh5,00( into his 
vegetable business from the first loan increased both sales and profits. Hence, he requested a 
second loan to increase his stock further. With this money, he was able to him a pickup truck to 
travel to distant places, such as Cherangani, to acqulrlcr larger quantities of cabbages and pot4toes 
twica a week. The busineas expanded further as sales rose. It was not long before Toroiric;; was 
able to ge? contracts to supply the army, Eldoret Hospital, and Moi University. By now he was 
making K Sh2,000 per trip net of all opareting expenses, thereby earning K Sh4,000 per week. All 
the money from the second loan watr used on his business. 

Bv the time he received his third loan, Toroitich's market had expanded so much that he needed a 
larger truck to satisfy the demand. He began hiring a lorry to take him to Narok to buy vegetables, 
making two trips a week, which brought in approximately K Sh10,OOO per trip. A;: of the money 
from the third loan was used on his business as weii. 

Thus, within three years, loans from K-REP helped this man increase the valum~e of his busineus, 
which allowed him to realize profits he had never seen before. Toroitich says that now he is able 
to provide for his family without a problem. He has saved approximately K Sh45,800, K Sh10,300 
of which has been saved through the Juhudi scheme, He has saved another K Sh35,OOO in a 
commercial tank since he became a member of K-REP, and he intends to save K Sh100,OOO in order 
to Stan a retail shop with nonperishable groceries. Prior to join in^ K-REP, he was unable to save 
and did not even have a savings account. Toroitich is also hoping to get a fourth loan of K 
Sh100,OOO to further expand his business. 

The iwns have helped increase Toroitich's household ice . drarnltically. Before the first loan, he 
estimated that his farm brought about K Shf ,000 great . -.r 'rloiliii (58 percent af all his household 
income), udbile the vegetable retailing business providr. . , A ,  *' Sh800 per month (44 percent). As 
his business pro8pered, he bought dairy sows, so th:: - now feeds his family and generates 
a suwlus of K Sh2,000 per month (from milk and ot r - . The rentals in Eldoret bring another 
K Sh2,000 per month, and the vegetable busincis* . st least K Sh60,000 per month after 
operating expancar, have been deducted. The onl\ stc'our groblem Toroitich's business faced in 
1993 was the severe drought in much of the count~. ? :h resulted in drastic dsc1inl.w in the 
supply of vegetsbles. -" - 



Ponmah Qgora IS a rneril1)er of M.ctr?mbez~, a Kiwa In K-REP'S Juhutli v (  ht me In Cldor~t A Kwi, she 
was born in Kist, D i ~ t l l ~ t ,  Nyanta P rov~n~a ,  Pen~nah, 30, went to qc,ll~lol 1111 to S i ~ n r l a r d  5 (Upper 
Prlmary Qcl~ool), then dropped but becauee of financial proijlan~s, $,tier schnol, st16 b e ~ a m e  6n 
apprenflce i r l  a tallorlng bl~siness for about orle yoar. 

She IS married arid her hudbarld has another w~fe.  Her husl~and is al~out 40 yc:ars old and mast of 
his attention IS <:rectad toward hi5 other w~ fe .  Six people eat ({ally from Pnrrl~lah's pot, two of 
whom are 20-yoaraoid r?sphows, the other four are her childrun i.:ho r,rnye from 3 to 12. f hree 
of the chlldrcn are in school; the youngest is at I~orr,e, 

Before going into business, life was difficult for Peninah, especially si~lcr? her hl~sband spent more 
time with his other wife. She fourid it diffic1.1lt to provide adequate food for I~er  ctl~lcjren, tier i n t ~ n t  
in seeking her first loan throt~gh KaREP was to irlcraase the stock i ~ r  her retail grocery shop. Before 
the loan, the shop was brin~ing ill about K Sh5,IiOO per month, ;vhich WCIS i~~adoquate for har large 
household, She usud the entiro K Sh10,OOO from tlie first loan, lec.ai~cd ill Novernbor 1992, on 1.he 
retall businass, and began distributirig soda wholesale as vvell, 

On the day she was interviewed, I'eninah had just received a second loan of K Sh25,000 which she 
planned to use to expand her busi lass fur;her. 'The first loan has benefited hur a great deal, for her 
~nonthly income has doubled to K Sh1 1,000. She has been able to purchase a sewing machine, a 
radio, and a piece of land in I'ld3ret. She made a down payment of K Sh22,000 on the land, 
expecting to pay-off tho balance of K Sh18,OOO by June 1994. She also contributed money for her 
husband to pay dowry to her parents. All of these funds were paid for with profits from her 
business. 

Poninah's husband is a mornher of the same watano as she. He also obtained a loan of K Sh 10,000 
for his own retsil shop, The team did not interview him directly, Peninah was very t'appt/ that tho 
K.REP loans have rnade her almost independent of her h~sband. She curlentry has saved a total 
of K Sh14,000, of which K Sh5,000 is with her Kiwa. The other K Sh9,OOO is with Farclays Eank. 

The only serious problems Peninah's business faced in 1993 wc-re rtieft by a wurkcr ;tnd ethnic 
clashes that adversely affected ntany of her customers, 

To Feninah, K-REP loans have been God's answer to her prayers. \Yithout sr.lch ;?sistance, ::l~e 
~vould still be living in hardship, together with her cliildren 2nd othcr dependents. 

----. -- --..--. ----.----...---.--. 



6AS6 STUDY 3: John Brewti Kede, Moritrkeni 

.John Rrown K ~ d a  wae born In Kwale nistrrct, Coastal Province, Kada, 5 5  13 a : ~ , r ~ ,  t7a by tribe, 
a Chr~st~an, and h g s  corrrpl~tctd high school, After s~hodl,  he was trained a s  a P ~ r ~ r n  ispectur by 
itlo Miniurn/ uf Wealth, He is a rnort.rber uf ,I ~ r o u p  under 'Tototo's credrt prclyl'ar 

Kade IS a r e t l r~d  CIVII servant (an a6s1stant chief). 146 had a retall shop that vddt .<Jr by hie wife, 
but when he retrred he went into cattle trading, 149 would !,or?d hrs v~orkers to :;*-a C str~ct (more 
than 15Q kllurneters away) or ever1 to Ul,arnban~ (niofe than 2!j0 krlornbters a re  4-11 t 2 buy cattle, 
\vhich he sold for s.leuy11tur a t  Marla4an1. 

A member ot Rah~ti, a croup in Kilifi, Kada got his first loan of K Sh5,000 in AIJQCS: ' 9.2 1 ,  Ve  used 
dl1 the morray to buy rnore cattle, arrd his busir~oss expiinded rapidly. In July I ?  , .3. P c obtained a 
sec;ond loan frorn Tututo of K Sh10,000, I l o  I J S ~ ~  K Sh7,000 to incroase his I b,istcck herd, and 
tho ottwr K Sh3,OOO vfcjr-~t illto his wrfo's ti:ta~l shop to buy Inore stock, 141s busr-ltss ::>ntinued to 
expand and he l~rospered for awhile. I.lo\vevor, in Arrgust 1993, lions 8ttac;kod a-d k. 'lad motit of 
his cattle. Many more v<r?r.o lost in oilior \vays. The lass was ritaguering and K a a  lac to dose his 
bitsiness. 

Alter this rnisf~)Ttl~n~, his farnrly doyendrdd CIII his w~fe's rctail shop, \vliich was no: ;~:neratlng rnuch 
int-ome. Maanvvhile, the area (Kalaiani near M~riakanl) was cxpariencing a se l l i re drought arid 
farnine. 

There are 10 people in Kada's Iiousohold. All his children are adlllts (or~e has a WI'? inc a daughter) 
who are unernploysd and depend on hirn far food. To make matters worse. Kada :eca-ne seriously 
ill, dnd his areatment cost rni~ch money. All these burdens proved too much for 1-1 *eta11 sliop, and 
rlow it has closed. 

Kada's family is rlow almost destitute, for his small pension cannot sustain al l  of -.-err.. l i e  is now 
in default with 'Tototo, havlng fallen five months bohind in his loall I?ayrnents. t i e  :i tr-+ ~ n g  to repay 
the loan from his pension but it has not been czasy. 

Kada said that, although Tototo is a good proyram, it should be rliore understaqr~ng ,vhen people 
yet irlto problems arid assist them with additional funds so that they c3n recove. -?pay the loans, 
and begin to rebuild their 1ive.s. 

(Note: The Kaiainni area t16d ri.lany c;ses similar to Kada's. Environmental 'actc*s - r e - e  have been 
harsh and unfavorable, causing a collapse of tlje local subsisterice econony. '.':I-y :lienis in the 
area run busirirsses that are barely surviving. Many have defaulted or are hzving i.i!..o ,s difficulties 
nlairitairiing loan repayments. For such people, the loans havo Icd to a:fdec bur;$!-s c 7  liousehold 
bitdgets. They ubvio\~sly need fornls of inlsvventi~n other than icarr scher-;es.I --.---------------_.-. ----.-.------.---.--..- 
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CASE STUDY 4: Cliaabetfr Maal, Ukunde 

Ellt~beth M~si, 29, is a member of Sobira 11, a Kiwa in Tutoto'rr crodit achume et  Ukunda. She has 
r ~ 6  far recsivrrd two loarla, thg first for K Sh6,000 in Apr~l 1993, and tho succrr~d far K $11 16,000 in 
March 1994. 

Mcsr 1s a Tgita from TeitaKavete District in the Coast Province, A Cl~ristian, she cornploted high 
er~t~c~ol  !Porrn IVI In 1904 and irnrnsdiately married, Her husbend, a carpenter, llaa na other wivas, 
M ~ s i  then took over a retail grocery shup that her husband was operating in Ukunda, 

Mesi took her first loan to expand the retail shop by increasing i t s  stock, This loan allowud Masi 
to buy ill bulk frori? Mombasa, which irlcreased sales and cut rransportation costs, 

Mesi also us,jd l ~ e r  !,t?cund loan for business. She bouglit a second-hand cooler for K 5h4,000, 
spent K ShR,OOG ro add stock, ar~d used K Sh3,000 to introduce clulh, Tho coolor enabled her to 
beyin wiling ~ \ i ~ l k  it1 I;~tge quo~~t~ties, as well as cold soda (Ukunda is a very hot arl:al. f l ~ i s  rr(junod 
irp a new miirket uf custo~r~ers, ,,nd sales and profits worlt up substantially, 

Mpsi says tlro loat.~s have had a significant impact on her household situdtion: she and lrer hl~sbarrd 
have been ablo tu add rnoro rental rooms on their premtses, which has increased their income frorn 
this activity from K St1500 par month to K Sh1,100 per month. Also, they no loriger pay rent 
thorns~~lves bacaurse they have bought a house, 

Some profits from Mesi's businbss were usod to expand her husband's carpentry bcrsiness, and 11ow 
this brings in about K Sh3,0@0 per month, six times the amount he earned prior to this investmunt. 
PAosi's business itself now brings it1 K Sh2,000 per month, which is up from K Sh500 monthly prior 
to expansion. In addition, the couple also earns about K Sh900 per manth from their srnall farril 
(eight acres) back home in Taita. 

As a result of her incroase in household income, Mesi can feed and clothe her household without 
a problem. SIw has three children, ages eight, five, and one month. In addition, she has a maid 
who lives with itiem, making a total of six people who eat from the sane pot. She has a joint 
savings acccunt \vith her husbarid, and together they have K Sh32,OOO in savings, K Sh3,000 of 
which is wit11 'Totuto. In 1993 she also received a loan of K Sh30,000 from the Small Traders Co- 
operative Society, which she has also l~sed to expand her business. She is very eager to get larger 
loans in ordor to strer~gthen her husband's carperitry business sr;d to construct more rental units 
in Ukunda. 

Although sevaral Kiwas in Uku~ida have disi~\regrated, Mesi's has remained strong arid has had no 
dkfa~lis. She is very hzppy with Totolo for the assistaricc it has exter\ded to I?er and her friends in 
IJkunda. 



'T'hls section exarnineo some of the indicators that reflect the aggregate effects of K-REP loans an 
buarineasea, The flrst ind~cator of Impact Is smploymont growth,' Empldyment growth may serve as an 
indication of other klada of entbrptiocr growth, such as hcrwes in crosets, sales, and proflu. At the same 
time, employment growth has some juatlflcation as ur development objective in its own right where rates 
of unemployment are high turd oppomnnltloa for income generation are limltrxl, as they are In Kenya. 
Although it has been fkequenoly observed that only a small percentage of microenterprises ever grow 
beyond one or two employeno, Parker and Torres (1994) note that there is a greater potential for 
employment generation in the microenterprise sector (1-10 employees) than, for example, in the medium- 
sized business sector (1 1-50 employees), because of the sheer size of the microenterprise sector. 

Because microentrepreneurs have different reasons for undertaking their enterprise activities, they 
dso have different intentions about how to develop their enterprises. In addition, because employment 
growth is only ons measure of growth, it is not reasonable to presume that enterprises did not expand 
without increasing employment. In a comparison of the employment growth rates for enterprises assisted 
by K-REP and its affiliates with the national sample, the team found that growth rates for the entire 
sample were lower for manufacturing and commercial enterprises than for the national sample prior to 
the loans.' The average employment growth rate for businesses in the team's sample before receipt of 
loans (12.4 percent) is less than half the national average (29 percent), which does not necessarily 
suggest that these businases are l as  well off than the norm. Because the average age of these businesses 
is older, any growth in employment has been averaged over a longer period of time. Growth rates 
improved after the loans, especially for manufacturing and service enterprises. Table 25 compares the 
rates of growth for the national samplpc, with the team's sample before and after the loans. 

' The team asked entnpreaeurs to include all employees who work for them. In this way, the team was able 
to avoid overcounting employees who may work in two different busineslles undertaken by the same person. 

' For the growth rate prior to the loan, the equation usad was: 

er of worker3 before loan - number of workers at start) 
(number of years ia operation) 

For the growth rate after the lour, the equation used was: 

@umber of current workers -. number of w rken at start1 
(number of ykrs in operation; 



nie largc incrcasc i n  the services sector can bc explaitred by a large ;tinouot v f  growth for o~ic 
i:upntii~~lal type, rhc rcstaur'mt business, ullicll ,Jso Irad one of the higher growth rirrcs in t.t~c notional 

i~llf'IC (35 perccnt), ,\lthotlgh thcre is  below-r~or~t~al growth in h e  trnde Yector, obove-average growth 
in services a d  rnanufircturing cor~rpe~~s:ttes, bringing the average growtli rate for ,ill businesses after 
receipt of loans up  to tht: rate for h e  natiollalide sarnple (29 percent), 

It is important to r~,dizc that the growth rates are averaged over all of the husincsses in the team's 
vunple. ,Is was noted ctrlicr, Inany businesses in the sample did not add employees nfter receiving loans 
;rnd, pc:rhaps, they (lo I I I . ) ~  illtend ro add e~nployces. Nearly 60 perccnt of ;dl busi~lcsscs in the sslnple 
CRIV no grow!h in i~!nyloyment prior to receiving 3 loan, while 2.4 perccnt saw a decline. After loan 
~:i?bl~rsemcnt, 39.6 pcrccnt experienced zero growth in employment, and 2.8 percent experienced a 
~lccline. Tahlc 25 ~ I I O ~ A  6.2 pi:rccnt cmployment growth for ;dl trade li~*rns in t l~c sunple before they 
received loans, i:!~d 14.1 percent i ~ f t ~ r  they rcceivd loans, liowever, tllosc trade films that increased 
!Jie n~rrntjcr of thi:ir tlnplo~.c.vs g~cw 23.4 per~c.111 prior to ~cx-ceiving loans ;ad 30.6 percent after raciving 
~!icm. 

,I cornp;lrison uf ernp!oy~: 1:11t growth rates for lncn iind ntomcn in rlie , ;  l~lplc does not reveal any 
5i;nilic:int gcncfer c ; ~ f f ( ~ ~ t - ~ r c s  (>LC 'T ,~ble  ?6). 

(,GlJPARISON Or T.fAIJl OYf4EIJT GFtO\VTIi RATES 
I;I:FORE AND 1-1-TL'R LOANS WIT14 NATICr4WIDE SAMPLE, 

IJY (;IZr\'DCR 

(;l:t\llNI Turvey Refnre Loan 
(, ------ ----= ---= ---.-y -:.:: 

Men 

--- ..-. -- - -----.-------- .--.--.----I---.--.. ----- 



('4 iornpuisorr of nit3tngc growth rr~tes for I)~rsinestcs in the J ~ t h ~ ~ t l i  ~ C ~ ~ G I I I ~  l ~ ~ i ( l  the ('lllkulrl srhct~io 
~evealr ;A rlight tliffcicnio, I'riclr to tccc iv ing ~rccllt ,  f ~ ~ t l u d l  Rusiricsse.ci grcw , ~ t  I0 R yerccrit per year ;  
, t f t c r  [hc loatis, ;lt 12,s [~orcorit par yeaP, C'l~ikola husineascs grew at 16,2 pcrccrlt per !*ear prior to tho 
I(.lt?ns . i r d  41 8 percent  pot ycur ;lftor rccci\*ir~g them, 

12usincsscs b ~ w i  in r~rral arcas grew at 14.5 pcrccnt por year prior to rccc~king cridit and 32,2 
p 4 r c e n t  after receiving lnans, f lrhan-based b~rsincsses grcw s t  1 1.8 percetit per ycnr prrc'r to receiving 
Iclans and 17,4 perccnt per yvar <iAerward, 'The sliglltly higher rate of growth in n ~ r a l - b w d  busiriesses 
orresp~nds with ille sari~pls's krwter n l r i ~ ~ t e r  of C3ihols clicnts frwn rr1r;d .{reas cb+:*cause Chikola 

I ltrs~ner,ses grcw at a hig11c.t. rate than f ul~udi businesses). 

r! ese data irnply that i ~ ~ ~ t p l o y m r n t  [;eneration i s  ncctrrring in Kenya's ~~iicrn~:ritcrprise scclor, 
1 ; thou~h Int for dl hurinc;$sc~, (jrowth yiol~libly h:rllpcns in sp~irts, hut thore spurts moj  O L ' C I I ~  0r11y orrce 

o r  Ice in !he I~fctirnc of 3 business, which i:iiry Iut 30 or 40 yra;irs. 170r most b,ls,r,t~~scs, a loan is 
171 d c d  lo Lniisc crie of these ',putts. 

'T';!51e 27 (4ctails the nurr~trer of jobs crcated sirice  he rcceipt of loans. it stlows that, since 
icc~! .+ , ing  lo;tns, ,110 r)~'r i \s in the sarrlple had ~ r e i ~ t e d  an additional 126 johs, 89 vf which were payirig. 
I'his ir,crease rcpicsents a ~ 7 . 8  percent increase in total eir~~ploymcnt, or U I  incrcn5e of 0.59 jobs per 
c:i~ierprisc. (In n srrrvey ur~dcrtaken by K-REP. it w u  detern~irred that Prere hiid been an increase of 0.22 
jobs per cnterpri~e afler 1c)a.n assistance. 

1.ABOR FORCE CIIANGFS SINCE RECEIPT OF I OAN 

.---&-- :,-.---.-=---=- . ?:-*A- .-~----~~y.-....~-*; 

Refor 
15'crkcr Type ..-..---a,- . -.. ".- I= 

11 Uitpaid family members 5 6 
. ------- 

Apprentices 2 2 

Tern-'e workers L 2 2 3 --.. ---. --.--.--..,-- : - .- . . - .  - - ,- .--,- ,-- 

loans I_ After Loans -.---.- -----.-.-.-A'. ..r--Y--.-" 

?.j Increase ?4 Total 1 Number A 
Ye-z-&==23z-. - .-=-w-=::;z. --..---a=- 

One indiator of ~ h e  usefullless of credit to entrepre!reurs is the actud use of th.: loan, pcmicularly 
with respect to what the c.ntrepreneur had hoped or intended to accomplish with the loan. Of the 212 
ijcrsons in the sample. 11  people s t ? t d  that, at the time of receipt of the first loan, they intended to start 
n nc\v business. Not dl of  those who had intended to start a new business d i ~  so, however. Fifteen 
respondents did begin a new microenterprise activity in addition to thcir existing one (and, in some cases, 
in place of Ihe existing one). The majority of those iaterviewed (92 pcrccnt) stn:cd ?dlst they had intended 
to use the loan to expand thcir current business activity. 



lIccnue Inany of rlie lul~udi cllcnts rccaivd nlore tlm o w  Innn, ~ l ~ c  c l t r ~ l y  rtq,tln wes able to Ir~ok 
,it !SIC use of S U C ~ S I V C  lc~m~, Sorrie Cn~ikoln clicnt~ It,rJ rccuivtxj rl 4ruc;l)nd liji111, b~rt t l ~  lru~nbcr of thuse 
1 4 h 0  had w,ru trruch fcwcr than ill tllc Juhudi schutno, b~cause I)lc c.'lllkola sr:l~c~nc i s  )3cltll\$er, Of fuhudi 
(,Iicnts, 17 percetlt of l))na~ in 1110 smlg10 used LIIC flrst loan rnc~nies to purchrrsc nlnro stack or supplics 
for their prln~ary birsinas, 21 percent to make or sell a new prcrdr~ct within tllcir original business, IS 
percent la purchase cquiynrcnt for their bttslncsa, 10 pcrccrlt to sr:ut :mother b\rsitlrnas, 2nd 6 percent lo 
r:syand an existing second business, 

;5lthough no r~y~c~ndcnts said they had intsndcd to zpcnd ally of  the first loan rnr~nics c ~ n  Ilo~s~:l~old 
ur other nonbusinew exycnditurcs, 12 percent (15 percerrt of the uolnen and 8 pcrcetlt of ~ h o  rtrun) 
rti9tally did, 'rise expenditures included savin~s, tlic purchase of land, the payrnent uf scftool fccs, n~ld 
I ltf'rer horne expenses. 

For the miijo~ity, then, a first Inan H R S  used fcr working capital to pl~rchasc :trlditiond stock, 
b h n y  K-REP clicnts said the fitst loan was too small, though subsequent loans were more suited to their 
rlccds, I>espitc the :rnaller loan ;t~nortnts, the pressitlg denlarrds of I.?l-\nle :~nd fiirnily rt>cl~~ircd hat S O I ~ I C  ! 

raipients use the loan nlonies in ways other than they had origin:\lly i~jtended. 

!n die salnple, 107, persons had received second loans t h r ~ : : ~ h  ~ h c  J u h l ~ d i  schcrne, llpon rcceipt 
(-4 the second loan, 70 pcrccilt u s d  the monics to purchase rnore stock or ~lupplics, 21 percent h e p l  
making or selling a ncw product, 4 percent changed their loc;ltion, 6 percent improved the infrastructure 
at the place of business, 15 percent bought equipment, 13 percent srar td another business, and 14 percent 
spent some portion of tllc loan lrtonies on an existing second business, Upon receipt of a second loan, 
more clients were able to apply lhose monies toward a second or supplementary business activity (16 
percent had done so with a first loan, versus 27 percent with a second loan, althor~glr only 18 percent had 
. i ~ t c n d d  to use rhe lnoney in this way). This s~lpgcsts that cntrcpreneurs had a rarlgc of options with the 
second loan ~ 9 a t  allowed them to expand in a more substantid way - through the purchue or 
i~~!provement of fixcd assets or through market expansion by the addition of a ncw PI-oduct line. 

' r w c n ~ - t w o  percent of Jvhudi erltreprencllrs in the sanple used the second loan monics fur 
l~onbusiness expenditures si~cll as schoc! h s ,  the purchase of land, ;?nd other honle cxpcnses, !n some 
cases, savings were yiit aside 3s .an crltergency furid to meet loan p q  Incnts. 

Sixteen Juhudi clic~lts had recei\.cd three loans. Of these, 9 had purchased Inore s'lock or wl~plics 
znd 8 had used some portion of lnoney for nor~busincxss purposes. ((If rhcse, 6 hail p t t  some portion of 
h e  money aside in savings. In scbc.rd the lv,tn was so recent that they had not yet had time to use 
die money.) 

Of the 69 Cliikola clients in the sz~nple, 91 perczrit used their lirst loan to purchase additional 
stock or supplies for their primary enterprise, 29 perccnt began to rnske or sell a new product in \heir 
business, '7 percent purchased cquipnlc *, 12 percent used the n.1onc.y in ;in cxisting second enterprise, 
:md 25 pcrcent used son~r? portion of the ' jan monies for nonbirsi~iess purposes. Only one pcrson stlirtcd 
a new business with the funds. Only 1 1  Chikola clients had received a stxond loan. 

The study team compared K-RZ\''s current cliel~tcle with the clients described in the earlier 
K-REP profile of Juhudi borrowers in Kibera and Eldoret, Although average ages and household sizes 



iiro cnnipriptlble, the clignra it1 tho 1c;lrn's c;lliiple u,ere slightly buttsir c?il~~c.atcd, \r i l l 1  9 1 Ilcrrtunt I~aving 
;I sccorld,r~y a1uc:rtion or h ~ t t c r , ~  

A s  in K-REP'S 1991-1933 protila of IC-RLP's f~lht~di clients, the n~~jority nf both men's and 
wornen's businasa in tho current ~rl~nplo con be classifled under donmerce or trade. Although such 
h~rsincsses are normally s~nallcr in ~ i ~ e  arid tc:lwire Irss sta.rt.up capltd tliarl other frrltls, they have the 
potcritia) to ~ I O W  ct~trepreneilrs to bugin to A I I I ~ ~ S  raapital, :md, ar noted, many et~trepreneurs have 
Jivcrslfltd from a single husincss to include other 3trn i t i c ~ ,  hlany Chikole client%, for c~unyle ,  had both 
trading and in,muf:~cturit~g nctivitia running concurrcr~~ly (for example, sclling cloblles and tailoring), 

On average, tho enrerprises in the sample u ~ r e  ~ l d e r  than those rcpresentccl in K-H13Pts earlier 
j1rotllcs 17r in the 1993 CiI~hllNl survey, '17iis may make the furilier flrms rliote s~nble, ;dthnugh nrort 
l ~ n d  stand out small (a do ihc viwt ~najority of micr~\cr~lr:rpriscs), c?s onc pctson entcrptiqcs ~ t h  a stnall 
initial itives\lnent, hfosr had used pcrsonal !,avrngs to make tl~cir itlitid ii~vestnient, 

'Ihe t m n  also compiu~d c.lients in tl,e J~lll~r~li ;od (-liil,nla schemes and fourld tlrnt a greater portion 
of b~tsincsses run by C,'liikola clicnts were 1oc:itd in ~o~nmercial and traditional markets thdn  those run 
by Juhudi clients. More of  the Juhudi  clieacs ran businesses from their homes, but a ti~ajority had a 
prmanent I(:lc;rtion for their busir)egs, pet :trt~ther i~ilicatior~ th;~t these birsinesses are stable. 

(Ilikola clicnts on t l~e  ~ I l j l e  were rnore s~:rtl~I in tlicir current activities, as reflected by a higher 
level of satisfaction wilh their current occupation. ' I l~e  majority of men ind wor,len were active savers 
prior to becoming involved in K-REP'S progr'uns, hilt women were more likely to have participated in 
a ROSCA or another group, Inmy of which pool capital. Cllikola clients were rnore likely to have 
received solile form of loan assistance in the past - sonie through a ROSCA set up to provide large 
;:mounts of capitid to its members, others through conll~iercial institutions. 

Comparing lnen and women in the s;mple, the tcarn found that educatioilal Ic\lels and household 
sizes were comparable, although rrlore women (60.8 percent) had rrxeived training them illen (51 , l  
percent). Prior to t k i r  currcnt :ic:ti\tity, \vornen also were Illore likely illan Inen [o Ilave been 
~~nzr~iployed. Women in  the sample !vere rnore con~r~ionly engaged in trade ur corilrnerce (66 percent) 
f r ~ n n  lnen %,ere (54 yercc~it) md, in the Juhudi scheille, women's businessi:~ \isere sri~aller than men's 
tusine5ses bvth before and after the loans. Ernploylnent growth had occurred for both men's and 
:votnen's br~sincsscs at approsiinately the s a l e  rates, ;;lthough proportionately fcwer :votncn's businesses 
hbd grown. Women's b~~sinesws started si:lallzr, 2nd a grcnter percerltage of tliem (c!O percent) than 
oicn's (17 percent) remained onc-person enterprises afier the loans. Both Inen and wcrnlen made 
significailt contributions to Ute household, 17ut women reported use uf thc loluls on household expenses 
l;iigh!!:; more frcq~~et~tly than did tl:i.n, suggesting the &renter huusehold delnands women face. 

A comparison of tlie role of n;icrocnterprises iil rural and urban ellvironn~el~ts rc\ ealed that more 
irrh:u~ than rural households relied I100 percent on the K-REP-assisted enterprises. Illis supports earlier 
tindings and suggests a greater net!d for nlicroenteryrise developn~rnt ptojecis in u rhn  are,=,  here 
clltrcpreneurs vie wilh one mother to capture a smdl market share. 

' Fifty-one percent of the clients in Kibera \\!err: educa!cd nt r1pp.r primary whool, and 60 percent of the clients 
in Eldoret had a primary school education. 



I '\itrg c~~nplojtnor~t growth 11~3 ,In i11dic3t1)r of  Io;ii\ irnp~ct u t ~  t~~tcrptiscs, (tic tcnm discovetcd tllnt, 

jlr i 4 ) r  1 0 )  f110 lnancl, he avorage r:~fe of growth (12,J porcent) wa9 below the nicticrn,il iitrrngs (20 p~rccnt), 
I {o\ t  e v c t ,  ~ f t o t  thr> Iomc, 1110 growth rate for huslncsws in the sampla was tqulvnlcnt to thc nat~crnal 
,ibcrage. It  ua.5 met1 ,nod thnt the older age of thcce ct~rcri~rises may st~ntrrburc to lvwcr ,ivorags! gt(?u lh 
r ~ic ls ,  Fn~cl.t~rica~ in !ha rnnnufacturing and \ervica wrtors elrporirnccd higttcr growth ratas than Ihnw 
irr nthor ~ ~ ( ' f o l g ,  fn gddition, (_'hiknla hr~sincssos inrrrnced ernployr~~ent r l i~ht ly  tt~ore I~I(IYI luht~dl 
h1rsinmw5 after tcweiving loilns, 01 should be noted, hvwcver,  tllat (:llikola I ~ ~ ~ t r ~ s  ;ue usually I:iraer th,~n 
llu1119 [I~trrugh the Suhudi schcme.) 

fltc tcml found that, for rnost clients in tlic Juhudi scheme, tho first loon was wed working 
e ,[pila1 to buy wlditiond stock or supplied, Second lonns, uhich were Iatgcr. allowo4j for ;r grc,trer riulgt? 
! I F  options, itlcluding changing onc's locntion or ptirchnsing or improving fixed as$(.Lrs. Sonrc borroucrs 
,.~lsr) ~rscd fir$[ I w n  monies to st311 or add ro n sccn~)d liusir~css :r~tivity, 1)irl this u as Illore prevnlcnt 
.11n17rtg ~cto~)~I- lna~i  hrrouers, s~~pporrirtg the nuticin [h;lt, itltl~o~lgh divcrsifyirlg m e ' s  b~rsincss activities 
llIi\y tlcdge risk, it is also a Irle;iI1s of e x p a l l j i ~ ~ g  one's economic base. llle four caw stt~dics cited 
rl(rnnn;frnfc how \oar6 nlluw rnicrocr~trvprcncurs to build their econornic sccurity : , l ~ t l  t1.e sr~urity of their 
Ilc~u~ci~olds in increrncnu, Unforrui~~ely, rnost persons at this Ictei ire ricser :c~o f,,r fictrn a dcvsstnting 

that cvuld push lllcm back to where thcy st,med, 

'fhc case studies also demonstr;\re the cortrplex interaction of an assistcd enterprise will1 a l l  other 
.~ctivitics i n  the household. 'l3e fact lhnt mmy entrepreneurs have used K-HEP loan n~onies to cover 
household expenses, to purcllese land, and to pay their children's school l~nderlines the reality of 
Kenya's economic situation. When funds are available, they are used to nicet the pre~sing needs of the 
hc~ust:hold. Meeting these nceds is essential for the cntrcprcneur's realization of other goals rclated to 
I~trsincss expans ion. 

Although ernployrneot growth 113s occurred for 3 majority of the I:usineqscs [hat K-KISP h a  
.:viictpXj, fiCarly 4.0 pcrcent of tlrnse in I!,C sample had cxl~crienced I IO employr~~ent growth since rccciving 
a loan. For sunie, quest;ons of housetiold security may liave played a bigger pan. (Others niay have 
grown in ways tl~at c;\nnot he cnpntrd with enlploymet~t data.) Hot~sehold security does scem i3.n 

; l l~portwt concern for microentcrpriscs, e rp~ia \ ly  illiring troubled ecol~omic times - sonlc are stable alld 
cl:)ntinr~e to grow in spt~rts tbrougf~ouc tl~csc rcugl~ pcriods, but others siniply get by and nust  sometimes 
rtruggle rrot lo lose thcir fr:~)llrold. 



1 7 t ~ r ~ n $  the p a t  decade, K-REP has p rngr r~sd  through \e\eral slagrs In (lc\eloping A;: effective 
<lt,ltr)v for pronlating mi~roentr:t~ri,re dcvclc~p~nent, T t ~ ~ l a y ,  i t  irriplclnenls two i tfcctive c r d ~ t  schernes 

filli~~di atd C'hikola -- th~t  ptovidc lo:ue to Inrge nurnhcts of rnicrat*trtreprcr~rurs dt luw cost KbREP 
h;-n alzo eqt~blithsd training, ~cst.;lrch, and irlo~)votion prngtanls lo suppurl thase schernrs. K-REP hns  
tltcn r~rccessful in rnobllizing rc<olrrccs frorn l 'S,\lD, the f-ord r i l~tntl i i l i r~n,  , : l~d \he Oicr~c,rs 
nt~~c4rq.1rr1c~nt .4dmin;stration 10 c,,rry nirt its ,ict~v~tics. I t  h<u done su wltho\tt corrtllrvlnl\lng :5 vision 
11r 11s progr1ln.1 design. 

. I s  i t  ccrrnes to ths cnd (:if ~ h c  IJSAID ('onptar;:ti\.c Agrac~nc~nt, K. R E P  ir 1~11cc.d to mote ahead, 
t!(~\ldir,g on rtncrnt s\~cccsscs in direct Icr~dinp, K.ttllP wo\~ld like to ckpilr~d its direct lentling activities 
',r~l~cr, , i t  the :;cme time, it has tlccidcd to cut h:ick t7n its support to (~rlwr E.;(;Cls, providing only  lo,^ 
iqslstnnce to 3 I'CW nrg:mi~,ations. 

K-REP'S management ar~d hon1.d of directors \cant 10 contin~le direct lending, but nre deliheratir~g 
on ille appropriate organi~ationd format fnt doing so. They also believe K-REP sllo~rld continue to play 
n rrlle in surfporting the get~c?ral field of niicrocnterprise development through trailring, reseuch, and 
ir1nc~vation.s. As it prepares for filtulqe ~ ~ ' c ~ w t h  atld det elopmc?nt, some of the strategic challcngzs facing 
K REP include the following: 

@ Cot~solidnting c~rr t r i~ t  clacdit ;~ctivilics, K-REP nollld like to expand its credit operations, 
but thc opening of  t\vo new hrnrtchcs in late 1993 hits highlightd snmc nrcas that need to 
he strengthened bi.fore K-REP ptlrsllcs h~rther cspansion. K.HEP is now in a c~,nsolidation 
[;h&Se, during which it will improve its management informlition system, rctinc the Juhudi 
~ n d  Chikola methodologies, finc-tl~nc tble rnanngcnlerrt (reduce dcf3ulrs) of tlrc Juhudi and 
I1)iknla schemes, work ~cul,?rd I!IC silsrain~bility of crcdit hrnncl~es : ~ n j  uf r d i t  o; ;.rations 
c?vc~:\Il, and clc\.clop cust-effective strategies for hori,ontd expansion. 

Dereloping and  ltrstirig 111t.thodologit.s tor pron~oling jnvings, 'rile savings corr.?onents 
vf the J~rl~crdi and i:hikola schcnics scrve priinnrily as a form of col~ntcral, r;~ther t?,an as a 
s:lfery rrct or 3s a pool for cliC~lts IO draw on cis a prod~rcti\lc resource. r\lc)rcover. member 
cavings are deposited in commerci:il banks  list Icn(l the rnoney to 1:irge ',?\~sints:sies and 
clic-111s r,irher than to rr~icrocnrerprises. ,I challenge for K-REP i s  to develop n crejit and 
wings  systern that ser\.es ;s n 1r1w iinsncid irircrmc.diary for the ~i~icrnc.r:erprise 
i onlmur~ity.  

Dc*signi)ig credit lftetltodolcrgics that  scrve gi.;.lduatcs. Poverty allevin~ir n in Kenya 
ultimately rcq\~ires a process of econclmic growth that directly involves poor people. !viany 
enterprises supported by the Juhudi and Cllikola schemcs have the potential t9 grow. hut to 
do so requires larger loarls and a different lending methodology. O~her institutions. such as 
XDEMI and BancoSol, have dealt with this issue by offering a few individuals luge: loans 
outside a group lending scheme. BRI also adopted this approach in Indonesia, after its 
initid strategy of increasing loan sizes across thc board only incrc~scd the default rate. BRI 
found that it was more appropriate to increase loan sizes for only a Iiandful of entrepreneurs I 

who had Cre capacity and the commitment to grow. A problem associated with making a / 



I;ugcr Irlln to an ir~divi(tu;rl wltl~in ,I g1011p j t l s c ~  .,b',an t t ~ , r t  ~ n ~ l ~ v ~ ( l r r a l  (Jef,~ult$ otl the loan; 
thorefctro, tli is tnctllc~d is 110t r s n r n r n c ~ ~ d d  hhcto, ,! :# ither , i ; y~( !  ic ti would he to alluw tlloao 
clienw that requitd I;rrgct  loan^ to nmvQ on to comrnerc1,ll Il,\nks or othsr instithtlons that 
cm fill the credit gap 1)crwcan K REP'$ current l~ldtl i1rnuu1it8 a l~d  the minimum bank loan 
amount. F4owcva?r, b ~ i n l ~ ~  t l~cra ;IIQ ~ C W  instltutiotls in K e n ~ a  t J l ~ t  are ptepnred to Icnd at 
such levels, 11t1u wtjuld havo to iisk ullnthet \ , ~ t h  irn ;Ipptrnch urluld deny thcss 
~ ~ n t l  eprcrlcilrs ,mess  to c t d l t  at this Ict el. 15 \r ell. rur ll~er mote. lwai~sa fllc!se 
,~ntteprcnerrr's have been K-REP'$ lnost succt~~sful  clicnts, i t  i s  q)yioyti;rce for K*REP to 
continue to serve thern until they rm gain ,~cccss to b ~ n k  Icuin3. 

14 ~ha l l e i~ge  klr K-REP is to develop nnd test el'fcc:;ve mrtl~r~tlologiws to Icnd to those !vho 
w e d  larger loans, T4ie aim should he to tc:aln ,tnd the 'best" r:licntg withill the 
1.1Jntext of their own progt;ms,I 13y irlcrearirlg ths zire of loans to certain iridividuala, the 
ilistihltion Icuers its cost per dollar lent, which ~;oss S I J I ~ ~ I J ~ L L T  slncl1;cr Io,ms 10 yo(\icr 
c~lients, 

(2 Rpintilnq o?T retail I wdit ~t f iv i t ies .  K RI:P's Jircc.1 I~!nrjing nt-tivities started as an 
cqtecinlent. i'l~ltuuing a surccssful pilot 11h:ise. K - R E P  113s ccal~vj 11p its credit program so 
that today it I.1a3 lriorc t l iclr~ 5,000 active clicnts .jnd a:i~li~st K Sh'iO mtllion (lJS61 . 2  niillion) 
in outstanding Ivcu~s. To ensure a sustalndble c ;d i t  program over the long run, ,111d to 
prepare for fi~ture growth and expansion, KdKEP n i ~ l d  like to spin off its credit operations 
from its other microenterprise suppc,? activities. l l e r e  is also a strong justific~tion for 
sepwating retail md wholaale  lending operations b:ud on a functional incompatibility 
be~wcxn the two. The Mugwanga study, currently under way, will address this issue. The 
study is  ncidrcssing the rnarket for microenterprise c ~ t d i t ,  K-REP'S competitive advantage, 
ihe it~htitutionai format (bank or  NGO), the mix of loan products, and whetllcr to provide 
bolh retail and wholesale credit in one unit or to separate them. The results of the study 
will coiltribute significantly to decisions on K-REP'S direction for the coming five years, the 
pace and scale of its horizontal exyalwion, and its donor cupport needs. 

@ R d e l i n i n g  K-REP'S broader role i l l  s ~ ~ p p o r t i n g  rn i c roc t~ l cq r i s e  clevelop~ncnt in K ~ t i y a  
:)nd txa~ond, K.REP's rescach, evaruati~:~n, i r in~iat ; ,  is, and consultulcy units u e  evolving 
,is; i n ~ p o n a r ~ t  resources for microertterprise deielopment organizrltivns in Kenya and other 
African cc,r~~trics.  A key strategic cliallcrlgc f ~ r  future i s  to :jcci~le the extent to which 
these activities should directly support K.KEP oprcttions t.txrsus Ihc niicroc~ltcrprisc ficld 
in gencrd, lhis wrll depend largely on K-REP'S i i t u r c  d i rc~t ion ,  which w ~ l l  enlcrge itplln 
the conclusiun uf the Mugwanga study. 

Q Rationdi~ing K-REP'S or-pnizatiot~al strucr ure. K - R E P  is a complex organization. I t  
is involved in a tlroad r;ulge of nctivitics with iii:Tc:ent p ~ ~ t p c ~ s c s  and objectives and potentid 
for sustainalsility. The activities require difftxen: staff skills and forms of management. 
Future growth itnd development require, a t  a rninircuni, the separation of the orgmizntion's 
functions into different rnnragcmcnt units, a p r m s  that is now u!lJer way. Once the board 
and managerrlent decide on K-REP'S !lew dirwtion,  hrtller tationalization of the 
organiza~ional structure and how h c  various units relate to each other will be required. 

'For example, Tototo Home industries h h ~  instituted an indivi iusl  toan program for grnduates of its group 
lending approach. 



1~ntlitig \rlrnlmale fu l i ( :Oq,  ,\lthrvt#h K-Rl?B 11:19 t11;1(1a 11 policy d ~ c i s i ~ ~ t l  to contitllla its 
\~t~olascllo lctidit~g to 61 few ; \ I ( i C h  (xnl ing hack its rc~le in ~cchnicd ~ u p ~ l ~ ~ r t ) ,  ~hcte ~ v e  
:evrral issuw K-HI:P rnmagetnvnt qhnuld consirlet in rclittinn to 1h1s Irlnc'ti~~n. l'(~1' sxan~pl@, 
w i l l  K-HliP provide this ,~saist;mre only to ifs wholesale borrowsrs, ur W I I I  it fttdus 
,lssi+tsnce I J ~ I  a few c r d i t - ~ p e c i f l c  NT;C)(r with potentint to reach large numbors of 
bor rowrs? Will K-REP ~ ~ ~ p l j o r t  S f  iOs thi i t  Iiave b ~ i ~ . ~ i l u r  ~levelopment a g c ~ ~ i l ~ ?  %'ill i t  
suppc~tt start-up NCls thdt wnnt 111 eritet the rnicrocntcrpriso credit fleld? 'lb.ill i t  support 
only tho Juhudi ,~nd ChiLola Icnding rrlt~hfldologie.$, t)r other lending ~ , , ;~ i l a ls  as well? 
,\nothet dec;~sion cnnsotns u hetiler K.REP tvant.q to contir~rrca prov~ding gtatrt support to 
W(;C)s to Jlnck ~rp their credlt prngr;irns, I;indly, K-REP mrrst dccide what performance 
criteria i t  will use to eval11:ito there NCiOs, ,ind huw it  will resist and prc \ rdc  twhtrical 
o 1rpp1'n tu the FJGOs to rnccl the pet f r j r r~ i ;  rice c.1 iteri,?. 

Q ~I]~~?:rl~lish;rrp n ~r~icroc i~ tc rpr iue  f ~ a ~ l k .  ?71c feasibility s:[ldy ~~t~r t~r~~iss ionc . r f  by K-REP will 
p r acn t  rccc.,mincr~dations on crtatrlishi~ig n r~~ic . r~~cr) t r : ryt i \c  b:rt,k. which K-REP 

~.li~lnngel.nent I>clicves it rllny lie rcndy to 1.10 i l l  the ncvr r'~ltllre, k!.:~\l:d2 o f  ;I shortage of 
Jonor funds, t~thcr NGOa hnvc s~ i lgh t  to estiiblish or to lic.cc.me n 1?:11tk to gain access to 
1i1;rrket funds. : ! -HIP ,  hou.cvet, continuc:~ to I~encfit from 3 gc!c!!l rt*?iitic~lisli;p with donors 
;ind is  r~nlikely to r l ~ n  short of funds ir! rhc immediate future. K 1eI:P t i t~cs !lot yct have a 
! o m  i~~~tfolio c:ornp;u;.~hle to thsse of ir;5~iruri1sns that hate previously c ~ ~ ~ b l i ~ h c i J  banks, and 
- A -  most important -- i t  h i s  riot shown that it has a fully siistninable lending rnethotlology. 
Thc!refore, rhe evaluation tear11 srrggests that K-H13P recon~ii.Iet its idea of i.s~xblishing a 
h n k ,  despite Lhe idea's tong-tcrn~ ~ner i t .  



~ W T E C ~ C  C U U N G E S  FOR tf$AlD/lOfiWA 

KMiP's s u w w a  ipwk well of OSAlg'd tnamgement tola, which sen ba t  be described as nonu 
irrwentiotrtst, USAltO her, provided aieqwt3 tollources and h u  rrilowd KaRtSB to chm it8 own coutae. 
In so doing, !JSAID h a  achieved iu abjsctlvo under the Ptivato Bntarprlsa Development Project to 
support KdmP while K-REP e5ubliahcld iuelf as rr Kdnyaa orgemiiaotion, Credit should also be giver1 to 
World Education for iu effortlr to establish a sound orgrur&atlond bade. As K42BP ha8 diversrfid its 
fundhg sourcea, iu relationship with USAlB has changed; this appears to be a positive sup. K-REP'S 
new relat~onship w~th USAID has allowed it to consider practical Jtemativw for rema~ning viable and 
ach~eving susuinability. 

With the completion of the PED projest and the end of the current Cooperative Agreement with 
K - E P ,  USAID is at a crossroads in deciding how to support NQO microenterprise credit programs in 
the future. Mission staff would like USAID to piay a role in expanding minimalist credit in Kenya. To 
th~s  end. follow-on support to K-REP'S direct lending program appears warranted. based on past 
achievements, petforrnance, and proven demand for and capacity to delivap credit to mrcroefitrepreneurs, 
tiowever, USAID would also like to diversify its suppon beyond K-REP. 

In looking at options for supporting other N C 3  programs, USAID staff are contend~ng with 
several issues. First, although mirrimalist lerding programs are already being replicated in Kenya, tho 
credit methodologies being used need further reflnemrmt to achieve the gods of scale and sustainability; 
K-REP'S research and evaluation department can make a significant contribution toward this end. 
However. the microenterprise fidd also a~uld perhaps b e d t t  from drawing on (and synthesizing) lessons 
from NGOs funded outside K-REP and USAU) (such as Food for the Hungry, CARE. and Action AID). 
The level of suppon flowing into microenterprise credit programs should be tagged to indicators of 
program performance (for example, disbursements or delinquencies) and sustainability. 

.A second question to corurder is whether USAID should continue to support WGO microenterprise 
credit programs through K-REP as an intermediary or whether it should fund ,her NGOs directly. The 
answer depends to some extent on whether the mission decides to fund a few select credit-specific 
organ~zations with potential for large-scale outreach and sustainability or a larger number of smaller, 
higher risk organizations. The latter strategy would require an intermediary (although K-REP does not 
want to become involved in this activity now); the former could probably be managed through direct 
funding agreements, which would also give USAID more direct control over funding. The answer also 
depends on how much the mission wants to emphasize suppon for credit versus noncredit activities (such 
as client or institutional training and technical assistance, research, and evaluation) and how the balance 
between those two types of activities ultimately plays out within K-REP in the next few years. Many 
larger NeOs  are involved in credit; USAID could fund these programs directly. However, K-REP is a 
unique resource for microenterprise training, research, evaluation, and financial innovations, and would 
be the logical place for USAID to invat tesowes in these areas. 

As the mission looks toward developing its future strategy for promotilrg economic growth and 
microenterprise devalopment and for designing a foIlow+n1 project, it faces several broader strategic 
challenges: 1 * 



Developing a camprehcnslve trlZcroer~terprise stmfqy. One challenge for USAI.D/Kenya 
is to dcsig~l n systematic program strategy dlat links ccono~nic growth, employment 
generation, microenterprise developmcnt, and poverty alleviation. Up to now, the mission's 
private sector strategy has emphasized cn~ployment generation through economic growth. 
?he PED project promotcd inveslmcnts across a \pariety of enterprise types, including, but 
not e:npha.sizing, n;icrocnterpriscs. Preliminary impact data silggest that the mission's 
support for microenrerprise Je\lclopn~ent has generated more employment d ~ m  have 
investments in larger enterprises. 'Illis ii>crensed enlployrnent generation supports USAID'S 
agency-wide shift in emphasis to microerurprise dcvclopment and supporn the Kenya 
~nission's decision to focus on microenterprise credit i n  its private sector strategy. 

111 kceping with USAID'S emphasis on poveny alleviation, strategic challenges for the 
~;l;ssion are to lirdc employment 2nd poverry issues 2nd to deepen understanding of 
emplo)ment chliracteristics and g;towth in rnicrwnterprises. ,4 conceptual framework should 
l i n k  tl~esc issucs in order to formulate strategies 'ad evaluate programs. Some issues to 
consider are: 

. .- Conceptualizing linkages between po\*erty alle\li;ltion, microenterprise development, 
and eco~~omic growth, and dcvelaping st-ratcgies ia the Kenyan context for economic 
growth that helps reduce poverty. 'Illis muid involve, for example,! identifLing sectors 
of tllc w n o m y  with growth potential and linkhg poor people directly to these sectors 
through rnicroenterprise credit and other strategies (such as subsector and social 
venture strategies), and defining target groups (extreme poor, moderate poor, and 
upperend poor) for differing interventions, 

- F~tablishing realistic expectiitions about what can and cannot be achieved in tenns of 
itnpact tllro~igh microenrerprise development, especially minimalist credit. The 
tindings from the current impact survey suggest that for many of the 212 borrowers 
s ~ ~ r v c y d ,  l o m  rnay have done more to establish household security than to increase 
c?rnploymcnt. Moreover, minimalist credit programs are often more effective in 
reaching and assisting the moderate poor than the extreme poor, who often do not 
have e.\len the minimal resources required for self-ci~iployment. This suggests a need 
for conlple~~lent,uy programs - those that serve the extreme poor, especially women, 
a ~ ) d  those that serve graduates nlhosc businesses have growth potential. 

One bcnciit of group lending programs is that they are effective in identifying 
!riicroenterprisa with growth potential if larger loa:.ls rue made available. Unrealistic 
expectations (such as twnon~ic growth) about results of group lending programs could 
lead to perccptio~ls that these progranls have fzilcd, and 

Dctaloping a specific agenda for creating an enabling enviro~lrnent for inicroenterprise 
development. 'l'his will require identification of policy, legal, and regulatory issues 
to address; strategies for market developmcnt; strategies for improving transport and 
storage; and strategies for institutional development. Given that poverty groups 
operate businesses that are ~~ulncrable to financial crisis and insecurity that can erode 
income gains, especially in the current Kenyan context, the mission might also focus 
on income erosion among the poor and on sualegies for sustaining income gains. This 
is one way to direct attention on poverty. 



Q Suslainlng the Income gains from poverty lending program. A comlnon problem that 
emerges in studying the impact of microenterprise credit is sustaining income gains at the 
household level, Yet this is an important challer~ge if a progr'un's aim is to alleviate 
poverty, This brings up a critical dimension of poverty not addressed by microenterprise 
programs and others focused on income generation: downward pressures on the poor, 
associated with crisis and insecurity h a t  can erode income gains, tllteaten l~ousehold 
security, artd narrow opportunities. Downward pressures are a result of economic 
wed:ncsses as well (?s the instin~tiond and social environment in which poor households and 
individuals live. 

Some downward pressures that ~ ' l e  poor experience include natural disasters, insecurity 
resulting ftom political upheavals, a breakdown in the rule of law, misuse of power, 
irrjun'ous c ~ u r t  cam, threats of extortion, ~lnjust loss of property, violence against women, 
Iltalth problems, death of an earning household member, seasonal deticits, and unemploy- 
rnent. Tllae crises oftetl result in the loss of ass- or income, or require large expenditures 
that threaten household su~vival or prevent households from ernergir~g Frcrn poverty. 

USAID'S broader strategy of creating an enabling environnlent for microcnterprises could 
direct attention to these pressures. This could involve resssaarch on h e  crisis-prone nature 
of poor housd~olds and their coping capacities to deal with crises. l3eveloplnent programs 
already respond to some aspects of crisis and insecurity through disaster and famine relief 
projects, law reform and legal rights efforts, health care, campaigns to stem violence against 
women, and the promotion of institutional reforms and broader political participation. 
USAID might also consider research on how programs can address income ercsion. 

@ Expanding minimalist credit in Kenya. Given the enormous de~ltand for credit by 
microellterprises, and the demonstrated potential for miniiadist lending schemes to reach 
large nut~lbers of Kenyans at low cost, it makes sense for USAID to emphasize credit as a 
centerpiece of its lnicroenterprise strategy. A strategy to expand ~nicroenrerprise credit 
could focus on the following: 

- Refining ~nethodologies and demonstrating sustainability prior to investing in large- 
scde expansion of minimalist credit, 

. - Selecting a few organizations (including K-REP) that specify credit to micro- 
enterprises, with demonstrated potential to support microenterprises; and promoting 
high standards of performance in these organizations (based on financial and 
institutiorlal performance targets), 

- During a subsequent phase, linking smaller NGOs to the experience and expertise of 
the above organintions - either through K-REP, francl~ising arrangements. or special 
forums (such as the credit development forum in Bangladesh), and 

-- Exploring the feasibility of various options for creating microenterprise banks, once 
li~ethodologies are refined and sustainability is proven. 

0 Developing loan products for microenterprise graduate. Minimalist credit should be 
complemented by the development of loan products for microenterprise graduates - that is, 
enterprises identified ttuough minimalist lending programs that have growth potential. This 
could be achieved by experimenting with efforts to ratchet up NGOs or to ratchet down 



second-tier banking institutions, although experience from Kenya and other countries 
suggests that the latter strategy is less promising. Constraints of working through banks 
include the mismatch of cultures between nlicroenterprises and conlmercial banks, risk- 
averse loan officers and branch mulagers who do not understmd the microenterprise sector, 
the high costs of administering a large nurnbcr of small ioans, iuappropriste collateral 
rcquiremerrts, and legal considerations that lirnit hanks' f r d o m  LO esperin~cnt with 
innovative forms of collateral. 

a Broadening strzttegies. Minimalist credit, as practiced in Kenya, is not thc end of the 
mjc~oenterprise development story. Nor is it the end of tile poverty story. Tliere remains 
room for innovation in several areas: adapting the group lending 111t)del to n~ra l  areas and 
different ecological zones; experimenting with group-based agricult~~ral lending programs; 
developing programs such as social venture strategies, rural resource sector strategies, and 
other subsector strategies to expand incorne-generating a~ld employment nppol~ni t i es  for 
the extreme poor; expcri~~lenting with programs lor graduates; ;jnd promoting savings. 



An important 1itr)dmark in K-REP'S development was its registration in 1987 as an independent 
Kenytm NNG. The transition to an irrdcpenderlt Ke~lyan ctrganizotion was successfully co~npleted in 1992 
with !he appointment of a Kenyan ~nanagirrg director. None of this would have been possible. however, 
without a g w d  found:ition upon which to build. \Vorld Education must be given credit for helping to 

K-REP as one of the leading microente11,rise instirutions in Afiica; World Education provided 
K-FEY i v i t i  espe~tise in organb~tion and laanagement, as well as a link to the international community. 

Noncrlielcss, as a Kenyan organization K-REP I~as charted its own course. In recent years, 
K-REP'S role as an t~mbrella o~gonizntion supporting od~er NGOs has been de-emphasized. md its role 
in providing direct assistance to microentel-yrises has expanded. This change has accompanied the shift 
froin an integrated model of credit deli\~e~y to a minimalist lending model and a financial systems 
approach. KsKEP now implements two crcdit methodologies - the Juhudi scheme ad the Chikola 
scl~clne - in addition to its wholesale leading to other NGOs. 

RECOIIh,LENDArI:'TOXS FOR K. REP 

This summary reviews the rcco~nmendations for K-REP that have been made throughout this 
report: 

6 K-REP would like to e s p a ~ d  its credit operations, but before doing so, it is in the 
organization's ba t  interest to strengthen its current operations by building its loan portfolio 
through existing capacity. 'The opening of two new hraslches in late 1993 has highlighted 
some areas, such as K-REP'S management inii~rmation system, tllat should be; improved 
hefore funher expansion takes place. 

a ItVith respect to ils rnanagernerlt ir~formation system, K-REP should I-enssess all die 
inicrmation it colltxts, in order to determine whether tile information is organized to be 
::seful for n~nnagerial purposes. The team suggested that K-REP include certain financid 
~rformancc ratios in its nlonthly nlonitoring reports that would allow management to track 
jklds,  track awrage cost of f~rnds, and track cost pressures on the portfolio. 

0 K-REP s!lould standardize its policies and procedures across branches before further 
cvpansion occurs. This will ensure K-REP'S more efficient operation. Policies should 
cliange to fit Kenya's changing economic climate as necessary, and sufficient time should 
be allowed for such changes to take effect. Also, the consequences of policy changes must 
be monitored (which is difficult, at best, i f  policies overlap). 

I Because the Juhudi scheme has experienced a high turnover rate, K-REP should consider 
Ce\~eloping strategies for promoting loyalty among K-REP clients, One means of doing this 

I 



i s  10 inrrensc the clients' rtbility to identify wi1.h the organizatioo rather tllilr. :~rn?.) c~ 
enu7urngt. client groups to bond among tl~emsclves. Other ~rgankations have fil!;..arcrc ?.:s 
client-institution relationship in many ways, from the s i~~lple  (calendars and stic):t:-sr x xe 
more complex (lotteries, ceremonies, ownership of shares, and so on), 

@ Questions have been raised about whether it makes sense to continue the Juhur. il:s:cc. 
which has had problerns with mews ,  yet the scheme serves a clientele that Q~:uL~: :CC 

otherwise I;e scrvcd by K..REP. Steps have been taken to manage uresrs, hut pr:-g-5s -135 
take a while longer to become fully visible. The team recorr~mends that K-RE' :.~G-.:I-~S 

. c'. c. - .A to monilor the Juhudi scheme carefully, using uniform me,uls of tracking its pz. I . L  ....--.LI 

to allow for a thorough assessment after a reasonable period of time. 

0 Several ell~erprises supported by thc Juhudi 'and Cllikola schcrnes sllow the p:remrL :.? 

grow, but, to do so, they need larger loans that are administered under differ= le552g 
rrrer hodologies. A challenge for K-REP is to develop and test effective methoa:~cge 3 

lerld to graduates of K-REP'S programs. The aim should he lo retain and sen.: yes: 
clients within the context of their own programs. 

To ensure a sustair:&le credit program over t.he long run, and to prcpue for futc:.: r:;-,". 
imd expalsion, K-REP needs to spin off its credit operations, which have the Fl:)znr.,: -.I-' 

I ~ c ~ o r r ~ e  self-sustainable, from its other microenterprise support activities, whicb ac: lor: t t i i .  

sustaining. 

@ A challenge for K-REP is to develop a credit and savings system that sen-es LS x e  
financial ir~termediary for the microenterprisc community, This is important in ;.in[ : i xe 
fact that current savings deposits are held by commercial banks that do no: nv..:.: .n 
nticroenterprises. 

.- 
0 K-REP is a co~nplex organization involved in a broad range of activities w i t  !irk:.:!:; 

purposes, objectives, and poterltials for sustainability . Once K-REP'S board of d i r z : ~ ~  ~:,lt 
n~znngenient decide on its new direction, further ratio~lalbntior~ of K-KEY'S ~ r g c ; ~ . ~  : :d 
:.kucture and the way its various units relate to one 'mother will be required. 
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ANNEX A 

SCOPE OF N'ORK 



?'he purposes of this ovalvation =Q to: a) asaeaa K-RWfs h p a c t  
t-s date ,  b) provide recumrndationa for futwe d i r ~ e t i a n s  of K- 
;,'tXP and f u t u a  fumdixlg f;rcm USXl3, c) assess ?he ct..tfective.ness oE 
t-her project in  acbievhg its prhcj .pal  g o a l  and suh-goals, d) 
yrovicia racoramendatlons on any follau-on projec t ,  and e) provide 
broad lessons X e m e d  about niczs-texprise lending in Kenya. 
Tha information gathum3 snd tho ar,alysis  pez3orrod w i l l  be used 
by USAID, IE-aEP and othex donors. ; fa te  specf i i c a l l y ,  D S S D  vill 
usta the evaluakivn results to J ~ ~ l o r a  its serategic yroysimaaing 
dec i s ions  in miao-onke~pxi ,se  d~ve lopaent  and for tho c?esiyn of  
si~ilar projects in n;ho future. 

The a c t i v i t y  t o  bs t?*rnluaatsd is' khs Rural Enkerprfs~  2 r o y r a  
component= heinq hpleuwted thr~ugh the Kenya R u r a l  Errtnxgris 
Program (X-REP) . This i : t  a component undex the Private 
E r r t e r p ~ i s e  (PED) Project: No. 615-0238. PI22 is a $25 n i l l i o n  
project which began i n  1987, The p w o s e  o f  t h i s  project is 
strengthen i n s t i tu t ions  that  can improve Kenya ' s bushess 
anviroxmont anti  to encourage p o w t h  o f  businesses direcely 
thruu.gh the f inancial  and advisory assistanca t!!ose instituti 
provide. 

The puraoso of &ssisfanco to tba Keuya Ruxal Enteruprise F r O g r a  
ifas to zssj.st v ~ s y  :as11 businesses by strengthuxin(3 and 
Zj~tancir,g organizations {.hat 'nrork v i a  them; to resosrch, develop 
and i ~ p l a z e n t  new ways of grotlo9=iny s a a l l  business grcbtth; and to 
assist Kerlya Ruxal Enterprise Program to become an independent 
Kenyan c>tganf zation. Undrz a seven-ytmr cooperative agreement, 
USAID h a s  'GO date obligated $5,938 ,958  in furtherance. o f  the 
project puxpose. The rscmpletion date of the cooperat ive 
sqroamont i s  June 30, 1994. 

Kenya ii~.m.-al Enterptisa Fy0cl;rra.a (ZC-REP) is a Kenyan 3V0, locll l ly 
incorporated in 1987. K--XEPts goals are to ge~erata  emplopent  
opportl .u~it ies  and increa.ss  iilccmes. Z'lrese gcals are aet through 
prr;vj.dinq Xeoans, tzaining and t e c . ? i c a l  assistance to individuals 
t k o u y  h groups and lacal non-gsvexrunontal organizations j-ri order 
to eslcablish or expand sicro and small enterprises in t he  
iilfomal sector. An inportant r a r t  of K-RE?'s strategy is the 
development of sustainable f inancial  services. 

X - - R E P  was estalolished by Norld Education, Inc. tkough USAID 
funding under the Rural Private Entexprissr (RPE) Project ,  and 
coatinuinq through the Frivate Entaprise Development (ZED) 
Project . 
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K-W's original assistance strateqy wa.s to build the capacity oZ 
o U l w  NcOs to provide credit and training t o  wicxo-antatrgri,ses 
uirlCnq the "i.ntegratacim approach. X-i?EP also qerizaenttad vim 
providing assistance to ceopclraf fvea, a+ nco-ity basa.d 
~nCerprisarr.  R-R)=P's approach has since evolved t o  pravidinq 
minimlist  credit, using a sodel based on the Graman Bank, and 
Zslnding directly to entzepren- as veil as W w g h  other W g .  

The evaluatrzrs w i l l  carry out a coff~prahonsivc evalu,at=i.on of  me 
Kenya Rural Zntexprise Fragxam. F i r a s ,  the rmpacrt= o f  me K-kEP 
pzogzarn on firas, individuals and maxku%s w i l l  be assassad. 
Second, the K-RXP mi--entexprise lending madel and prrrceiccrs 
will X;(a a~sessed and c w a r a d  to the " s t a l e  o f  the artH micro- 
mtarpxisa  lending practfcss. Z'hizd, tAs role o f  i 0 . i ~ ~ ~ -  
enterprise lending in Xenya md in USAID'S progxan w i l l  be 
examined. Fox: each of thagcr broad themes, the crvaluatcrrs sha l l  
provide : 

-EPnpirical Eindfngs based on qualitative or quantitative data as 
relevant. 
-Conclusions, axid the analysis leading to th@m. 
-Recdmmandation~, including suggestions for futwa fwdhlg C o t  
institutions in the p r a j u c t .  
-Broad lessons laamsad that exn be used by USAXD a d  other 
agencies involved in s i cx~-entsrpr i s .  Lending to (3uide f u t u r ~  
interventions. 

Inanever possible, any data should be c;curdrr dis-aggxeqated, and 
inforsation should be subject to gender analysis. 

A. IXPACT OF K-REP: I t h a +  has bean R-REP'S inpact on r i m ,  
individuals, and rna:ckets 3 

1. Were component and project objectives accamplished'l 

a, Were the K-RIEP conrpooent objectives to nassis t  very small 
businesses hy s.brengthenhg and financing organizations that 
work w i t h  them; to research, develop and Lrpglement  new ways - crf praaoting small business g r w t h ;  and to a s s i s t  Kenya 
Rural Ent~rilaee Program to become an independent Kanyarr 
organizationn accwlishad? 
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b. \&at 'das K-,W1 s cont:ri!sution t~ 'ale Priq!atn ~Zrltcrgrise 
Develapmcr~t abj  act! ve af "Stxunythening i n s t i t u t i o n s  t ha t  
can faprove Kenya ' s bushtess environtaent and encauzaginq 
(jrrowtJ1 of businusses direct ly  thr.r.rugh the finamcia.1 and 
advisory assistance V&ose f - n s t i t u t i o n s  provide. * 

c. k%at was K-HE=Pgs  ccrnt.r~\:tFon to l . 2 ~  PSD p r o j e c t  End ot 
P r o j e c t  Status IVSUAW.:~: 

- n W e Z  of firyd a s s i s t e d ,  
(ownersh-ip s11ouJ.d ka gendex dis-aggregated) 

- b a s e l i r ~ a  ~mplayr;c~.nt, yerider dis-aggsegated 
.~raployncnt  cjenrxa'ced, (.;.onCerl d is-aggregated 
-*sales increased 
- .gsseM .ineea.sed 
.-h\x&ez of p2epl e tml,ned,  c;.r.:uc'*er disc-aqgt cgatad 
4b(4i!Ala evaI.uatam will irsc k r ~  cixpectcd to c:ollect d a t a  
c,n t:hcise j.ndicatons. Xxth~?r, tbay \ail1 z~ssess We data 
iZ.13f;S has qatkered and use it to r c p ~ r t  12n +he 
-.G~ri&?'es) . 

2 .  ;IJIxac axe t l ~ e  loans r.ssr:d for? mat: are t-!ney 30s.C u u 2 f u l  Cox? 
F c l ~  sxalaplu, 

-3usiness uses: 
-expand hrsiness - i ~ p x - ~ v e  Bw h e s s  
-diversify to now business 
-*sapaying o t h e r  Laans 

-ncrn-b~xsiness UICY.~: 
- l ) . u x l a l r ~  consumption ( furnit~rra,  TV, cloW.es) 
-basic needs (new r o o f ,  school fees ,  ) 
--t:;meYsc;cncq (medical, i ~ n ~ a l ~ ,  food, clashes) 

3 .  \.31at j.!zpact h a s  :<--!?El? c.,ssistxtnca !!ad on The fj.r::!s? For 
i4xa.nlple1 have fh-zs bxprovd zailage;zellt, prar'itabil iLy , 
e f f i c i e n c y  , ir.:..reased saLes? 

4 .  IZlat have keen the social  k e n e f i t s  of X - : U  assistance: 

a .  14210 b e i \ e f i t s  - j.s It t h e  pcor, Is it vomsi, aze they m a l ?  

Ir. 'dhat is the q u a l i t y  of fobs I<.-XEP h e l p s  to c r e a t e  ? ~Xra ?hey 
v,:c:3.1 paid, a x e  the :+.orkiirg canditians fair, a r e  the jobs secure ? 
13ev do  thr3 conditions caunpare to what tha enpxoyees were do.i.ng 
fiefore 7 EQW does the quality 09 e.zplo\ment eompaze to the 
E P o r ~ a l n  sector in R q a ?  

c. Descrih some crf the added socl.al costs and b e n e f i t s  o f  the 
X - 3 E P  pragzan that any not  be captured i.n the ffi1-a-level 
analysis. For ample ,  has t).e standard o f  living o f  the f i n  
avner on ub.ployee improved, has the health or education o f  tbaix: 
farat l i e s  L~pzoved? Axe t&e K-REP qxoups contzf iu t ing  to 
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comau l~ i ty  davcrlop~aant? Qn 1=ha  her hand, has the group 
tdptarc?rntee roech.anisla czsated new 6ocial  cansions o r  pressures 
;?,norig cho baa:ovors? ( k r a  we pass ing  on tha r i s k / b u d c n  ot 
~uicrc-entaz-prise lending on Ea Wls benaficiaxias?) 

5.  !Jhat h a s  kaan t h e  jnpact c 4  R-.WFS saad.stxrlcs an the f i n a n c i  
:?arkat a.nd o f  tSa aicxo-mter.qris~ sector  in ye_leral? 

a. 711 ~ilzat \lay3 l'rm 2-REP c a n ~ i b u t e d  ko flixlarscial deepening i, 
!rc,ny;a? Xs K-R&P supplyj.ng finance t h a t  was o~harwise not 
:;vailable Ln L9e private s e e m ?  Are they chrucgj-ng aaxket  
I n t e r e s t  rates ar crowding ou t  o the r  credit by 5ubsidizing 
ii~trirest rat-? Are Lbay s igni f icant ly  increasing czedif 
ava i l . sb i l j .+y  to a group Chat d i d  not atherwise  have access to i 
:Ts t:haxca ony I ,~~dicat ion  t3a t  this i s  a a t ~ r - u c t u ~ a l  change, that 
chis =edit= w i 1 . l  be svstainabla, or w i l l  it: only  continue i f  
donors  cont.i,nrse to fwd it? A;ta t.?lere o the r  gaps in the f i nanc i  
:sarkeP, t e tveen  K-REP'S ~wxinunr lcran anstant: and Xmnks' mj .nha l  
l uan ,n:fiounts? 

13. 13os.s K - 9 W  pzcrjvj.de an efCective saving ~ c r c h a n i s m  f o r  their 
l:Rie-rit g r ~ u p ?  What nare c.-.auld be dot.@? 

c. Identify hafA pasitive and negative impact af K-REP lending 
micro-antex-prise zaaxktats. For axample, axe ehe ineeases in 
credit to pax t i cu l a r  markets increasing the competition among 
Zims? 

6. Assess tha d a a n s t r a ~ i o n  effect of K-W's m.lnixalist lendinc 
program. Kho initially brouqht ra inhal i s t  lendilng to Renycr - w h ~  
\$?as K-REP'S pala! and what was me r o l e  of  t h e  cr~bsrr key 
tri .n.balis;t  Landing HGO fn Kanya - Promotion of! Rural I n i t f  ativsa 
;uld Revelopmcent mterprises (PRIDE) ? Examha R-3]F?J? s relationshi 
ta other YGOS - those they work v i a  and others in the field. Zs 
the r e l a t i  onship collaborative or competitive? I + % i c h  -- a 
callaborative/sqprt:ive or a carnpetitive relationship v i t h  othe 
NCAs .-- i s  aclrti conducive to t h e  qxcv th  of zicro-entol-priso 
I.endia~g i n  Konya? Ta wkat axt~b.r t  can USAXD take csczdit fol: 
;raving brough t  minlma1is.t lending to Xenya? 

7. Zn the evaluatczst view, to what extent  was iapac t  perfomanc, 
attr ibutable  to K-Wrs management? To K-REP'S Lending nodel? 
'.To USATD/fCenya project des ign  <and aanaqenent? 

3 .  In genaml terms, vexe -era cl..her intended cild un-intended 
japacts o f  the project? 
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3 . ::;'()IJ 4.10 t 3 0  PI-RUJ xorlal d ~ x l  ',ending pz-act'iccs cwayare ta the 
Si:a*ce C . E ~  ~ . h o  A& p r s c t i c ~ s  in :~.ico.-c3nrcr..'~'~pri.r:e !.c:c!ding 
. L n 3 t i t u t i o n s  axound the i ~or ld ,  ;: rxx%.i.c:\ilaxlly !.n I\ 3j.a $ . ~ d  La.t:l.n 
,I?ussf cia'? Freswt k c y  j.ndic;rtn"q for &ase.aaj.r;y ?ric:!ro -enterprise 
!.e.ndi~:g j . . n : s~ i t t~ t ions ,  puesmt s c a n d u d  nethocls for xwasuring 
; .hc no i.nd.S.cators, and evaluate 3-itEF .cya inst f:.::(:.a. Tor ~ + x ~ t l ~ p l a  
*aioiaa of I,.&Q Indicators  i.he eva.Lxaticsn team :,hculci c o ~ s i d e r  aLe: 

-Cast p e r  c l o l l a r  Len?, (cvar t . h e )  
.-,nuxher of Loans p ~ z  c r e d i t  o i f i c e r  
- ra t io  af civc:rhchd cz cpexat ic.sna1 1:. u$its 
...rr-':pay,!r;c)7t r~.'a,i:r.:s (Iscr s1:ou bd {they !.:a ca J.cu laced)  
-1s thwa 3 c:c.z'\=ai,? ;airat jn t j ~ ~ c 3  t r h r : ~ ~  : c z : % ~  illi~zo- 
{$xrterprize lt . : l~dc.rs  c.sually sca a Axoy In  rcpaynent 
ra tes?  rq la t  c:ai.isw :..5S.s? Is thLs itn i . : ~ d i ~ i i t o r  Z.hat 
:s.i.qr.r..ifies Gl~ndaex:.aL change q-xr p!?;sa i.11 an 
. i~.,scituCian d e v e l o p e a r  .:-nd, 4:Fi~;!.a=af:'c;~-n, \dcrz t3  
nonitoriny? 
- p r o p m i a n  of w0atx*2 130~20~i2~;':; 
- leve l  of sustairzibility 
- in teres t  rates jmaket or suasidized: ?re t h y  
chazying interest rl-ze t h a t  covers c o ~ l ~ s ? )  
-rate of e x g a s i o n  c - ~ e r  t i n e  
-Siza a f  lenc.lilrg qrcaps (20? 30? GO?) 
-=r>guen~y 01 :':eetiz;gs ( d ~  CJROIXPS k a v ~  $0 ' ,2cet every 
veek?) 
. -Xnsu~ance a e i k a n i r s  ( far b o ~ h  j .!:di~ j.dva1 Rc:iv-Lxipent 
and laxgo-ycale disas'cers) 
-.,?tse cl.icZxll:s pral  t::r ~ . ~ u b m  - :,;hat p ~ ~ ~ u l a t i o n  c?t.nsity 
1s ~ q x x i ~ e d  'I:r;lr 1-:~t 2 viz..b.le gxoyran? Ts .;,";a zrrqx~ii-eaene 
t h a t  people zhou,ld r o t  13,s related t;tacb;;~xd - (ices t h i s  
)r l,x~der c~roup f or:.at=Aon in :!..ma1 u e a s ?  
.+k-tsn.t: of hzr*cvt;r.s :cp.zyj,qg each or.!:cxs lcans 

c?3ziymc11t: ?=ec=hanis~: in U e o r y  and ia pr:.ctice. haat 
r e a l l y  I.i.:e,& to 5 . l ~ : ' ~  rt':pay'tacnt r a t e s ?  Is it the grcup 
g ~ ~ a ~ m t t > e ?  Eow oite. . .  is that= used? 0 ,  is it siaply 
pectx press1ir.a to :rl23.p ?..he SC:ISFIS;I~ 9aii-;g? Is it l~wyors, 
p a l  i c e  &.nd chief 's 2zter;ren.t"l56ns, organ1 zed  by tha 
tarrowex r'? Ecv 2.dq;. 2 =rears l-rcen :ca:;..igcd? 
--.sther r;zlal.itati.;o or ~ c ~ t i . t ~ t i v e  Z';E&SU;~*GS 

2 . L'n addition, ;~ddusss Lh..a Z s L L r w  ing pa~-1:.Sculaz. q ~ ~ e s C i o n s  about, 
the K.-REP nadel and lending r ~ a ~ i s e s  :: 

a. t:o Vhexe elenents o l  me Graneen $ir,zk clr ether p r o m i s h c  
m o d e l s  that K-REP has n s t  adopted that  xay P e  helpfu l  in 
i~proving f+f f iciency,  t ~ z e t i n g  or repa-pent gates? F o r  
exap10, rituals  at tAe zeetinqs? 



b. What imavatlons has K-BFS cantril2u1tad - or could they 
contr i3uta - to 'rhe SCata of the Ax%? For  exampla, many K- 
REP qroups laan;ilge a para l la l  "Lendj.nqm schcrmo alonqeide the 
X-REP gchasea ,  sometime called mwzy-go-rounds . Tbacse fundo 
pule aften used far personal reasons. Is this an a.bnrration 
or an innovation? Should X - E P  zake them p a r t  of their 
rccp ln t  ;pxwmm or  ourLaw a e m  or lnave tJrt3m ;is they axe? 

c. tloas L!e K-REP n d e l  vary e&ansivoly ~CTQBZJ the 
c.f if f cront R-RFLP supparted progralns? h%at accoun t s  Por 
k e t t a r  p s r f o m n c e  of dif f c e n t  K-REP ins t iL~r t f .oxrs?  

d ,  Compaze the h p a c t ,  aSficikncy a ~ d  self : u: i ; ta ihcbi l i ty  of 
the ChikoLa and Juhudi scthaes  - should K-RF2 focus on one  
or the ather waintab boch? 

e. S u s T a l ~ b i l i t y :  Row d ~ e s  K - - W t s  prospect Tor 
:;us t a b a b i l i t y  cwwpaxa o t h c x  leading nicrc-enterprise 
l ending ins t i tut ions  worldwicia? Ts i C  'ceal , iu~rlc  to expect 
,oic;ro-antarpri sa Lending h s t  itxitir3.ns to b~ct7x;::o suu$ain#bla 
:rnd a t  vhat cost? Would t h i s  zann l e n d l a g  t:o highllu: incams, 
lass  r i p !  groups? Given tha increased interrest in K-RE2 
by other danors, the ilncone from consulting wrk and 
repaperkt - is USAID needed in X-REP and other NGOs? Could 
USAID land rather than grant to K-RZP and a t h a  HGOs, 
thereby having a greatat inpact with limited Cunds? How 
would c h i s  have a great= bpac*? 

f . "Financial Systems Approachtg. 
To what extent do or: can miao-en tqr i s e  3end.ing schemes 
prwvide savbqs as well as credit sexvices to tLeir clients? 
Xs X-I?= providing savings or o t h e r  f inancial  sezvicss? 
Should they? tfl~at alternatives could K-RE2 pursue to use 
aavings for  re-'ending or to m e t  rAek own oporathg costs 
7ad sustab.abil ity objectives? 

3 .  Assess K-R.EP ' s ins t i tu t ional .  d.evelopnent and qr'aw.lv.h plans. 

a.  Exami~e IC-REP'S mission and ob jwt ives ,  opexatians,  stmcLuxe ,' 
hu.nan resource policy, frinancf a1 systems, 2nd aanag~aant 
i n f o r s l a ~ i o n  systems (HIS). Bow have these aspects of K-W.? 
avolved since t h e  gra jec t  s t a % e d ?  mat have been  the !u.afo~ 
c&anges, and through uhat process did change clccur? Iiow can K-RE2 
~aanaqeaent be hproved? Axa t&ezo  problems and issues that need 
addxessing? 

b. Examine K-FtE2's  groarth plans. Are they clear? Feasible? Is X- 
ISEP growinq t o o  f a s t  and in too m y  directions? Can K-REP'S 
clxrrrtnt structure, management, f inancia1 s t a t  f and hf omat ion 
sy8tmas handle .the scale a t  g r o w m  they have in mind? Could it 
handle faster  gpotath? What additlanai capacities does K-REP need 
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:.o !.iavel(.>p in (sudt?r: ;:a grow at t5ca i . ; ~ t c n d ~ d  pace? At: a tastes 
t:.~r.:a? Whnf 3 (fri.vinq the ~rJr.x-ent grcvtr.h, and t:.hrough vhat proscge 
i a  CCha growrh bebig dotocaiuad? Is K - . i W ' s  yravth  c o n s i s t e n t  wit& 
its sustafnability? What L 3  tha nost= appropriate diraction for K- 
R-F2 t : ~  taka? rs the idea of t;c:~orn.ing a bank viable far K-REF? 
S t ~ o u l d  thay ox~nnd  bayand l(eiiriing to cathe? a c t i v i t  iris, for 
(~xalnplle aarkst:tlg cupport aC sub-seczar dcvalopment: or exvanding 
{ . h b i ~  xd3eaxch FI1t.o non.y..zedii', arms? 

0. ,siddrass  he fol loving ~ '1z& f l i <3 i (312 .1~~  issue9 : 
-.Hcv ct'fecZ.ive was K - R e  1.n pxwidliny technical  4ssiatance 
Vo ot:ht.+r !INS rind p.1~ying  a c ~ a r d i n a t i n g  xsle for  micro- 
t r~terqxiso  J.tr~1cth1g i.n X a ~ y a ?  ,fa the-ro a r.eed/demand for 
t.3ese types of :;e~vices te : I G X ?  Can X-!,?E? f u l f i l l  t .h.is 
d.nte.mxdiary role give~1 t h a t  'X-REP a l . s o  :I:anzcjes i t s  own 
d i r e c t  c:.rodit, l'rur=..qrr.a? 
- c b q ' h y  ctl,d K-FZ? 1:ey.i.n d i r e c t  Lentli.i~g? !~;laa.t ;.re the  pros and 
c:ons of the stlift 1:ow;axds 4 k e c . t  lending'? For exanple, is 
?.here a lC<clihood (sf K-PEP becc, :~ing compekitivo with the 
!dc;Os it :~~;.FPQL;'Ts? Iias !.be L e v e l  and/or quality of t~cknical 
ksststanca provided by K-gkZ to ather NGOs dcr:rcased? 
:?as ~rk%er  upp port CUVICB to the HGO community decreased 
(such aa b,old.irlg sena.blars to share t:$xperiunce and lessons 
Learned? ) 

-~IQw docs K - R E P  measure pwfomanco? Does K-XSP collect & 
r e p o r t  ak:prspr.i.ate :donitoring a d  financial data? Is che 
af Z o e  to ~01I.lict I-&pact: data a Losing lsattle? 
- ,h ia t  is the role of the Rl2sclarch and Evaluat ion UniC? Ccc?s 
j:t PFOY~.(?B lesmins l c u n e d  tka-t; serve To charlge K--RXPts 
proqra:ins, as plazmed, or is it g x i m r i l y  an incot~e 
qeneraticin unit? rL~v can t 3 e s e  tvo r o l e s  be baianccd? 

<Fhe follcwing questions ;).re stxstcgic in natrxxe and aa in ly  
i-r-quire an n~alysis of the i~ rborzr t ion  (;*;thered in the context of 
11SATD/LCenya8 s t ra teg ic  cJsj&ives &nd t h e  g e n e r a l  cl.evelopne~rt o f  
:n.icx~-entcq~:f ses in Kz,lya. 

1. lIov does aicro-ents.rpri.sc Ics,di.ng contrlhute to USAID/Kenya 
wid the Privbte Enterprj-se OiElice st.rategic 5oals: 

-?rematirig broad-based, sustainable aconornic grcvth. 
.-Increasing product ion, emplopen t  , j-ncone and f o x  eign 
exchange earniags . 
-Increasing pr ivate  sector e.npLoyment. 
Do K - l l e P 9 s  naia b e u s f i t s  fit Into this 3trzrtccjy? 



2 . 1s naic:yu-.turtcrpri~a 1.anding lzaving an i:.,phct on micro- 
dkntupriza davsllopment in Kenya? ?foes+ f . i 2 1 3  w i l l  state t h a t  
i:z"erdit lu aoir  number one problem - is that: the case? F o r  Wlo 
r ace iv4ing crredit , :ahat frxrt.har barrims axe t-hay facing - iiftrhr 
c : z e d i ~ t  ;rf:nt' 3 !laxc? How realf  s i c  1.3 the +xpectn,tion t .ha t  
.,:??,..cro -.r:nl: e ~ ~ r i s . 0  cl i a r r t s  car! graduace . i . n ~ o  a f oraal, ba.x.lk,.lng 
.;j:rstnn? X Z  so, what u e  t,ha standard ta .xqets  for :n.eaburb'ir~g 
:: cCI*li evea~fn C? 

2 .   at: sl..arzld rlSALI:D clo to m e t  {:her dnmar,d f o r  r~ic.ro--v..,..rstrc~e~~is~ 
Ie&iny? C o n s t r u c t  a model for doJ'.l'lg *:hi3~ 

:,71jw3 .J $11 Zje g r l ~ a x  i l y  a c p n l i t a  tive i nv~s t j . c ; a t l i an  usJ.ng a 
4.,~-:?ki.~:at5.0n of tac1?ai4ue.s j.nclud.ing cioc~:l2ent zc;rj.&ws, key 
:: >?cj?:~~alrt . h t a r r i e u s ,  and a "2apj.d r u r a l  appraisalH survey o f  
,:!.ssi s.e.ed ( 7 . l  i.cmts. $ m e  ~ ~ ~ x r n t i t a t i v a  analys is  v i  11 1:e cequired , 
':,asrd on 'hta 8lxc;rdy callccc%et;d by K-REP i~nd partially analyzed 
:-y t78BXD (Cnta on r!uztber of fims assisted, a4~p20flent, sales ar . 
,assets ,k;crea?ied). 'ZQe uvaluatws v i l l  identify and obtain 
evalu.at icni~s of ~dic~o-ctntorprise Lend.ing progrim that hava hsen 
4or.e vorlC~.vide. 'ma evaluators w i l l  ct3llect inromation from . 

USXTD, R-RSP, 3-REP suppoeed NGQs, K-REP assisted clients and 
*:.ha wtdar ~.\ icro-en-taprise  assistance community in :<errya. This 
w i L 1  zetyj..re appr~x~inately  7 s i t e  v i s i t s  to Momhasa, Kislmu, Rbf 
Val.Lr;y, and the #t. Kmya areas. K-REP has cor~duetad ~aumfnrous 
2or,itorir(g and evaluation &xerc.ises. Wherever possibl~, thr) 
aval\iacars .shall ~2:ssss the validity of these ana lyse s  and u.se - ~'~tl:?iex ~!zm t;enducting i n v e ~ t i g a t i e n s  PXcn scxiatch. 

A .  5ce.t: v i t h  C S r G D  To j:@vic"i~ the. Scope i?f :r'ork and pXOpOSC. 
:.:ark :>lane 

3. ?evicwqb.g Docuwm323s: 
1. iiSAXb 

.-U=D P r i v a t e  Sector Strategy papa.r & t h e  Annual 
?n>G;am 3:zpact Repoxt. 
... ~"roject Papers: Private Enterprise Cevelognant cand 
YuxlrL Private Enterprisa F r o j  ecsts. 
-.U1 pro  jact related agraeaents and aaendnents 
. - F h a . l  r e p a r t 3  frcm the W E  assiutwnce. 
- A . l l  R-FEP r epor t s  and Yod- study. 
-.Sac?os en K - . W  impact inoniforing. 

2 .  X-FSP 
-.i? lannincj Documecnts , ~ ~ a x t t c a l a r l y  t5er Stxategie Gucvit=h 
Plan 
-* Wtluatiuns 
-Internal reports, such as financial reports b 
mmitarlng rep-. 

3 .  K-.- Suppozesd HMs 
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. Conduct key intcrvicwa with: 
1- lJSArD staff - intexviews vi,l-,l sewe.ra1 ?;.ey ~ t a f f  
2 .  ;<-REP: (including at= :cast :.La ~:cl.lll(w?.nq) 

-,*?fanaging Directur 
-*?ow Ge~;axtac:i.rt Heads , ;:7 r+tic:uls.rly i.I$;;.tQ of Rc:; .ea~.ch 
cxnd Evaluation 
-'No Branch Xanagsrs 
..:Four T&an atf  ictus 

3 . 5 fC-ft.= Suppol~tt=~,d HGOS, i.ac L4.:,d i ~ l g  'i;'I43:!1:E (XSoai>asa) 
.Kead Off ice Managers 

4 .  Othex k e y  playars in aicro-c?~h,t.zL~~:~.~.C:e a:is;istarit.:o in Kenya 
-F(.ind Founda,t.ion, ODA, Sa!:.hex!.ands Z.:basey, 'r5i1-rLst.ry of 
Plann.j.ncf, Ka~lya I n d u c i a i  2ytat . : ; :s ,  cc;axerci;aX ?2an.%,s, 
8i,ck 'Zoder. 

@ . Fxaaine K-REP ' s manzgeaent l!tf~c-,ar,icsn systems: 
1. Loan txacking system. 
2. Financial repor t ing syscaa.  
3 .  C l i e r r t  database 

E. Observe #-HI?P operations: 
I . IJeekly loan repayment :!eat L:$s. 
2. C!~ikola m a t  ings.  
3 .  K - - R E 3  aazacjeaont rneeazqs, Kead off  i c e  and ? . ~ : 1 ~ . ' a i l ~ k ~ ~ .  

P. Tn orclep '20 asses the impact of  I.-i?EP ass i sq tancs  on cliants, 
conduce a "Rapid aural Appraisaln s u ~ ~ ~ e y  of assisted 
c l ionk3-  Identify selected, rc2rt.-smrtative cliezlts such as: 

-Soma f rom each sck-e, ea& yaoyraphic nsoa. 
.sWwn and &en 
-Older and yculrger 
, --tcxated in lamrkets ar.d :c~.ated in ;.;(>ae.s 

-aDS f fevent sectors ar.4 s*.2-sectors 
--Good performing h poarly ;e?rfox'ning y.co\?.ps 
Collect qual i ta t ive  3::d ~ ~ s , ~ t i t a c i v e  data to be uscd j.19 - 

answering a variety o f  q:estions in the ::OW. A v a r i e t y  - 

of a t h o d s  might be used, including : 
-individual i n t w i e w s  
-group discuss ions  
--drawFngs, or other  2hysL-cal sodals 
-ranki ngs 

The exact method u i b l  be acjzeed uporr by the evaluators and 
USXED during the i n i t i a l  bricthg. Xppr~xi~ately 3 0  
intervieus or groups sess ions  w i l l  120 held. 



G. 7'ha Team vl.l.1 prcse.nt initial flndiaiya befora l a a v h g  IrAe 
count ry ,  a.nd ptrcipare a d r a f t  and f inal  xepoa* in the US. 

x t  js a.nt.i.cipatc,d ?:.>.at t!ra cvnluat=ion w a 3 . 1  ke 6a.xriad by a 
..- cur p e r s o n  2:r:m. Ci~u taan ?:enbar will ?;a n m i m 3 - , e n t 6 s p r i ~ e  
1,ond:s.ng e:dpezt. ?3e second w i l l  have a broader psrspectfve on 
.:~.i(:xo--+::nt  he * . ? C V B ~ O ~ Z U ? ~ ~ .  The third u il l have intixtate 
~:ncwledgo ot rho S a y a n  micro-antcxprisc secror, w i l l  be f a x t i l i a r  
v i . th  njni.l .~a.list l,,m~ding practices, and will be iit~le to 5,nt:erpret - 

;.nd a n a l y z e  it-R.FJ Landing meetings. Tlia f0ufl.h will Rave 
4 .,.~perieitc.cs l.:sirrg rap id  m a 1  appraisal ceckniques and in 
(:onct.uct:.inc~ x.esaaxc.3 .in ?ha j.nfoma1 sec.t?.or in K~~1ya. The 
coal t 3 : a . c . l : c j : ~ .  - 13s. 11 ba i; us~3,l-r 51 i b l a  for ldm. l - . i ,Py ing  and ~::anW.'acting 
<:;ha two J+<>c.; l . ly h i  2 at3 1:ca.n ~j;xubars. The ctva lcatrjrs w i l l  have 1:ha 
toll,ow.i.ng R ' c s & ~ Q I I s ~ . ~ . ~ .  1 . i i . i ~ ~  : 

?be team 1leada.r vi l , f ,  haVJe overall rasp~nsfbility f a r  f u l f i l l i n g  
r:he scope 05 :,!ark. will coordinatca and suparvise che 
c?vaJ.uati on. 

3sselltial.  Q u a b i f i a t i c 3 n s :  
-Fxansiva exper ie l~cn  ixa m.Lcra-entc3x-prase lending c?;~ld 
exposure to a vnrj.ety 02 micro-entsuprise institutions and 
:naQel s \Taougk out the \?ax ld . 
-:P,a,ck.vaujqd j.n ,~twragarnnnt and (.>rqaniza.tional davelogrnmt . 
-.!!autu:r.~ ~JI :.clan:sgmnent, p u b l i c  a .dmin i s~era t i c r ,  f inancia1 
analysis, c?ave.lopr~ent studios, bzrd/or the social sciences. 
.-Ere-vi,crus c-:valu.stion e ; ~ a r i a n c e .  

!:<:~irab3c Qual.ifj.cat::ians: 
-Sk i l . l s  Jn fl,r.a~icj,a.l. zma1ys:is. 
- lc~iow ledge bf LLqii..nca & nccau.ntj,ng 
-Capacity ssspss acmputar based rc~nrgczen t  irrfcnnation 
s y s t m s .  
.-?Xp*riencc w i t h  USAID a d  NGOs. 
-Eqexienca Africa 
-.Kncvl.e:dga 02 and experience w i t h  r2endor issue-se 

7 . 7 ~ ~ 3  assistant w i l l  repor t  to the t @..an I.eaber and will be 
l Z i 5 a ~ i l y  responsible far assessing the broader impact o f  K-REP'S 
program on clients a d  on the micro-entarprise sector, and for 
analyzing g a t o l t i r l  nos-f i n m c i a l  interventions in K-ReP's plans. 
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!'~;:;or.rtj.nl c?,~.:aLi.f.!.c~t.ic;i~s: 
.4F:xtensiglre ir.:q~x~,r:t.nr,e ~t i th  u v a r i e ~ y  t ~ t  :aic;rr,.*erltSc+,~'prise 
?.rsistance isrwjEnm4. 
-i.I:c~eriexlce Fn analyzing m.i,c~o-*catarprise :::c:ckofi.s, 
Ldent if ying prablens a.nd assassirzg i%pmet s . 
-.'rlsGorl.e~~c::o in usi.ng *Eapfd R ~ a l  AppraisalR T(?c)rniques. 
.h?l;l~'t=f-~rs i.9 ec^l)fi~m.ic~, R i l i a ~ l ~ d  , 01: r-elcVz;:\l2t :i.c>cial sciersca . 

' 3 ~ 3 s  j .t'n b l n  (Z~?.ali.fic;zti.ans: 
- c~pzc . i  ty -to ausess ~:waput:up Lasc.t;d ::s.llac;a~?nt: j.nf oxm2a tion 
:; ystexc3. 
- * s k i l l s  3.n f i m c i a l  a .na1y~i . s .  t- 

-'r:xperiencz with U,I;AXD ursd NGC\S. 
.*- 'Zxp ct--r F exlea in Af s j.ca 
- -&n .~v led~e  ,.r imd exgerie~it:e wi,th (;ender I.:.s~:cs. 

This ?earn :ter:.bsr w i l l  rr3130z-t to Lhe T e a  leader and will 
pr iasy i l y  ke responsible fo r  facil itaeilrq inte-rviews wirh K-IU-33 
clients, prvvidilrg background analysis csn the econouric, social 
z~.nd pol teical coi-ktext of t h e  pro jec t ,  paxt icczlar ly factors 
?tiEuc;ting ~zj.c;ro-~~nte~-prises and relevanc NGQs ia Kenya . 
?rsi;.n.trj,al c?rlalj.fj,ca't.jons: 

. . -X~JC>W&LY~CJC~ af kka r n i ~ a ~ - w n t e q ~ ~ ~ . s e  mctor  i s  Kenya. 
.- field level rc~gcxicnca w i t h  a varf uky o? micro-esscerprise 
i t  , inc:lud.i.rig roinbalisr :  h n d  Lnq. 

i42srers :a xct~?ereicx, business ~anagaaant ,  ox 5:elevan-t 
zocial :sc?.c.uce. 

'l''l1j.3 team zaIuber u b l l  i-c?.por"c to the Ar.s is tant  CvaL~>.ator a ~ d  w i l l  
assist in c a w i n g  c.ut '&e rapid rural a~graisal 0 9  K-3EP 
assi5t:ad clients. 

. n....~. - .- &. *Ieri t ia  1 ~ualif it:ati~~~s : 
-- F2per ionce w i t h  rapid rural appraisal teck?ipes 
-,-Fluency j;n S i z w a M l i  
-f~verience conciucting household or rim-level research Ln 
Kenya, putieulacrly on income and welfare is, =ues. 
-0erjree in relevant aocfal science. 



Dasirable: 
-Familiarity w i t ! !  nini:ila 1 . h t  1crzd.i.rig c ~ r  o t h e r  bu s ines& 
assi .stsnce pruyramss in hweuya. 
-Skj,Lls in financial mnl .ys is  

A. Dxi.ef j,ngs: 'me evaluatian team w i l l  o r a l  ly brief IjSA.ID/Kenya 
011 pracjress dxld d i s c u s  grcsblens : % d  issues lC,m ~ ? s & l y  basis.  
,?;Jditiol~al Ixiefings tjiJ.1 ba convc=ned rr,quired hy ei't:ke.r 
pax ty . 

3. ??ark p l a n :  The cva.lua-Lian team ~ 5 ~ 1 1  p'r. cvide, a c-tatailcd :iork 
plan to U S A I D  Sefote c:~wfrr~.ncj.lly i,5e c .va luat ion .  The work 
plan w l . 1 1  outline hcw vllre cjvnluation vif .1  ba ~.mc?;ertaken axld 
\ ; . r i l l  have to be rippruved lsy USAYU befox(+ v:(;ck 2s undert-;c)"..en. 
JNF:  : ~&cei~d day a3 t.ha can?.xact period.  

C ,  The ~lc-t=h&altaqy Pol: coblec:tix~g axd zirta1.y z i n g  the data shal l .  
1;e approved by U S U D ,  DUE: fou.rth tiay 03 t.ke ccrt~kraet 
geriad. 

B. F'reuentation: 3efose  the avaluation teaa cliribands, the 
ivaluators will d c e  a presentation to USAXD on the 3ain 
findings of 4218 avaluakian. DUE: the 6tJ.r ueek o f  the 
~ontzacting period. 

:E. . Grafit  Repport: Xcceptmce of tha dxaft cepor t  by USAID/Xaaya 
w i L l  be contingent an the ragurt adequatc:ly fulfilling Yhe 
scope of vork a ~ ~ d  addxesaing &her majar h p c x t m t  areas of 
5.nquix-y n a t  ~:-tcossinuily ~ u t l ~ c d  .i.n tho S C I : ! ~ ~ ,  The draft 
uaport should foLlaw tho ~"apuiz'r-d Cor..mat for t h e  evaluation 
::,s listed below: 

i )  I-ecutive Sunmazy 
ii) Froject I d m e U i c s a t i o n  rjeta :7hcet 
iii) !$able of Contents 
iv) 36dy a!! the Reprt . 
v) Appendices 

i;etail& I,nstructians (:re the repor t  f o rxa t  w i l l  be given at - 

;Lnitial k i a f h g .  am: ~t tka end o f  the 7 t h  \:e& a2 the 
cont rxc t  gcxi od. 

F. Final Xepo*: The evaluation w i l l  incorporate USAID carrsments 
-in the Final Report. 9 copies and diskettes w i t h  any 
financial data from Fiz-ms shall be submitted. DUE: Fourteen 
calendar days aXter US- review of the acccptad Draft 
aepoxt . 

G. Evaluation S t m a r y :  'She evaluation team s h a l l  complete the 
A. T .D. Evaluation Summayp. Forno UUg: w i t h  t=he f inal  repork 





c:klik(~I a PJSme ----.--.----.,-.--,---.---.--..-..-- C1:ec.Ii.t O f f  iccr ..,-.-.---....-.--.-- - 
' J~ l~l~ber  of loaris .--- -----._.----,..- 
1st lean amount +---,-.-.-------...-----..- D a t e  reccivcd (ii1/yr ! --,-,.- -----..--- 

21.ld 1 oan %mount ..--,-,-------..--.------- Date received (rn/yr ) .-,----------..-- 
7l.d loan clllount ..----.--------.-----...-..----..- Date rc::ceived ( ~ n / y r )  . ,,----------..-- 

Ddte r e c e i - ~ e d  ( ~ n / ' y r )  ...-..--------.,---- 11 th 1 oan alnoullt -. ------ ---.- -_. ...-.---.-- 

1 .  Gender of c l i ~ n t  ..-.. -..--.--.-a. 
1 = Female 
2 = Male 

2. Agc in years 

3 .  i ~ l ~ 3 r i t a l  s t a t u s  
1 = Unmarried 
2 = Separated or clivolced 
3 - W i c i ~ w e d  
4 = Married/ one spouse 
5 = Married,' two spouses 
6 = Married/ three spouses 
7 = Married/ more than three spou.:;es 

I a Othar - . - - . - - - - - . - . . - . . - -  - -.-.- 

i 3 3 .  Cse:; s p o u s e  stay with you?  
1 = Y e s  2 = No 

4 .  Client's district of origin 

5 .  E t h n i c i t y  of client (Tribe/race) 

6 .  Religion 
1 = Christian D 

2 = Kusl j i l \  

3 = Other .---- 

7. l7oxnlal Education 
1 = !lone, illiterate 
2 = None, literate 
3 = L o w e r  (1-4) 
4 = 1Jppe.c (5-8) 

5 = Secondary ( 9 - 1 2 )  
6 - Higher (13-14) 
7 = University 



8. Skills or technical training 
(more than one response is possible) 

1 = Youth polytechnic 
2 = Technical training institute 
3 = National polytechnic 
4 = Apprentice 
5 = Self-taught 
6 = Learnud from family member 
7 = Other - - 

BUSINESS Baseline questionnaire (before all loans m d  now) 

9. For those businesses with employees, how long have those 
employees worked for you? 

10. If you did something other than this business before, do you 
prefer what you ere doing now? - 

11. Is there anything else you would prefer doing'? 
1 = Y e s  2 = No 

lla. If yes, what? 

Unpaid 
Workers 

Paid 
workers 

- 

1 = Start another business 
2 = Paid worker for someone else 
3 = Other 

started T ( mLyr 1 

I 
I 

Date 
started 
( m/yr 1 

Date 
started 
(m/yr, 

- 

ices 
APprent- 

J 

I 

- -  



. . -- , - .- - ------. ---- - -- -. - 
12(1). What did you intend to do w i t h  the first loan you received? 

13(1). How did you, spend the first loan? Total 
For Business: 
Describe - 

Increased stock of same product? 
Started making/selling new product? 
Changed location? 
Transported to new markets? 
Improved infrastructure? 
Bought equipment? 
Repaired equipment? 
Paid off debts? - 
Started new busine,ss? 
Other 

14( 1 ) .  How did the f icst loan affect your business? 

Improved sales/profits? 
Expanded market? 
More time spent in business? 
Less time spent in business? 
Made work easier/more cornfartable? - 
Made work more difficult? 
Freed from debt? 
Stopped using supplier credit? 
Keep home & work money separate? 
Started keeping books? 
Opened bank account? 
Other 

15(1). How much of first loan was spent on other businesses? 
0 

a. How was it spent? 

16(1). Have you seen improvements in other businesses since first 
loan? If so, what? 

17(1;. How much of the first loan was spent on non-brlsiness needs? 

a. For what? 



. .- - .----. - 
12(2). What did you intend to do with the second ldan you received? 

13(2), How did you spand the second loan? Total 
For Business: 
Describe - - 

Increased stock af same product? 
Started makiug/salling new product? 
Changed location? 
Transported to new markets? 
Improved infrastructure? 
Bought equipment? 
Repaired equipment? 
Paid off debts? 
Started new business? 
Other - 

1 4 ( 2 ) .  How did the second loan affect your business? 

Improved sales/profits? 
Expanded market 
More time spent in business? 
LESS time spent in business? 
Made work easier/more comfortable? 
Made work more difficult? 
Freed from debt? 
Stopped using supplier credit? 
Keep home & work money separate? 
Started keeping books? 
Opened bank account? 
Other 

15 ( 2 ) . How much of' second loan was spent on other businesses? 
a. How was it spent? 

16(2). Have you seen improvements in other businesses since second 
loan? If so, what? 

17 (2 ) . How much of the second loan was, spent on non-business needs? 

F o r  what? 



12(3). What did you ,intend to do with the t h i r d  loan you received? 

c' 

13(3). How did you spend the third loan? Total 
For Business : 
Describe 

Increased s t o c k  of same product? 
Started rnaking/selling new product? 
Changed location? 
Transported to new markets? 
Improved infrastructure? 
Bought equipment ? 
Repaired equipment? 
Paid off debts? 
Started new business :' 
Other 

14(3). How did the third loan affect your business? 
Improved sales/profits? 
Expanded market? 
More time spent in business? . 
Less time spent in business? 
Made work easier/inore comfortable? 
Made work more difficult? 
Freed from debt? 
Stopped using supplier credit? 
Keep home & work money separate? 
Started keeping books? 
Opened bank account? 
Other 

5(3). How much of tnird loan was spent on other businesses? 

. How was it spent? 
6(.3). Have.you seen improvements in other businesses since third 
oan? If so, what? 

7 ( 3 ) . How muc-1 of the third loan was spent on non-business needs? 

. What? 



12(4 ) . What did you intend to do with the fourth loan you receiv~ad'? 

13(4). How did you spend the four4:h loan? Total 
For Business: 
Describe 

Increased stock of same product? 
Started making/selling new product? 
Changed location? 
Transported to new markets? 
Improved infrastructure? 
Bought equipment? 
Repaired equipment? 
Paid off debts? 
Started new business? 
Other 

14(4). How did tbe fourth lcan affect your business? 
Improved sales/profits? 
Expanded market? 
More time spent in business? 
Less time spent in business? 
Made work easier/more comfortable? 
Made work more difficult? 
Freed from debt? 
Stopped using supplier credit? 
Keep home & work money separate? 
Started keeping books? 
Opened bank account? - 
Other 

15 ( 4 ) . How much [sf fourth loan was spent on other businesses? 
a. How was it spent? 

16(4). Have you seen improvements ins other businesses since fourth 
loan? If so, what? 

17(4). How much of the fourth loan was spent on non-business needs? 

a. What? 



-.....---- .- - - - - -- . 
18. Have there been any improvements 111 your householcl sl tuat : ion  
b e c a u s e o f t h e l o a n s ' ? I E s o , w h a t ?  __ - --. - ----- 

19. Have there been any problems in your household situatiort 
because of the loan? If so, what? - -- 

20. Where did/do you get  the money t o  repay the loans? 

21. Have you had prablems repaying t h e  loans? 
l = Y e s  2 = N o  

a. If so, what? . ,- 

22. Why did you get a loan with t h i s  graup (instead of another 
source ) ? - 
2 3 .  What do you think about the loan size? 
(ask about different iaans received) 

1 = Too big 
2 = Too small 
3 = Just right 
4 = Other - 

2 4 .  What about t h e  repayment period? 
1 = Too short 
2 = Too long 
3 = J u s t  right 
4 = Other 

2 5 .  What do you like about t h i s  loan program? 
- 

26. What do you not l i k e  about t h i s  loan program? 

27. Do you like the group guarantees? Why or why not? 

28.  Have there been any defaults in your group? 

29. How did your group handle it? 



*- .-a- 

30. What motivates you to pay back your loan'? 

31. For Chiko las  only: How did you d s c i d s  how much each person gets 
as a loan? 

32. For Chikolaa only: How do you repay your loans t o  t h e  group'? 

have suggestions for improving the loan program? 

3 4 .  Source of start-up capital for business 
1 = Own savings 
2 = Family gifts 
3 = Loans f roln friends 
4 = ROSCA 
5 = NGO, specify 
6 = Bank or financial institution 
7 = Other - 

35. Did you consult a relative or spouse before taking on this loan 
or on how to spend the loan? 1= Y e s  2 = No 
a. If so, who? 

36. When you take money out of this business, what do you spend it 
on? 

37. What are your sources of i~~come now? Include remittances and 
land rent. 

Source Amount I % of household income 

I 



39. Members of cliant's household (Where household refers to those 
"eating f rant t h e  sants pot 1 .  

a/ 1 = client 2 = spouse 3 = son 4 = daughter 5 = parent 6 = other  
relative 7 = unrelated 

b/ 1 = Yes 2 = No 

39a. Other dependent households: 

relatlve 7 = urxelated  
b/ 1 = Yes 2 = NO 



40. who.-'biiys the food? -. -- 

41. Who gays the rent? 

42. Who pays for school fees3 

43. Have there been any major expenses for your household made 
recently? (Examglas: land, wedding, funeral) 

1 = Y e s  2 = No - 
If so, what and who paid for it? - 

- - -  - - - - - -- - -- -- - - - 

4 4 -  Who helps you in case of financial need? 

45. Who do you help in case of financial need? 

46. Where did you obtain loan/assistance before the loan? 
(Where money was repaid or is still being repaid.) 

1 = Commercial bank 
2 = Non-bank financial institutions 
3 = Development financial institutions 
4 = NGOs 
5 = ROSCA 
6 = Moneylender, if so what interest rate? 
7 = Family 
8 = Friend 
9 = Other 

46a .  What did you use it for? 

47, Where have you obtained loan/assistance since the loan? 
(Where money was repaid or is being repaid. ) 

1 = Commercial bank 
2 = Non-bank financial institutions 
3 = Development financial institutions 
4 = NGOs 
5 = ROSCA 
6 = Moneylender, if so what interest rate? 
7 = Family 
8 = ~riend 
9 = Other 

47a. What did you use it for? 

48. Do you have a bank account? 
1 = Yes 2 = No 



- ---- - --- - 
4Ba'l;-mBn--t3i+d you open it?-.----- - 
4 9 .  Did you save bef'ore you became part of this program? 

50 .  I f  so, what have you done in the past  wit?^ savings? 

. 51. Who made the dec i s ion  t o  spend the savings in that way? 

I 52. How much savings do you have now? 

In Juhudi (or Chikola) Other places  
(If they do not want to answer, ask if they have saved more or less 
than what they have in  Juhudi or C h i k o l a )  

5 3 .  How long would i t  have taken you t o  save the money w h i c h  you 
obtained i n  the loan? 

I 
1 54.  In your business, do you use: Before Loan After Loan 
I 1 = Yes 2 = No 

Supplier Credit - 
Supplier Discounts (far cash payment) 
Customer Credit - 
Customer Disc80unta ( f o r  cash payment) 

54a. If yes, to customer credit, h o w  much are you owed now? 

55. If yes, to any of the above does it create a problem far you? 
1 If SO, how? 

56. In what ways do you cooperate with other entrepreneurs? 
1 = Yes 2 = No 

Price collusion 
Shared production orders 
Shared licenses 
Look after each other's businesses 
Shared premises 
Shared employees 
Joint purchases 
Shared raw materials 
Other 



57. Do you b e r o r t o  any other suppo-~ t -  
group besides KXWA (or CHIKOLA)'? 

1 = Yes 2 = No 

57a. If yea, what is t h e  nature of the group? 
1 = Church group. 
2 = Women's group 
3 = Men' e group 
4 = Business association 

' 5 = Merry-go-round 
6 = Other 

57b. If yes, has this group helped you? 
1 = Yes 2 = No 

57c. If yes, how? 
1 = Business financial assistance 
2 = Crisis cash 
3 = Information services 
4 = Production assistance 
5 = Other specify - 

58. What are some of the most serious problems your business has 
faced over the past year in order of importance? 

59. Is there anything that has made business easier over the last. 
year? 

1 = Yes 2 = No 

59a. If y e s ,  what has made a difference? 

NOTES : 





m x  C 

METHODOLOGICAL ISSUES RELATED TO IMPACT STUDY 



GENERAL CONCERNS 

When undertaking a srudy of beneficiary-level impact, one should keep in mind thc nature of the 
intervention itself. Minimillist credit is a no-frills approach to providiing credit; one should, therefore, 
have realistic expectations about what may be accomplished through this intervention. Credit alone is 
just credit, and the benefits derived from this source of credit may clot be clearly distingiaished from 
betletits derived from other sources of credit. The findings here, as' elsewhere, seem to point to the fact 
that minimalist credit may be just another source of credit in a tight credit market. 

Because some indicators change very slightly with microenterprises, it is important to keep 
coming back to the context in which microenterprises exist at all. Many will never grow beyond one- 
person enterprises, yet small changes may occur over time. If we establish certain standards of 
improvement by which only a few m~croenterprises will ever measure up, then the standards - not what 
is being measured - may be at fault. To evaluate impact in 3 microenterprise setting, an understanding 
is first needed of how these microenterprises meet the needs of the people engaged in these act~vities. 
The reduction of impact to simple statistics such as employment and profits overlooks the complex 
relationship of microenterprise activities and household security issues. Individuills are participants in a 
system; they do not function independently of their connections to household. clan. and tribe. 

bETIPODOLOGICAL CONCERNS 

Quantitative and Qualitative Data 

Simply stated, quantitative data provide a perspective that qualitative data cannot, and vice versa. 
The perspective of a quantitative survey is an overview. giving the broad characteristics of program 
participants. These data. collected on an intermittent basis. provide a means of monitoring the program 
over time as it changes and responds to market demand. Quantitative analyses can provide the institution 
with valuable feedback on its programs, which will allow the programs to expand. 

Qualitative data, particularly case studies of people's lives, provide the kind of "thick description" 
needed to understand how people manage to get by through adverse circumstances. Case studies, in 
conjunction with a quantitative survey such as that undertaken in this evaluation, can also prcide 
poignant examples of benefits derived through a program. Were a researcher to strike out on his or her 
own in a random way, seeking stories of people who have benefited, he or she might not find anyone. 
Collecting quantitative information from a larger number of people allows the researcher to identify those 
people who have important stories to tell about the program. 

Control Groups 

Because the effects of credit are hard to differentiate from the effects of other variables in the 
microenterprise sector, it may be difficult to fully control for the group the researcher would like to track 
over time. In order to fully control for the role of credit. one would need to find a set of people who 
consistently had no credit sources. The cost of using a control group may be prohibitive, and that use 
may not be necessary to explain the usefulness of credit in people's lives. 



Data Reliability 

In analyzing the d u ,  several questions arose that are worth sharing because they raise important 
issues with respect to how microenterpr~ses are described. (For the most part. these questions apply only 
to quantitative information, providing yet another reason to supplement what one knows with ethnography 
and case studiw.) The team found it difficult to describe microenterpri3es in terms of single categories 
because microenterprises often encompassed a range of activities and a variety of products. A retail 
vegetable vendor may, on occasion, buy and sell charcoal or other nonperishable grocery items. 'me 
sourcea of input m well as the markets for these products vary. How then is this business categorized? 
When an entrepreneur 11as access to money in the form of a loan, he or she may choose to invest in a 
variety of activities that he or she then considers part of the business. In this study, the team has 
attempted to label the primary activity as the business type. The question about diversification of 
investments, however, is complicated by thc fact that some people see all their activities as part of one 
buslness whereas others see them as separate business activities. All these factors provide hrther 
justification for describing the economic activities of a microenuepreneur from the inside out - from the 
entrepreneur's perspective. 



ANNEX D 

TABLES FROM IMPACT STUDY 



'I'hnLlB FROM IMPACT STUDY 

TABLE D.l 
COMPOSITION OF SAMPLE BY BRANCH 

TABLE D. 2 
COMPOSITION OF SAMPLE BY LOCATION AND GENDER 



TABLE D. 3 
AGE OF CLIENT BY GENDER 

TABLE D.4 
HOXEHOLD S I Z E  BY GENDER OF CLIENT 

'Average household size by gender : For men, average household size is 5.99. 
For women avg. household size is 5.92. 



TABLE D . 5  
MARIT.AL STAl'US OF C L I E m  BY GENDER 

TABLE D. 6 
EDUCATIONAL LEVEL OF CLIENT BY GENDER 



TABLE D. 7 
SKILLS OR TECHNICAL TRAINING BY GENDER 



TABLE D. 8 
PRIOR ACTZVITY BY GENDER IUW CREDIT SCHEME 

TABLE D.9 
ACTIVITY PREFERENCE BY GENDER AND CREDIT SCHEME 

Paid worker 1 1  0 0 0 0 0  0 



TABLE D.20 
COElTRIBUTION TO HOUSEHOLD INCOME BEFORE JWD AFTER LOAN 

raportion of Before loan After loan 

TABLE D.ll 
CLIENT'S CONTRIBUTION TO PURCHASE OF FOOD FOR HOUSEHOLD 



TABLE D. 12 
C L I E N T ' S  CONTRIBVX'ION TO PAYMENT OF RENT 

TABLE D. 13 
C L I E N T ' S  CONTRIBUTION T O  SCHOOL FEES 

Total 
# % 

94 44.3 

3 4  16.0 

R e n t  pa id  
by whom 

- 
C l i e n t  

Client's 

3 3 .8  3 4 . 8  5 1 2 . 5  1 3.4  

23 28.7  23 36.5 13 3 2 . 5  13 4 4 . 8  

Juhudi 
Women Men 
# % # % 

3 0  37 .5  37  5 8 . 7  

2 4 3 0 . 0  0 0 

Chikola 
Women Men 
# % # % 

13 32 .5  1 4  48 .3  

9 2 2 . 5  1 3 . 4  



TABLE D. 1*1, 
CLIENTS WHO HAVE REALIZED IMPROVEMENT IN HOUSEHOLD SINCE LOAN 

(percent of total participants) 

TABLE D.15 
PRIMARY RXASON FOR CHOOSING TO PARTICIPATE 
IN K-REP OR A K-REP-AFFILIATED LOAN SCHEME 



TABLE D.16 
PRIMARY MOTIVATION FOR REPAYMENT OF LOANS 

TABLE D. 17 
NUMBER OF LOANS GIVEN TO PERSONS IN OUR SAMPLE, 

BY BRANCH AND GENDER' 

The average number of loans for the entire sample of men is 1 . 6 1  ; the tota l  
for women in  the santple is 1 . 5 8 .  



TABLE D. 18 
CLIENTS Tmtr ITAVE EXPERIENCED PROBLEMS WITH REPAY ME^ OR T ~ T '  

BELONG TO GROUPS IN WHICH DEFAULTS IUVE OCCURRED 
(percentage of sample participants) 

TABLE D.19 
ENTERPRISE LOCATION BEFORE LOANS, BY CREDIT SCHEm 

Individual 
has 
problems with 
repayment 

Enterprise 
Locat ion 

Traditional 
market 

38 47.5 43 68.3 2 5.0 1 3 , s  

G'uhudi 
Women Men 
# % #  % 

15 18.8 10 15.9 

Commercial 
district 

Roadside 

Chikola 
Women Men 
# % #  % 

4 10.0 1 3.5 

Mobile 

Total  
# % 

30  14.2 

Other 

Total 

Juhudi Chikola Total 
Women M@n Women Men # % 
# % # %  # % #  % 



'FABLE D .2 0 
DISTRIBUTION OF ENTERPRISES BEFORE LOANS, 

BY ENTERPRISE CODE AND LOCATION 

'This number is smaller than the sample for men because two men used loans 
to start new busineeses - that is, they were not engaged in microenterprise prior 
to receiving a loan. 



TABLE U.23. 
DISTRIBUTION OF ENTEWRISES BEFORE LOANS, 

BY ENTERPRISE CODE AND CREDIT SCHEME 



'FABLE D.22 
AVERAGE SIZE OF BUSINESS BEKJRE LOANS, FOR JUHUDI AND CI-II:KOLAf 

DY SECTOR 

TABLE D.23 
AVERAGE SIZE OF RUSINESS AFTER LOANS, FOR JUHUDI AND CHIKOLAf 

BY SECTOR 

Servlces 

Average 
C 

4.00 

3.19 

2.81 

2.14 

5.60 

3.14 

4 .00  

2 .83  



TABLE D.24 
AVERAGE ENTERPRISE SIZE BEFORE LOANS, 

BY SECTOR 

TABLE D.25 
AVERAGE ENTERPRISE SIZE AFTER LOANS, 

BY SECTOR 

with one worker 

- 
Average 29.7% 2.71 

d 



'TABLE D.26 
EMPLOYMENT CROWTti RATE ( IrINEAR RATE) OF ENTERPRISES 

P R I O R  TO RECEIPT OF LOAN3, BY SECTOR 

TABLE 0.27 
EMPLOYMENT GROWTH RATE (LINEAR RATE) OF ENTERPRISES 

AFTER RECEIPT OF LOANS, BY SECTOR 

Average Annual 
G r o w t h  Rate 

Enterprises 
Expanding 

Annual G r o w t h  

Services 
# % 

38 4 1 . 4 %  

2 5  65.8% 

Manufacturing 
# % 

42 3 3 . 5 %  

3 1 73.8% 

Commerce 
# % 

132 11.6% 

63 47.7% 



TABLE D.28 
EMPLOYMENT' GROWTH RATE (LINEAR RATE) FOR URBAN AND 

RURAL ENTERPRISES P R I O R  TO RECEIPT O F  LOANS 

Annual Growth 

TABLE D.29 
EMPLOYMENT GROWTH RATE iLINEAR RATE) FOR. RURAL AND 

URBAN ENTERPRISES AFTER RECEIPT OF LOANS 



'TABLE 8 . 3 0  
F:MPLOYMEN?' C3R.OWTII KATE5 ( LINEAR RATE ) I3El;'OliE LiOAN!; , 

MY 13NTERPRISE TYPE AND GENDER. 



TAE3LB D . J I  
EMPLOYMENT GROWTH RATE3 ( LINEAR HATE ) Af'TTAR I 10ANfj , 

NY ENT14RPRTSE TYPE AND Gf$NDr<R 



TABLE D . 3 3  
LABOR FORCE 9REAKDOFTM A F T E R  L O A N S ,  BY GENDER OF CLIENT 

(with percentage change') 

'Represented by %A 



TABLE rr3. ~4 
CABOR PORCU QREAKDOWN BEFORE LOANS, 
WY SCHEME AND GENDER OF PROPRIETOR 

TABLE D.35 
LABOR FORCE BREAKDOWN AFTER LOANS, 
BY SCHEME AND GENDER OF PROPRIETOR 

(with percentage change') 

'Represented by % A  



'I'ABLI.3 D . 3  6 
IJABOR FORCE BREAKDOWN BEFORE LOAN 
FOR THOSE RECEIVING ONLY ONE LOAN, 

BY SCHEME AND GENDER 

TABLE D.37 
LABOR FORCE i3REAK30WN AFTER LOAN 

FOR THOSE RECZIVING ONLY ONE LOAN, 
BY SCHEME AND GENDER 

(with percentage change') 

'Represented by %A 



TABLE D.38 
LABOR FORCE BREAKDOWN BEFORE LOANS 

FOR THOSE RECEIVING TWO LOANS, 
BY SCHEME AND GENDER 

TABLE D.39 
LABOR FORCE BREAKDOWN AFTER LOANS 

FOR THOSE RECEIVING TWO LOANS, 
BY SCHEME AND GENDER 

(with  percentage change') 

'Represented by %A 



'I'hBLE D . 4 0  
LAUCJH Ii'QHCD EBREAKDOWN BEPORE AND 
AFTER I,OANS IN TIIE JlMUDZ SGIIEME 

1'011 'TIiOSE RECD IVTNG TIiREE LjOANS , l3Y GI3NDEH 
( w i t h  pc:?rcentraqe changea af tar loans) 

'Represented by L A  



TAJ3LE D.41 
WORKERS AT START OF BUSINESS 

TABLE D.42 
WORKERS CURRENTLY IN BUSINESS 



'J?ABLE D. 4:3 
ON'I'ERPRISE LOCATION MEFORE AND AFTER LOAN 

TABLE D. 44 
ENTERPRISE STRUCTlTRE BEFORE AND AFTER LOAN 

TABLE D.45 
PRESENCE OF ON-SITE UTILITIES BEFORE AND AFTER LOAN 

,InEras t ructure Before Loan 



1)-28 

TABLE D. 46  
MARKET OF ENTERPRISE BEPOHE AND AFTER LOAN 

TABLE D.47 
SOURCES OF ENTERPRISE INPUTS BEFORE AND AFTER LOAN 

(with percentage of change' after loan) 

Source of inputs 

'Represented by %A 



'11A13LE D.48 
KINDS OF BIJSINlTSS ASSIS'I'ANCE BEFORE AND AFTER TIORN 

Kinds of businass assistance Before Loan 

TABLE D.49 
RIGHTS TO BUSINESS PREMISES BEFORE AND AFTER LOAN 



TABLE D . 5 0  
HOW CLTEN'I'S INTENDED TO SPEND FIRST lrOAN 

TABLE D.51 
HOW FIRST LOAN WAS SPENT, BY GENDER OF CLIENT 

3 3 . 8  4 6 . 4  

Other uses in same 9 11.3 14 2 2 . 2  



'1'ABLE D .52 
NOM- BlJS.INE8S IJSES (IF P' KRS'r LlOAN MONTES 

Non-business uaea 

"One person had used loan monles for both savings and home sxpenses. 

"One person had uasd loan monies for both savings and other expenses. 



'rmL,rZ r) .  (J 3 
IICIW CI, LENTS CN'rENDMD 'r0 3 PEN3 R JSC1(lNT) I r0AN 

TARLE D. 54 
HOW SECOPJD LOAN WAS SPENT, BY GENDER OF CLIENT 



'r'AULtli J ) .  5 5  
NON- F3llR l N E 3 S  f JSRS f_)P !rlI(:CIOMI t,OAN MON 1 KR 

T h i s  person had spent second loan monies on both savlngs and other 
expenses. 



TABLE D.57 
HOW THIRD LOAN WAS SPENT, BY GENDER OF CLIENT 



?1mirIu 1.1. f ~ ~ j  
NON HfJfJ I'NEkli3 1/!?159 ( ) I ?  'I'f t I.I(D TlOAN MON C I i 3  



TAnLE D.  53 
AGE O F  ENTERPRISE 



TAl3 [All D . 6 0 
APPR,OXIMATE AMOUNT OF START-UP CAPITAL 

TABLE D.61 
SOURCE OF START-UP CAPITAL 



'rmm IJ. b 2  
CIlIENTS WHO IihD SAVTNGS P R I O R  

'YO PARTZCI'PATTON IN A LOAN !3CIiEMfri 

TABLE D.63 
CLIIZNTS WHO HAVE A BANK ACCOUNT 



TABLE D.65 
7''1F1E O F  GROUP CLIENTS BELONG TO OTHER THAN A KIWA OR A CHIKOLA 

(percentage of total participants) 



TABLh: 12. ( - 6  
CLllEN7'9 WIlO I4AVE RECEIVED HELP FROM A GROUP TIIEY NEl.LINC, 'J"0 

(percontags of t o t t ~ . l  participants 1 

TABLE D. 67  
TYPE OF HELP RECEIVED FROM GROUP 



TABLE U. r3t1 

Arl'TT'I'1JDI< TOWARD IJOAN t; t ZE 

?'ABLE D.69 
FORM OF LOAN ASSISTANCE RECEIVED 
PRIO2 TO A jTJHUDI OR CHIKOLA LOAN 



TAE3LE D. 7 0  
FORM OF OTHER LOAN ASYISTANGE RECEIVED 

SINGE A JrJtnrr>T OR C I ~ I K O I ~  LOAN 



,smr-,u IJ . 1 
1 IS13 01' !;IIPJ)LIEII C:RIiDTT, :;IIPT)L PISR IS'I.C;COIJNT3 , 

( lt J!3TOMDR CRED J"I1, AND CIUSrI'C)MER 11 J:SCOIJNrJ'li , 
t3Y GINDER AND C R E D I T  SCHEMI.2 

(percantagu uf t o t a l  particip,mtu) 

Juhudi I Chikola 
Wonnen Men Women Men 

- 4 % #I % # "s H 9 

Supplier Credit - 1 1 1  13.7 6 9 . 5  4 10.0 10.3 
I I 

1 C:ustorner Credit ( 40 5 0 . 0  2 8  4 4 . 4  1 - 2 4  6 0 . 0  17 5 8 . 6  

I C:ustorner Discount 1 17 21.2 2 0  31.8 1 11 2 7 . 5  5 17.2 

':'ABLE D , 7 2  
<rY'PES OF GROUP CCOPERATION IN THE MARKETPLACE 

(percentage of total participants) 



ANNEX E 

FINANCIAL TABLES 
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