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Country: Kenya

Social and Economic Background of Kenya

According to the World Bank, in 2004 Kenya had a population of 32.4 million people, 55.7% of whom were between the ages of 15 and 64. PPP adjusted GDP per capita in current international dollars was $1063 in 2004. The Consultative Group to Assist the Poor (CGAP) reports that 58.3% of Kenyans live on under $2 per day and Kenya had an unemployment rate of 40% in 2003. CGAP also reports that 4.6 million people work in the informal sector, which constitutes 18.4% of GDP. According to the Global Policy Network, Kenya’s GINI coefficient was 0.57. The World Bank reports that Kenya’s M2/GDP ratio was 0.38 in 2004. Kenya received US$81.7 million in foreign direct investment net inflows and US$59 million in foreign aid and development assistance in 2003, according to the World Bank. Agriculture is still considered the predominant sector in the country, employing 24% of the population based on Central Bank of Kenya data.

The currency of Kenya is Kenya shilling (KSh). The average exchange rate was KSh78.75:US$1 in 2002, KSh75.94:US$1 in 2003 and KSh79.17:US$1 in 2004, according to the Economist Intelligence Unit (EIU).

Kenya participates in the World Bank and IMF’s Financial Sector Assessment Program (FSAP). Microfinance issues are covered in the 2005 Financial Sector Assessment (FSA) report.

Doing Business in Kenya

The World Bank uses several indicators to assess the business environment of a country. In Kenya, those interested in starting a business go through 12 steps over a period of 47 days. The cost to the entrepreneur is equal to 53.4% of gross national income (GNI) per capita. There is no minimum deposit requirement to obtain a business registration number. It takes 39 days for a business to register property and requires 7 steps. The overall rigidity of employment is 24.

It costs 15.2% of GNI per capita to create collateral. Kenya’s Disclosure Index rates 2 on a scale of 0 to 7. There is an official registry of business owners and individuals. Kenya’s Credit Information Index rates 4 on a scale of 0 to 6. On the Legal Rights Index, Kenya scores an 8, compared to the regional average of 4.6 and OECD average of 6.3.

Regulatory and Legal Environment of Kenya

The World Bank reports that the number of procedures required to enforce a contract is 25 over 360 days. The cost is 41.3% of debt value. Filing bankruptcy takes, on average, 4.5 years.  The average cost of bankruptcy is 18% of estate value.       

The Banking Act and the Central Bank of Kenya Act, established in 1965, represent the legal and regulatory frameworks for all commercial banks and non-banking financial institutions (NBFIs) including investment and mortgage companies and building societies. Others include the Bills of Exchange Act, the Companies Act, the Building Societies Act, and the Cheques Act. According to Harry Mugwanga, a scholar and CEO of a microfinance institution in Kenya founded by a church, there were about 36 commercial banks and nearly 60 NBFI’s operating in Kenya under two different interest rate regimes until 1999. During that period the level of participation of smallholder clients in the financial sector and the number of small accounts declined. A 2000 Central Bank Amendment Act pegged interest rates charged by banks on loans to advances on the 91-Day treasury bill (TB). The Amendment Act also ruled that both rates can not exceed 4%. TB rates are determined through an auction system by a monetary committee of the Central Bank, which issues new rates at the beginning of each month. Also, the interest rate of deposits in interest earning accounts can not exceed 70% of 91-Day TB rates. 

A Deposit-Taking Microfinance bill has already been drafted by key players in the sector. The bill is now under the review of parliament. A task force, established in 2003, proposed a three-tier framework for the regulation and supervision of MFIs. Tier one would comprise Rotating Savings and Credit Associations (ROSCAs), club pools, and financial service associations regulated by an external agency. Tier two would comprise formally constituted microfinance organizations that do not take deposits from the general public but accept collateral tied to loan contracts. It is proposed that an umbrella body such as the Association of Microfinance Institutions (AMFI) regulate them. Tier three would comprise formally constituted MFIs that intend to take intermediate deposits from the general public. The proposal is meant to empower the Central Bank through the Microfinance Bill to license, regulate, and supervise these institutions. 

George Omino, a banking supervisor with the Central Bank of Kenya, argues that the major challenge hindering outreach and sustainability of microfinance institutions in Kenya is a “lack of specific legislation and set of regulations to guide the operations of the microfinance sub-sector.” Microfinance institutions are currently established under eight different Acts of Parliament: the Non-Governmental Organizations Co-ordination Act, the Building Societies Act, the Trustee Act, the Societies Act, the Co-operative Societies Act, the Companies Act, the Banking Act, and the Kenya Post Office Savings Bank Act. Mr. Omino argues that most of these intuitions do not have the capacity to address issues regarding ownership, governance, and accountability. 

K-REP Bank’s Managing Director, Mr. Kimanthi Mutua, proposes that apart from establishing a legislative framework, the Central Bank should work out a range to control interest rates instead of fixing them. Also, “investors should be encouraged to set up community-based institutions as most banks are currently foreign owned who are in Kenya only to do business.” He also asserts that SACCOs, the Post Bank, and the Agricultural Finance Co-operative are types of institutions that need to be developed to benefit the poor.  

Microfinance Institutions (MFI’s) and Commercial Banks’ Involvement in Kenya

The CBK 2005 Monthly Economic Outlook reports that the banking sector is comprised of 49 financial institutions involved with 44 commercial banks, 1 operating non-bank financial institution (NBFI), and 2 mortgage finance companies. CBK’s 2004 annual report states that there were 3,800 Savings and Co-operative Credit Societies (SACCOs) and 15 microfinance institutions.

There are two types of microfinance providers in Kenya: client-based, which rely on both formal and informal structures (traders, shopkeepers, moneylenders, family, and friends) and member-based, which rely on either formal SACCOS or informal Rotating Savings and Credit Associations (ROSCAs) and Accumulating Savings and Credit Associations (ASCRAs). Most of these organizations pose a legal challenge because most are self-regulated and rely heavily on international donor support. Most of their programs have adopted a village banking methodology of lending which involves working with existing groups, mainly women, registered at the Ministry of Cultural and Social Services.

In addition to these retail institutions, there are three specialized second tier financial service providers (wholesale MFIs) that are offering financial services to MFIs. Some commercial banks are also offering financial services to MFIs.

The Kenya Rural Enterprise (K-REP) Bank, licensed in 1999, was the first commercial bank with the intent of providing banking services to small borrowers and savers. Equity Bank, was the second microfinance bank to be licensed as a commercial bank. 

Stakeholders in microfinance have now formed an Association of Micro Finance Institutions (AMFI), an umbrella organization representing microfinance institutions in Kenya and serving approximately 97,000 clients nationwide. Licensed in March 1999, AMFI’s primary objective is to address issues and challenges affecting the sector. Its activities are currently funded through a grant from USAID. 
The Government has negotiated a $1.2 million (EUR 1 million) loan from the French Development Agency (AFD) for onward lending to MFIs. The fund will be disbursed through three commercial banks.

Development partners in Kenya have also outlined new interventions to support the microfinance sector. The Financial Deepening Trust of the UK Department for International Development (DFID) recently launched a new 5-year programme, whose major thrust is to support MFIs in the delivery of new products, especially savings products, to their clients.

International Finance Corporation  (IFC) launched an integrated project to support the growth and development of small and medium scale enterprises. The project has four main components, namely: Access to Reliable Market Information, Capacity Building and Technical Assistance, Business Enabling Environment and Access to Finance.  Other development partners who are active in the industry include: the US Agency for International Development (USAID), the Danish International Development Agency (DANIDA), the Food and Agriculture Organization of the United Nations (FAO), and the International Fund for Agricultural Development (IFAD).
Recent efforts to promote and improve access of the poor to credit by the Central Bank include establishment in 2003 of a Rural Finance Development Department. During a March 2005 visit by a delegation of International Year of Microcredit (IYOM) United Nations advisers, Banks Governor Andrew Mullei outlined other key reforms, specifically pertaining to the monetary policy advisory committee, the Central Bank rate, modernization of the national payments and settlement system, and the introduction of proceeds from the Crime and Money Laundering Prevention Bill. 

National Committee Activities in Kenya

In Kenya, the activities in support of the Year coincide with the work of the Association of Microfinance Institutions in Kenya. Kenya's National Committee draws from a broad range of 22 organizations representing government, microfinance institutions, and informal sector umbrella organizations. Plans include the mapping of microfinance institutional presence throughout the country to ascertain where there is a need for a stronger or better services and village level activities with "open days" to promote microfinance institutions in areas where there is most need. 

To raise public awareness about microfinance, newspaper supplements in "The Nation" and "The Standard" are publicizing the work of microfinance institutions and other relevant stakeholders. Provincial capitals are hosting guest speakers and exhibitions where microfinance institutions can explain microcredit schemes and facilitate the opening of new accounts. Throughout the Year, workshops, conferences, and school based programs are scheduled to disseminate knowledge about microfinance and local activities are planned to promote microfinance in eight provinces through parades, exhibits with awards, discussions, road shows, and other entertainment. Publicity materials including T-shirts, caps, and fliers are distributed. Awards will be given to institutions for innovative practices in the sector. In November 2004, an event was organized where the Vice President gave a speech together with the Minister of Finance, the Minister of Planning, the UNDP Resident Representative, the Equity Building Society, and a leading microentrepreneur.
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