


 

Abstract 
Microfinance is generally presented as a catalyst to poverty alleviation and the development             

of agriculture in Kenya. This literature argues a lack of ability to obtain credit and simultaneously                
keeps people in poverty and is a barrier to the development of agriculture. Since the 1980s,                
microfinance activities have proliferated in Kenya. This report seeks to analyze the role microfinance,              
specifically microcredit, plays in the alleviation of poverty and agricultural development in Kibugu,             
Kenya. Questionnaires and semi-structured interviews were used to collect data on farmers and             
microfinance institutions (MFIs). Information collected was regarding access and utilization of           
microcredit, as well as the structure of the MFIs. The data is analyzed and discussed according to the                  
Sustainable Livelihood Framework (SLF) and the Theory of Access (ToA) with regard to earlier              
literature. Results suggest most farmers have the ability to obtain credit from some level of               
microfinance institution. Furthermore, economic, natural, and physical capitals play a substantial role            
in the mediation of farmers’ ability to benefit from credit. Most of the microcredit expenditures are                
utilized on educational fees and agricultural inputs. Investment in non-income generating activities            
and farmers’ lack of financial literacy, coupled with high interest rates and short-term loan repayment               
schemes, contribute to high rates of default and may trap farmers in a debt cycle. Microcredit enables                 
farmers to make short-term oriented purchases and investments, however, microcredit does not            
necessarily contribute to the long-term alleviation of poverty or the development of agriculture in              
Kibugu, Kenya. 
 
Keywords:  microcredit, access, utilization, debt cycle, Sustainable Livelihood Framework, Theory of           
Access.  
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Introduction 
Almost half of the population in Kenya lives below the poverty line (Lock et al., 2016). Many                 

of these poor Kenyans rely on agriculture to survive; agriculture accounts for one quarter of the                
country’s GDP and provides food for approximately 80% of the country’s rural residents (Republic of               
Kenya, 2017). The Kenyan government views microfinance as a potential tool to simultaneously             
alleviate poverty and develop the agricultural sector (Republic of Kenya et al, 2017). Microfinance,              
small-scale financial activities including credit, leasing, and insurance, is designed to alleviate poverty             
particularly for the most disenfranchised of society; women and the very poor (Rahman et al, 2010).                
The United Nations Sustainable Development Goal Number 1, “To end poverty in all forms              
everywhere”, highlights equal access to microfinance as a key target to achieve this goal (United               
Nations Development Programme, 2019). Microcredit is particularly the small-scale loan aspect of            
microfinance.  

Microcredit supposedly alleviates poverty because low-cost loans are made available to           
people who are typically denied credit because they are considered “high-risk” and “unbankable” by              
traditional financial institutions. Supposedly, if able to obtain microcredit, these marginalized people            
will be able to increase their income, become financially stable, and create employment opportunities              
for others (Kaburi et al., 2013). The Kenyan government promotes microcredit for poor farmers              
because ideally through microcredit-enabled investment, these farmers will lift themselves out of            
poverty through investments in agriculture, simultaneously reducing poverty and developing the           
agricultural sector (Republic of Kenya et al, 2017). Thus, it is important to discover if Kenyans are                 
actually lifted out of poverty through microcredit and if microcredit investment  actually develops the              
agricultural sector. 

Approximately 120 kilometers northeast of Nairobi in Embu County is the rural village of              
Kibugu. The research team entered Kibugu with the goal to provide insight into farmers’ access and                
utilization of microcredit. A variety of microfinance institutions (MFIs) with different requirements to             
obtain microcredit exist in Kibugu and nearby Embu Town. However, access to microcredit goes              
beyond the ability to obtain a loan. Ribot and Peluso’s Theory of Access (ToA) defines access as the                  
“ability to derive benefit from things”; this paper will discuss farmers’ access to microcredit with this                
definition in mind (Ribot and Peluso, 2003). Additionally, the Sustainable Livelihood Framework            
(SLF) situates the data in a wider context. The research objective can be summarized by the                
following: 

 
Examine farmers’ access to and utilization of microcredit in Kibugu, Kenya. 
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Background  
In the 1980s, the Grameen Bank in Bangladesh demonstrated long-term feasibility of            

microcredit as an effective tool for poverty alleviation; providing financial capital to the poor enabled               
them to lift themselves out of poverty (Rahman, 2010). Microfinance schemes were first introduced in               
Kenya in the 1980s and have proliferated since (Kaburi et al., 2013). Despite the growth of the                 
Kenyan microfinance sector, approximately 65% of Kenyans, particularly women and the very poor,             
many of whom are farmers, are excluded from formal financial institutions (Kodongo et al., 2016).               
The aim of microfinance is to enable these disenfranchised people to obtain credit.  

During the past decades there has been great structural, political and economic            
reconstructions, which have led to improvement in social development, economic gains and political             
structures (World Bank, 2018). The biggest political transformation after the country’s independence            
took place in 2013, when a new constitution shifted power towards a decentralized government              
( Cheeseman et al., 2016). This implies governance on two levels: national and county level.  
 Prior to the Microfinance Act of 2006 which was intended to grow microfinance through the               
formalization of MFIs, there was no legal regulatory structure for MFIs to operate within (Omino,               
2005). The Microfinance Act, along with other supporting legislations, created a three-tiered            
regulatory structure with the different tiers characterized by differing levels of formality (FSD Kenya              
et al., 2012). The regulation of microfinance brought the sector from its non-profit roots closer to the                 
traditional profit-motivated realm of Kenyan finance. 
 It is important to note the typical structure of microcredit loans. These loans, with 75% issued                
to individuals and only 25% issued to groups, are typically characterized by high interest rates and                
short-term repayment periods. Higher interest rates, larger loan amounts, and individual loan schemes             
are all significant factors in determining loan default rate (Kodongo et al., 2013). Notably, the Kenyan                
microfinance sector has become increasingly competitive (FSD Kenya et al., 2012). In Embu County,              
approximately 70% of the population derives their livelihood from crops and livestock.  

Figure 1. Embu county location in Kenya (Wikipedia, 2018). 
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Methods 
With limited time in the field, only questionnaires, semi-structured interviews (SSIs),           

GPS-mapping, and participatory observations were utilized to gather data on farmers and MFIs (see              
Appendix 2 for overview). With limited data gathered on chamas, defined as informal groups, the               
research mainly focused on formal microfinance institutions. Additionally, the researchers intended to            
conduct focus group discussions with farmers and other relevant key informants. Due to             
organizational difficulties and time limitation, the focus group discussions were not conducted.  

Using geographic information systems, the spatial distribution of the farmers’ residencies           
were mapped within seven sub-locations in Kibugu for questionnaire sampling purposes. The MFI             
key informants were chosen within Embu county. Additionally, farmers and agricultural extension            
officer SSIs were conducted within Embu County. The data collection was supported by translators,              
who also functioned as guides in the area. 

 

Questionnaires and GPS mapping 
Questionnaire interviews were conducted with farmers in Kibugu. The questions concerned           

demographics, agricultural practices, assets, finances, MFIs, microcredit and its uses. Pilot           
questionnaire interviews were conducted prior to the finalization of the questionnaire to exclude             
unnecessary, complex or confusing questions. The final version of the questionnaire can be found in               
Appendix 6. The geoinformatic platform ArcGIS was used to get a broad and consistent distribution               
of informants in Kibugu. Seven adjacent sub-locations in Kibugu were chosen (Kathakwa, Kibugu A,              
Kibugu B, Kamavindi, Kiangucu, Kithiria and Gathongo) and a grid (10x5) was placed on every               
location. The purpose was to administer a questionnaire in every third gridbox for every sub-location.               
Google Maps were used to pin out relevant coordinates and guide the interviewers to the correct                
locations. GPS coordinates were read and recorded using the mobile phone app  My GPS Coordinates.  

The method was altered due to variance in topography and the geographical distribution of              
households (Figure 2). Questionnaires were conducted over the course of two days. Two translators              
helped the researchers find the locations and translate the questions into the local language.              
Respondent replies were recorded by the researchers. In total, 50 questionnaires were conducted. 
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Figure 2. Map of the seven sub-locations Kathakwa, Kibugu A, Kibugu B, Kamavindi, Kiangucu, Kithiria and Gathongo (illustrated in red)                    
within Kibugu. The green spots represent the locations of the households where questionnaires were conducted.  
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Semi-Structured Interviews 

In order to ascertain a more comprehensive view on the access and utilization of microcredit,               
SSIs were conducted with a range of informants. The interviews were structured around a set of                
open-ended questions. The benefit of the SSI approach is it allows for the interviewee to fully express                 
their thoughts and opinions over a variety of topics without constricting the interviewee to a certain                
set of replies. The SSI questions conducted with the formal and informal MFIs can be found in                 
Appendix 3 and Appendix 4, respectively. The SSIs were carried out over four subsequent days. Each                
interview lasted for approximately 30 to 60 minutes.  

Six farmers were chosen among the questionnaire participants. These were farmers who            
demonstrated themselves as potential sources of key information related to the study objectives. For              
instance, they were active microcredit recipients, members of informal groups, farmers unable to take              
microcredit, or farmers with key insights into microcredit. Employees/members of MFIs and            
extension officer were also interviewed. A total of 18 SSIs were carried out.  

Participatory Observations 
Participatory observations were used as a complimentary method during the field research.            

Conversations with host families and other residents of Kibugu contributed insights into MFIs and              
farmers’ access and utilization of microcredit.  
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An Analytical Framework 
The Sustainable Livelihood Framework (SLF) provides a paradigm for analysis and a            

common language for development researchers (Scoones, 2015). A key component of the SLF is              
“livelihood resources”, categorized as different types of capital. The SLF uses the term “capital” to               
denote a wide range of resources. Microcredit, understood in terms of the SLF, is a type of economic                  
capital. However, Ribot and Peluso’s Theory of Access (ToA) use “capital” to particularly refer to               
what the SLF calls “economic”, “physical”, and “natural” capital. Further, the ToA specifically             
provides a way of thinking about access; they redefine access as “the  ability  to derive benefit from                 
things” (Ribot and Peluso, 2003). While the ToA is a tool to understand how access to microcredit is                  
mediated through a variety of mechanisms, the SLF situates microcredit within a wider scope of               
contexts, institutions, livelihood resources, strategies, and outcomes.  

Ribot and Peluso theorize a “range of powers—embodied in and exercised through various             
mechanisms, processes, and social relations” cohese to form a “bundle of powers”, which different              
actors wield as determinants of access (Ibid.). Access to microcredit is mediated through the              
interaction between farmers’ and MFIs’ bundles of powers. This interaction between farmers’ and             
MFIs’ bundles of power are what Ribot and Peluso call “structural and relational mechanisms of               
access”; these are the ways through which “the ability to benefit from resources is mediated” (Ibid.).                
In the Results section, five of Ribot and Peluso’s mechanisms are discussed; “access to capital”,               
“access to knowledge”, “access to authority”, “access through social identity”, and “access via             
negotiation of other social relations” (Ibid.). The ToA allows for a nuanced analysis of farmers’ access                
to microcredit. 

To situate the ToA within the SLF, the mediation of access to microcredit can be thought of as                  
taking place between the SLF’s “livelihood resources” and “institutions and processes” to result in              
certain “livelihood strategies” (Figure 4). As Scoones notes, the components of the rest of the SLF are                 
always embedded and effected by local and broader structural context (Scoones, 2015). The context              
has been discussed in the previous “Background” section.  

The second aspect of the SLF are “Livelihood Resources” (Figure 3). Farmers in part derive               
their bundle of powers from their various livelihood resources. The third aspect of the SLF,               
“Institutional Processes and Organizational Structures”, are outlined in the section on “Institutions”.            
Farmers make decisions to pursue certain activities based on their livelihood resources and their              
subjugation to relevant institutional powers and processes. These activities are called “Livelihood            
Strategies”; the fourth aspect of the SLF (Figure 3). In this paper, livelihood strategies are how                
farmers utilize credit once they obtain access. The results of these farmers’ livelihoods strategies are               
categorized in the fifth and final aspect of the SLF: “Sustainable Livelihood Outcomes” (Figure 3).               
Essentially, these are outcomes of the farmers’ activities. Farmers’ relevant livelihood strategies and             
outcomes in regards to credit will be discussed in the “Utilization of Microcredit and Outcomes”               
subsection of the Results.  

Although it has been subject to a range of criticisms and has its shortcomings the SLF will be                  
employed as a heuristic tool in the analysis of microfinance in Kibugu. (Scoones, 2015). One major                
criticism of the SLF is it overlooks power relations between actors (Myers et al., 2019). This paper                 
will embed the ToA within the SLF to address its shortcomings (Figure 4). The ToA is used to analyze                   
how farmers’ access to microcredit is mediated through different mechanisms of access; the SLF is               
used to situate these within a larger picture of both access and utilization of microcredit. In                
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conclusion, the SLF and ToA describes how livelihood resources, mediated through relationships with             
institutions, can lead to different livelihood strategies and outcomes.  

 

 
Figure 3. A representation of the Sustainable Livelihood Framework (Scoones, 2015). 

 
 

 
 
Figure 4. The framework applied in this report. The Theory of Access embedded within the Sustainable Livelihood Framework. 
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Table 1. The theories applied within the upcoming sections/subsections. 
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Results 

Institutions 

 
Figure 5: A general structure of the MFI sector is depicted. Credit flows down the diagram. 

 
There are two levels of institutions serving two levels of different clienteles. National MFIs              

tend to lend to farmers with more capital and to regional MFIs (which in turn lend to farmers with less                    
capital) due to the first clientele’s greater degree of capital.The Agricultural Finance Corporation             
(AFC) terms these regional MFIs which act as credit intermediaries between national MFIs and              
farmers “anchor clients” (SSI 17, Appendix 1). Regional MFIs tend to lend to farmers with limited                
capital who secure microcredit through a limited degree of capital, social identity, and networks.  

Interviewed national MFIs, which operate branches and conduct business throughout Kenya,           
include four banks (Musoni Bank, ECLOF Bank, Family Bank, and Equity Bank), one government              
institution (AFC), one recently privatized former government institution (Commodities Fund), and           
one SACCO (Greenland Fedha) which is a part of the Kenya Tea Development Agency Holdings               
(KTDA) and functions similarly to a cooperative in lending (Table 2). All these MFIs, except               
Greenland Fedha, have requirements to obtain microcredit which leads them to typically lend to              
anchor clients and farmers with greater degrees of capital (Table 2). The anchor clients, often regional                
MFIs, lend to farmers with limited capital (SSI 17, Appendix 1).  

On the regional level, there are four SACCOs (Nawiri, Faithful Servants, Biashara, and             
Daima) as well as two farmers cooperatives (Kibugu Farmers Cooperative Society and Dairy Farmers              
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Cooperative) (Table 3). These MFIs do not have anchor clients; instead most of their business is done                 
with farmers with limited capital and other individuals. The four SACCOs offer credit in the form of                 
microcredit loans; the two cooperatives offer credit in the form of agricultural inputs and cash               
advances (Table 3). The requirements regional MFIs have make it easy for farmers with limited               
capital to get a loan.  

Generally, national institutions require collateral in the form of title deeds (Table 2). The AFC               
and Commodities Fund do not accept guarantors whereas the banks may require guarantors (Table 2).               
These banks may allow guarantors instead of collateral as sufficient security for smaller microcredit              
loans (Table 3). Regional SACCOs require guarantors to obtain microcredit; larger loans require             
collateral (Table 3). Notably, the interest rates are the lowest at the AFC and Commodities Fund of all                  
other MFIs interviewed (Table 2; Table 3). The banks and the SACCOs have similar interest rates                
(Table 2; Table 3). Cooperatives offer credit with no interest; however the credit offered is typically in                 
the from of agricultural inputs. Throughout all of the MFIs, loans repayments schemes were typically               
required between one and three years, with the longest being five years and the shortest being two                 
months. Savings are typically required to obtain microcredit from a SACCO; the size of the               
microcredit loan is based on the amount of savings (Table 3). The Kibugu Farmers’ Cooperative               
Society, Greenland Fedha, and the Dairy Farmers Cooperative also require membership to obtain             
microcredit (Table 2; Table 3). To obtain credit from the Kibugu Farmers’ Cooperative Society and               
Greenland Fedha, the amount of credit is based on the coffee or tea production, respectively (Table 2;                 
Table 3). Similarly, the Dairy Farmers Cooperative requires a productive dairy cow to obtain credit               
(Table 3). Other MFIs require cash crop cultivation. See the below tables for a comprehensive               
summary of findings on MFIs. For a detailed analysis of the structure of the MFI sector in Embu                  
County, see Appendix 5. 
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Table 2: Table depicting six national microfinance institutions with which an SSI was conducted. The table characterizes data from the SSIs;                     
because of the lack of clear structure of the SSI format there are many boxes with information not available (N/A). 

 
 
Table 3: Table depicting six regional microfinance institutions with which an SSI was conducted. The table characterizes data from the SSIs;                     
because of the lack of clear structure of the SSI format there are many boxes with information not available (N/A). 
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Access to Microcredit 
The ToA is used to analyze farmers’ access to microcredit. Farmers, equipped with a variety               

of livelihood resources, approach MFIs to obtain credit. Access to microcredit is mediated at the               
nexus of MFIs and farmers. Access to microcredit is analyzed according to five mechanisms; access               
to capital, access to knowledge, access to authority, access through social identity, and access via               
negotiation of other social relations.  

Access to Capital  

Farmers’ access to capital is arguably the most important mechanism which shapes their             
access to microcredit. Farmers’ physical and natural capitals often take the form of crops, crop               
production, livestock, and owned land. Crop production may affect access to capital due to effects on                
both the farmer and the institution. It may both influence the farmer’s decision to seek credit as well                  
as the institutions decision whether to offer credit. For instance, one farmer is a member of Daima                 
SACCO, but choose not to take a loan due to lack of coffee production (SSI 19, Appendix 1). In his                    
opinion, the area of his land was too small to grow enough coffee trees to justify taking microcredit.                  
Thus, crop production, which is inseparably linked to land area, can lead a farmer not to choose to                  
take microcredit. 

Natural and physical capital can also affect a farmers’ access to loans from the institutional               
side. Cooperatives often structure membership requirements around a farmer’s capital; the Kibugu            
Farmers’ Cooperative Society requires 100 coffee stems, the Greenland Fedha SACCO (which is a              
department of the Kenya Tea Development Agency Holdings LTD and functions similarly to the other               
two cooperatives) requires 500 tea bushes, and the Dairy Farmers Cooperative requires a dairy cow               
(Table 2). This essentially excludes farmers who lack crops (or livestock) from obtaining credit.              
Additionally, cooperatives determine a farmer’s credit offerings based on their recent past production             
history (SSI 4, Appendix 1). 

Land title deeds may be required as collateral, making land an important capital to have               
access to in order to obtain credit (Table 2; Table 3). All the farmers answering the questionnaire own                  
or rent land; most owned land is inherited (Questionnaire, Appendix 1).  Interviews with both farmers               
and institutions show owned land is a particularly important type of capital when it comes to obtaining                 
microcredit (SSI 14; SSI 17, Appendix 1). This is because many microcredit loans, particularly larger               
loans and loans from national institutions, often require collateral in the form of land title deeds (Table                 
2; Table 3).  

However, fear of seizure of collateral discourages farmers from obtaining microcredit (SSI 5;              
SSI 10; SSI 19, Appendix 1). Eight out of 14 farmers who did not obtain microcredit within the last 12                    
months say this was because microcredit was “too risky” (Questionnaire, Appendix 1). Respondents             
also expressed the same concern in SSIs (SSI 10. Appendix 1). This fear of losing collateral is                 
justified; many MFIs express the seizure and subsequent auctioning of collateral as a method to               
recoup losses in the case of microcredit default (SSI 11; SSI 14; SSI 17, Appendix 1). Thus, natural                  
and physical capital in the form of land ownership affects a farmer’s ability to obtain microcredit in                 
two ways. On the side of the institution, collateral requirements represent a barrier to farmers’               
obtaining microcredit. On the farmer’s side, an unwillingness to pledge land as collateral limit them               
from obtaining microcredit (SSI 10, Appendix 1). 

Farmers either do not own enough land to satisfy the collateral requirement or, in view of their                 
own scarcity of natural and physical capital, believe it too risky to pledge as collateral (SSI 10; SSI                  
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19, Appendix 1). This is particularly limiting for farmers who want to take larger microcredit loans                
because it is often these larger loans which require collateral (Table 2; Table 3). As national                
institutions, for instance the Agricultural Finance Corporation (AFC) and Commodities Fund,           
predominantly offer larger microcredit with collateral requirements, land is essential to obtain            
microcredit (SSI 15; SSI 17, Appendix 1). Additionally, because women typically lack access to title               
deeds, their ability to obtain microcredit is limited by their lack of control over land (SSI 17,                 
Appendix 1). A farmer is unable to benefit from microcredit if they do not take it in the first place,                    
hence physical and natural capital in the form of crops, crop production, and especially land               
ownership significantly affect farmers ability to access (derive benefit from) microcredit. 

A farmer’s access to economic capital also plays a major role in their access to microcredit.                
Almost all farmers strongly agree that a farmer’s income plays a major role in determining access to                 
credit (Figure 6), however, a statistical analysis of income level and microcredit is not done due to a                  
lack of data. Many MFIs pose requirements for business plans and financial records in order to obtain                 
a loan (Table 2; Table 3). For instance, the AFC wants evidence of a cash flow; ECLOF Bank and                   
Musoni Bank require business plans (SSI 17; SSI 11; SSI 2, Appendix 1). The AFC requires farmers                 
need current economic activity to obtain a loan (SSI 17, Appendix 1). The requirements for business                
plans, although not directly linked to economic capital, suggests the need for a coherent business               
strategy, something which farmers who lack economic capital may not have the ability to produce.               
However, further data is required to support this conjecture. These requirements are found on the level                
of national institutions (Table 2). 

On the regional level, many institutions pose some sort of membership requirement; without             
being a member a farmer cannot access microcredit (Table 3). As noted earlier, cooperatives often               
require capital to be a member (i.e. 100 coffee stems, 500 tea bushes, dairy cow). Oftentimes, to be a                   
member of a SACCO, one is required to both hold a savings account (SSI 13, Appendix 1). The                  
maximum potential microcredit loan is often calculated based on the savings account; often the              
maximum potential microcredit is three times the size of the microcredit balance (Table 2; Table 3).  

Memberships within chamas are also mediated by the ability to make a one-time or regular               
payments (SSI 5; SSI 10, Appendix 1). For instance, merry go rounds require the members to be able                  
to contribute with the monthly payment that is handed to one in the group (SSI 20, Appendix 1).                  
Additionally, joining women's groups often require a one-time membership fee (SSI 5, Appendix 1).              
Clearly, farmer’s economic capital can limit the ability to join both formal and informal institutions,               
thus limiting the ability to obtain microcredit and also the size of that microcredit loan. 

Interest rates set by MFIs affect a farmer’s decisions to take microcredit as well as the results                 
of utilizing microcredit (SSI 19, Appendix 1). First, farmers’ views on interest rates will be discussed;                
this will elucidate their reasoning behind taking microcredit. As a quick aside, the Kibugu Farmers               
Cooperative Society and the Dairy Farmers Cooperative do not offer microcredit on interest; instead,              
they give farmers agricultural inputs, payment for which is deducted from the farmer’s payout (SSI 4;                
SSI 12, Appendix 1). Therefore they will not be included in the discussion of MFIs’ interest rates. 

One farmer states that formal microcredit often have higher interest rates than informal             
microcredit, which make the latter more attractive (SSI 24, Appendix 1). Interest rates are also a                
concern for other farmers who thinks they are sometimes too high, especially at the SACCOs (SSI 19;                 
SSI 21; SSI 22; SSI 23, Appendix 1 ). One farmer sees the SACCOs interest rates as a barrier for                    
farmers to take a loan (SSI 19, Appendix 1).  

 
“Interest payments have made farmers slaves to microfinance institutions”  

(SSI 22, Appendix 1). 
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A distaste for high interest rates is a common sentiment among farmers. Notably, the lowest               

interest rates found were at the AFC and the Commodities Fund, the two MFIs which seem to do the                   
least amount of lending to farmers who do not pledge collateral (SSI 17, SSI 15, Appendix 1). All                  
other MFIs had yearly interest rates over 10% (Biashara SACCO and Faithful Servants SACCO had               
monthly rates at 1%) (Table 3). The highest interest rates were at 13% (Family Bank and Greenland                 
Fedha), 14.5% (Daima SACCO), and ECLOF Bank (22%) (Table 2). The interest rates reported by               
Daima SACCO and ECLOF Bank are confounding; they are both above the current interest rate cap in                 
Kenya (Trading Economics, 2019; Central Bank of Kenya, 2018). These high interest rates are              
potentially dangerous for farmers taking on microcredit. 

As noted, farmers believe interest rates are too high. If a farmer is not able to keep up with                   
loan principal and interest rate payments, they will default on payments. In case of default, MFIs may                 
seize collateral and property, pursue guarantors, or encourage the debtor to reschedule the microcredit              
loan (SSI 13, SSI 6, Appendix 1). Poor investment strategies, a lack of diversified income, and the                 
misapplication of microcredit may push a farmer to default of loans. High interest rates coupled with                
the propensity for farmers to default (the Commodities Fund noted a 50% default rate) can lead a                 
farmer to slide into a debt cycle (SSI 15, Appendix 1). The debt cycles describe scenarios in which an                   
individual uses credit to repay a microcredit loan and its’ interest, only to go deeper into debt and                  
borrow even more to stay afloat (SSI 14, Appendix 1). 

The former agricultural extension officer thinks microcredit is bad for the community because             
of its tendency to lead farmers into these debt cycles (SSI 14, Appendix 1). Many farmers fall into                  
these debt cycles particularly within the level of informal finance (SSI 5, Appendix 1). Due to the lack                  
of financial regulation and the secrecy of chama organization, interest rates can become exorbitantly              
high and keep people indebted to chamas (SSI 5, Appendix 1). However, for chama members who do                 
not fall into debt cycles, interest rates earn them money. In the women’s chamas the interest rate is                  
paid monthly by all the members obtaining a loan; the sum of all the interest is collected and shared                   
equally by the members at the end of the year (SSI 10, Appendix 1).  

Notably, the largest barriers to obtaining a microcredit loan are the collateral and crop              
requirements; natural and physical capitals. However, when Ribot and Peluso’s definition of access is              
considered, it is apparent economic capital plays a fundamental role in determining access to              
microcredit. Even though a farmer may be able to obtain microcredit, a lack of economic capital may                 
keep a farmer from being able to keep up with payments on high interest rates leading to debt cycles.                   
Once entered, these debt cycles present a quick avenue to increasing poverty. Thus, the terms of the                 
loan coupled with a farmers’ economic capital present major limitations to access. Overall, access to               
physical, natural, and economic capital are important strands in the bundle of powers which determine               
farmers’ access to microcredit.  

Access to Knowledge 
Most of the farmers have finished primary school, whereas only 8 have gone beyond              

secondary school. Farmers’ lack of higher education may affect their financial decisions. However,             
statistical analysis of education level and microcredit is not done due to a lack of data. Many MFIs                  
refer to misapplication of microcredit; a lack in financial literacy may be partially responsible for               
investments in things which do not generate income within the period of the loan (SSI 17; SS 14,                  
Appendix 1). These sorts of investments can often lead to default and begin or exacerbate a vicious                 
debt cycle. However, training in financial literacy was not emphasized by the MFIs. A few MFIs                
provide their members with training in agricultural information or literacy in microfinance, whereas             
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some have training as a requirement for accessing microcredit, but follow ups on the education or                
training where not highlighted by the MFIs (SSI 11; SSI 16, Appendix 1). 
 
 

Table 4. Education level of farmers that answered the questionnaire.  

 

Access to Authority  
Farmers’ have varying degrees of authority within MFIs. Formal MFIs reported not allowing             

any negotiation regarding different microcredit services (SSI 13; SSI 11; SSI 7; SSI 2; SSI 1,                
Appendix 1). Farmers have slightly more authority on the regional level than the national level; many                
SACCOs are initially founded and run by farmers (SSI 1, Appendix 1). Cooperatives allow members               
even more authority; they are often managed by local farmers (SSI 4; SSI 12, Appendix 1). Chamas                 
present the tightest link between institutional structure and member through the regular elections of              
key administrative and executive members; thus providing the greatest degree of access to authority              
for members out of all the MFIs. Despite the increased amount of authority offered to members of                 
chamas, after the initial structuring of the chamas bylaws; members’ authority only enables them to               
influence the elections of key members (SSI 5, Appendix 1). Thus, even in MFIs which allow                
members the most access to authority, this authority allows only weak influence on their own access                
to microcredit. Farmers often expressed a wish to exercise power on the regional level; for instance                
regarding the lowering of interest rates (SSI 20, Appendix 1). 

Access through Social Identity  
A farmer’s social identity plays an important role in determining access to microcredit. Many              

chamas are created around a specific social identity; for instance, there are teachers’ chamas, chamas               
for retired people, and chamas for people living in specific areas (SSI 5, SSI 10, Appendix 1).                 
Additionally, the Faithful Servants SACCO is affiliated with a specific church (SSI 8, Appendix 1).               
Access to these different MFIs is mediated through identification with a specific social group. 

Age was only found to have a minimal effect on the ability to access microcredit; only two                  
MFIs have age restriction (Table 2; Table 3). However, statistical analysis of age and microcredit is                
not done due to a lack of data. In the opinions of farmers’, gender is not a limiting factor for accessing                     
microcredit (Figure 6). However, as some MFIs requires title deeds, which often is owned by the                
male, females can have some limitations in obtaining a loan from a formal MFI (SSI 13, SSI 7, SSI                   
17, SSI 15, Appendix 1). The AFC attempts to have a portfolio with at least a 30% female clientele                   
(SSI 17, Appendix 1). No limitations are expressed regarding the informal groups; even though they               
mostly consist of female members, there is no hindrance for a man to join (SSI 5, SSI 10, SSI 20,                    
Appendix 1). Alcohol addiction can be an obstacle to obtain microcredit; one farmer believes it to be a                  
major challenge (SSI 19, Appendix 1). 
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Figure 6. Violin chart of the answers from the question 21 in the questionnaire: “Do you think any of the below mentioned factors impact the                         
ability to get a loan?”. Factors are shown on the x-axis and level of agreement on the y-axis. 

Access via the Negotiation of Social Relations  
According to Ostrom’s Rational Choice Theory, reciprocity, reputation and trust are core            

elements in social relationships (Ostrom, 1998). These three elements can reinforce each other and be               
enhanced by face-to-face communication and, consequently, positively affect both the levels of            
cooperation and net outcomes (Ibid.). A chama is a organizational structure which facilitates the              
formation of the social relationship. The inability to form a social relationship among farmers is a                
barrier to getting a guarantor; low levels of either trust, reciprocity, or reputation all make it difficult                 
to increase levels of cooperation that could increase the net benefits for both the loan taker and the                  
guarantor.  

 

 

Figure 7. The core relationship of Ostrom’s rational choice theory of collective action. Mutual reciprocity, trust and good reputation can                    
lead to increased levels of cooperation and net benefits of the group. (Ostrom, 1998). 
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To obtain microcredit from formal MFIs, farmers are often required to have a guarantor who               
will pay back the loan in case of default. Of all the interviewed MFIs, seven require guarantors for                  
getting a loan (Table 2; Table 3). One farmer states that coffee cooperatives require the guarantor to be                  
a coffee farmer (SSI 22, Appendix). For group loans ECLOF bank requires the guarantor to be a                 
member of the farmer’s group; for individual loans the guarantor should be the wife or husband (SSI                 
11, Appendix 1).  

There is no financial incentive to be someone’s guarantor; thus the ability to secure a               
guarantor often hinges on reputation and social relations (SSI 5, Appendix 1). In the event a                
microcredit loan taker is late on loan payments, the loaning institution will pressure the guarantor to                
repay, which then creates tension between the loan taker and the guarantor (SSI 24, Appendix 1).                
According to Nawiri SACCO, the inability to obtain a guarantor is problematic for farmers who               
attempt to secure microcredit (SSI 1, Appendix 1). If trust cannot be established, the core relationship                
cannot suffice to lead to increased net benefits. 
 

“You cannot trust anybody”  
(SSI 1, Appendix 1). 

 
As informal MFIs do not require guarantors, they are a popular option for the farmers.               

However, trust is also emphasized by a member of an informal chama as important within the chamas                 
and the merry go rounds:  

 
“These informal institutions are based on tight relationships within the society ad could not function 

without hundred percent trust in each other”  
(SSI 10, Appendix 1).  

 

Utilization of Microcredit and Outcomes 
Although MFIs may require a business plan or a statement from farmers clarifying the              

agricultural purpose of a microcredit loan, farmers may not in actuality invest in agricultural practices.               
Furthermore, MFIs do not necessarily monitor the utilization of a loan. The term ‘utilization’ will be                
used to describe the practical use of a microcredit loan.  

Many key informants indicate that farmers tend to state that an agricultural purpose is the               
main reason for taking a microcredit loan . However, the loan is often spent fully or partially on a                   
different purpose (SSI 17; SSI 18; SSI 7, Appendix 1).  
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Figure 8 Utilization of Credit (questionnaire): The figure represent the information on utilization of credit from questionnaire data on 7                    
different parameters, with blue bars representing the intended utilization and orange bars the actual utilization. The tally above each bar                    
represents the number of farmers responding to that exact use. 

 
Figure 8 represents the information on utilization of credit from questionnaire data on seven              

different parameters. Both agriculture and education seem to be primary reasons why farmers take              
microcredit loans. Though some SACCOs and banks require farmers state an intended purpose for a               
microcredit loan (SSI 2, SSI 8, Appendix 1), monitoring of its usage is practically non-existent. A                
farmer is likely to state that a loan will be used for agricultural purposes, such as buying fertilizers or                   
chemicals (SSI 17, Appendix 1), which corresponds with the actual flow of credit when credit is                
utilized on agricultural inputs (fig. 8).  

 
“Those who deviate from utilizing the credit on the intended purpose do so because they are 

not principled and lack education on how to use the credit obtained” 
(SSI 21, Appendix 1). 

 
However, according to SSI data from both SACCOs and farmers, school fees are the primary               

reason why farmers take microcredit loans (SSI 10, SSI 23, SSI 13, Appendix 1). This seems to be                  
widely known and accepted by MFIs, formal and informal institutions alike. Loans for agricultural              
and educational purposes may indeed be the most common reasons for a farmer to take a loan.                 
However, the data represented in figure 8 does not show the size of the loan taken and how it may                    
have been utilized solely on the intended purpose of the loan or perhaps partially or fully on a                  
different parameter.  

According to a farmer, coffee, tea, and macadamia are the most valuable crops, leading people               
to invest in these (SSI 23, Appendix 1). Data from questionnaires indicate that microcredit utilized on                
agriculture is particularly invested in fertilizers and chemicals; only 5% state that microcredit is              
utilized on agricultural inputs other than fertilizer, chemicals, buying crops/seeds, tree seedlings or             
farm consultations (Figure 9). 
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Figure 9. Credit utilization on agricultural inputs (questionnaire) of the credits spent on agriculture.  

 
According to a farmer the utilization of microcredit depends on gender; women mostly buy              

household goods while men obtain microcredit to build a house or buy land (SSI 23, Appendix 1).                 
With half of women but only only 1 out of 16 men spending credit on home improvements (figure                  
10), these results seem to support the aforementioned farmer’s statement. One man, yet no women,               
acquired home or land over the last year. Based on questionnaire data, there is no statistically                
significance between gender and taking a microcredit loan ( ) or between gender and the        .2414p = 0       
size of microcredit loans ( )..3088p = 0  
 

 
Figure 10. Male and female credit expenditures (questionnaires). 
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As shown in figure 11, the total microcredit expenditure distribution varies between farmers.             

Of the farmers who utilized microcredit, the average microcredit expenditure per year on agriculture is               
18,479.19 KSH ($183,30) per year; the average microcredit expenditure on education is 25,222.94             
($250.20) per year (Questionnaire, Appendix 1). Though 60% of the farmers stated they only had one                
intended purpose for the microcredit, 66% of the farmers utilized microcredit on more than one               
parameter, demonstrating a general misapplication of microcredit (Questionnaire, Appendix 1).  
 

 
Figure 11. Distribution of credit usage expenditure (questionnaire). 

 
As demonstrated in figure 12, there seems to be no clear pattern in microcredit expenditure. No                
farmers took more than 100,000 KSH ($992.31) in total loans in the last 12 months (Figure 12). 

  
Figure 12. Amount of microcredit obtained by farmers in Kibugu. 
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Taking a microcredit loan for agricultural purposes may be seen as an investment in the               
farmer’s business to improve their livelihoods and pull themselves out of poverty. However, farmers              
often divert money to spend on non-income generating activities or activities that will not pay off for a                  
long time, e.g. education. Because of the short-term structure of microcredit repayment schedules,             
farmers are often unable to repay the microcredit loans with money earned from the long-term               
investment in education for children. This leads farmers to take more microcredit to repay the initial                
loan. In Kibugu, it is common to be a member of several chamas. For some, it is a welfare system and                     
an investment in welfare services such as healthcare, wedding or funeral services (SSI 10, Appendix               
1). However, for many it seems to enable them to obtain new microcredit loans to repay outstanding                 
loans (SSI 5, Appendix 1). If a farmer has no economic capital to repay a microcredit loan, then the                   
farmer may go to a chama to obtain microcredit to repay the first lender, then a third lender to repay                    
the second and so on (SSI 5, SSI 10, SSI 20, Appendix 1). Typically, microcredit cannot be taken from                   
an MFI at which they already have an outstanding debt. 

According to one farmer, new chamas are regularly formed; it is easy to form a chama,                
chamas can apply for government interest free microcredit, and it is a possibility for farmers to obtain                 
microcredit, when credit is needed (SSI 10, Appendix 1). 

Farmers that take credit from cooperatives are restricted to put the loan on agricultural              
purposes because the credit are given in the form of farming inputs. These inputs are mostly                
chemicals, fertilizers, and animal feeds (SSI 12, SSI 4, Appendix 1). It is not clear from the data if                   
there are any long-term investments in agriculture; nor is there any data on how these inputs are                 
utilized. In conclusion, the farmers do not necessarily take microcredit for long-term investments or              
income generating investments. Farmers’ short-term investments are not necessarily financially well           
thought out. 
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Discussion and Conclusion 

Discussion of Methods  
The results presented are characterized by the research methods applied; The two different             

interview methods, questionnaires and SSIs, each contributed to develop an understanding of different             
aspects of microcredit.  

Results from questionnaire data provided an overview of microcredit, however, some of the             
data gathered was not analyzable. The questionnaire was edited after the pilot test, yet after the final                 
data was collected faults became apparent. Though seven sub-locations were visited and 50             
questionnaire interviews were carried out, because of inconsistent administration and suboptimal           
question design a portion of the data was rendered useless. Thus, the statistical analysis of certain                
aspects of the questionnaire data was limited by a lack of valid responses and as one microcredit                 
review paper notes, “statistical power still poses a major challenge to microcredit impact studies”              
(Banerjee et al., 2015). Statistical power was also a challenge in this research. 

Some questionnaire interviews were carried out outside of the seven sub-locations (Figure 2)             
due to navigation issues and communication difficulties. These issues may have been minimized             
through training and the establishment of a homogenous interview method. Furthermore, a critical             
analysis of data carried out while the researchers were still in the field may have exposed flaws that                  
could have been corrected with more data.  

Results from SSIs provided a comprehensive understanding of the institutional structure of            
MFIs as well as why farmers take microcredit and how it is utilized. However, similarly to the                 
questionnaire interviews, an inconsistent methodology of conducting SSIs caused inconsistencies in           
data. Consequently, the lack of standardized data provided difficulties in comparing answers from             
different SSIs. 

The significance of the research findings may be flawed due to the interview techniques              
applied. Furthermore, inadequate translation from the local language to English may have resulted in              
misinterpretation of data. Focus group discussions could potentially have contributed to a more             
comprehensive understanding of farmers’ access and utilization of microcredit. 

Discussion of Results  
Based on results gathered in Kibugu, it may be theorized microcredit, when invested in              

income-generating activities, can lead to livelihood improvement for those empowered through capital            
to access microcredit. However, for those with limited capital and who make financially unsound              
investment choices, microcredit may lead to entrapment in debt cycles. The formation of these debt               
cycles are catalyzed by high interest rates which past researchers examining Kenyan microfinance             
have associated with higher rates of default, supporting the idea that high interest rates are detrimental                
to microcredit loan takers (Kodongo et al., 2013). Banerjee et al. note that due to the heterogeneous                 
nature of loan takers, microcredit may be “good for some, bad for others” (Banerjee et al., 2015).  

Although results demonstrate that almost all farmers are able to obtain microcredit from some              
type of MFI, their ability to access microcredit (access in terms of their ability to derive benefit from                  
microcredit) is largely determined through their access to capital. In short, farmers’ access to capital               
often affects the livelihood outcomes of microcredit. Farmers ability to obtain microcredit may be a               
misguided research objective. Furthermore, results suggest a more appropriate research objective           
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could be to elucidate the understanding of how the intersection between farmers’ capitals and the               
structure of MFIs and microcredit loans mediate farmers’ ability to benefit from microcredit. 

Access to capital was discovered to be highly important in determining a farmer’s access              
microcredit. For instance, if a farmer does not have access to land or a certain crop they may face                   
difficulties in obtaining microcredit loans. A previous study notes although microcredit has had a              
positive impact on the growth of Kenyan women’s small and medium enterprises, poor women and               
those lacking collateral were often unable to obtain individual microcredit loans (Ouma et al., 2013).               
Additionally, a separate study in Kenya found women were more likely to join informal MFIs because                
they lacked title deeds to use as collateral to obtain credit from formal MFIs (Kangogo et al., 2013).                  
This may be the reason why chama members are predominantly women despite chamas being open to                
both genders, however this may also be because of societal norms or other factors not considered.                
Both these studies coincide with results from Kibugu, which suggest a lack of collateral limit access to                 
formal microcredit loans. Thus, it may be that microcredit helps alleviate poverty for those who can                
secure microcredit because they already have a enough capital to support their livelihood.  

The data gathered in Kibugu indicates that not only the structure of microcredit loans is               
important; the utilization of microcredit is also fundamental in determining the livelihood outcomes of              
the farmers. Supporting the findings demonstrated in this report, Lock (2016) indicate microcredit is              
often used for daily household consumption rather than in income-generating investments. Similarly,            
Imai et al. (2010) argue that the largest poverty reduction from microcredit occurred when accessing               
MFIs is defined as loan taking for productive purposes, rather than just being able to obtain                
microcredit loans. One study noted that Kenyans HIV and AIDS patients who used microcredit to               
invest in income-generating activities experienced an “enhancement to their livelihood security”           
(Datta et al., 2008). However, many investments in Kibugu are not in income-generating activities.              
Farmers in Kibugu have demonstrated a tendency to utilize microcredit on education. This could              
potentially be an income-generating investment. However, the repayment period does not cover the             
return on investment, which may lead to default and may trap farmers in debt cycles. The investment                 
in education could, however, improve the farmers’ human capital (Mosley, 2004). 

Research shows the ability to obtain microcredit loans can improve the relative income of the               
poor, the economic growth and inequality reduction are modest (Hermes, 2014). Since its genesis as               
the Grameen Bank, microfinance has been touted as the panacea for the poorest of the poor. Results                 
from Kibugu indicate that the misapplication of credit, formation of debt cycles, and the structure of                
microcredit loans and institutional requirements, are responsible for slowing economic growth and            
limiting farmers’ improvement of livelihoods. It seems the least empowered of society are still              
excluded from access to microcredit. 
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Recommendations 
Based on results, farmers should be wary of microcredit loans with high interest rates and               

short repayment periods. Farmers should also have a plan for financially responsible microcredit             
investments. For instance, microcredit should be utilized to invest in income-generating activities            
which create return on investment within the time period of the repayment plan of the microcredit                
loan. Furthermore, farmers should avoid diverting money away from the intended purpose of the              
microcredit loan. Farmers should also keep detailed and accurate financial and agricultural records.             
Additionally, MFIs should provide farmers with information, and training if possible, on how to keep               
appropriate records. Importantly, MFIs should set microcredit interest rates appropriately to benefit            
the poor. Lastly, future studies on microcredit should not only focus on people’s ability to obtain                
microcredit but rather how microcredit is utilized. 
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