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ABSTRACT 

The importance of an effective guarantee system cannot be understated. Ideally, with 

group guarantee, the group takes full responsibility of all loans advanced to the members. 

This joint liability should result in full recovery of such loans. However, cases of 

delinquency and default that spin out of control are at times observed. Such cases lead to 

liquidity problems in the microfinance institution and could eventually lead to failure of 

the enterprise.  This research used a descriptive study which sought to find out how group 

guarantee had been applied in loan recovery in the selected microfinance institution. The 

study attempted to pool knowledge about the application of group liability, whether the 

clients were fully aware of its implications by the time loans are advanced to them and 

how group liability was enforced in loan recovery. Thirteen staff members and 137 

clients participated in the study through responding to questionnaires. The study found 

that the group was weak and that only about two-thirds of the clients were trained before 

taking their first loans. As a result, clients were not well informed on what was expected 

of them when they borrowed loans from the institution. The study recommends that the 

groups be built up by proper training on group dynamics, group liability and its 

implications and on having a constitution that is followed by the group members. 
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CHAPTER ONE 

 INTRODUCTION AND BACKGROUND TO THE STUDY 

Introduction 

Microfinance is the provision of financial services to low income clients. These financial 

services include savings and credit facilities.  Microfinance clients normally do not have 

assets to pledge as collateral in order to access loan facilities. For this reason, 

Microfinance institutions (MFIs) use methodologies such as group lending, where clients 

in a group pledge to pay in case one of them defaults. This is known as group guarantee 

or group co-guarantee.  At times, the microfinance institutions struggle to recover loans 

advanced to clients even when such loans have been advanced to a group and the group 

guarantee is in place. These are instances where default has set in and led to failure in 

microfinance institutions.  In such cases, group guarantee has not been effective in 

assisting in loan recovery. The study sought to investigate why group guarantee has not 

produced the intended results of full loan recovery and what could be done for group 

guarantee to be implemented effectively. 

Background to the Study 

Microfinance began as a movement to alleviate poverty.  Ledgerwood defines 

microfinance as the provision of financial services to low income clients (Ledgerwood, 

1998). These financial services include savings and credit facilities. Microfinance 

activities include but are not limited to provision of small loans with group guarantee as 

collateral, informal loan appraisal and secure savings, where clients are forced to save in 

order to partially secure the loans granted to them. It is not known with precision when 
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the Microfinance industry begun worldwide, although the movement recorded some 

revolution and awakening in the 1980s.  

The microfinance industry in Kenya began in the mid1980s.  It was motivated by the 

inability of the commercial banks to serve the financial needs of poor people. 

Commercial banks could only offer credit against collateral which most of these people 

did not have. With microfinance, credit could be offered against group guarantee and 

compulsory savings as collateral substitutes (Ledgerwood, 1998). Most microfinance 

institutions (MFIs) in Kenya adopt the Grameen Bank model which is based on group 

methodology. This is a model whose structure is made up of small homogeneous groups 

of members who guarantee one another in order to take loans. Members will be barred 

from taking other loans if one member defaults. This encourages members to pay and 

reduces the risk because members will only agree to guarantee a loan amount if they are 

able to pay (The Global Development Research Center, 2015). 

This lending model is favorable to microfinance institutions due to the advantages that it 

offers such as reduced costs of operation, self selected groups that tend to filter against 

clients who are not credit worthy, and group officials who act as peer leaders for the 

group members and assert authority to ensure that the loans are repaid. Strategic 

management is a combination of managerial decisions and actions that determine the long 

run performance of an organization (Sekhar, 2010). Strategic management process seeks 

to analyze the business in relation to the environment and come up with plans which if 

implemented would ensure success for the organization. The organization is analyzed in 

terms of its strengths and weaknesses and the opportunities and threats that the business 
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environment presents. Group guarantee is a methodology or a way of doing microfinance 

business which needs to be analyzed in order to define its strengths and weaknesses. 

In group lending methodology, loans are guaranteed by group members. Group lending 

model allows individuals to come together as a group in order to reinforce their 

creditworthiness. These group members go to lengths to choose the right clients to belong 

to the group as they collectively guarantee loan repayment. They also evaluate the 

member who applies for a loan and approve the loans that members apply for. Yet at 

times these loans are defaulted and moneys go uncollected and loans are not recovered by 

the MFI. Many times, default will cause group members to pay because of the joint 

liability. This may lead to a scenario where all borrowers default in their loans in order to 

‘repay’ the loan they had to take responsibility for (Microfinance House Ltd, 2006). 

Clients may also refuse to pay altogether causing liquidity problems to the MFI and 

ultimately leading to failure of the MFI due to becoming financially unsustainable 

(Woolcock, 1999). 

The Kenyan financial sector consists of both formal banking organizations and non 

banking organizations. According to the Central Bank of Kenya Bank Supervision 

Annual Report 2013, the Kenyan banking sector comprised of 44 banking institutions, 7 

representative offices of foreign banks, 9 microfinance banks, 2 credit reference bureaus 

and 101 foreign exchange bureaus as at the end of 2013 (Central Bank of Kenya, 2013). 

A microfinance information exchange (MIX) report indicated that these banks serve 22.6 

percent of Kenya’s adult population. The non-bank financial institutions include 

microfinance institutions (MFIs), savings and credit cooperative societies and mobile 

phone service providers, and these serve 17.9 percent of the population. In the informal 
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financial sector, there are 26.8 percent of Kenyans who rely on non-governmental 

organizations (NGOs), self-help groups and individual money lenders. According to the 

survey which was carried out in 2009, 32.7 percent of the Kenyan population do not use 

any form of financial services (Mix Market Kenya Report, 2009). 

The Association of Microfinance Institutions-Kenya (AMFI), the Kenyan umbrella body 

for microfinance institutions had 62 registered members as at 20
th

 August 2013. The 

members include deposit-taking microfinance institutions (DTMFIs), wholesale MFI's, 

retail MFI's, development institutions and insurance companies. This represents the entire 

landscape of the microfinance industry in Kenya (Association of Microfinance 

Institutions-Kenya, 2013).  

Omino (2005) stated that there are over 100 organizations, including about 50 NGOs 

which practice microfinance business in Kenya. Some practice microfinance alongside 

social welfare activities but all these organizations have their target group as the 

economically active poor people in Kenya. This has resulted in stiff competition in the 

microfinance industry. Competition works to the advantage of clients. It can enable them 

to access loans faster, at better interest rates, a greater variety of loan products, reduced 

compulsory savings balances, loans with longer repayment terms and improved customer 

care. 

On the supply side, however, competition can be a serious threat. Clients may borrow 

from multiple MFIs and end up having a heavy debt burden which can then lead to 

default. When this happens, the group methodology (which is used by most MFIs) is 

threatened. In the group methodology, clients guarantee one another in order to access 
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loans, since they do not have collateral which can be used as security. If a member of the 

group fails to pay their loan, further credit cannot be advanced to any member of the 

group until the money is paid. In some cases of default, clients can get discouraged and 

then all default together. 

This study aimed to investigate the application and implementation of the group 

guarantee methodology in loan recovery in Milango Financial Services (MFS), a 

microfinance institution in Kenya. MFS began its operations in 2009 in Mombasa.  MFS 

is a typical credit only MFI in Kenya. This is distinct from microfinance banks which are 

deposit taking MFIs (DTMFIs) which are registered under the Companies Act (Chapter 

486 of the Laws of Kenya) and are also regulated by the Central Bank of Kenya. 

Microfinance banks are allowed to take deposits from clients and to trade with these 

deposits. A credit only MFI is not regulated by the Central Bank of Kenya but is 

registered under the Companies Act. MFS was formed with a vision to empower every 

Kenyan to change the society and to conquer poverty. The mission of the institution is to 

maximize wealth creation through innovative and relevant financial, training and 

business development services.  MFS had registered over 12000 clients by the close of 

2012 (Milango Financial Services Ltd, 2014). Its asset base stood at Ksh 165M and it had 

gross loan portfolio of Ksh 111.8M by December 2012 (Association of Microfinance 

Institutions-Kenya, 2013).  

The AMFI report on the microfinance sector in Kenya 2013 showed that MFS had 3646 

active borrowers by December 2012. The portfolio quality of this MFI had deteriorated 

greatly by December 2012, and the PAR >30days was at 17.2% as compared to the 

industry average which was at 7% for the same period (Association of Microfinance 
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Institutions-Kenya, 2013).  This data shows that the organization was somewhat lagging 

behind compared to her peers in the industry. This study set out to investigate the 

effectiveness of group guarantee and how this was applied and implemented in this 

organization, and whether inadequate implementation of group liability could have 

contributed to the poor financial position of the organization.  

Portfolio at risk is a measure of the quality of the portfolio and is the outstanding 

principal balance of all loans past due more than a certain number of days. Where any 

full or partial payment is past due, the whole outstanding balance of the loan stands at a 

higher risk of not being paid (Rosenberg, 2009). The AMFI report on microfinance 

institutions in Kenya 2013 showed that the industry average portfolio at risk for more 

than 30 days (PAR 30) stood at 7%. It also showed that about 50% of the institutions in 

the sector had a portfolio at risk of less than the industry average (Association of 

Microfinance Institutions-Kenya, 2013).  

MFS forms a relevant institution for this study because it is one of those institutions in 

the AMFI report whose portfolio quality fell below the average using the measure of the 

portfolio at risk. The institution had PAR 30 of 17.2% as compared to the industry 

average of 7% (Association of Microfinance Institutions-Kenya, 2013). This means that 

the clients were not paying their loans as required. 

Statement of the Problem 

A lot of research has been done on the factors contributing to the achievement of 

successful microfinance institutions (MFIs).  According to Warue (2012), one of the 

basic and useful indicators of success for a microfinance institution is whether the loans 
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are being repaid as they fall due. Good repayment rates could indicate that the loans 

advanced have been put into the purpose for which they were intended and are generating 

returns because the loans are being repaid (Care International UK, 2013). Good 

repayment rates could also mean that proper methodology was applied such as 

implementation of joint liability for MFIs which have group lending.  

With group guarantee, the group takes full responsibility of all loans advanced to the 

members and the members are jointly liable for such loans. However, cases of 

delinquency and default that spin out of control are still observed. Poor repayment rates 

could be a threat to the MFI. There are organizations in the microfinance sector that have 

actually not met their goals and have failed. As stated by Marulanda et al. (2010), a failed 

experience is reflected by the inability of an institution to reach financial stability or 

significant loss of the institution’s capital.  Some of the reasons cited for unsuccessful 

institutions in this sector have been methodological flaws.  This is where the institutions 

have not been keen to follow the laid out procedures in giving out loans and laxity in 

following these procedures has led to default (Marulanda et al., 2010).  

The study sought to engage one of the aspects of methodology in microfinance business, 

which is the group guarantee mechanism. With group guarantee or joint liability, the 

group takes full responsibility of all loans advanced to the members and the members are 

jointly liable for such loans (Warue, 2012). The study investigated the role of group 

guarantee in contributing to loan repayments and in ensuring full repayments of loans 

advanced to clients.  Understanding of the various aspects of group guarantee would 

allow proper application of the group guarantee mechanism and this would work towards 

improving loan recovery and reduce instances of occurrence of the domino effect. 
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Purpose of the Study 

The purpose of this study was to investigate the role of group guarantee in contributing to 

loan recovery in microfinance institutions, and specifically in the case of Milango 

Financial Services Ltd.  

Objectives of the Study 

i. To find out the process of effecting client co-guarantee. 

ii. To investigate the reasons why loans were not recovered even when they had 

been fully guaranteed by group members. 

iii. To identify how best group guarantee could be applied for it to be effective in 

default management. 

iv. To distinguish other aspects that could support group guarantee for effective loan 

recovery. 

Research Questions 

1. How was group guarantee implemented in MFC? 

2. Why were loans not recovered when each loan was fully guaranteed by the group 

members? 

3. How could group guarantee be applied for it to be effective in loan recovery? 

4. What strategies could be put place in addition to loan guarantee for effective loan 

and default management? 

Justification of the Study 

Although in theory group guarantee and joint liability in group lending methodology 

promises high recovery of loans advanced in a microfinance institution, delinquency and 
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default cases show that further research still needs to be done on how this can be applied 

to ensure full recovery of loans and minimal loss of money through non performing 

loans.  This study would add value to the pool of knowledge in the application of group 

guarantee, specifically in the enforcement of joint liability. 

Significance of the Study 

Most MFIs have adopted group lending methodology and they exist to provide financial 

services to clients within these groups. Clients in these groups guarantee each other in 

order to access loans. Enforcing group liability is important in ensuring that loans are 

repaid. This study would add to the information on loan recovery and the role that proper 

group guarantee plays in loan recovery. It would therefore add to the pool of knowledge 

in the microfinance industry and especially with a view to ensuring efficiency in loan 

collection. Credit only microfinance institutions as well as microfinance banks would 

benefit from this study as well as the government which gives funds such as the Uwezo 

fund to micro entrepreneurs. The public and private sector as well as households would 

also benefit from this study. 

Assumptions of the Study 

The study assumed that the microfinance institution to be studied would be willing to 

participate in the study and therefore give information, and that the clients of this 

institution would be willing respondents.  
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Scope of Study 

The study involved the staff and clients of Milango Financial Services Ltd. This 

organization operates at the Coast of Kenya with branches in Mombasa and Malindi. The 

study will focus on the clients within Mombasa. 

Limitations and Delimitations of the Study 

This study was limited to various factors including literacy level of the respondents and 

accessing the clients. The researcher accessed clients during their scheduled group 

meetings and worked with the group leaders who usually were thought of having higher 

literacy levels. Clients could also not be willing to participate in the research as they 

would not see the value of such an exercise. The researcher requested for their time and 

valuable opinions in participating.  The researcher also encouraged all the respondents to 

be honest with their responses by assuring g them that the information given would be 

kept confidential and used for purposes of the study only. 

Definition of Terms 

Collateral:      Property pledged by a borrower to give to a lender in case he fails to pay a         

 loan (Merriam Webster). 

Default:  Refers to a loan that is not expected to be paid back and/or has been  

  written off (Ledgerwood, 1998). 

Delinquency: Refers to an amount that has become due that has not been paid                                             

   (Ledgerwood, 1998)                                                              

Grameen bank model: This is a model whose structure is made up of small homogeneous  

groups of members who guarantee one another in order to take loans. 

Members will be barred from taking other loans if one member defaults. 
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This encourages members to pay and reduces the risk because members 

will only agree to guarantee a loan amount if they are able to pay (The                                           

Global Development Research Center, 2015) 

Microfinance: The provision of financial services to low income clients    

  (Ledgerwood,1998). 

Portfolio:  The principal value of all loans outstanding (The World Bank, 2003). 

Portfolio at Risk (PAR) - The value of all loans outstanding that have one or more                                             

 installments of principal past due more than a certain number of days. This 

 item includes the entire unpaid principal balance, including both past-due 

 and future installments, but not accrued interest. It also does not include 

 loans that have been restructured or rescheduled (The World Bank, 2003).  

 

These terms have been used in the same manner in the study. 

Summary 

This chapter has given a brief introduction on knowledge management and its evolution. 

It then provides a background of the study globally, regionally and locally. It has set out 

the problem statement, purpose and objectives of the study and has discussed the 

justification, significance and scope of the study. This chapter has also provided the 

research questions, predictable challenges the researcher expected to face, how and the 

definitions of the terms used in the study. Chapter two reviews works that have been 

written on the subject of microfinance and group lending and chapter three outlines the 

methods that will be adopted in obtaining data from the staff and the clients. 
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CHAPTER TWO 

 LITERATURE REVIEW 

Introduction 

This chapter introduces the process through which literature relevant to the study was 

reviewed. It gives an introduction to the microfinance sector, the role that it plays in the 

economy, microfinance in the Kenyan context and the main activities in microfinance. It 

highlights research that has been carried out in the area of group lending methodology in 

microfinance. The conceptual framework for the study is also provided. 

Theoretical Literature Review 

Group lending methodology has its foundation on the benefits that a group can have on 

social behavior, which would work to the advantage of both the lender and the borrower. 

People will adhere to rules within the group because people value approval. Conformity 

is defined as matching beliefs, deeds and attitudes to group norms and is the tendency of 

members within a group to think alike. There are two main reasons for conformity. The 

first one is normative influence which occurs in order for a person to avoid rejection and 

gain social acceptance. The second reason is informational influence. This is where 

people seek accurate information from their group members and once they obtain this 

information, they believe it and act in accordance to it (Boundless, 2015). 

Asch (1951; as cited in Wormer & Besthorn, 2010) performed research on conformity 

which concluded that people will behave in a manner that will cause them to be accepted 

and to gain approval within a group setting. Some factors are known to increase the 

chances of conformity within a group. These include the number of members in the 

group. The more the members, the more they will conform. Groups where the members 
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have a relationship with each other and are more connected to each other and to the group 

will have cohesion and a greater likelihood of conformity (Wormer & Besthorn, 2010). 

Groups with more women than men are more likely to conform due to the gender factor. 

Younger people are also more likely to be influenced than older ones (Boundless, 2015).  

Microfinance institutions have adopted the methodology of lending money to individuals 

within a group because they are able to exert influence on each other in order to repay the 

loans that are advanced to them. The members will comply in order to gain acceptance in 

the community as well as to develop themselves. 

General Literature Review 

The general literature review discusses the group lending methodology as well as the 

microfinance industry in Kenya. 

Group Lending Methodology 

The group lending methodology is used by most MFIs in Kenya. This is applied by 

lending loans to individual clients who are in groups. A key feature of this kind of 

lending is joint group liability. In joint group liability, the group provides collateral or 

loan guarantee through a group repayment pledge, which is a collective responsibility. 

This makes the group strengthen their creditworthiness. This method of lending was 

introduced by Professor Mohammad Yunus and was first applied in Grameen Bank, 

Bangladesh (The Global Development Research Center, 2015). 

Group lending offers benefits to both the borrower and the lender.  To be able to access 

credit, one needs collateral. Collateral is property pledged by the borrower to give to the 

lender in case the borrower fails to pay the loan. Many economically active poor would 
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like to borrow but do not have collateral. Being a member of the group allows the 

borrower to access credit by offering a substitute to collateral. The substitute offered is 

group guarantee and this can be accessed by a member of a group that seeks credit 

(Besley & Coate, 1995). 

To the lender, group lending offers advantages in selection of clients, reducing 

operational costs and improving repayment rates. Clients will self select and form a 

group. This peer selection will normally filter out clients who have bad character and 

who would fail to repay loans advanced. The methodology reduces operational costs by 

allowing an officer to serve many clients at a go during group meetings. The group 

improves repayment rates due to the joint liability that it carries for the repayment of all 

loans advanced to group members (Aghion & Jonathan, 2005).  

Group lending may improve repayment rates through social collateral. This is where a 

client may receive the wrath of the group if he fails to pay, especially where the group is 

formed in a society of high social connectedness (Besley & Coate, 1995). This is because 

a client who fails to pay affects the advancement of loans to the other group members. No 

further loans can be advanced to the members until either the group or the client in 

question corrects the situation by paying the amount in arrears. In addition, the client who 

defaults may not be able to join a group in future or even be able to take another loan. 

This would mean social as well as economic costs to the client (Aghion & Jonathan, 

2005). 

            There are other features of group lending that the lender (MFI) applies to their advantage.  

These are contingent renewal and sequential financing.  Contingent renewal is where a 

Daystar University Repository

Library Archives Copy



 

15 

 

client has to fulfill a certain condition before accessing another loan. He has to complete 

a loan fully before he can be given another one (Aghion & Jonathan, 2005). Also no 

further loans can be advanced to the group if one of the members fails to pay. This 

creates an incentive for the borrower to pay well and not default. The clients therefore 

begin with smaller loans and grow by getting larger successive loans as long as their 

repayment history is good. Sequential financing is where for example, in a group that has 

five members, loans are advanced to two members first. Their repayment behavior is 

monitored for some time (about a month or so) and if they make timely payments, loans 

are disbursed to another two clients and so on (Chowdhury, 2007).  

Group lending has recorded high loan repayment rates for MFIs. This is because of the 

joint liability of the group (Kowalik & Martinez-Miera, 2010). A research paper by the 

Microfinance Centre in India showed that MFIs recorded 100% repayments because the 

group paid for any of their members who were unable to pay for one reason or another 

(Nandhi, 2010). The 2013 report on the microfinance sector in Kenya by AMFI showed 

that the portfolio at risk for more than 30 days (PAR 30) was 7% as at December 2012, 

and this was lower than when the bank portfolios were included. This indicated that the 

portfolio in microfinance, which was under group lending, was of better quality than that 

of the bank which was lent to individuals (Association of Microfinance Institutions-

Kenya, 2013). 

Besley and Coate (1995) showed that lending to groups that were jointly liable for loans 

had a positive effect in that clients may pay for their peers who were unable to pay and 

also harnessed social collateral, especially where groups were formed in communities 

which had a high degree of social connectedness. Social collateral is essentially the 
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pressure that is exerted to a client by his peers when he fails to make his loan repayments. 

Field and Pande (2008) stated that clients would repay their loans depending on whether 

they had access to future loans in the same organization or in other organizations. This 

introduces the aspect of competition where if there are many lenders, the client can easily 

default knowing that he will be able to join another institution and access a loan from 

there. This is especially so where the lenders do not have access to a common database of 

clients where their history and repayment behavior can be checked. According to a 

technical guide from the Consultative Group to Assist the Poor (CGAP), the main reason 

that motivates clients to repay their loans is to preserve their access to a loan facility that 

they and their families find useful (Rosenberg, 2009). 

Lending to groups that are jointly liable for loans may also have a negative effect known 

as the domino effect, as stated by Kritikos and Vigenina (2005). The domino effect 

occurs when a group is unable to pay for a defaulting member’s loan and because of this 

further loans to all the members of the group are stopped. This default by one member 

causes all the members to be affected and being unable to access further loans, they all 

may opt to stop paying even though they may each be able to repay their own loans. 

There are cases of MFIs which are struggling due to delinquency and default by clients. 

Default causes liquidity problems and threatens the sustainability of the organization. 

This could eventually lead to the failure of such institutions due to significant loss of its 

capital. 

Microfinance 

The adequate provision of financial services is critical in any economy. These services 

are required by entrepreneurs in both the formal and the informal sector. In Kenya, the 
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informal sector employs about 75 percent of the country’s workers. The Kenyan vision 

2030 strategy paper mentions that this sector will need to be supported in ways that will 

raise productivity, increase jobs and increase owner’s incomes (Kenya Vision 2030, 

2007).  One of the ways that this has been done is through microfinance industries whose 

main aim is to give financial assistance to low income earners who mostly earn their 

daily bread through the informal sector. 

According to Ledgerwood (1998), microfinance is the provision of financial services to 

low income clients. These services include savings and credit facilities. In addition to 

financial intermediation, many MFIs also provide social intermediation services such as 

group formation, management capabilities among group members and training in 

financial literacy. Ledgerwood (1998) emphasized that microfinance is not simply 

banking but involves other activities such as provision of small loans secured against 

collateral substitutes such as group guarantees or compulsory savings, informal appraisal 

of borrowers and access to repeat and larger loans based on repayment performance. 

Reasons for Existence of Microfinance 

Commercial banks have shied off from clients who come from the informal sector.  

This is because of high costs in lending small amounts. Commercial banks also require 

collateral to secure credit advanced to their clients. Low income clients may not have 

adequate collateral to enable them gain access to such credit. Such collateral includes but 

is not limited to land, vehicles and shares in stocks. Low income clients are usually 

people with low literacy levels and any assets they own will usually be of low value. 

However, these people are entrepreneurs in their own right and also require financial 

services. 
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Low income clients run small enterprises in the informal sector. These enterprises face 

serious challenges such as threats of eviction and demolishment of stalls. They also lack 

money to purchase goods in bulk and therefore cannot get profits gained through 

economies of scale. In urban areas, they range from street vendors to retail shop owners. 

They also include small manufacturing entities, manufacturing items such as soap. In 

rural areas, small enterprises engage in farming activities and the sale of farm products. 

Although they face overwhelming challenges, many such businesses thrive when given 

access to finance, business training and or assistance with marketing (Africa 

Microfinance Action Forum, 2008). 

Background of the Microfinance Industry in Kenya 

Microfinance in Kenya began in the 1980s and has grown to become a recognized sector 

in the economy of the country. Most of the firms in this industry begun as welfare 

projects of non-governmental organizations (NGOs) but have become registered as 

limited companies. CARE Kenya registered WEDCO Ltd, Food for the Hungry 

International registered Faulu Kenya Microfinance Bank Ltd, National Council of 

Churches of Kenya registered Small and Medium Enterprise Program (SMEP) and World 

Vision registered KADET. This gives an indication of the growth of these institutions to 

the extent that they can survive on their own as companies limited by shares, running as 

entities separate from their mother organizations (Hospes, Musinga, & Ong'ayo, 2002). 

According to the Central Bank of Kenya Bank Supervision Annual Report (2008), the 

microfinance industry in Kenya consists of various institutions, some of which are 

commercial banks, development finance institutions such as the Agricultural Finance 

Corporation (AFC), the Kenya Post Office Savings Bank (KPOSB), microfinance 
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institutions of different institutional forms such as companies, trusts and NGOs, savings 

and credit co-operatives societies (Sacco); Accumulating and Rotating Savings and 

Credit Associations (ASCAs and ROSCAs) and money lenders. This is the range of 

players in this sector. The industry has grown over the years, recognized by the 

government as a key programme and policy intervention for poverty alleviation and 

development. This led to the enactment of the Microfinance Act in 2006 in a bid to create 

an enabling environment to broaden the outreach of affordable financial services. The 

Act seeks to govern the operations of deposit taking microfinance institutions. Regulation 

and supervision of the microfinance sector will result in a wider funding base for MFIs to 

mobilize and administer deposits. 

Lending Methodologies 

One of the features of microfinance is group lending. This is where members self select 

each other and form a group. Loans are issued to individual members in the group and the 

members guarantee one another. All members are barred from further credit in case one 

of the members defaults on a loan. This provides a strong incentive for the group 

members to pay. This model was initially adopted by Grameen bank in Bangladesh and it 

was successful and has therefore been adopted by most microfinance institutions. 

Osterloh and Barrett (2006) noted that this type of group would normally share a lot of 

information about its members and therefore participants would associate with others of 

similar risk profiles because the group was liable for the loan repayments of all members. 

Such groups will exclude high risk types from joining into their group and will only 

approve loans whose risk they are willing to bear. This works to the advantage of the 
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lender as borrowers repay in a timely manner to maintain the group’s continued access to 

future loans.  

Empirical Literature Review 

Studies have been carried out on various aspects of microfinance group lending. One of 

these studies was done to investigate the factors that influence loan performance. It was 

concluded that proper loan appraisal would yield a high performance loan. Microfinance 

clients do not normally have adequate collateral to pledge for the loans they take. It is 

necessary to use the 5 Cs model of client appraisal when evaluating clients. In this model, 

the character of the client, capacity of the customer to repay, collateral attached as 

security for the loan, the capital that the client has invested in the business and the 

condition of the borrower (how the business environment affects him) should all be 

considered in order to make a proper appraisal of the loan requested. Microfinance 

institutions should consider the interest rates that they charge on loans because the higher 

the interest rate, the lower the performance of the portfolio. For effective loan collection 

and repayment, a microfinance institution should adopt a stringent policy as a method of 

collecting loans. Lenient policies would lead to low portfolio quality and performance 

(Moti, Masinde, Mugenda, & Sindani, 2012). 

Moral hazard is the failure by clients to repay loans advanced to them. It occurs when one 

person (the client) takes extra risks because another person (the group members and/or 

the MFI) bears the burden of those risks.  Moral hazard occurs due to information 

unevenness because the risk taker knows more about the transaction than the person 

paying for the risk. Moral hazard presents itself through willful default, poor management 

practices and diversion of funds (Hollinger, 2004). In a study that investigated the 
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incidence of moral hazard, it was noted that peer selection, monitoring and having social 

ties within the group helps to reduce moral hazard and to increase loan recovery. The self 

selection process filters out clients who would otherwise be defaulters and cause agony to 

the group members (Simtowe, Zeller, & Phiri, 2006).  

In yet another study, the effects of competition were analyzed where it was concluded 

that competition encourages clients take up multiple loans and they end up defaulting 

because the loans are put to uses other than the business which they had taken the loan 

for. The loan is diverted and therefore misused (Guha & Chowdhury, 2011). All these 

studies have in general tackled loan performance and recovery. In this regard, they are 

similar to this study. These studies have not addressed the specific aspect of group 

guarantee which is what is now investigated under this study. 

Conceptual Framework 

Independent variable                         Intervening variables      Dependent variable 
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Source: Author (2014) 
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Figure 2.1: Conceptual Framework  
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Group characteristics which include the age of the group, the way members are selected 

to join the group, cohesiveness of the group and ease of access to funding, whether in the 

same MFI or in another MFI are aspects of group guarantee which contribute to effective 

loan recovery. The variables which represent effective loan recovery include regular 

attendance of group meetings by the clients, timely addressing of loan delinquency such 

as through seizing of assets pledged and members paying for a defaulting client and the 

amount of money paid by members for defaulting clients. Training of clients to sensitize 

them on these aspects of group dynamics is important and so is reliability of the MFI 

information provided through the system and MFI credit policy on loan appraisal and 

collection and these are the intervening variables that will support effective loan recovery 

through group guarantee. 

Summary 

Most of the literature on microfinance discusses successful institutions and aspects of 

group guarantee that have led to the success of microfinance institutions. Literature has 

also been written on the challenges faced in loan recovery and what has contributed to 

default. This chapter explains how group lending works within microfinance institutions. 

Chapter three describes the procedures taken in collection of data. 
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CHAPTER THREE 

 RESEARCH METHODOLOGY 

Introduction 

This chapter describes the exact steps that were taken to address the research questions in 

this study. As Rudestam and Newton (2000) explained, the appropriate method of study 

was generated by careful consideration of the research questions and the applicable 

method by which those questions would be studied. Research methods refer to a 

particular approach to research and the strategy chosen to be followed in answering the 

research questions (Greener, 2008). This chapter will stipulate the research design, the 

population to be studied, the sampling methods to be used, data collection process and 

tools, and ethical considerations. 

Research Design 

A research design is a grand plan or approach to a research topic (Greener, 2008). It is the 

strategy, the structure and the plan of conducting a research. This research used a 

descriptive study which sought to find out how group guarantee had been used in the 

selected microfinance institution in loan recovery. The study attempted to pool 

knowledge about the application of group liability, whether the clients were fully aware 

of its implications by the time they join the program and how it was enforced in loan 

recovery.  

A research may be quantitative in nature, quantitative or mixed. According to Creswell 

(2003), quantitative research is one where data is collected scientifically. Quantitative 

research includes techniques, designs and measures that produce numerical or 
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quantifiable data. Experimental designs and correlation research are some research 

designs which are under this category (Mugenda & Mugenda, 1999). 

Qualitative research includes designs and techniques that do not produce discrete 

numerical data. In qualitative studies, researchers tend to use open ended questions so 

that respondents can express their views.  In quantitative studies, researchers advance the 

relationship among variables and pose this in terms of questions or hypothesis, while 

open ended questions are mostly used in qualitative research (Creswell, 2003). 

This research was both qualitative and quantitative in nature. The use of both qualitative 

and quantitative methods will reduce or totally eliminate the limitations and biases 

brought about by the use of one of the methods. Results from one method can help 

inform the results of the other method (Creswell, 2003). 

Population of the Study 

The population to be studied was the set of individuals or items upon which a numerical 

measurement  was taken or an observation of a particular characteristic was made. The 

population is a full universe of people or things from which the sample is taken (Greener, 

2008). The study focused on the clients served by Milango Financial Services and the 

employees of the institution were also asked to give some information. The clients that 

were  studied were those in Mombasa. The population of the clients with active loans was 

about 3646 (Association of Microfinance Institutions-Kenya, 2013). The staff serving in 

this department in Mombasa was 13 in number. The target population comprised the 

clients with active loans and the staff in the credit department in Mombasa. 
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Sample Size 

According to Mugenda and Mugenda (2003), a sample is a subset of a particular 

population. The sample selected needs to be representative of the whole population so 

that the findings can be generalized to the whole population (Greener, 2008). A 

representative sample shows the same distribution of characteristics or variables as the 

whole population. A representative sample was achieved by randomness and by picking a 

sample of adequate size. For this study, the sample was selected from the clients of the 

firm. 

Where time and resources allow, a researcher should take as big a sample as possible 

(Mugenda & Mugenda, 2003). The danger in taking a small sample is that the findings 

may not be representative of the whole population, and a sampling error may arise. This 

is the inconsistency between the sample characteristics and the population characteristics. 

Mugenda and Mugenda (2003) stipulated some situations in which a large sample was 

necessary, such as when many variables were held constant in the study, when it was 

expected that many respondents would fail to respond, or when a very high level of 

statistical significance was required.  None of this was the case in the researcher’s study.  

Sampling Technique 

The data available in the micro finance institutions as at December 2012 was used for 

sampling. The total population under study was 13 staff in the credit department (both 

Managers and loan officers) and 3646 clients. Using census for the credit department 

staff, all the 13 were asked to respond to questionnaires. Using published Tables for 

obtaining a sample size for +10 precision level and 95% confidence level, a sample size 

of 98 was taken (Israel, 2009).  The sample size was adjusted upwards by 10% to 
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compensate for persons that the researcher may be unable to contact and by 30% to 

compensate for non-response. A total of 137 clients were asked to provide data. 

Data Collection Instrument 

There are two types of data: primary and secondary. Primary data consists of facts, 

assumptions or premises obtained directly from field-work while secondary data is 

applied to facts, assumptions or premises contained in documentary sources, that is, what 

others have reported (Cheruiyot, 1994). This study used both primary and secondary data 

sources. Primary data was collected through questionnaires. The staff and clients from the 

firm were requested to provide this data. Questionnaires were used, with both open and 

close-ended questions relating to lending procedures within the group and how group 

liability was applied. Secondary data was collected from published financial reports of 

the organization and any other reliable means such as reports from the umbrella body of 

Microfinance institutions in Kenya.  

Data Collection Procedure 

Research assistants were employed to collect this data from the staff and clients of the 

firm. Permission was obtained to access data through performing a research. This was 

done at three levels. First of all, the researcher sought authorization to perform the 

research from Daystar University. Secondly, the researcher sought permission to do a 

public research from the Government of Kenya through the National Council for Science 

and Technology. Thirdly, the researcher sought permission to do research from the 

management of the selected institution. 
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Pretesting 

The questionnaires were pretested one questionnaire for the staff and three for the clients. 

The clients were taken from one group in Mombasa. Pre testing of the questionnaire was 

to help assess the clarity and ease of use of the instrument (Mugenda & Mugenda, 1999). 

This also helped gauge whether the items in the questionnaire were stated clearly and had 

the same meaning to all respondents.  

Data Analysis Plan 

Data collected from a planned fieldwork is meaningless unless analyzed in a way that 

solutions will be provided to the identified research problem (Bailey, 2007). Data 

analysis is the process of reducing large amounts of collected data to a manageable size, 

providing a manuscript, identifying patterns and applying statistical techniques so as to 

develop themes from the data (Cooper & Schindler, 2007).  

In this study, the data from the questionnaires were coded and keyed into the Statistical 

Package of Social Sciences data analysis software in order to come up with descriptive 

statistics. The data collected through both questionnaires and interviews was coded 

appropriately and analyzed using SPSS (Statistical Package for Social Sciences) version. 

This study adopted a descriptive statistics approach which summarized data and 

described the sample. Measures of central tendency were used to give the expected 

summary statistics of the variables being studied. Such measures include the mode, the 

median and the mean (Mugenda & Mugenda, 1999). Descriptive statistics also includes 

indices that describe characteristics of items in a study by use of measures of central 

tendency and measures of dispersion. The mode was used to measure central location and 
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degree of uniformity in the study. Qualitative data was presented using frequency Tables, 

pie-charts and bar-charts.    

Ethical Considerations 

1. The researcher sought consent from all the participants- that is, the staff and the 

clients of the institution. The researcher explained clearly what their role in the 

research is, what would happen to the data they were providing and what they 

were agreeing to. This ensured that each participant participated out of their own 

free will. 

2. By doing this study, the researcher got access to sensitive information about the 

operations of the organization in question. It was therefore of utmost importance 

to use the data obtained only for the research.  

3. The researcher gave assurances about the use to which the data obtained would be 

put. The findings were only to be disseminated to authorized institutions, in this 

case, Daystar University. 

4. Participants were assured of anonymity. 

Summary 

This chapter outlined the research methods used in the study and included a description 

of the population, the samples and how they were arrived at, the data collection and data 

analysis methods that were used. It also set out the ethical considerations in carrying out 

the research. 
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CHAPTER FOUR 

 DATA PRESENTATION, ANALYSIS AND INTERPRETATION 

Introduction 

This chapter discusses the interpretation and presentation of findings. The purpose of the 

study was to determine role of group guarantee in enforcing loan recovery in micro 

finances. The study used frequencies and percentages to analyze the collected data. For 

multiple questions, the study used likert scale in analyzing the data where a scale of 5 

points was used to compute the frequencies and percentages. These were then presented 

in graphs, charts and tables and appropriate explanations for each given.  

Response Rate 

This chapter focused on the findings from the respondents who were either clients or staff 

of the institution. Out of 137 questionnaires given to clients, 127 were returned and out of 

13 questionnaires given to staff all of them were returned. This gave a response rate of 

93.3%. The results are presented in form of figures and tables. 

Respondents’ Gender and Age 

The study sought to find out the gender and age of clients and staff in MFS. The results 

were shown in Table 4.1. 

Table 4.1: Age and Gender for Clients and Staff  

 Clients  Staff 

              Age Male Female Male Female 

  18-30 15 15 1 1 

  31-40 19 31 1 10 

 41-50 18 15   

 Above 50 5 9   

 Total  57 70 2 11 
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From Table 4.1, regarding the clients, the majority of the respondents with a frequency of 

70 were female while 57 of them were male. There were more female clients than male 

clients. With regard to staff, the majority (11) of the respondents were female as 

compared to male who were only two. The majority of the respondents were aged 

between 31-40 years for both the clients and the staff. 

Duration of Time with MFS 

From Figure 4.1, respondents indicated how long they had been with the institution, 

either as clients or as staff serving in the institution. The study found that for the clients, 

9% had been clients for less than 1 year, 51% for between 1-3 years, 34% for between 3-

5 years while 6% had been clients for more than 5 years. The findings also showed that 

for the staff, 15.4% had been in MFS for between 0-1 years, 23.1% had been there for 

between 1-2 years, 15.4% had been there for between 2-3 years while the majority at 

46.2% had been there for more than 3 years. The findings indicate that the majority of the 

staff had worked in the institution for between 1-3years, and the majority of the clients 

had been with the institution for between 1-3 years as well. 

 

Figure 4.1:  Respondents Duration of Time with the Institution 
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Clients Income Generating Activities 

The study sought to find out the source of income of the clients. The results were as 

tabulated below. 

Table 4.2: Income Generating Activity Engaged by Clients 

            Percent      Cumulative 

Percentage 

 No response 3.9                  3.9 

  Retailing 34.6 38.6 

  Manufacturing 10.2 48.8 

  Agriculture 11.0 59.8 

  Service 36.2 96.1 

  Any other 3.9              100.0 

  Total 100.0   

 

From Table 4.2, 3.9% of the clients did not give a response about the income generating 

activity that they were engaged in. However 34.6% were engaged in retailing, 10.2% in 

manufacturing, 11.0% in agriculture, 36.2% in the service industry while 3.9% were 

engaged in other activities such as construction. From the findings, the majority of the 

respondents were engaged in the service industry. 

Clients’ Monthly Income 

The study sought to determine the amount of monthly income the clients of MFS earned. 

The findings were as shown in Figure 4.2. 
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Figure 4.2: Monthly Income of Clients 

Regarding the monthly income, the majority at 60% earned between Shillings11,000-

20,000, 9% of the respondents earned below Shillings10,000, 17% earned between 

21,000- 30,000 while 13% of the respondents earned above 30,000. The statistics above 

indicate that the majority of the clients earned between 11,000 to 20,000 Kenya shillings 

per month. 

Membership with other MFIs 

The study sought to find out if clients were members of other MFIs. The results were as 

depicted in Figure 4.3. 
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From Figure 4.3, the clients were asked whether they were members of another 

institution where they could access alternative loan facilities. One percent of the 

respondents did not respond, 34% indicated that they were members of other 

microfinance institutions while the majority at 65% were not members of any other MFI.  

How Clients Joined MFS 

The study sought to find out how clients got to know and joined MFS. The findings were 

as shown in Table 4.3. 

Table 4.3: Joining of the Group 

  Valid Percent Cumulative Percent 

 I was introduced by a friend 67.7 67.7 

  I was introduced by a group official 19.7 87.4 

  I made an application 3.1 90.6 

  I was introduced by the officer 9.4 100.0 

  Total 100.0   

 

From Table 4.3, the majority of the respondents at 67.7% indicated that they were 

introduced to the group by friends, 19.7% said they learnt about it through a group 

official, 3.1% had made an application by making a request to join the group while 9.4% 

were introduced by the officer from the institution. From the findings, introduction by a 

friend was the most common method of joining the group. 

The length of Period the Group had been in Operation 

The clients were asked how old their group was. From Table 4.4, 2.4% said it was less 

than 1 year, 18.9% said it was aged between 1-2 years, 28.3% said it was between 2-3 

years while the majority at 50.4% said that it was more than 3 years old.  
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Table 4.4: Age of the Group 

    Percent Cumulative Percent 

 Less than 1 year    2.4 2.4 

  1-2 years   18.9 21.3 

  2-3 years   28.3 49.6 

  More than 3 years   50.4              100.0 

  Total 100.0   

 

Number of Active Members in Each Group 

The study sought to find out the number of active members in the guarantee groups. The 

results were as depicted in Table 4.5. 

Table 4.5: Active Members in the Group 

              Percent Cumulative Percent 

Valid 5-10 81.1 81.1 

  10-15 14.2 95.3 

  More than 15 4.7 100.0 

  Total 100.0   

The study shows that the majority of the respondents at 81.1% said that the active 

members were between 5-10, 14.2% said active were between 10-15 while 4.7% said 

they were more than 15. The responses suggest that most groups had between 5-10 active 

members.  

Leadership Positions in the Groups 

From Table 4.6, the respondents were asked to indicate which group officials were 

present in their group. It results show that 34.6% indicated having a chairman, treasurer 

and secretary in their groups. The other clients had different combinations of the three 

main officials as tabulated in Table 4.6. 
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Table 4.6: Officials Present in the Group 

           Percent Cumulative Percent 

 Chairman 16.5 16.5 

  Chairman and treasurer 2.4 18.9 

  Chairman, treasurer and secretary 34.6 53.5 

  Chairman and Secretary 7.2 60.7 

  Treasurer 18.9 79.6 

  Treasurer and Secretary 3.9 83.5 

  Secretary 16.5 100 

  Total 100.0   

 

Guarantee Groups Run by a Constitution 

The study sought to determine whether the groups were run by a constitution. The results 

were as shown in Figure 4.4. 

 

Figure 4.4: Groups with a Constitution 

From Figure 4.4, the majority of the respondents at 55.9% said that their group had a 

constitution while the 44.1% said that the group did not have a constitution. The findings 

suggest that most groups had a constitution. 

Groups Engaged in Other Activities 

The clients were asked whether their group had activities other than the MFI loans, for 

example, merry go rounds, and so on. 

Yes 
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44% 
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Figure 4.5: Groups with Activities other than the MFI Loans 

The results indicated that 28% of the respondents said that they had other activities while 

72% indicated that they did not have any other activities. This shows that a majority of 

the groups did not have extra activities other than microfinance. 

Relationship among Group Members 

They study sought to identify the kind of relationship among group members. 

 

Figure 4.6: Relationship between Group Members 

From Figure 4.6 with regard to the relationship between the group members, 84% said 

the relationship was peaceful while 16% indicated that there was conflict among the 

Yes 

28% 

No 

72% 

Groups with Activities other than the MFI Loans 

84% 

16% 

Relationship between Group Members 

Peaceful Conflict
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group members. The findings indicated that the relationship amongst the members was 

mostly cordial. 

Meeting Attendance 

From Figure 4.7, 11% of the respondents remarked that all the members of the group 

attended the last group meeting, 19% said three-quarters of the members attended the 

meeting, 28% indicated that half the members attended while 42% said that less than half 

of the members attended the group meeting.  The findings suggest that about less than 

half of the members attended the last group meeting. 

 

Figure 4.7: Attendance during the Last Group Meeting 

 

Loan Taking Procedure  

The study sought to find out whether there was procedure followed in taking up a loan. 

The results were as indicated in Table 4.7. 
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Table 4.7: The Procedure for Taking a Loan by the Client. 

       

           Percent  

         No       Yes    Total 

Filling of the Loan form 2.8 97.2 100 

Group members visiting business 15.7 84.3 100 

Officer’s visitation of business 8.7 91.3 100 

Loan discussion in the group meeting 7.9 92.1 100 

Approval of the loan by the group 6.3 93.7 100 

Approval of the loan by an officer 18.9 81.1 100 

Form signed by the group members 3.9 96.1 100 

Form signed by the group officials 12.6 87.4 100 

Loan form given to an officer during the group 

meeting 

5.5 94.5 100 

Loan form taken to the officer in the branch office 54.3 45.7 100 

       

 

The findings in Table 4.7 indicated that most of the procedures for taking a loan were 

duly followed with most respondents affirming to all the correct procedures.  The loan 

form was collected by the officer during the group meeting for most of the times. There 

were instances where the loan form was taken to the branch office and although this was 

not a good thing, it happened almost half the time. 
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Table 4.8: Descriptive Statistics on How Loans are Appraised by Staff 

     95% Confidence 

Interval of the 

Difference 

        Lower 

Limit 

 

Officer visits client's 

business, assesses client's 

records and interviews client 

on business cash flows 

    4.51  

Assessment of the clients 

cash flows from the business 

through an interview in the 

group meeting 

    3.46  

The group members visit the 

client's business to appraise 

    3.93  

The loan is approved based 

on client's repayment history 

    3.71  

            

 

From Table 4.8, we see how the staff appraised loans requested by clients. Visiting the 

client’s business was rated highly as an appraisal procedure, shown by the lower limit of 

the 95% confidence interval of the difference being 4.51 for the officer’s visit and 3.93 

for the group members visit. 

Client Training Prior to Taking a Loan 

From Figure 4.8, we see that the majority of the respondents indicated that they were 

trained by MFI before taking loans, 26% indicated that they were not trained while 9% 

said they were trained after taking the loan.  
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Figure 4.8: Training of the Clients by the MFI 

Important Topics during Client Training 

Tables 4.9 and 4.10 capture responses from clients and from staff respectively on the 

perceptions on the weight and importance given to topics during client training. The 

majority of the staff at 100% responded that great weight was given to group liability and 

to MFS loan policies at 92.3%.  About a half of the clients said that much training 

emphasis was on loan policies (53.5%) and group liability (52.8%) when they were 

trained. 
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Table 4.9: Topics Emphasized During Client Training 

  No 

Extent 

(%) 

To a 

little 

extent 

(%) 

To a 

moderate 

extent 

(%) 

To  

great 

extent 

(%) 

To a 

very 

great 

extent 

(%) 

No 

Response 

(%) 

 Client Client Client Client Client Client 

Loan 

Policies of 

MFS 

15  7.1 15.7 18.9 34.6   8.7 

Financial 

literacy 

22.8   8.7 12.6 20.5 26.8    8.7 

Group 

dynamics 

15.7  11.8 25.2 19.7 18.9    8.7 

Group 

constitution 

18.9  12.6 14.2 21.3 24.4    8.7 

Group 

liability 

25.2    2.4 11 15 37.8    8.7 

 

 

Table 4.10: Staff View of Emphasis Given to Topics during Client Training 

        No 

Extent 

(%) 

To a 

little 

extent 

(%) 

To a 

moderate 

extent 

(%) 

To  

great 

extent 

(%) 

To a 

very 

great 

extent 

(%) 

 Staff Staff Staff Staff Staff 

Loan Policies 

of MFS 

  0   0   7.7 15.4 76.9 

Financial 

literacy 

  7.7   0 23.1 23.1 46.2 

Group 

dynamics 

  0   0 15.4 46.2 38.5 

Group 

constitution 

  0 23.1   7.7 23.1 46.2 

Group 

liability 

  0   0   0 30.8 69.2 
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Reasons why Loans were not Recovered 

Table 4.11 illustrates responses from staff from the credit department when various 

reasons were proposed as to why loans were not recovered yet they were fully guaranteed 

by group members. Forty-six percent of the respondents said that delay before serious 

follow up resulted in default to a very great extent. Forty-six percent said that cases 

where the defaulter did not have collateral to compensate the group members affected 

recovery of loans to a moderate extent. Fifty-four percent said that little cash collateral 

fund (CCF) affected loan recovery to a great extent. Cash collateral fund is money that 

the client gives to the MFI, usually forced savings that act as collateral for the loan they 

want to take. This finding is consistent with those of Kiiru (2007) which showed that 

such savings helped in reducing the risk for the lending institution (Kiiru, 2007). 

Table 4.11: Reasons why Loans are not Recovered 

   Extent       

 No 

Extent 

To a 

little 

extent 

To a 

moderate 

extent 

To  

great 

extent 

To a 

very 

great 

extent 

  (%) (%) (%) (%) (%) 

Delay before 

follow up on a 

defaulter 

      

   

       

  8  

     

15  

       

31  

       

46  

Defaulter has no 

collateral 

       

 8  

     

23  

          

46  

       

15  

                     

8  

The Cash 

Collateral Fund 

(CCF) is too little 

 

     

       

  8  

           

23  

       

54  

       

15  

Group members 

refuse to take 

liability  

      

    

     

23  

           

23  

       

31  

       

23  

Limited cash 

available to 

disburse 

        

8  

      

 8  

             

8  

       

54  

       

23  
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Reasons for Defaulting Loan Repayment. 

Table 4.12, when clients were asked why they at times defaulted on loans advanced to 

them.  The majority of them strongly agreed with business failure as the cause of default, 

loan diversion, client having a sick relative and client having loans from other banks or 

microfinance institutions. 

Table 4.12: Reasons why Clients Default on Loans Advanced to Them 

 

The 

business 

failed 

The 

loan 

was 

diverted 

The 

client 

has a 

sick 

family 

member 

The 

client 

has 

loans 

from 

other 

banks 

Family 

problems 

between 

client 

and 

spouse 

Weak 

group 

leadership 

The 

client 

has no 

intention 

to pay 

N  127 127 127 127 127 127 127 

Missing 0 0 0 0 0 0 0 

Mode 1 1 1 1 5 2 5 

 

A majority of the clients mentioned that family problems contributed a little towards 

default. They also did not give much weight to client having no intention to pay as a 

reason for default. Weak group leadership was agreed on as a reason for default, though 

not strongly. 

Reasons for Delayed Loan Repayment. 

Table 4.13 indicates reasons that the clients observed as causing loans not to be repaid. 

Fourteen percent of the clients cited MFI reasons such as delay in loan disbursement, 

4.7% said that unforeseen events such as death, sicknesses and disability, 1.6% cited 

business failure, 2.4% cited group factors, 2.4% cited poor loan appraisal and 2.4% 

supposed that default was caused by laxity on the side of the client who had taken a loan. 
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Other reasons cited by 0.8% of the respondents were multi-funding, loan diversion and 

conflict of interest. 

Table 4.13: Reasons for Loan Default 

  

    

    

Valid 

Percent 

Cumulative 

Percent 

 

No response 70.1 70.1 

 

Business failure 1.6 71.7 

 

Group factors such as poor 

attendance, not filtering new 

members as they join the group, 

conflict within the group 2.4 74.1 

 

Unforeseen events such as death, 

theft 4.7 78.8 

 

MFI reasons such as delay in loan 

disbursement 14 92.8 

 

Multi-funding 0.8 93.6 

 

Loan diversion 0.8 94.4 

 

Lack of seriousness in repaying the 

loan 2.4 96.8 

 

Poor Loan appraisal 2.4 99.2 

  Conflict of interest in the officer 0.8 100 

  Total 100   

 

Incidence of Default and Group Liability 

The study found that 69% of the respondents had encountered default within their groups. 

The defaulter had poor attendance for 73% of the respondents. A fifth of the respondents 

said that the poor attendance happened to a great extent. Group liability was exercised by 

the respondents in paying for the defaulter during the group meeting in 64% of the 

clients. Fifty six percent of the respondents had encountered tapping where their CCF 

was deducted to pay for a defaulter. For 59%, tapping was done with group’s 

authorization and for 31%, tapping was done without the group’s authorization. The 
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assets of defaulter were not seized for 69% of the respondents. 64% of the respondents 

said that defaulters ran away and left the group with the burden to pay. 

Table 4.14:  Incidence of Default and Group Liability 

      Extent        

        No To a 

little 

extent 

To a 

moderate 

extent 

To  

great 

extent 

To a 

very 

great 

extent 

Total 

         (%)       (%)         (%)       (%)       (%)      (%) 

Our group has 

had a member 

who defaulted 

           

31  

         

28  

         11           

12  

         

18  

       

100  

The defaulting 

member had 

poor attendance 

           

27  

         

14  

         21           

17  

         

20  

       

100  

The group paid 

for the 

defaulting 

member's loan 

during the group 

meeting 

           

36  

           

9  

         10           

15  

         

30  

       

100  

The group paid 

for the defaulter 

through tapping-

the MFI took the 

CCF 

           

44  

         

13  

           9             

6  

         

28  

       

100  

Tapping was 

done with the 

group's 

authorization 

           

41  

           

7  

         12             

5  

         

35  

       

100  

Tapping was 

done without the 

group's 

authorization 

           

69  

           

5  

           7             

2  

         

17  

       

100  

The group 

seized assets of 

the defaulter 

           

69  

           

5  

         10             

6  

         

10  

       

100  

The defaulter 

ran away and 

left the group 

with the burden 

to pay 

           

64  

           

4  

         10             

8  

         

14  

       

100  
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Table 4.15: Application of Aspects of Group Guarantee in Loan Recovery 

 

            

 

No To a 

little 

extent 

To a 

moderate 

extent 

To  

great 

extent 

To a 

very 

great 

extent 

Total 

  (%) (%) (%) (%) (%) (%) 

Through tapping 

(MFI to take the 

Cash Collateral 

Fund and pay the 

loan) 61.5 30.8 7.7 

  

100 

Through thorough 

training of clients 

on what group 

guarantee means 

    

100 100 

Through stringent 

culture of zero 

tolerance to 

arrears 

   

15.4 84.6 100 

Through keen 

monitoring of 

loans using reports 

from the MIS 

system 

  

15.4 7.7 76.9 100 

Through denying 

loans to other 

group members 

whenever there 

are arrears     7.7 61.5 30.8 100 

 

Table 4.15 shows the extent that aspects of group guarantee should be implemented for 

effective loan recovery. Tapping was not favored by 62% of the respondents as a means 

of implementing group liability. Thorough training of clients, zero tolerance to arrears 

and keen monitoring of loans using reports from the MIS was to be followed to a very 

great extent.  Denying of loans to group members when there are arrears was to be 

implemented to a great extent. 
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Table 4.16: Factors to be Considered for Effective Loan Recovery 

   

Percent 

Cumulative  

Percent 

Valid Additional guarantor ship 15.4 15.4 

  Prompt delivery of services to clients 7.7 23.1 

  Establish clients ability to pay 7.7 30.8 

  Follow up to be done immediately 7.7 38.5 

  Liaise with local administration 46.2 84.6 

  Pledge more assets for loan 15.4 100.0 

  Total 100.0   

 

With regard to what needed to be done in addition to group guarantee for effective loan 

recovery, from Table 4.18, 46. 2% cited the need to liaise with administrator. Other ways 

for effective loan recovery cited included the need for clients to pledge assets for loan, 

additional guarantors, prompt delivery of services to the clients, establishing ability of 

clients to pay and immediate follow up when delinquency occurs. 

Table 4.17: Estimation of Money Paid by Group Members for Default 

  Valid Percent Cumulative Percent 

Valid Nothing 39.4 39.4 

  Ksh1-kes 10000 37.0 76.4 

  Ksh 10001- Ksh 20000 15.0 91.3 

  Ksh 20001- Ksh 30000 4.7 96.1 

  More  than Ksh 30000 3.9 100.0 

  Total 100.0   

 

From Table 4.17, the respondents were asked to estimate how much they had spent 

paying for the loans of defaulting group members. 39.4% had spent nothing, 37% had 

spent between 1,000-10,000 Kenya shillings, 15% had spent between 10,001-20,000 

Kenya shillings and 4.7 % has spent between 20,001-30,000 Kenya shillings while 3.9% 

had spent more than 30,000 Kenya shillings. This shows that majority of the clients had 

paid for defaulting members in their groups. 
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Figure 4.9: Recovery of Money Paid for a Defaulter 

 

From Figure 4.9, 12% of the respondents remarked that they had recovered some of the 

money that they used to pay for defaulters in part or in full while the majority (88%) 

indicated that they had not recovered any amount that they used to pay for the defaulting 

clients in their groups. 

Table 4.18: Assistance in Recovering Money Paid for Defaulting Clients 

  Valid 

Percent 

Cumulative 

Percent 

 No answer 56 56 

 Local administration 12 68 

 Group including seizing assets 9 77 

 MFI 18 95 

 Legal action 3 98 

  No way of getting the money 2 100 

  Total 100   

 

12% 

88% 

Recovery of Money Paid for a Defaulter 

Yes

No
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From Table 4.18, the respondents were asked to give their views regarding what would 

have assisted them in recovering their money. Twelve percent said the local 

administration could assist them and 18% wanted the MFI to assist them in recovering 

the money. Seven percent felt that the assets pledged by the defaulters should be seized 

and sold so that they could recover their money. Three percent felt that legal actions 

should be taken and 2% felt that the group should take action. Two percent felt that there 

was no hope for them to recover the money spent paying for defaulters. 

Summary of Key Findings 

The study found that: 

i. Group liability had been implemented in enforcing loan recovery. Sixty-nine 

percent of the client respondents had encountered default within their groups and 

had contributed in paying for a defaulted loan through paying cash during the 

group meeting at 64% or through payment for such a loan with their compulsory 

savings at 54%. 

ii. The majority of group members at 69% had not seized the assets pledged by the 

defaulter. This contributed towards their failure to recover the moneys paid for a 

defaulter. Only 12% of the respondents had recovered some or all of the money 

paid for a defaulted loan by a group member. 

iii. Group members were interested in giving a good loan and were therefore actively 

involved in loan appraisal for loans advanced to their group members. Visiting the 

applicant’s business, loan discussion in the group meeting and loan approval were 

done by the group members a4s supported by 80% of the respondents. 
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iv. Delayed follow up on a defaulter contributed to poor loan recovery. Seventy-

seven percent of the respondents believed that this contributed to poor loan 

recovery to a great and very great extent. A similar percentage of respondents also 

alleged that having limited cash to disburse contributes in a similar manner to 

loan recovery. 

v. Thirty-four percent of the client respondents have other places where they can 

access credit facilities from (Figure 4.3).  Such clients would normally not be 

keen in repaying their loans. 

vi. Clients had poor attendance during group meetings. Only 11 percent of the 

meetings had all the members in attendance (Figure 4.7). This contributed to poor 

loan recovery as clients normally paid their loans in the group meetings. Although 

56% of the respondents said that their groups had a constitution (Table 4.6), it was 

likely that it was not followed. Implementing it would help in ensuring the 

attendance of group meetings as well as other aspects that would assist in 

governing the group. 

vii. Thirty-five percent of the clients were either not trained or were trained after 

taking their first loan (Figure 4.8). Thorough training of clients on group liability 

before they took their first loan would help in improving loan recovery. The 

institution also needed to adopt a stringent culture of zero tolerance to arrears in 

order to ensure full loan recovery (Table 4.15).  
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Summary 

This chapter has presented the findings of the study to investigate the extent to which 

group guarantee helps in loan recovery.  It was found that group guarantee contributed to 

poor loan recovery.  
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CHAPTER FIVE 

DISCUSSIONS, CONCLUSIONS AND RECOMMENDATIONS 

Introduction 

This chapter consists of a summary of the findings of the research, conclusions relating to 

the research objectives, suggestions or recommendations on the application and 

implementing of group guarantee and finally areas that need further research. 

Discussions 

The first research objective was to find out the process of effecting client co-guarantee. 

The study found that 69% of the client respondents had a defaulting member in their 

group.  The group had also paid for a defaulting client. This was in line with Besley and 

Coate (1995) who noted that clients in a group would assist their peers who were unable 

to repay their loans. Some of these payments were made in cash during the group meeting 

as 64% of the respondents said, and some of the payments were done through tapping. In 

tapping, the money deposited with the MFI in order to act as cash collateral was deducted 

in order to pay for a defaulting client in line with the group members’ pledge. 

When the clients were asked how much money they had paid for a defaulting client, 40% 

alleged that they had paid nothing, 37% had paid up to Ksh 10000, 15% paid between 

11000 and 20000. This could mean that the majority of the respondents at 40% who did 

not pay anything either had no defaulter in their group or they refused to take liability for 

a defaulted loan, thereby causing the MFI to report low loan recovery.  

It is also evident in Figure 4.9 that of the clients who had paid for defaulting clients, only 

12% had recovered the money they paid in part or fully. This could mean that clients who 
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agreed to take responsibility for their members’ loans ended up losing their money as 

there was no strategy for recovering this money. This acted as a disincentive for group 

members taking liability. 

Group members were actively involved in loan appraisal, where group members visiting 

the loan applicant’s business was cited at 84.3%, loan discussion in the group meeting at 

92.1% and approval of the loan by the group got a score 93.7%. This involvement was 

positive showing that group members were interested in giving good loans. This was 

consistent with the group joint liability improving loan repayments (Aghion & Jonathan, 

2005). 

The group membership also brought out the aspect of willingness of members to take up 

liability for each other. Table 4.3 shows how members joined groups. The majority at 

67.7% were introduced by a friend while 12.5% were strangers to the group members 

having either made an application to join the group or having been introduced by the 

officer. Although it was clear that people who were not known by the group had been 

allowed to join the group, if such members defaulted, it would be difficult for the group 

to accept liability for them. 

The second research objective was to identify the reasons why loans were not recovered 

even when they had been fully guaranteed by group members. From Table 4.11, findings 

as to why loans were not recovered are depicted. Seventy-seven percent of the 

respondents believed that delay before following up on a defaulter affected loan recovery 

to a great and a very great extent. The same number of respondents agreed that having 

limited cash to disburse also affected loan recovery to the same extent. Delays before 
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serious follow up on delinquent loan led to decreased loan recovery. Table 4.13 showing 

other reasons for default indicates that 14% of the clients linked delay in disbursement of 

loans to default. Where there was limited cash for loan disbursement, there was less loan 

recovery as clients did not have the incentive to pay up their loans. This is consistent with 

Field and Pande (2008) who noted that access to future loans provided motivation for 

clients to repay their loans. 

Table 4.14 shows the incidence of default. From this table, it can be deduced that 

although group members would pay for a defaulting client, they did not seize the assets 

pledged for the loan that was being defaulted. Sixty-nine percent of the respondents said 

that they did not seize the assets of the defaulter. This left them at a loss and thus resulted 

in little or no incentive to take up group liability. 

Figure 4.3 shows clients who acknowledged that they belonged to another MFI where 

they could access credit facilities. This constituted 34% of the client respondents who 

affirmed that they had alternative credit facilities from other MFIs. Clients would 

normally pay their loans in order to protect their future access to credit and where they 

had limited places where they could access such funds and then they took care of their 

relationship with the funding institution. Where clients had ease in accessing credit, they 

were not keen on repaying the loans advanced to them. This is consistent with Aghion 

and Jonathan (2005) who argued that the more loans were easy to access, the less 

incentive the clients had to repay. Clients who take up multiple loans also may end up 

defaulting because the loans are put to uses other than the business which they had taken 

the loan for (Guha & Chowdhury, 2011).  
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Figure 4.7 gives an indication of the attendance of group meetings by the clients. Forty-

two percent of the groups had less than half of the members in attendance during the last 

meeting. Only 11% had all members in attendance. Clients normally made their loan 

repayments during the group meeting. Delinquency could be curbed when clients 

attended the meeting and were asked to pay for a client whose loan installment has not 

been paid in full during the meeting. Where there is poor attendance, it is difficult to 

ensure full repayment of the day’s installments because there will be few clients to take 

up the responsibility to pay up. Although 56% of the groups have a constitution as shown 

in Figure 4.4, it was possible that members did not adhere to it as most constitutions had 

outlined penalties for non-attendance of group meetings. 

The third objective was to identify how best group guarantee can be applied for it to be 

effective in default management. Table 4.15 shows that thorough training of clients on 

what group guarantee means would assist in ensuring that group guarantee is applied 

effectively. This is consistent with Munene and Guyo (2013) who stated that training of 

clients would increase loan recovery. So would adopting a culture of zero tolerance to 

arrears by the Credit staff of the institution as well as keen monitoring of loans using 

reports from the MIS. These factors were chosen by majority of the respondents to a very 

great extent.  

For group guarantee to work, the clients should be assisted so that their losses are kept at 

a minimum level. To do this, they should be able to recover any amounts paid for their 

defaulting members. This is shown in Table 4.18 and the MFI had a major role to play in 

this, with 18% of the clients saying that the MFI could help them recover the amounts 

that they had paid for their defaulting members. Twelve percent of the clients felt that the 
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involving the local administration could help them recover these moneys. The group 

could also assist by seizing the assets pledged and also by proper appraisal of loans. This 

was supported by 9% of the clients. 

The findings indicated that the groups should be trained on the importance of having a 

group constitution as well as on following its provisions. A majority of the respondents at 

56% indicated that their group had a constitution (Figure 4.4). However, these groups did 

not have officials such chairman, secretary and treasurer in the group as shown in Table 

4.6. There was also poor attendance in group meetings as shown in Figure 4.7. The 

results showed that 11% of the respondents agreed that group meetings had all the 

members attending while 42% said that less than half of the members attended the 

meetings. Supporting strong group formation would result in properly functioning groups 

with members who understood the role of the group in supporting each other in order to 

develop individually. Group officials also acted as peer leaders and exerted authority for 

the loans to be repaid. 

The fourth objective was to identify other aspects that could support group guarantee for 

effective loan recovery. Figure 4.8 shows how training of clients was done, with 65% of 

the clients being trained before they took their first loan, 9% being trained after they took 

their first loan and 26% not having been trained at all. If training was done before clients 

were given loans, this could help in loan recovery and ensure that clients knew what was 

expected of them as they took up their loans, both in terms of the call to repay their loans 

as well as the group liability. 
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Table 4.16 shows the other strategies which could be put in place for effective loan 

recovery in augmenting group guarantee. These included liaising with the local 

administration so that clients who defaulted could be reported to the chief and made to 

pay. Clients also proposed that additional assets be pledged for loans. This could also 

assist in loan recovery as they would be seized and sold off when a client refused to pay 

or was unable to pay. It was also found that additional guarantors should also be 

included. This was in addition to the group and could mean including a spouse or a parent 

or relative who could assist the client in case he or she was unable to pay the loan. 

Conclusion  

The concept of group guarantee is one that can help members in a group gain access to 

loans and if well managed, can benefit individuals as well as financial institutions. Proper 

checks and balances, however, need to be put in place to ensure that people look at 

guaranteeing as a positive venture since it has its negatives connotations when the 

borrowers default and the guarantors have to be pursued and when the guarantors incur 

losses. Groups should have constitution and the officials should ensure that all the 

members are aware about the existence of the constitution and what is contained in the 

document. 

Recommendations 

The study made the following recommendations: 

i. That formation of a strong group should be supported through proper peer 

selection of group members (members should be introduced by a friend), 

training on various aspects such as group dynamics and group liability and 
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ensuring that each group has a constitution that is being followed and adhered 

to by the members.  

ii. Group borrowers should be trained by the financial institutions before they 

take loans so that they have a good footing on which areas to invest in to 

avoid bad investments which eventually leads to defaulting. They should also 

be trained on group guarantee and what it means to be a member of a group 

guaranteeing another to take a loan. 

iii. Microfinance officers should also be trained on delinquency and default. The 

findings of the research show that the members of staff were not very clear on 

the difference between delinquency and default. This could mean that the 

institution does not provide clear and specific guidelines on how to handle 

delinquency and default. Such guidelines need to be provided for the staff to 

follow when they encounter delinquency and this would assist in curbing 

default since delinquency normally leads to default. From the study we also 

see that quick action in following up a delinquency would lead to recovery of 

loans.  

iv. Staff should assist the clients so that they do not incur losses when they pay 

for a member who defaults paying a loan. This can be done through thorough 

loan appraisal, by having assets pledged for loans advanced, by seizing these 

assets when the client defaults and by liaising with the local authorities. 
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Recommendations for further Research 

Since the research was on the effectiveness of group guarantee in loan recovery in 

microfinance institutions, other research could be done in the following areas: 

1. The challenges of group guarantee in loan recovery in financial institutions. 

2. The success of group guarantee in loan recovery in financial institutions. 
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APPENDICES 

Appendix A: Client Questionnaire 

MFI=Microfinance Institution 

Section A: General Information 

1) Gender  

Male    

2) Age 

     a. 18-  b. 31-  c. 41-  

3) Which income generating activity are you engaged in? 

a. Retailing   

b. Manufacturing   

c. Agriculture   

d. Service   

e. Other    

4) For how long have you been a client of this MFI in this group? 

a. Less than 1 year   b. 1-2 years  c. 2-3years   

  

d. 3-4years    e. 4-5years   

 

5) What is your monthly income? Monthly income is the total sales less total expenses 

from all your sources of income. 

a. Below 10,000  -20,000  c. 21,000-30,000  

      d.   41,000-50,000   Above 50,000  

6) Are you a member of another MFI where you can access loan facilities? 

                              (i)Yes   (ii) No   

Section B: Group Information       

7) How did you join this group? 

a.  

b.  

c. I made an application by sending a letter to the group and they responded 

 

d. I made an application by making a verbal request to the group and they responded 

 

e.  

 

8) Questions about your group:  

a. How old is your group?  

i) Less than 1 year  

ii) 1-2 years   

iii) 2-3 years   

iv) More than 3 years  

b. How many active members are in your group?  

(i) 5-10    

(ii) 10-15   
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(iii)More than 15  

a. Which group officials are present in your group?  

 

(i) Chairman  (ii) Treasurer  (iii) Secretary  

c. Does your group have a constitution? 

                              (i)Yes   (ii) No   

d. Does your group have activities other than the MFI loans e.g. merry go round? 

          (i)Yes   (ii) No   

      e.   How would you describe the relationship between the group members? 

(i) Peaceful (ii) Conflict 

f. How many members of your group attended the last group meeting?  

(i) All members    

(ii) ¾ of the members   

(iii)Half of the members   

(iv)  

 

9) What was the procedure of taking the most recent loan that you took? Tick all which 

apply. 

a. the loan form was filled        

b. the group members visited my business     

c. the Officer visited my business       

d. the loan was discussed in the group meeting      

e. the loan was approved by the group       

f. the loan was approved by the officer       

g. the loan form was signed by the group members    

h. the loan form was signed by the group officials     

i. the loan form was given to the Officer during the group meeting   

j. the loan form was taken to the Officer in the branch office    

Section C: MFI Information 

10) Have you been trained by Milango MFI (Business Management Seminar-BMS)? 

a. No      

b. Yes, before taking the loan   

c. Yes, after taking the loan   

 

11) What were you trained on and how was the emphasis during the training? Tick all 

that apply. 

  1.No  

extent 

2.To a 

little 

extent 

 

3.To a 

moderate 

extent 

4.To  

great 

extent 

5.To a 

very 

great 

extent 

a. Loan Policies of Milango 

Financial Services (MFS)- 

Loan amount, loan terms, 

interest rates, loan products, 
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arrears 

b. Financial literacy- Business 

records, competition, SWOT 

(Strengths, Weaknesses, 

Opportunities and Threats) 

analysis 

     

c. Group dynamics-qualities of a 

good group, roles of chairman, 

secretary and treasurer, rights 

and obligations of group 

members, attendance of group 

meetings, group conflict 

     

d. Group constitution- rules that 

are agreed on by the members 

to be followed by all members. 

     

e. Group liability- that group 

members co-guarantee one 

another and are required to pay 

for a member who fails to pay. 

     

 

Section D: Default and Group Liability 

12) Below are some reasons why members default on the loans advanced to them by 

Microfinance Institutions. Please tick on the box that is appropriate according to what 

you have observed. 

 Reason 1.Strongly 

agree 

2. Agree 3. Neutral 4. Disagree 5. Strongly 

disagree 

a. The business 

failed 

 

     

b. The loan was 

diverted and not 

put into the 

business 

     

c. The client has a 

sick family 

member or is 

bereaved 

     

d. The client has 

loans from other 

banks and/or 

MFIs 

     

e. Family problems 

between client 
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and spouse 

f. Weak group 

leadership  

     

g. The client has no 

intention to pay 

     

 

h. Any other reason for default? ______________________________________ 

________________________________________________________________________ 

 

13) Questions on default and group liability: Tick as appropriate. 

 

 

 1.No  

 

2.To a 

little 

extent 

 

3.To a 

moderate 

extent 

4.To  

great 

extent 

5.To a 

very 

great 

extent 

a. Our group has had a 

member who 

defaulted on his/her 

loan 

     

b. The defaulting 

member had poor 

attendance of group 

meetings  

     

c. The group paid for 

the defaulting 

member’s loan 

during the group 

meeting 

     

d. The group paid for 

the defaulting client 

through tapping-the 

MFI took the CCF 

(Cash Collateral 

Fund) and paid the 

loan  

     

e. Tapping was done 

with the group’s 

authorization 

     

f. Tapping was done 

without the group’s 

authorization 

     

g. The group seized 

assets of the defaulter  

     

h. The defaulter ran 

away and left the 
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group with the 

burden to pay 

 

 

14) What has been the impact of default on you as a member of the group? 

 

 

 1.No  

 

2.To a 

little 

extent 

 

3.To a 

moderate 

extent 

4.To  

great 

extent 

5.To a 

very 

great 

extent 

a. Delay in 

disbursement of loans 

     

b. Conflict with group 

members  

     

c. Conflict with 

members of the 

community 

     

d. Personal loss due to 

Payment of loans for 

group members 

     

 

15) In your estimation, how much have you spent paying for the loans of defaulting 

group members?  

a. 0     

b. Kes 1        - Kes 10000  

c. Kes 10001- Kes 20000   

d. Kes 20001- Kes 30000  

e. More  than Kes 30000   

16) Have you been able to recover this money either in part of in full from the members 

you paid for? 

                              (i)Yes   (ii) No   

17) In your view, what would assist you in recovering this money? 

________________________________________________________________________

________________________________________________________________________

________________________________________________________________________ 

Appendix B: Staff Questionnaire 

1) Gender  

Male    

2) Age 

     a. 18-  b. 25-30 y  c. 30-  
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3) How long have you been a staff of this institution? 

     a. 0-  b. 1-  c. 2-  

4) Do you train your clients? 

a. Before they take the first loan   

b. After they take the first loan   

5) What weight do you give to the following topics as you train your clients?  

  1.No  

extent 

2.To a 

little 

extent 

 

3.To a 

moderate 

extent 

4.To  

great 

extent 

5.To a 

very 

great 

extent 

a. Loan Policies of Milango 

Financial Services (MFS)- 

Loan amount, loan terms, 

interest rates, loan products, 

arrears 

     

b. Financial literacy- Business 

records, competition, SWOT 

(Strengths, Weaknesses, 

Opportunities and Threats) 

analysis 

     

c. Group dynamics-qualities of a 

good group, roles of chairman, 

secretary and treasurer, rights 

and obligations of group 

members, attendance of group 

meetings, group conflict 

     

d. Group constitution- rules that 

are agreed on by the members 

to be followed by all members. 

     

e. Group liability- that group 

members co-guarantee one 

another and are required to pay 

for a member who fails to pay. 

     

 

6) How do you appraise loans requested by clients? 

  1.No  

extent 

2.To a 

little 

extent 

 

3.To a 

moderate 

extent 

4.To  

great 

extent 

5.To a 

very 

great 

extent 

a. Officer visits client’s business,      
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assesses client’s records and 

interviews client on business 

cash flows  

b. Assessment of the clients cash 

flows from the business 

through an interview in the 

group meeting 

     

c. The group members visit the 

client’s business to appraise 

     

d. The loan is approved based on 

client’s repayment history 

     

 

6) What is your understanding of the words delinquency and default? 

Delinquency 

________________________________________________________________________

________________________________________________________________________ 

Default 

________________________________________________________________________

________________________________________________________________________ 

7) In your view, why are loans not recovered yet each loan is guaranteed by group 

members? 

  1.No  

extent 

2.To a 

little 

extent 

 

3.To a 

moderate 

extent 

4.To  

great 

extent 

5.To a 

very 

great 

extent 

a. There is delay before serious 

follow up happens on a 

defaulting client  

     

b. Defaulting client has no 

collateral which group 

members can seize to 

compensate them 

     

c. The Cash Collateral Fund 

(CCF) is too little to pay off the 

defaulter’s loan 

     

d. The group members refuse to 

take liability for a defaulted 

loan 
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8.  To what extent should the following aspects of group guarantee be applied to be 

effective in loan recovery? 

  1.No  

extent 

2.To a 

little 

extent 

 

3.To a 

moderate 

extent 

4.To  

great 

extent 

5.To a 

very 

great 

extent 

a. Through tapping (MFI to take 

the CCF (Cash Collateral 

Fund) and pay the loan) 

     

b. Through thorough training of 

clients on what group 

guarantee means 

     

c. Through stringent culture of 

zero tolerance to arrears 

     

d. Through keen monitoring of 

loans using reports from the 

MIS system 

     

e. Through denying loans to other 

group members whenever there 

are arrears 

     

 

9. What needs to be done in addition to group guarantee for effective loan recovery? 
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Appendix C: T-Test Table 
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Appendix D: Research Permit 
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