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Introduction 

In the year 1999 CIDR (International Centre for Development and Research) had the 

opportunity of conducting a Comparative analysis of member-based microfinance 

institutions in East and West Africa for the CGAP, DFID and UNDP. This study made 

it possible to gain knowledge of the present situation in the microfinance sector in 

Kenya as well as other East-African countries, to diagnose strengths and weaknesses, 

and to identify un-met needs. 

It stated that although the microfinance sector is already well established in Kenya, 

there is however considerable shortfall in certain areas and with respect to certain 

populations. In terms of methods, also, certain approaches are not represented. 

CIDR concluded that main challenges relative to the microfinance sector in Kenya 

would be to : 

- reach areas with little cover, such as underprivileged rural areas or food-crop zones,  

- reach populations that are not yet served like rural poor, small farmers or women, 

- develop a new methodological approach involving participation and anchoring in a 

community and territorial base,  

- develop innovative and more diversified financial products. 

With the support of the French Ministry of Foreign Affairs, CIDR started in 2001 a 

“Programme for the development of participative microfinance systems in three East-

African countries: Ethiopia, Kenya, and Tanzania”. The objective of this programme is 

to contribute to the development of microfinance in East Africa by the introduction of 

participative methods in the establishment and reinforcement of viable microfinance 

institutions in rural areas of these countries that are not yet covered. In 2003 CGAP 

decided to bring its contribution to this programme as well.   

An opportunity study for the implementation of a rural participative microfinance 

scheme in Kenya was performed in January 2003. Its objectives were to : 

- perform a brief study of the microfinance sector in Kenya, 

- identify a region that should present characteristics favourable to the realisation of a 

more in-depth study, 

- identify a local partner already operating in the microfinance sector. 

Outputs of this study were the selection of two potential partners identified for the 

feasibility study: the Financial Services Associations (FSAs) implemented by K-Rep 

Development Agency (KDA) in Bomet district and the Gusii Rural Farmers Sacco 

(GRFS). 

The present feasibility study was conducted with the collaboration of GFRS, which is 

located in a rural area with a good agro-economic potential. Although it relies for its 

activities on the tea and coffee sector that are currently declining, the region offers a  

wide range of diversification opportunities that will enable its customers to compensate 

by developing other sources of income. GRFS benefits also from a very broad base of 

customers that today only uses its savings and payment services. They represent a 

strong potential for increasing GRFS volumes of activity if their needs in terms of credit 

could be addressed. 

The present report will expose the objectives of the feasibility study performed, its 

methodology and carrying out, a description of Kenyan macro-economic context, a 

presentation of the target groups and area, and the local partner, the project strategy and 

methodology, the conclusion in terms of feasibility and the two-year programme to be 

implemented. 
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I. Objectives of the study 

 

A. Overall objective 

The overall objective of the study is to confirm and map out the conditions of the social, 

technical, financial and institutional feasibility of developing GRFS’s activities by 

increasing its member base and diversifying its loan portfolio. 

 

 

B. Specific objectives 

 

1. Assess GRFS institutional and financial capacities and potentialities 

- GRFS is assessed along the CGAP appraisal format. 

- A market research exercise is performed with a sample of members, clients and non-

clients. Its main purpose is to : 

. understand if the current products of the GRFS suit its members, 

. which kind of other financial products (especially loans) would be interesting to 

the members and clients (amounts, interest rate, duration, instalments,...), 

. which kind of guarantee the members and clients could provide to secure the 

loans, 

. which kind of economic activities should be financed by the Sacco, and what are 

the risks and profitability of the different activities. 

 

2. Perform a socio-economic diagnosis in the Kisii, Gucha and Nyamira 

districts 

The socio-economic diagnosis shall : 

- identify and analyse the main characteristics of the district in terms of history, 

geography and demography, 

- identify the possible structural constraints (literacy level, infrastructures, insecurity 

problems,...) upon the development of GRFS, 

- identify and analyse the existing forms of social organisation, 

- identify and analyse the existing economic activities, their profitability and their 

current sources of financing, 

- identify and analyse the existing endogenous and formal financial systems or 

competitors. 
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3. Test and validate the feasibility of developing GRFS’s activities 

The feasibility is assessed along four lines : 

- The methodological and technical feasibility which shall make proposals for : 

. Improving main functioning rules : conditions for membership, organisation in 

terms of technical and financial management, procedures for monitoring, internal 

and external control. Propositions will also be made in terms of improving the 

profitability of mobile banking. 

. Introducing new loan methodologies and types of savings and credit products 

(amounts, duration, interest rates, guarantees,…) that will take into consideration 

the needs and capacities of the target groups and in particular of women. 

. Addressing needs of training for the decision-makers and management staff of 

GRFS as well as for the members. 

. Alternative sources of financing. 

- The economic and financial feasibility which is assessed on the basis of the 

establishment of individual interviews and group discussions, in order to estimate 

the existing and potential saving capacity (duration, amounts, interest rates, 

seasonality), the needs in terms of credit (duration, amounts, nature, interest rates, 

seasonality), as well as the needs in terms of refinancing. 

- This approach will lead to the establishment of financial projections over a five-year 

period in order to assess the conditions for financial sustainability. 

- The social feasibility which shall verify the motivation of the members and the 

management committee for the proposed approach and determine with them the 

scope of their involvement in the future changes to be implemented. 

- The institutional feasibility which shall describe the mechanisms that will ensure a 

sound governance.   

 

4. Define a two-year programme 

The two-year programme presents the : 

- quantitative and qualitative objectives, 

- implementation strategy, 

- expected results, 

- activities to be carried out, 

- action plan, 

- resources needed in particular in terms of human and material resources, 

- description of the role and participation in the project of the various actors, 

- monitoring and evaluation procedures, 

- logical framework, 

- and budget. 
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II. Methodology and carrying out of the study 

A feasibility study was conducted by CIDR in Kenya from April to June 2003, with the 

collaboration of GFRS and Mrs Miriam Cherogony, a local consultant.  

 

A. Market research exercise and socio-economic diagnosis 

This part was carried out by Mrs Miriam Cherogony. It relied on : 

- the collection and analysis of existing documentation and economic data at district 

level for the three districts (Kisii, Gucha and Nyamira), 

- interviews with resource persons, 

- surveys conducted in the surrounding areas of GRFS branches through focus group 

discussions and interviews with a sample of members, clients, drop-outs and non 

clients. For this market research exercise, a total of 150 interviews were carried out 

in the 8 branches (including head office) with : 

. members (40), 

. clients (90), 

. dormant accounts (10), 

. drop-outs (10). 

Regarding the focus group discussions, 2 or 3 per branch were enough to get a 

qualitative information. 

The consultant coordinated a team of two survey field workers and a field coordinator 

who conducted the field interviews over a period of 15 days. The two survey field 

workers were put at disposal by GRFS from its marketing department. 

 

 

B. Appraisal of GRFS, feasibility assessment and two-year 

programme 

This exercise was performed by Mrs Marie-Annick Sinou over a period of two weeks in 

June 2003 in association with GFRS management team.  

At the end of the mission a workshop was organised with GFRS board of directors (also 

called management committee) in order to discuss and validate the proposed 

orientations for the development of a microfinance unit by GFRS and the fields of 

collaboration with CIDR. 

A restitution of the mission’s main conclusions and recommendations was made to Mrs 

Njeru, administration officer from KERUSSU. 
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III. Kenyan macro-economic context 

 

A. General characteristics 

 

1. Geography and demography 

Kenya is located astride the Equator. It is bordered to the East by the Indian Ocean and 

Somalia, to the South by Tanzania, to the West by Uganda and to the North by Sudan 

and Ethiopia. It covers a total area of 582.646 square kilometres (see Annex 1). 

Kenya features a wide range of terrains, plains along the coast line, central plateau and 

highlands in the Central and West of the country. The Rift Valley bisects the country 

above Nairobi, opening to a broad arid plain in the North. Consequently, its climate 

varies as well from arid in the north, to tropical along the coast and temperate in the 

highlands. The country’s highest point is Mt. Kenya, at 5,199 meters. 

With a population growth rate of 2,1%, Kenya’s estimated population for 2001 is about 

31 million inhabitants, with 43% of them being under 15 years of age. Life expectancy 

at birth for the entire population is 47 years. There are over 70 tribes in the country, 

predominantly of Bantu origin. Despite the country’s size and ethnic diversity, there is a 

strong feeling of unity among Kenyans reinforced by the fact that Swahili, the country’s 

official language, is spoken by everyone. English is also an official language and is the 

primary language of commerce, administration and higher education. 

 

2. History 

Cushitic-speaking people from northern Africa moved into the area that is now Kenya 

beginning around 2000 BC. Arab traders began frequenting the Kenya coast around the 

first century AD. Arab and Persian settlements sprouted along the coast in the eighth 

century. During the first millennium AD, Nilotic and Bantu peoples moved into the 

region, and the latter now comprises three-quarters of Kenya’s population. 

The Swahili language, a mixture of Bantu and Arabic, developed as a lingua franca for 

trade between the different peoples. Arab dominance on the coast was eclipsed by the 

arrival in 1498 of the Portuguese, who gave way in turn to Islamic control under the 

Imam of Oman in the 1600s.  

The colonial history of Kenya dates from the Berlin Conference of 1885, when the 

European powers first partitioned East Africa into spheres of influence. In 1985, the 

United Kingdom government established the East African Protectorate and, soon after, 

opened the fertile highlands to white settlers. From October 1952 to December 1959, 

Kenya was under a state of emergency arising from the “Mau Mau” rebellion against 

British colonial rule. 

Kenya became independent on December 12, 1963, and the next year joined the 

Common Wealth. Jomo Kenyatta, a member of the large Kikuyu ethnic group and head 

of the Kenya African National Union (KANU), became Kenya’s first president.  
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A leftist opposition party, the Kenya People’s Union (KPU), was formed in 1966, led by 

Jaramogi Oginga Odinga, a former vice-president and Luo elder. The KPU was banned 

and its leader detained after political unrest related to Kenyatta’s visit to Nyanza 

province. At Kenyatta’s death in 1978, vice-president Daniel Moi became president 

after he was elected head of KANU and designated its sole nominee. He retired from 

office in December 2002 after ruling for 24 years. 

 

3. Politics and Administration 

Legalised pluralism in 1992 led to the emergence of several opposition parties mainly 

based on ethnic lines. In the 1997 general election, the combined vote for the opposition 

exceeded that for KANU, but as separate parties they could not gain control of the 

parliament or the presidency. 

Finally in December 2002 Mwai Kibaki won the presidential election against President 

Moi’s preferred successor, Uhuru Kenyatta. 

Most of the Kenyan population feels that a new era has opened and expects numerous 

changes from the new government. Previous one was suspected of poor governance and 

mismanagement of public resources and development assistance that conducted to 

decline in foreign aid in the 1990s. 

Administratively, Kenya is made of 8 provinces (Central, Coast, Eastern, Nairobi, 

North-Eastern, Nyanza, Rift Valley and Western), sub-divided in 71 districts. Its capital 

is Nairobi located in the centre of the country. 

 

4. Economy 

Kenya is considered a poor country with a 2001 GNP/capita estimated at USD 340 

(average GNP/capita in Subsaharian Africa: USD 480). The population is 47% rural and 

29% of the urban population is below the poverty line. Unemployment stands at about 

30%. The economy is reasonably diversified though most employment is dependent on 

agriculture which accounts for 21% of the country’s GDP. Industry contributes to 19% 

of Kenya’s GDP and Services to 60%.  

Kenya enjoyed strong economic growth from independence until the 1970s. The 

average GDP growth rate declined to about 2% in the 1990s (against 6,5% previously). 

In 1993, the government began a major programme of economic reform and 

liberalisation with the assistance of the World Bank and International Monetary Fund 

(IMF). It eliminated price controls and import licensing, removed foreign exchange 

controls, privatised a range of publicly owned companies, reduced the number of civil 

servants and introduced conservative fiscal and monetary policies. In March 1996 

Kenya, Tanzania and Uganda re-established the east African Cooperation (EAC). Its 

objectives included harmonising tariffs and customs regimes, free movement of people 

and improving regional infrastructure. Further reforms at national level were decided 

such as the 1999 establishment of the Kenyan Anti-corruption Authority. Nonetheless 

economic recovery remained weak, and dissension with the IMF and the World Bank 

led to the suspension of their respective programmes in 2001. 
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Kenya is the world’s third largest exporter of tea, which, together with coffee and 

horticultural products, contributes about 47% of total merchandise exports. Tourism 

accounts for another 19% of Kenya’s GDP, and is the second most important source of 

foreign exchange. 

Nairobi continues to be the primary hub of East Africa. It enjoys the region’s best 

transportation linkages, communication infrastructure, and trained personnel.  

 

 

B. Microfinance sector 

 

1. General overview 

In Kenya the finance system can be divided into two sub-systems: a grant-supported 

system and a formal system with no grant support. The grant-supported system is 

mainly composed of microfinance NGOs running credit programmes in which the 

resources are provided by donors. These NGOs started up their activities in the eighties 

and have encountered some success. 

Over time, some of these organisations have become more professional and have 

specialised in the provision of financial services to low-income populations or small 

business. The main organisations of this type are : K-REP (recently converted into a 

commercial bank), Kenya Women Financial Trust (KWFT), Faulu Kenya, WEDCO, 

SMEP and BIMAS. Most apply the Grameen bank model, i.e. group lending. In 1999 

all the microfinance NGOs together (excluding the K-REP bank) reached 85 700 clients 

with a credit portfolio of 750 million Kenyan Shilling (KES) (10.21 million Euros), for 

a savings volume of 292 million KES (3.98 million Euros). K-REP Bank on its own 

reaches 13 000 clients with a credit volume of 228 million KES (3.11 million Euros) 

and savings at 110 million KES (1.5 million Euros). More recently, some NGOs have 

developed new innovative models such as the Financial Service Associations (FSA) by 

K-Rep Development Agency (KDA), the village banking model by Catholic Relief 

Services (CRS), the village bank model by KWFT, and the Accumulated savings and 

credit associations (ASCAs). 

The formal non grant aided sector is composed of 57 commercial banks and their 375 

branches, which show little interest in microfinance, the Kenyan Post Office Savings 

Bank which reaches 1,3 million clients, and the SACCOs (savings and credit co-

operatives). The establishment of the SACCOs goes back a long time and they play a 

major part in financial intermediation. They have experienced very considerable growth 

over the last twenty years, with numbers increasing from 630 to 3 169 and their 

resources from 375 million KES (5.09 million Euros) to 29 billion KES (393.65 million 

Euros, and the volume of loans from 357 million KES (5.09 million Euros) to 22 Billion 

KES (298.63 million Euros). SACCO members increased in number from 387 000 in 

1978 to 2.9 million in 1999, showing their vitality. SACCOs are organised in 

workplaces or in agricultural cash crop zones. Some of the SACCOs are larger than 

some of the smaller commercial banks. 
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Thus the microfinance sector, if the SACCOs are included, is well developed in Kenya 

and reaches 3 million clients otherwise excluded from the classic banking system. 

However, neither the microfinance NGOs nor the SACCOs are present in large rural 

areas, in particular food crop production areas and in remote zones distant from Nairobi.  

In addition, the rural SACCOs, with the liberalisation of the marketing of cash crops 

which is going to affect the position occupied by co-operatives in the local economy, 

will have to develop new strategies, find new members, and offer new, more attractive 

financial products to earn a place in the new financial landscape. Already, some are 

intending to become more professional and modernise, acquiring new skills. 

In 1999 the Association of Microfinance Institutions (AMFI) was created. Its mission is 

to promote and contribute to the provision of efficient and sustainable financial services 

to the poor and low-income people in Kenya. It has three categories of members: 

microfinance institutions, associate members (such as services providers,…), and 

partners (donors, research institutions,…). Its role is to represent the industry as well as 

to coordinate the delivery of services to the industry (capacity building, performance 

standards, lobbying and advocacy,…). It participates to the discussions with the Central 

Bank of Kenya on the definition of a regulatory framework for the microfinance sector. 

The Central Bank of Kenya (CBK) has set up a microfinance team that is currently 

working on the elaboration of a regulatory and supervisory framework that will target to 

the MFIs, the Saccos and the Post Bank. A proposal for a new legislation of the Saccos 

is at stake with the creation of a regulatory body independent from the government, 

although the Ministry of Co-operatives would prefer to continue supervising the Saccos. 

 

2. Banks 

 

2.1. K-Rep Bank 

The Kenya Rural Enterprise Programme (K-Rep) was established in 1984. It provides 

financial services to micro-enterprises excluded from the formal financial sector, 

thereby generating income and employment opportunities for low-income micro-

entrepreneurs. K-Rep made 11,582 loans totalling KES 347 million in 1998. 

K-Rep has received a banking license in March 1999 and secured share capital in K-

Rep Bank. 

 

2.2. Kenya Post Office Savings Bank 

The Kenya Post Office Savings Bank with reported average savings balances of KES 

3,000 can be considered as the largest micro-savings organisation in the country. It has 

the most extensive network comprising 5 Regional Centres, 10 branches, 45 separate 

Kenya Post Office Savings Bank counters installed in post offices and service agencies 

through 500 post offices.  It claims  1.3 million accounts but a study by Andre Oertel 

and Andres Thiele ( May 1998)  found that only  600,000 customers had any transaction 

in the past 12 months preceding February 1998. 



 

  

14 

Although the study also found that 20% of the customers (260,000) held 70% of the 

deposits, the average balance was still (KES 10,500) just above the minimum required 

to open a savings account in Barclays Bank of Kenya. 

Despite its apparent achievements, Kenya Post Office Savings Bank services are used 

only by very conservative savers who do not expect many counter services including the 

possibility of a loan. The bank’s agencies (Post Offices) located in rural market towns 

rely solely on the cash received by the host post office on any particular day to service 

withdrawals. This, together with the conservative maximum withdrawal amounts 

(KES 300 per day), limits how much and how often one can withdraw from the account 

and makes Kenya Post Office Savings Bank services rather inappropriate for the more 

active savers and especially business people however small. Because of their convenient 

location and extensive network, customers of Kenya Post Office Savings Bank include a 

wide cross-section of people from low wage earners, jua kali artisans, retirees, youth, 

women and market traders. These are generally in the category of the non poor and poor 

but not the poorest. 

 

2.3. Co-operative Bank of Kenya 

The Co-operative Bank of Kenya (COBK) was registered in 1965 and licensed in 1968. 

Its shareholders are 3.300 co-operative societies (representing 60% of capital) and so-

called class B shareholders (40%) including individuals. It has 32 branches out of which 

21 are located outside Nairobi. Their loan portfolio amounts to 7,1 BKES and their net 

deposits to 17,8 BKES. 70% of the loans are given out to co-operative societies out of 

which 45% are then channelled to the agricultural sector. The World Bank and the 

European Union have respectively funded 1,4 and 2,0 BKES of loans to small-holder 

coffee growers. 

In 1999 COBK has started a self-funded microfinance programme with the technical 

support of DFID. In 19 of its outlets it offers 1 type of savings product (40.000 accounts 

of a value of 664 MKES, minimum balance 1.000 KES) and 1 type of loan product 

(2.500 clients with an outstanding of 170 MKES, maximum amount disbursed 

300.000 KES). Portfolio at risk reaches 4%. It plans to open this programme in two 

additional outlets. 

It also started in 2001 a wholesaling programme to Saccos which a pilot of 3 Saccos. 

Each benefited from a 5 MKES loan. Duration ranges from 6 months to 1 year, and 

interest rate is equal to 2% per month or 22% per annum. Out of 2.400 Saccos 

registered in Kenya 1.900 are clients of COBK. Current outstanding loans to Saccos 

amount to 3 BKES. 

 

3. Client-based microfinance Institutions 

Microfinance NGOs are fairly numerous and use the group lending method. They are 

mainly concentrated in urban environments, each reaching a few thousand clients. 

Client-based MFIs were established in the nineties by NGOs with the support of 

funding agencies. Their common characteristics are : 

- concentration in towns and cities, 

- orientation towards a clientele of small business in the middle to low income 

population, 
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- use of the group lending approach, which is limiting and could possibly explain the 

relatively small outreach (the largest number about 50000 clients), 

- markedly professional management, fairly centralised and standardised, leaving 

little scope for clients to define their products or have a part in the management of 

the system, 

- wide recourse to credit funds, either donations or at concessionary  interest rates, 

from external funders, little mobilisation of local savings and limited links with the 

countries’ banking systems. 

 

3.1. Kenya Women Finance Trust 

KWFT was established in 1982 as a company limited by guarantee. It has a total of 189 

staff members based in 35 branches. It operates in 53 districts targeting exclusively 

women and serves a number of 53.589 clients. In 2002 11.627 loans were disbursed for 

a value of 535 MKES. At the end of December 2002 portfolio at risk was 4% and 

deposit clients were 28.910 for an amount of 400 MKES. 

 

3.2. Faulu Kenya 

Faulu Kenya was established in 1992 as a limited liability company. It has a total of 107 

staff members based in 23 branches. It operates in 23 districts and serves a number of 

20.316 clients out of which 22% are women. In 2002 11.23 loans were disbursed for a 

value of 437 MKES. At the end of December 2002 deposit clients were 10.212 for an 

amount of 112 MKES. 

 

3.3. Pride Kenya 

Pride Kenya was established in 1989 as a NGO, company limited by guarantee. It has a 

total of 40 staff members based in 17 branches. It operates in 17 districts and serves a 

number of 4.882 clients out of which 445% are women. In 2002 1.351 loans were 

disbursed for a value of 32 MKES. At the end of December 2002 portfolio at risk was 

23%. 

 

3.4. SMEP 

SMEP was established in 1999 as a company limited by guarantee. It has a total of 82 

staff members based in 11 branches. It operates in 11 districts and serves a number of 

13.939 clients out of which 60% are women. In 2002 4.984 loans were disbursed for a 

value of 160 MKES. At the end of December 2002 portfolio at risk was 16% and 

deposit clients were 6.128 for an amount of 66 MKES. 
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3.5. BIMAS 

Bimas was registered as a NGO in October 1997. It started its activities with the support 

of Plan International. Its mission is to improve the standard of living of the population 

through the delivery of financial services to communities. Its operates along the group 

lending methodology and targets people that have income generating activities. Loans 

are granted to market traders that form a group of 5 to 20 persons, to entrepreneurs 

(group of 20 to 42 people) and to bigger entrepreneurs (group of 5 to 10 people). Loan 

amounts range from 1.000 to 500.000 KES. Maximum loan duration ranges from 12 to 

24 months. Repayments are made on a weekly basis, except for school fees (monthly). 

Interest rate charged is 17% per annum flat. The groups are in charge of the 

documentation, banking and loan appraisals. On-time repayment rate is 98%. On 

average each loan officer manages 300 clients, the target being 450. They uses 

motorcycles and can cover a radius of 50 km from their office. Bimas has 44 staff 

members based in 4 branches covering 11 districts in Embu, Central region. 

Bimas serves currently 450 groups representing 12.117 clients. Its loan outstanding 

arises to 67 MKES. Mandatory savings are not used for on-lending. Its capital originates 

from Plan International (60 MKES) and the Dutch Embassy (10 MKES). Operational 

sustainability ratio reaches 102%. 

Perspectives for the next four years is to cover all districts around mount Kenya, to 

repackage products and diversify clientele. Business plan targets 25.000 clients in 2005. 

 

3.6. KADET 

Kadet is affiliated to World Vision Kenya and has three years of existence. It currently 

counts 6.000 clients and operates along the group lending methodology. Its loan 

outstanding arises to 0,5 MUSD and the deposits to 0,2 MUSD. It has 35 staff members 

located in 6 offices in the Rift Valley and Eastern regions. It supports community 

initiatives and deals with groups with an average of 30 people. These latter possesses 

their own bank account. The loan officers use motorbikes and can cover a radius of 

50 km from their office. Currently 30% of their customers are based in rural areas. The 

objectives of its 3-year plan is to serve 12.000 clients and reach 1,5 MUSD loan 

outstanding. It has negotiated a bank overdraft with the Standard Chartered Bank with 

an interest rate of 14% par annum on a declining basis. Their main challenge is to find 

donors willing to support them in their expansion. 

 

3.7. WEDCO 

Wedco was started by Care International with the funding of DFID. Care International 

provided technical assistance until 1995. In 1999 Wedco was registered as a company 

limited by shares. Shareholders are the Wedco Trust (that holds the assets of the 

company) and two individuals. 

Wedco operates in three regions Nyanza, Western and Rift Valley, in 24 districts in a 

radius of 150 km from Kisumu. It has 7 branches (in Kisumu, Kakamega, Kitale, 

Eldoret, Busia, Kisii and Migori) supervising 3 to 4 sub-offices each. It currently serves 

12.000 clients. Drop-outs reaches 25%. 
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Wedco offers four types of loans (loans to groups, loans to individual, school fee loans 

and energy for schools loans). Loans are granted to clients along the group lending 

methodology. Repayment is made on monthly instalments. Repayment rate reaches 

95%. Loan defaults are due to poor group preparation and poor regional economy 

(sugar industry, cotton industry and fishing). Individual loans have been recently 

introduced. Loose security such as land titles are required in addition to the 20% cash 

collateral. 

The institution employs a total of 66 staff members. Four vehicles are at head-office. 

Branch managers use motorbikes and credit agents public transports. 

 

4. SACCOs 

The SACCOs numbered 4.053 in 2001, with 3.938 in urban environments accounting 

for 1 500 000 members, and 115 in rural areas with 1 200 000 members. For urban and 

rural Saccos deposits respectively amounted to 65,0 and 5,2 billion KES and amount of 

loans granted to 42 and 4 billion KES.  

KUSCCO is the apex for urban Saccos. It was set up initially to provide support to the 

urban or employee based Saccos. By December 2001 it had 1.502 members. It offers 

several services to members which include central finance facility, risk management, 

research and feasibility studies for front office services, management information 

system, auditing services and training.  

KERUSSU is an apex of rural Saccos and was registered in 1998. It has 39 Sacco 

members that are concentrated in Central and Eastern regions. Out of these 29 have 

opened front offices in order to serve non-members. Kerussu provides its members with 

training and inspection services. It represents its members in tax negotiations and 

actively participates to the discussions upon the regulation of Saccos. 

Saccos have certain characteristics in common : 

- their establishment in urban contexts, among wage earners and in enterprises, 

- establishment in rural areas is restricted to larger towns within cash crop areas, 

where they are the financial counterparts of cash-crop producer co-operatives 

(coffee, tea), dating back to the time when the State had the monopoly over the 

marketing of these products through the co-operatives, 

- their absence in food crop production areas, in geographically remote areas and in 

villages. 

The way they are run also shows some similarities : 

- Large capacity in mobilising savings (especially through their front office services), 

despite rather unattractive interest rates and products policies (the commercial banks 

are putting ever-higher barriers to access to their services, which is increasingly 

turning small savers away, and towards the SACCOs). 

- Poor command of technologies relating to granting and management of credit, with 

the exception of credit linked to cash crop harvest payments, which gives them 

excess liquidity : SACCOs  put the greater part of the savings they collect in banks 

or in the Co-operative Bank. Hence, the SACCOs do not meet the credit needs of 

their members, who continue to resort to “Roscas” (that are very widespread in these 

countries) to fund their needs. 

 

 



 

  

18 

- With the liberalisation of economies, the SACCOs will need to undergo 

considerable alteration and redefine their position in the economic landscape. Their 

policies with respect to services offered to members will need revising, and they will 

need new skills to adapt. 

The main challenges facing the SACCOs are : 

- Market liberalisation: currently the SACCOs are still linked closely to the marketing 

systems of the coffee cooperatives and the Kenya Tea Development Agnecy. But the 

liberalisation of the market for agricultural products is leading to the weakening and 

even the eventual disappearance of these cooperatives in the long-term, especially 

those dealing with export products. Fierce competition between private buyers will 

lead to reorganisation and a different way of doing business for the SACCOs if they 

want to continue to offer loans, and above all recover these loans. 

- Rapid growth in outreach: recent years have witnessed an acceleration in the growth 

of the largest SACCOs.  In order to avoid being overwhelmed, the SACCOs need to 

revise their internal organisation, their management style, their tools, and their 

approach to staff training. 

- The legal and regulatory framework: several SACCOs have started collecting 

savings from the public and providing banking services in the absence of a well-

defined legal or regulatory framework or a deposit insurance fund.  The SACCOs 

still come under the authority of the Ministry of Cooperatives. 

Given these constraints, the main challenges facing the financial cooperative sector in 

the coming years are as follows : 

- Organisational development : these institutions, be they urban or rural, need to adopt 

a shared outlook and a national strategy since these are the necessary prerequisites 

for achieving some form of synergy and avoiding duplication. This could lead to 

rationalisation at the structural and operational levels.  The SACCOS will have to 

expand their membership to include other economically active groups beyond their 

current base which focuses on commodities.  In order to improve governance they 

will have to strike a balance between existing members and the fast-growing number 

of new customers, probably by enrolling users as members with full rights. 

- Operational development : new products will have to be developed to meet the 

demand of farmers in a free market environment, as well as the demand from a 

category of client that has been neglected thus far, namely women. Likewise, these 

institutions will have to acquire techniques for issuing loans in order to make better 

use of excess liquidity, for the benefit of their members. Refinancing activities 

between SACCOs could be considered as a form of financial cooperation within the 

movement. Synergies could be identified for developing tools such as computerised 

operations, the creation of reliable information systems, and the 

“professionalisation” of staff. 

- Regulation : a dialogue should be initiated with the government in order to define a 

national policy and a suitable regulatory framework. Supervisory and control 

responsibilities will have to be clearly defined, whether they are assumed by the 

self-regulating system that those working in the sector would prefer, or by the 

monetary authorities within a broader framework that would be conferred through 

integration into the financial sector.  Some thought should be given regarding how to 

provide improved security for deposits. 
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- Innovation : different types of innovation will need to accompany the changes 

described above.  This could be the result of collaboration with the "roscas" and 

informal savings and credit groups that are numerous and very dynamic in Kenya.  It 

could also arise from exchanges with other MFIs, particularly the financial NGOs 

and the FSAs, concerning issues such as human resource management and the 

creation of management information systems, or even decentralisation to the village 

and community levels. 

 

5. Village banking models 

 

5.1. Financial Services Associations 

Since August 1997 K-Rep Development Agency has embarked on a new portfolio of 

innovations in rural finance and grassroots financial institutions. The Financial Services 

Associations  (FSA) model, a village-level financial institution, was first introduced in 

Taita Taveta district by K-Rep after a series of rapid financial appraisals (RFAs) carried 

out in four districts (Taita Taveta, Marsabit, Machakos, and Kitui/Makueni). The RFAs 

indicated the presence of a strong demand for low cost financial services in rural areas 

and the absence of appropriate rural financial services and institutions. 

The FSA is a share holding financial enterprise, owned and run by shareholders 

themselves, through which rural communities can have access to a broad range of 

financial services, including : 

- access to safe deposit facilities and services, 

- access to credit, 

- access to money transfer services. 

The first FSA was established in Taita Taveta district at Bura on 27 November 1997. By 

December 22, 1998, a total of 10 FSAs have been set up in four districts (Taita Taveta, 

Kilifi, Marsabit, and Machakos) and two others will soon be set by the end of January 

1999.  

By the end of January 2003, K-Rep had mobilized 34,278 shareholders in 63 FSAs 

spread over 20 districts.  Savings mobilized through the 63 FSAs had cumulatively 

reached Kshs 270 million. Lending has benefited 20,391 shareholders with loan 

disbursement worth Kshs.173 million. The total value of equity capital mobilized by K-

Rep through the 63 FSAs had reached Kshs. 37 million.  

Whereas K-Rep is strongly encouraged by this progress, there are some practical 

challenges that inhibit the successes of the model. One big question that remains unclear 

is the extent to which these FSAs can be institutionally sustainable with respect to 

organization and management. Financial viability has also been challenged by high 

level of provisions and frauds. Over time K-Rep have realized that the main cause of 

FSA challenges is management and governance. Presently the organization is testing 

two models to overcome this challenge: the management contract and the apex 

structure. These approaches will strengthen management concept through closer 

supervision directly by K-Rep and governance through peer pressure from participating 

FSAs. Product development will also go alongside these initiatives to ensure that 

appropriate products are provided to the beneficiaries. 
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Another issue which cannot yet be easily debated on the basis of the existing 

information is the extent to which the poorest of the poor, particularly women and the 

youth, are participating in the project and what impacts (both social and economic), if 

any, have been achieved or are likely to be achieved as a result of improved access to 

rural financial services.  

 

5.2. Catholic Relief Services Village Banking model 

Catholic Relief Services started its village-banking programme in 1999. As at June 

2002, 70 village banks had been implemented serving 15.240 clients out of which 

11.506 were women. Share equity amounted in total to 16,5 MKES and savings 

mobilised to 15,2 MKES. 1.100 loans had been disbursed for a value of 15,9 MKES. 

Loan portfolio at risk reached 15%. 

 

5.3. Kenya Women Finance Trust Village Bank model 

The KWFT village-banking model is still in a pilot phase and is operating in 6 districts 

in the Nyanza province. As at June 2002, 19 village banks had been implemented 

serving 1.024 clients out of which 824 were women. Mandatory savings amounted in 

total to 3,5 MKES. 3 loans had been disbursed for a value of 15,8 MKES. Loan 

portfolio at risk was 0%. 

 

6. Accumulated savings and credit associations 

The principle in an ASCA is that members make deposits regularly and some members 

borrow from the fund paying an interest and the fund grows over time. 

In Central province local management agencies such as Partnership for Productivity, 

Women’s Enterprise Development Institute and Small Enterprise Development Insitute 

have emerged. They provide management services for the ASCA on behalf of the group 

at a fee of 1% the value of the fund up to a maximum of 2.500 KES per month. By mid-

2001 these agencies were serving respectively 8.415, 14.190 and 6.600 members. In the 

Lake Victoria region Saga Thrift and Enterprise Promotion serves the fishermen 

organised in Ascas. It works with a total of 200 Ascas representing 7.747 members out 

of which 5.262 are women. 
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C. Identification of perceived needs and constraints 

In Kenya, outreach of microfinance is low in rural areas. Though rural Saccos have 

been established in cash crop areas, they only address part of the needs of their 

members. In rural areas the demand for financial facilities is important, and not yet 

satisfied. The rural poor, small farmers and women in rural environments have no 

access to formal financial services. 

The approaches implemented in the country involve little participation, and anchoring 

in a community and territorial (village) base has not been envisaged or tested. 

Innovative and more diversified financial products are lacking. 

CIDR, with its experience and know-how specific to remote rural areas, its work with 

underprivileged communities, and its experience of participative and decentralised 

approaches, can make a valid contribution to the development of the microfinance 

sector in Kenya. 
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IV. Target groups and area 

 

A. Socio-economic environment of Kisii, Gucha and Nyamira 

districts
1
 

 

1. Administrative Boundaries 

The three district of Kisii, Nyanira and Gucha covers a total land area of 648.9, 896.4 

and 660.8 sq. km (Statistical Abstract 1995). Kisii district borders Rachuonyo to the 

North, Nyamira to the East, Transmara to the south, Migori to the west and Gucha to the 

Southwest. Nyamira district borders Rachounyo to the North, Buret to the East, Bomet 

to the Southeast, Transmara to the South and Kisii to the west. Gucha district borders 

Kisii to the North, Transmara to the south and Migori to the west.  

Table 1.1 shows the district information and administrative units. Nyamira district is the 

largest in terms of area covering roughly 896 Km2, followed by Gucha district which 

covers 661 Km2, and lastly is Kisii district that covers 649 Km2. Nyamira district has 

7 division, 24 locations, and 74 sub-locations. Nyamira district has three political 

constituencies, with four local authorities and 40 wards which have elected councilors 

to the local authorities. Gucha district has 7 division, 30 locations, and 78 sub-locations. 

Gucha district has three political constituencies, with five local authorities and 

44 wards. Kisii district has 6 division, 31 locations, and 92 sub-locations. Kisii district 

has four political constituencies, with five local authorities and 63 wards.  

In Kenya we have the administrative units which are provinces, districts, division, 

location and sub-locations. There are also political administrative units which is 

constituencies and local authorities. A constituency has an elected member of 

parliament; it is based on the population of potential electors. The local authorities are 

composed of town or urban councils and county or rural council. 

Table 1 - District Areas and Administrative Units 

 Kisii Central District Nyamira District Gucha District 

Area 648.9Km
2
 896.4 Km

2
 660.8Km

2
 

Division  6 7 7 

Locations  31 24 30 

Sub-locations  92 74 78 

Constituencies 4 3 3 

Local Authorities 5 4 5 

Wards 63 40 44 

Source: Development Plan 

 

 

 

                                                 
1
 Extract from Miriam Cherogony’s report (see Annex 2) 
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2. Topography and Climate 

Table 1.2 shows the topography and climate of the three districts. Nyamira district has 

818 Km2 arable land or 91 % of the district with 40km2 of non arable land. Gucha 

district has 529 Km2 of arable land and 132 Km2of non-arable land area. Kisii district 

has 506 Km2 arable land area and 143 Km2 of non-arable land. The average altitude for 

the three district range are as follows; 1,400 m above sea level (a.s.l) for Kisii, 1, 600 m 

a.s.l for Nyamira and 1,700 m a.s.l. The entire three districts have two rain periods. The 

long rains for Gucha and Kisii come from February to June and short rains September to 

November with a temperature of 21 o C and 21.5 o C respectively. Nyamira district on 

the hand has a longer rainy period with the long rains coming from December to June 

and short rains come between the months of July to November with an average 

temperature of 19o C. 

Table 2 - Topography and Climate 

 Kisii Nyamira Gucha 

Arable Area 506.2 Km
2
 818Km

2
 528.6Km

2
 

Non-Arable Area  142.7 Km
2
 40Km

2
 132.2Km

2
 

Water & Forest Area 0 2Km
2
 0 

Ave Altitude (a.s.l) 1,400 m 1,675 m 1,730 m 

Ave Annual Rainfall 1,500 mm 1,200 mm 1,500 mm 

Rainfall by Seasons 

Short Rains  

Long Rains 

 

Sept – Nov. 

Feb – June 

 

Jul – Nov. 

Dec – June 

 

Sept – Nov. 

Feb - June 

Average Temperature 21.5 
o
C 19 

o
C 21

o
c 

Source: Development Plan 

 

3. Demographics and Population Profiles 

Table 1.3 below shows the demographic and population profiles for the three districts. 

Nyamira district has the highest population of 535, 288 people. Kisii district has a 

population of 522, 197 people and Gucha has the lowest population of 491, 704 people. 

The female to male ratio is not very different in the three districts; it is 100:91, 100:93 

and 100:92 in Kisii, Nyamira and Gucha respectively. The total labor force in the three 

districts is 266,728; 271,531 and 253,161 in Kisii, Nyamira and Gucha respectively. 

Nyamira district has the biggest labor force. The dependency ratio again is not very 

different it ranges 100:96; 100:97 and 100:94 for Kisii, Nyamira and Gucha 

respectively. The population growth is highest in Gucha at 2.8% and lowest in Kisii 

with 2.2%. Nyamira has a rate of 2.4%. Gucha district is the most densely populated 

with 759 persons per Km2 , followed by Kisii with 693 persons per Km2 and Nyamira 

with 609 persons per Km2. Infant mortality is highest in Kisii at 90/1000 and similar for 

both Nyamira and Gucha at 80/1000. 
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Table 3 - Demographic and Populations Profiles 

 Kisii Nyamira Gucha 

Population 522,197 535,288 491,704 

Rural Population 356,852 (68%) 346,931 (65%) 346,050 (70%) 

Urban Population 169,299 (32%) 188,358 (35%) 145,664 (30) 

Female: Male Ratio  100:91 100:93 100:92 

Labor Force (15-64) 266,728 271,531 253,161 

Dependency Ratio 100:96 100:97 100:94 

Pop. Growth Rate 2.2% 2.4% 2.8% 

Ave Pop. Density 693 Persons/Km
2
 609Persons/Km

2
 759 Persons/Km

2
 

Infant Mortality Rates 90/1000 80/1000 80/1000 

Source: Development Plan 

 

4. Socio-Economic Indicators 

Table 1.4 shows the total number of households in the three districts. There are 

100,315 households in Kisii, 107, 000 households in Nyamira and 89, 776 households 

in Gucha. A household is a group of people eating from the same pot. The average 

household has 5 people in Kisii and Nyamira but with 6 persons in Gucha. The absolute 

poverty in the three districts is 57%, 62% and 57% in Kisii, Nyamira and Gucha 

respectively. In terms of contribution to national poverty Nyamira leads by contributing 

2.2% followed by Gucha 1.7% and last is Kisii with 1.5%. 

Table 4 - Socioeconomic Indicator 

 Kisii Nyamira Gucha 

Total No. of H/Holds 100,315 107,000 89,776 

Ave H/Hold Size 5 5 6 

Absolute Poverty 56.9% 62.3% 57% 

Contrib. to Nat. Poverty 1.5% 2.2% 1.7% 

Source: Development Plan 

Table 1.5 shows the sector contribution to the household income. Agriculture is the 

biggest contributor to household income in Gucha by contributing 70%; in Kisii it 

contributes 44% and Nyamira 43%. Wage employment is the second contributor to 

household income in Kisii contributing 34% and Nyamira 41% and 15% in Gucha. 

Unemployment is highest in Kisii with 9.9% of the population, followed by Nyamira 

with 5.1% and lastly Gucha with 4.8 % unemployed (Source: Labor Force Analytical 

Report Volume IX, 1996). 

Table 5 - Sector Contributions to the Household Income 

 Kisii Nyamira Gucha 

Agriculture 44% 43% 70% 

Wage Employment 34% 41% 15% 

Others 22% 16% 15% 

No. of Unemployed 9.9% 5.1% 4.8% 

Source: Development Plan 
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Table 1.6 shows the agriculture sector statistics. The average farm size is 0.4 ha in Kisii, 

0.45 ha in Nyamira and 0.5 ha in Gucha. The food crops grown in all districts include 

maize, finger millet, sorghum, beans, groundnuts, traditional vegetable and bananas. 

The cash crops include tea, coffee, pyrethrum, sugarcane and bananas. The acreage 

under food crops was 25, 000 acres in Kisii, 65,500 in Nyamira and 45, 847 in Gucha. 

The total acreage under cash crops is 13,500 acres in Kisii, 13,960 in Nyamira and 10, 

913 in Gucha district. The total number of people in the population involved in 

agriculture is 85% in Kisii, 80% in Nyamira and 79% in Gucha. 

Table 6 - Agricultural Sector Statistics 

 Kisii Nyamira Gucha 

Ave. farm size (s/scale) 0.4 ha 0.45 ha 0.5 ha 

Food Crops Maize, beans, bananas, 

sweet potatoes, finger 

millet, ground nuts, 

traditional vegetable 

Maize, Beans, 

sorghum & finger 

millet 

Maize, bananas, 

finger millet, sweet 

potatoes 

Cash Crops Tea, coffee, pyrethrum, 

& sugarcane 

Tea, pyrethrum, & 

coffee 

Tea, coffee, 

sugarcane, 

pyrethrum, bananas.  

Total acreage food crops 25,000 acres 28,000 acres 45,847 acres 

Total acreage cash crops 13,560 acres 13,960 acres 10,913 acres 

Total No. of Pop.  

Working in Agric Sector 

85% 80% 79% 

Source: Development Plan 

Table 1.7 below shows the other development indicator for the three districts. Kisii 

district in terms of all other indicators such education, health, energy, transport 

facilities, communications, trade & commerce. Kisii has over 19,000 households with 

piped water compared with 4,900 in Nyamira and 5,500 in Gucha.  Gucha district has 

more primary schools at 565, followed by Kisii with 391 and Nyamira with 388. In 

terms of secondary schools Nyamira has 128, Gucha has 126 and Kisii has 105. Kisii 

leads in tertiary institutions with 65 of them with one university located here, Nyamira 

has 37 and Gucha has 10. In terms of Health, Kisii has 5 hospitals and Nyamira and 

Gucha each has 2. In terms energy, Kisii has over 13,000 households with electricity, 

over 6,000 in Nyamira and over 2,000 in Gucha. Nyamira has 14 trading centers with 

electricity, followed by Kisii with 10 and last is Gucha with 7. In terms of road network 

Nyamira has 662 Km, Kisii has 482 Km and Gucha has 436 Km.  In terms of 

communication, Kisii lead with over 4,000 households with telephone and 15 post and 

sub-post offices, followed by Nyamira with 388 household and 15 post and sub-post 

offices. Gucha has 38 households with telephone and four post and sub-post offices. In 

trade and commerce Gucha has 55 trading centers, followed by Nyamira with 53 and 

Kisii with 64. 
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Table 7 - Development Indicators by District 

 Kisii Nyamira Gucha 

Water    

No. of H/Holds with piped water 19,435 4,880 5,500 

Education    

No of Primary Schools 391 388 565 

No. of Secondary Schools 105 128 126 

No. of tertiary institutions 65 37 10 

Health    

No. of Hospitals 5 2 2 

Energy    

No. of H/Holds with Electricity 13,500 6,099 2,240 

No. of Centers with Electricity 10 14 7 

Transport Facilities     

Road Network 482 Km 662 Km 436Km 

Communication    

No. of H/Holds with telephone 4,051 388 38 

No of Post & sub-post office 15 15 4 

Trade & Commerce    

No. of trading centers 64 53 55 

No. of licensed business 9,289 7,098 1,500 

No. of informal Business 300 1,088 200 

Source: Development Plan 

 

5. Formal and Semi-Financial Institutions 

Table 1.8 below shows the formal and semi formal financial institutions found in the 

three districts. There are four banks (Kenya Commercial Bank (KCB), Barclays Bank, 

National Bank and Cooperative Bank) in Kisii, two banks KCB and National Bank in 

Nyamira and no banks in Gucha. There are four other financial institutions in Kisii, two 

in Nyamira and three in Gucha district these are Kenya Industrial Estates (KIE), 

Industrial Commercial Development Corporation (ICDC) and Agricultural Finance 

Corporation (AFC) and Post Bank. There are 7 NGOs in Kisii, two in Nyamira and four 

in Gucha these NGOs include microfinance institutions, that is, WEDCO with an 

outstanding portfolio of Ksh25 million, FAULU Kenya with an outstanding portfolio of 

Ksh 11 million, Kenya Women Finance Trust (KWFT) with an outstanding portfolio of 

Ksh 4.5 million. K-Rep Development Agency (KDA) has their smallholder agriculture 

project operating in the area with an outstanding portfolio of Ksh6 million. There are 

33 different marketing cooperatives in Kisii, 41 in Nyamira and 28 in Gucha. Out of 

these cooperatives there are 13 SACCOs in Kisii, 5 in Nyamira and 7 in Gucha.  

Table 8 - Statistic on Financial Institutions 

 Kisii Nyamira Gucha 

No of Banks 4 2 0 

No. of other Fin. Inst. 4 2 3 

No. of Microfinance Inst. 7 2 4 

No. of Cooperatives 33 41 28 

SACCOS 13 5 7 

Others 20 36 21 

Source: Development Plan 
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6. Informal sector 

According to Miriam Cherogony’s assessment (see Annex 2) 63 per cent of GFRS 

interviewed members “were involved in at least one ROSCA, 21 per cent were involved 

in two and another 13 per cent were involved in three ROSCAs. Accumulating Saving 

and Credit Association (ASCA) was reported present in the districts and 62 per cent of 

the members were involved in one and 38 per cent were involved in two local 

associations.” This shows that self-help initiatives and social cohesion are well 

developed in the area. 

 

7. Identification of perceived needs and constraints in the finance sector 

Conventional commercial banks have developed limited branch networks in the region, 

and they are there to serve a market segment that is appropriate for their collateral-based 

lending methodology. Microfinance institutions target exclusively urban micro-

entrepreneurs, and urban SACCOs have based their membership on employees or civil 

servants. Rural Saccos provide loans only to cash-crop producers but are currently 

facing the challenge of market liberalisation. Moneylenders are present in the informal 

financial landscape, but charge very high interest rates (about 10% a month). Finally, 

most of the people rely on traditional solidarity finance organisations such as Roscas 

and Ascas, or friends and relatives. These sources of credit are nevertheless limited and 

lack flexibility.  

 

 

B. Target groups 

 

1. Description 

The target groups are customers of GFRS, especially smallholder farmers, women and 

landless youth, that do not currently have access to credit because they are not member 

of the SACCO or because the credit products or conditions are not adapted to their 

needs.  

Smallholder farmers’ economic mainstay is traditional subsistence farming as well as 

cash crop production (coffee, tea, and sometimes sugarcane, pyrethrum or bananas). 

Maize, wheat, finger millet, sweet potatoes, bananas, sorghum are among the main food 

crop types widely grown in the region. Traditional subsistence farming contributes to 

very low yields and productivity per unit of land. Increase of agricultural production 

and productivity or diversification goes through the adoption of improved production 

technologies, such as fertilisers, improved seeds, or investments like oxen for 

ploughing. 

Women losing or abandoned by their husbands are left particularly vulnerable under 

such circumstances. 
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Maintaining livelihood is even more precarious for the landless rural youth. Land 

scarcity in the area does not enable rural youth to cultivate its own land and a large 

segment of it is dependent on their families. They have difficulty to raise funds for their 

working capital if they intend to develop off-farm activities. 

The overwhelming majority of rural households engage in a portfolio of on- and off-

farm activities because of the small size of the plots and to minimise risks. They do not 

normally specialise in a particular type of enterprise as such, crop cultivation, livestock 

rearing or vegetable growing to the total exclusion of other income generating activities. 

Therefore, diversifying source of livelihood is a vital strategy for resource poor 

households. Instead of specialising in a particular enterprise, they normally construct a 

wide array of activities that are related directly or indirectly with mixed farming. 

 

2. Identification of perceived needs and constraints  

As mentioned above, potential demand for credit is only partly addressed in the Kisii, 

Gucha and Nyamira districts and this constitutes a major constraint for the rural active 

poor to develop their household income and improve their livelihood. 

Access to credit and savings facilities, would enable them to : 

- increase their agricultural production and productivity by investing on better 

technology and purchasing agricultural inputs on time, 

- or create alternative business opportunities on off-farm income generating activities. 

This would also help to relive pressure on land. 

Venturing into diversified farm and non-farm activities is a vital strategy for the rural 

poor. But their ability to undertake more profitable diversification strategies is often 

hampered by lack of access to required resources or services, e.g. access to credit, 

saving facilities, market. Well-conceived microfinance service can enhance 

opportunities for diversifying source of income. Tailored financial service can offer 

opportunities for building and broadening asset base of resource poor households. 

Access to financial services can help landless rural youth to position themselves to take 

advantage of off-farm income generating opportunities, such as petty trading, handy 

craft,…. 

Provision of financial services can also relive the community from exploitation by local 

moneylenders and increase its bargaining power by creating the potential to sell its 

produces when market conditions are favourable. It will as well inculcate formal 

financial habits among the rural community. 

 

3. Reasons for the selection of the target groups and criteria for the 

selection of the direct beneficiaries 

Financial resources are considered critical in economic development of a given country. 

As in most developing countries, the bulk of poor Kenyan population lives in the rural 

areas.  
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The rural active poor face a lot of constraints for developing their sources of income and 

improving their standard of living. One of them is the lack of access to credit and saving 

facilities. 

Giving them the opportunity to access such services can relieve them from exploitation 

by local moneylenders charging very high interest rates (ranging from 120% to 200% 

per annum). It will contribute to create alternative business opportunities on farm and 

off-farm income generating activities and help to relieve pressure on land. It will also 

contribute to increase the productivity of land by lending for investments on better 

technology and purchasing of agricultural inputs on time, and increase the bargaining 

power of the community by creating the potential to sell its produces when market 

conditions are favourable. 

The direct beneficiaries will be selected on their capacity of undertaking profitable 

income generating activities, their social cohesion and ability for self-help and their 

willingness to organise themselves. 
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V. Local partner 

 

A. Presentation of Gusii Farmers Rural Sacco 

The project targets existing rural Sacco GFRS already operating in the Kisii, Gucha and 

Nyamira districts.  

GFRS’s mission is consistent with the objectives of the project. It is to provide 

appropriate, flexible and efficient financial services on a sustainable basis, especially to 

tea and coffee farmers, but also to its other customers. 

GFRS has proven its ability to innovate in product design and organisation by opening 

front-office services that also serve non-members. It is aiming at developing its 

activities in order to strengthen its sustainability. 

GFRS was created in January 1976 as a Union banking section of the Kisii Farmers 

Union Ltd. It was supported by the Swedish, Swiss and Norwegian cooperation from 

1976 to 1980, and benefited from a Swedish officer working half-time from 1980 to 

1986. It was registered as a Sacco in 1992. Its objective was to serve small scale tea and 

coffee farmers. Its current area of operation covers 3 districts in the Nyanza province 

(2 branches in Kisii, 3 branches in Gucha and 3 branches in Nyamira). 

 

1. Membership and governance 

As at 31/12/2002 it had 14.993 members. The nominal value per share is 200 KES and 

minimum detention is five.  

Ordinary members elect at sub-location level (11 electoral zones) delegates to represent 

them (according to shareholding) with a total of 75 delegates. 

The Management committee comprises of 11 members (plus 2 government officials 

attending board meetings). 

There are three sub-committees dealing with credit approval, transport matters and 

control operations. 

The average dividend distribution reaches 7% per annum. 

 

2. Financial services 

GFRS provides three types of loans : 

- Capital development loans (investments): amount around 100.000 KES, 16-18% 

interest rate par annum on declining balance, up to 60 months duration, monthly 

instalments for tea growers or employes and quarterly for coffee farmers. 

- Development loans (crop cultivation): 16-18% par annum on declining balance, up 

to 36 months duration, monthly repayment for tea growers or civil servants and 

quarterly instalments for coffee farmers. 

- Welfare loans (maximum 30.000 KES): 16-18% par annum on declining balance, up 

to 12 months duration, monthly instalments. 
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A loan processing fee amounting to 2% of loan amount is charged as well as ledger 

fees, but no penalty fee. 

Savings account earn an interest of 3 to 5% per annum, payment fee ranges from 10 to 

100 KES, ledger fee amounts to 25 KES every month. No withdrawal fee is charged. 

Fixed deposits earn an interest rate equal to treasury bills’ rate minus 1,5 points. Ledger 

fees are charged. 

 

3. Loan methodology 

Loans are granted to members only (6 months membership). Maximum amount is 

3 times the value of shares, the assessment is based on ability to repay. A minimum of 

two member guarantors is required. Produce payments for tea or coffee to the farmers as 

well as monthly salaries for the civil servants are passed through the Sacco.  

Current defaulting loans ratio is estimated by GFRS staff at 2 to 3%. 

However, GFRS benefited in the past from a loan fund from World Bank that was 

channelled through COBK (20 MKES) from 1976 to 1983 for short-term loans (12 

months). It ended up for GRFS with defaulting loans granted to coffee growers which 

arise today at 16 MKES. 

 

4. Organisation 

Total staff comprises of 164 people : 

- 1 General manager, 

- 1 deputy GM in charge of finance that manages a team of 1 credit manager + 8 

clerks, 1 accountants + 6 bookkeepers, 1 chief cashier + 1 assistant, 8 cashiers, 

- 1 deputy GM in charge of administration that manages: 8 branch managers 

(including head office), 1 marketing manager + 4 staff, 1 supply manager, 8 drivers, 

- 1 internal auditor assisted by 3 clerks, appointed by the management committee, 

- 8 mobile banking units with 100 paying centres serve members and customers 

(especially tea growers) offering savings and credit facilities, 

- GRFS possesses 9 vehicles and 4 motorbikes. 

 

5. Performance 

Indicators 2000 2001 2002 

Number of branches (incl HO) 8 8 8 

Number of mobile banking units 8 8 8 

Number of active loans 4874 5638 5049 

Loan portfolio  67,9 MKES 77,9 MKES 74,1 MKES 

Number of savings accounts 111.170 99.989 77.128 

Savings outstanding 268,3 MKES 253,7 MKES 234,0 MKES 

Share capital 56,3 MKES 62,5 MKES 66,5 MKES 

Income 100,2 MKES 108,5 MKES 103,1 MKES 

Expenditure 92,1 MKES 104,7 MKES 99 MKES 

Net surplus 8,1 MKES 3,8 MKES 4,1 MKES 



 

  

32 

6. Future perspective 

The computerisation of two branches (Kisii and Ogembo) is being financed by the 

farmers that contribute 25 KES/month for one year. 

GFRS plans to open 1 additional branch in Keroka (30 km away from Kisii) and has 

interest to diversify its member base. 

 

7. Strengths and weaknesses 

 

7.1. Strengths 

GFRS operates in a region with a good agro-economic potential, a  diversified 

agriculture and market outlets (Kisumu, South Nyanza). 

It benefits from a very dominant position in the three districts (compared to KCB,..for 

example). 

It takes advantage of a large base of customers, out of which more than 50% belong to 

middle households. 

According to the client satisfaction survey carried out by M. Cherogony, GFRS 

products and services are rated satisfactory because of the proximity of the services 

provided by the mobile units, the front office services, the interest paid on deposits, the 

diversified loan products, the lower interest rate paid on loans compared to competitors, 

the easy guarantees required for the granting of loans, the adequate loan duration, the 

adequate instalment period, the easy procedures for the delivery of services. 

Loans repayment are secured through the processing of produce payments of the tea and 

coffee marketers, and the salaries of the civil servants. Thus loan default is limited and 

enables a high productivity per loan clerk. 

GFRS has created a Marketing department in order to enlarge its customers base and to 

provide customers with educational meetings. 

Human resources management includes staff bi-annual appraisals and internal 

promotion of staff members. 

The organisational structure is decentralised and presents no over-lapping of 

responsibilities or tasks. 

Operational efficiency is satisfactory considering manual system. 

GFRS has started implementing an integrated software (ASMAS) since November 

2002, that will link the loan, savings and shares tracking system to the accounting 

system. 

Internal control system includes well developed hierarchical control procedures. 

GFRS is operationally self-sufficient. 

In terms of governance GFRS has developed a strong ownership, intensive training has 

been provided to the committee members and election of delegates and committee 

members is based on a democratic participation. 

 



 

  

33 

7.2. Weaknesses 

However, tea and coffee market prices have decreased tremendously. Liberalisation of 

cash production (tea, coffee, dairy) markets  generates also expensive intermediation for 

the farmers, and inputs remain expensive. Political interferences have existed in the past 

regardless of farmers’ welfare. 

GFRS customers base is not very much diversified with 68% of coffee farmers. Only 

14% of the customers are members. The 6 months notice which is necessary to sell 

shares is not very attractive for the members. 

According to the client satisfaction survey carried out by M. Cherogony, GFRS 

products and services were criticised because of high service charges, size of loans too 

small, lack of grace period, a long loan processing period, a high minimum balance 

required for savings, some restrictions on withdrawal of savings, a lower efficiency than 

competitors (that are computerised), the attitude of some staff members. 

The current loan methodology is not attractive for many customers and not adapted in a 

context of market liberalisation. Product development is limited and no alternative loan 

methodology has been developed yet that would have enabled GFRS to broaden its 

member base. 

The Marketing department suffers from under-staffing and lack of sufficient transport 

facilities. No market research exercise has yet been carried out. 

The human resources management lacks a bonus or incentive system for line staff and 

in-house training for clerks seems to be insufficient. 

Some operations procedures are not formalised and manuals need to be up-dated and 

tailored to GRFS procedures. 

The management and information system is incomplete in terms of activity and 

performance indicators. ASMAS loan module needs improvements (repayment 

schedule, aging of defaulting loans,…). 

Internal audit department is under-staffed. Internal control procedures do not include 

field controls and internal control procedures are not formalised. External audit focuses 

on financial statements, not on portfolio auditing. There is a lack of supervision from 

the Ministry of Co-operative. 

GFRS does not produce any business plan, only yearly budgets approved by the 

management committee. 

Interests paid on loans represent only 9% of total operating income. GFRS faces 

shortage of funds and distributes dividends considered too low by some members. 

In terms of governance, the committee members lack the qualifications and skills of 

professionals from the financial sector, and no minimum shares is required to be elected 

as a delegate or committee member. 

The market research outputs and GFRS institutional and financial appraisal are 

respectively presented in the Annexes 2 and 3. 
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B. Identification of the needs and constraints 

GFRS has the objective of reaching farmers and rural micro-entrepreneurs, but it is 

limited in this regard by its current methodology and organisation. Moreover the current 

effects of liberalisation affects the marketing of tea and coffee products and gradually 

reduces the number of members liable to comply with a check-off procedure. Currently 

GFRS benefits from a large base of customers, out of which only 14% are members. 

The remaining 86% are too poor to buy a substantial amount of shares or are not 

interested in the loan products offered by GFRS.   

Therefore the GRFS faces the necessity to develop a new credit methodology that will 

not rely on a check-off system approach but still ensure a fair repayment of the 

disbursed loans, if it wants to extend its loan services to a broader category of members.  

GFRS needs besides to consolidate and strengthen its institutional capacities, especially 

in the fields of operations, marketing, product development, human resource 

management, management and information system, internal control, business planning, 

access to external funds and management committee. 

 

 

C. Reasons for the selection of the local partner 

The mission and objectives of GFRS are consistent with the objectives of the project. 

GFRS is a registered Sacco, already operating in rural areas, and having a good 

knowledge of the project target groups. 

It has proved to be professional and has achieved sustainability. It has been able to 

innovate in the fields of organisation and products by providing front-office services to 

non-members and is interested to deepen its outreach in rural areas. 

CIDR with its microfinance experience in rural areas can support GFRS in the 

strengthening of its institutional capacities and the development of a new loan 

methodology that will enable GFRS to deepen its outreach in rural areas, diversify its 

loan products and enlarge its member base. 
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VI. Project strategy and methodology 

 

A. Rationale 

GFRS’s profitability relies mainly on its front-office services (110.000 customers). 

Credit activity has remained weak because products and conditions offered are not very 

attractive, market liberalisation reduces the number of members liable to comply with a 

check-off procedure and funds available are insufficient. Thus most GFRS customers 

are not interested in becoming members of the Sacco although most of them could 

benefit from having access to sources of credit. 

Objectives of a collaboration with CIDR over two years would be to support GFRS in 

increasing its number of members from 16.000 to 19.000, and diversifying its loan 

portfolio to other activities like small businesses, other crops than tea or coffee,.... 

This could be achieved through the development of new loan methodologies and 

financial products.  

However, in addition GFRS will need strengthening of its institutional, organisational 

and financial capacities, in particular in the fields of operations, marketing, product 

development, human resource management, internal control and business planning, in 

order to be able to cope with a growth of its loan activities. 

 

 

B. Financial products 

Loan product Vegetable cultivation 

(tomatoes, cabbage, 

onions, potatoes) 

Trading activities Cash crop cultivation 

(coffee, tea) 

Dairy 

production 

Number of potential 

customers (29.000 / year) 

10.000 8.000 10.000 5.000/5 years =  

1.000 each year 

Range of loan amounts 5.000 – 50.000 KES 5.000 – 80.000 KES 10.000 – 50.000 KES 40.000 – 100.000 
KES 

Loan duration 4 – 6 months 3 – 6 months 12 – 18 months 12 – 24 months 

Instalment period monthly weekly monthly (tea) 

quarterly (coffee) 

monthly 

Grace period 2 - 3 months 2 weeks - 1 month none 3 months 

Interest rate paid 20% per annum 20% per annum 20% per annum 20% per annum 

Loan processing fees 1% 1% 2% 2% 

Ledger fees 84 KES / month 84 KES / month 84 KES / month 84 KES / month 

Securities / guarantees Group guarantee 
Securities 

(farm/household items) 

Cash collateral : 15% to 
25% 

Group guarantee 
Securities 

(farm/household items) 

Cash collateral : 15% to 
25% 

Group guarantee 
Securities 

(farm/household items) 

Cash collateral : 15% to 
25% 

Insurance on cow 
Group guarantee 

Security (cow) 

Cash collateral : 
20% 

Membership Minimum = 1.000 KES Minimum = 1.000 KES Minimum = 1.000 KES Minimum = 

1.000 KES 

 

The loan product for vegetable cultivation targets essentially women as well as the one 

for trading activities which is also intended for landless youth. The loan product for 

cash crop cultivation shall enable small-holder farmers to practise a more intensive 

farming, and the one for dairy production shall allow better-off farmers to diversify 

their activities. 
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These loan products have been identified with GFRS top management and approved by 

the management committee. Nonetheless, a validation exercise with a sample of GFRS 

customers will have to be carried out before launching the operations. 

 

C. Loan methodology 

In Kenya the use of title deeds as securities has proved over the last years to be 

inefficient because of great difficulty to realise the securities in case of default. Thus in 

order to achieve economies of scale and secure the loans disbursed, the methodology 

will be based on solidarity group lending. The population density in the region, the size 

of GFRS as well as its already existing infrastructure (branches, mobile units) enables 

this methodology to be profitable even in rural areas. 

The nature of ties that will link the group members to one another has still to be 

determined, but considering the frequency of Roscas and other endogenous groups in 

the area, this should be a promising line to explore. Average size of the group should 

not go beneath 12 people. 

The loans will be disbursed in cash, except for the dairy loan (in kind). Two persons of 

each group will collect the instalments of the whole group and repayment will take 

place at branch office or at the mobile units.  

The credit agent will organise a meeting with the whole group every one or two months 

depending of the type of the loans. 

 

D. Organisation 

A microfinance unit will be implemented at GFRS. It will be headed by a microfinance 

manager responsible for the operations. He will coordinate a team comprising 

microfinance supervisors and credit agents. 

Credit agents will be hired to work with the groups, with a target of 34 groups per credit 

agent (or 400 clients). They will be in charge of marketing new clients, assisting the 

formation of new groups, processing the credit demands, organising follow-up meetings 

with the groups, recovering the defaulting loans. They will share 1 motorbike for 

2 credit agents. 

Microfinance supervisors will be located at branch level and coordinate a team of 

maximum 15 credit agents. They will be responsible for training and coaching the credit 

agents, for following up the attainment of the objectives set at the beginning of each 

year, planning the needs of funds, participating to the improvement of products or 

design of new ones. Each microfinance supervisor will dispose of one motorbike, one 

computer and one printer. 

The credit demands will be analysed at head office level and the credit committee will 

only approve loans superior to 50.000 KES. 

Besides accounting, marketing and internal audit departments will be strengthened with 

the recruitment of an additional accountant, one marketing officer and one audit staff 

for every 10.000 customers. 

A vehicle will be shared with the audit and marketing departments, as well as the driver.  

Emphasise will be put on client participation for the design of products and 

progressively for the running of operations. At a later stage involvement in the 

governance of GFRS could be envisaged and discussed.  
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VII. Conclusion in terms of feasibility 

 

A. Technical feasibility 

GFRS is already offering front-office services to a large number of customers and thus 

has a good knowledge of the project target groups. It has proved to be professional, 

sustainable and able to innovate in the fields of organisation and products. 

Improvements in its organisation and mode of operations will enable to strengthen its 

current structure which is a necessity for the success of the project. The microfinance 

unit activities will be integrated at branch level where microfinance supervisors and 

credit agents will be located. Loan disbursements and repayment collections will be 

done through the front offices or mobile units which requires a good coordination 

between the microfinance unit and the branches. 

Manuals of procedures will be elaborated and an appropriate integrated loans and 

savings tracking software will be developed. 

Top management and credit committee will be trained in order to acquire the capacity to 

analyse loans demands and to understand the issues at stake regarding the 

implementation and sustainability of a microfinance unit.  

Participation of the target groups will contribute to the achievement of financial and 

social sustainability. 

 

 

B. Financial feasibility 

Assumptions are : 400 clients per credit agent reached in 3 years; each year a new 

branch start microfinance activities (Ogembo, Kebirigo, Kisii, Marani and Niamache); 

inflation rate is 8% per annum; interest paid on overdraft to the commercial bank arises 

to 14% per annum and interest paid on clients’ guarantee fund 3%; interest received on 

deposits made at the bank is 5% per annum; salary annual growth reaches 10% per 

annum.  

Savings deposited by the microfinance clients were not integrated in the financial 

projections as well as the indirect costs of mobile units, front-office and GFRS top 

management. However, the costs related to the reinforcement of several departments 

such as marketing (one officer in year 4), internal audit (one auditor in year 3 plus one 

in year 5) and accounting (one accountant in year 3) are included. 

At the end of year 5, GFRS microfinance unit will serve 11.400 clients with a number 

of loans disbursed of 16.500 representing a total amount of 432 MKES (out of which 

35% for vegetable cultivation, 32% for trading activities, 29% for cash crop production 

and 4% for dairy production). It will employ, besides the microfinance manager and the 

driver, 32 credit agents and 2 microfinance supervisors. 

According to the financial projections GFRS microfinance unit will be profitable in 

year 4 making a profit of 1,2 MKES. Its operational self-sufficiency ratio will reach 

104%. In year 5 operational self-sufficiency ratio will improve to 111%, and 

administrative and operational efficiency ratios respectively to 13% and 28%. 
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If the interest rate paid by the borrowers increases from 20% per annum to 23%, GFRS 

microfinance unit becomes profitable in year 3 with an operational self-sufficiency ratio 

of 100% that improves to 122% in year 5. 

All the same, a strong assumption of the present scenario is that GFRS will be able to 

retain its clients and that these latter will regularly increase the amount borrowed from 

one loan cycle to the next one. 

(See Annex 4) 

 

 

C. Institutional feasibility 

GFRS is licensed and a member of the apex structure KERUSSU. The management 

committee (or board of directors) ensures a sound governance of the institution. 

Members of the management committee are farmers elected by the members. They have 

received trainings related to the management of a Sacco and some of them have 

benefited from exposure to other Saccos or microfinance institutions. For example 

GFRS chairman has recently visited the Bank Rakyat of Indonesia and its microfinance 

component. 

The management committee has approved the proposition to set up a microfinance unit 

in collaboration with CIDR. 

The management committee members will have to be trained on microfinance matters 

in order for them to acquire the capacities to analyse and approve the credit demands 

and to understand the issues at stake regarding the development of the microfinance 

unit. 

However, GFRS will have to modify its by-laws in order to be able to grant loans to 

members whose shares’ value is less than a third of the loan amount disbursed. 
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VIII. Two-year programme 

 

A. Objectives 

The Participative microfinance development project in Kenya is part of a larger 

programme whose objective is to contribute to the development of microfinance in East 

Africa (Ethiopia, Kenya and Tanzania) by the introduction of participative methods in 

the establishment and reinforcement of viable microfinance institutions in underserved 

rural areas of these countries. 

 

1. Overall objective 

The project will promote social and economic development among economic active 

poor populations by completing and diversifying the offer of financial services in 

underprivileged rural areas in Kenya. 

 

2. Specific objectives 

1) First objective is to strengthen Gusii Farmers Rural Sacco (GFRS) in its 

institutional, organisational and financial capacities, in particular in the fields of 

operations, marketing, product development, human resource management, internal 

control and business planning. This will ensure GFRS to grow safely. 

2) Second objective is to support GFRS in the implementation of a microfinance unit 

that will provide new financial products along a new methodology and enable 

GFRS customers to develop their current productions or engage in diversified 

economic activities. 

3) Third objective is to prepare future dissemination of the new methodology 

developed to other promising rural Saccos in Kenya by associating KERUSSU to 

the project. 

4) Fourth objective is to capitalise on innovative approaches developed in Kenya and 

other East African countries, and promote policy dialogue between microfinance 

institutions and relevant authorities so as to contribute to improve regulatory 

framework.  
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B. Implementation strategy 

The project will recruit a CIDR microfinance expert with institutional and 

organisational development skills that will be based in Kisii. He will have the job of 

accompanying GFRS in the consolidation of its institutional capacities and the 

implementation of its microfinance unit, with both technical and methodological inputs. 

He will provide the expertise upon demand and according to the priorities set by GFRS. 

He will assist GFRS in strengthening its core activities by reviewing and improving : 

- human resource management : definition of performance indicators for evaluation 

and incentive, training plan methodology,…, 

- operations : manuals of procedures, management and information system (loan 

tracking module, performance indicators and ratios), internal audit, organisation of 

branches, mobile units …, 

- marketing : client led assessments,…, 

- business planning. 

He will also support GFRS in implementing a microfinance unit with regard to the 

following topics : 

- human resource management : design of job descriptions, staffing procedures and 

policy, definition of performance indicators for evaluation and incentive, training 

plan methodology, training modules,…, 

- operations : manuals of procedures, management and information system, internal 

audit, …, 

- methodology : deepening outreach in rural areas, participation of clients, impact 

monitoring, client led assessments,…, 

- product development : loan products. 

A two-year partnership agreement will be discussed and signed with GFRS. It will 

include the assessment of the needs of GFRS, the programme of the services to be 

delivered by the CIDR microfinance expert, the procedures for monitoring and 

supervision of the activities implemented (such as quarterly reports,…). 

KERUSSU will be provided with trainings in microfinance issues and will participate to 

CIDR back-stopping missions. 

The project will support GFRS in developing links with a Kenyan commercial bank for 

its refinancing. 

The project will be assisted and supervised by the East Africa hub for programme co-

ordination. This latter will provide technical backstopping, facilitate exchange of 

experience and benchmarking, and will supervise reporting and performance indicators. 
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C. Expected results 

 

1. Expected impact on the target group(s) 

The target groups develop their income generating activities and improve their standard 

of living. Increased household incomes enable them to reduce vulnerability, smooth 

consumption shocks and increase their assets. Solidarity and social links develop among 

the beneficiaries.  

 

2. Concrete results 

1) GFRS increases its number of members and diversifies its loan portfolio to other 

activities like small businesses, other crops than tea or coffee,.... GFRS is reinforced 

and strengthened in its financial and economic sustainability. 

Number of members increases from 16.000 to at least 19.000 in year 2 (27.000 in 

year 5). Number of new borrowers reached at the end of year 2 is around 2.800 

(11.000 in year 5). Diversification of clientele is achieved. Staff is trained in small-

enterprise manageme nt. By the end of year 4, GFRS microfinance unit  covers its 

direct costs. 

2) Experience is regularly capitalised and pooled  

Innovative methodologies and products in rural microfinance in three East African 

countries are capitalised. « Cross-fertilisation » with Central and West African 

projects is facilitated.  

 

3. Multiplier effects 

The capitalisation activities will enable to produce tools, training modules, manuals of 

procedures that will be available for other projects and facilitate dissemination in other 

regions of Kenya and in East Africa. 

Future dissemination of the methodology developed to other promising rural Saccos in 

Kenya will be possible through the apex-structure KERUSSU after feasibility and 

market studies have been performed in order to assess the relevance of these new 

actions. 
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D. Description of activities 

 

1. Institutional strengthening and capacity building of GFRS 

 

1.1. Develop tools and methods for marketing and client satisfaction 

surveys 

The support includes back-up for the conduct of market and client satisfaction surveys 

so as to identify products suited to needs, capacities, and production cycles of the 

concerned customers. 

 

1.2. Review methods, organisation and management of GFRS, reinforce 

skills 

The support will consist in particular in the identification of organisational or human 

resource management weaknesses. Solutions will be sought and their implementation 

monitored. This can involve the elaboration of a training plan with monitoring, the 

improvement of manuals of procedures and internal control, the definition of indicators 

for management. 

 

1.3. Review commercial and financial policies  

The commercial and financial policies of GFRS will be reviewed, weaknesses 

pinpointed and realistic adjustments made. This includes the analysis of economic 

viability of the “branches” and mobile units, salaries and incentives, office running 

costs, productivity of agents, interest rates and their modes of application.  

 

1.4. Elaborate a medium term development plan with GFRS 

GFRS will be accompanied by the CIDR microfinance expert in the elaboration of its 

development plan, taking care that means are suited to growth rate. 

 

2. Implementation of a microfinance unit 

 

2.1. Validate the new financial products and methodology with GFRS 

customers 

A study will be carried out with a sample of GFRS customers in order to validate if the 

new products and methodology designed suit them and address their needs in terms of 

financial services. 

The study will also discuss with the participating populations the responsibilities of the 

different actors. 
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2.2. Promote new products developed among GFRS customers 

The new products will be promoted by making them known to clients and showing in 

what way they can be useful. This promotion work requires new skills on the part of 

staff.  

 

2.3. Implement an appropriate organisation 

To enable GFRS to serve this new clientele, the microfinance unit will be headed by a 

microfinance manager responsible for the operations. He will coordinate a team 

comprising microfinance supervisors, credit agents and one driver. 

GFRS accounting, internal control and marketing departments will be reinforced, and 

coordination with GFRS mobile units will be ensured. Credit committee will be 

reorganised. 

Manuals of procedures will be elaborated and an appropriate loans and savings tracking 

and accounting software will be implemented. 

If necessary an external expertise will be required for the development of a 

computerised management and information system.   

 

2.4. Define commercial and financial policies 

Salaries and incentives will be consistent with GFRS policy. Interest rates and their 

modes of application will enable profitability of the microfinance unit. Financial links 

with a bank for refinancing will be explored. 

 

2.5. Provide GFRS management committee members with microfinance 

training 

The management committee members will be trained on microfinance matters in order 

for them to acquire the capacities to analyse and approve the credit demands and to 

understand the issues at stake. 

 

3. Association of KERUSSU to the project in order to prepare future 

dissemination 

 

3.1. Provide identified Kerussu staff members with microfinance training 

 

3.2. Ensure participation of identified Kerussu staff members in the back-

stopping missions performed by CIDR to GFRS 
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4. Exchange and capitalisation of experience 

 

4.1. Establish an East Africa hub for programme co-ordination 

An East Africa hub for the co-ordination of the three individual projects (Ethiopia, 

Kenya and Tanzania) will be established in Nairobi (Kenya constitutes a cross-roads for 

the neighbouring states). This platform structure will be in charge of providing 

methodological back-up for the three individual projects, organising and implementing 

all joint activities, capitalising on experiences, and representing the individual projects 

at national and international level. Therefore, the costs related to this structure will be 

shared among the three projects. 

The hub will have a co-ordinator with expertise in microfinance, good abilities in the 

field of policy dialogue, so that he/she can take part in the reflection on framework 

conditions with donors, relevant authorities and main partners of the financial sector. It 

will provide monitoring, technical and methodological support at local level for the 

baseline projects. It will organise and implement activities in common between different 

projects (experience pooling workshops, thematic workshops, training courses requiring 

multiple specific skills, transverse capitalisation using country level capitalisation 

processes). It will organise and implement exchange between the various parties in 

microfinance in East and West/Central Africa. It will monitor communication processes 

between national projects and their environment and the regional and international 

microfinance community, via publication and taking part in important events within the 

sector. It will also serve as a technological observatory. 

 

4.2. Capitalise on experience and action research 

Experience and the various action research operations underway in the three East 

African countries will be capitalised. To do this, thematic workshops should be 

organised, convening partners and other MFIs interested by the issue. 

 

4.3. Share experiences with other MFIs in the country and in neighbouring 

countries 

Study trips will be organised in the course of which partners and people in charge of the 

MFIs supported can gain knowledge of other approaches, compare achievements, learn 

from the experiences of the other structures visited and share their own innovations with 

others. 

 

 

E. Duration and action plan 

- The duration of the project will be 24 months. 

- Planned starting date : 01/01/2004 

See Annex 6 – Action plan 
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F. Resources proposed for the implementation of the project 

 

1. Human resources 

1) A CIDR microfinance expert with institutional and organisational development 

skills will be recruited and based in Kisii.  

The recruitment of an expatriate CIDR expert is necessary to develop an approach 

that will be new to the microfinance industry in Kenya, and be based on innovative 

and participative methods in order to deepen outreach in rural areas and reinforce 

sustainability.  

The CIDR microfinance expert will employ one driver and two guards for his 

lodging.  

2) The microfinance unit will comprise a microfinance manager, twelve credit agents 

in the first two years of the project and one driver. 

3) The East Africa programme co-ordination hub will have an expatriate co-ordinator 

with expertise in microfinance, good abilities in the field of policy dialogue, so that 

he/she can take part in the reflection on framework conditions with donors, relevant 

authorities and main partners of the financial sector. 

4) A budget is planned for an expertise for the development of a computerised 

management and information system (MIS) adapted to microfinance activities, for 

market studies, training sessions and for specific studies in innovation methods and 

capitalisation. 

The project will fund the microfinance unit running costs (salaries, stationeries, 

utilities, transport) to 100% in the first year then to 75% in the second year. 

 

2. Other resources 

1) The CIDR microfinance expert will be equipped with a four-wheel drive vehicle, 

one computer, one printer and office furniture. The expatriate house will be 

equipped with furniture. 

2) The microfinance unit will be provided with one computer and printer for the 

microfinance manager, with 6 motorbikes for the credit agents, one four-wheel car 

shared with the audit and marketing departments and 13 set of furniture for each 

staff member. An MIS software dedicated to the microfinance activities might be 

developed. 

All the investments will be financed by the project (except for the four-wheel car shared 

with GFRS audit and marketing departments whose acquisition will financed to 50% of 

its value). 
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G. Description of the role and participation in the project of the 

various actors 

Role and participation in the project of the various actors and the reasons for which 

these roles have been assigned to them are described in the following table. 

Actors Role and participation Reasons 

GFRS - consolidates and strengthens its institutional capacity, 

especially in the fields of operations, marketing, product 

development and human resource management, internal 
control and business planning 

- implements a microfinance unit 

- GFRS is licensed and is a member of 

Kerussu 

- it is already operating and has a good 
knowledge of the target groups 

- it has proven its ability to innovate and to be 

sustainable 

Target groups - participate in product design 
- possible participation in operations: 

passbookkeeping, savings and repayment collections, 

decision on loan demands 

- ensure that products and financial services 
are suited to needs, capacities and production 

cycles 

- reduce running costs  
- develop ownership  

Commercial bank - refinances GFRS access funds provided at commercial rate 

KERUSSU - develops internal microfinance capacities future dissemination of developed 

methodology 

CIDR microfinance 

expert 

- provides GFRS with expertise in the fields of operations, 

methodology, product development, human resource 

management, internal control and business planning 
- develops with GFRS a microfinance unit 

- capitalises on the project experience 

CIDR, with its experience and know-how 

specific to rural areas, its work with low 

income communities, and its experience of 
participative and decentralised approaches, 

can make a valid contribution to the 

development of the microfinance sector in 
Kenya. 

East Africa hub for 

programme co-
ordination 

- provides methodological back-up for the project 

- organises and implement activities between various 
projects 

- facilitates “cross-fertilisation” between East and 

West/Central Africa 
- contributes to policy dialog 

- serves as a technological observatory 

CIDR, with its objective of implementing 

microfinance projects in three East African 
countries and its already long experience in 

microfinance in West/Central Africa and 

Madagascar, is best suited to assume this role. 

 

 

H. Monitoring and evaluation procedures 

Internal monitoring and evaluation procedures will be based on a computerised 

management and information system and client led assessments. 

Regarding external monitoring and evaluation procedures, a two-year partnership 

agreement will be discussed and signed with GFRS. It include the assessment of the 

needs of GFRS, the programme of the services to be delivered by the CIDR 

microfinance expert, the procedures for monitoring and supervision of the activities 

implemented (such as quarterly reports,…). 

The project will be assisted and supervised by the East Africa hub for programme co-

ordination. This latter will provide technical backstopping, facilitate exchange of 

experience and benchmarking, and will supervise reporting and performance indicators. 

An external evaluation is planned at the end of the project in order to review the 

implementation achievements of the project in relation to the original parameters 

defined; to identify the factors and constraints that influenced project implementation 

and assess the means utilised to address these factors; to assess the effects and impact 

that project activities have had on target groups, GFRS and the legal and regulatory 

framework; to examine issues related to the sustainability of the project and identify 

replicable approaches that KERUSSU could develop; to formulate clear 

recommendations and lessons learnt so as to contribute to the design of new projects. 
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I. Prerequisite 

GFRS shall modify its by-laws in order to be able to grant loans to members whose 

shares’ value is less than a third of the loan amount disbursed. 
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IX. Annexes 

Annex 1 Kenya map showing district boundaries 

Annex 2 Socio-economic analysis of Kisii, Gucha and Nyamira districts – 

Gusii SACCO market assessment 

Annex 3 GFRS : institutional and financial appraisal 

Annex 4 GFRS microfinance unit financial projections 

Annex 5 Logical framework 

Annex 6 Action plan 
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