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ABSTRACT

Savings and credit cooperative societies (SACCO8)ehcontinued to play a
significant role in creation of wealth across @t®rs of the Kenyan economy. The
SACCO model is perceived to be crucial for sustamaevelopment and as the best
vehicle for addressing poverty among majority ohi@ns. Despite its success it is
faced with a number of challenges with the key peancess to adequate capital to
financing its operations and growth. Alternativaices of financing are currently
seen to be the new frontier by many saccos asapehand efficient way of meeting
their capital requirements however its role in tlggowth is still unclear. The general
objective of this study was to investigate the treteship between alternative
financing and growth of saccos, in Baringo courtlye specific objectives were to
establish the relationship between fixed depositgerest from short term
investments, interests from government guaranteadsl & financial intermediation
with the growth achieved by SACCOS in Baringo Cgurithe study employed a
descriptive research design targeting all SACCOSamningo County. A census
approach was used where primary data was collecgidg semi-structured
guestionnaires. Descriptive statistics and infeaérstatistics inform of regression
and correlation analysis was used to establishrafaionship between the different
forms of alternative financing and sacco growtht was established that fixed
deposits and interest from short term investmemisevhe most widely used sources
of alternative financing with both the interest ahdation of the facility significantly
correlating with SACCO growth. Interest from goverent guaranteed loans were
significantly correlating with the growth of SACCOBhe study concluded that fixed
deposits, interest from short term investmentsfemm government guaranteed loans
influenced the growth of SACCOS in Baringo County.

KEY WORDS: Alternative financing, growth, finandralermediation, fixed deposits,
descriptive research, inferential statistic, savdingnd credit cooperative society,
Baringo, Kenya.
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OPERATIONAL DEFINITION OF TERMS

Alternative financing: Refers to financing channels that are based ortagpn and

relationship rather than on formal contracts (Akral.,2005.

Sacco Society: Means a savings and credit co-operative socegystered under co-
operative society act, 1997

Sacco business: Refers to financial intermediation and any othetivity by SACCO
based on co-operative principles and also in aerma@ with SASRA
act, 2008.

Fixed Deposits Amounts obtained from members as deposits fagreed fixed period

of time with no withdrawals and earns a fixed ingtrates.

Government Guaranteed Loans Amounts channeled by the government through the
SACCOS or guarantees to borrow funds from oversgas lower

interest rate aimed at closing liquidity gaps.

Intermediation: SACCOS borrowing from each other at lower interages

Xiv



CHAPTER ONE
INRODUCTION

1.1 Background of the Study

The cooperative movement began in Europe in thé t8nhtury, primarily in
Britain and France. The Shore Porters Society daimbe one of the world's first
cooperatives, being established in Aberdeen in 148bert Owen (1771-1858) is
considered the father of the cooperative movem€ptoperative is an autonomous
association of person united voluntarily to medisirt common economic, social and
cultural needs and aspirations through a jointlymesvand democratic control enterprise,
(ICA 2012). Cooperative entails self-help, self passibility, transparency,
accountability, effectiveness, honesty, opennessjodracy, equity, solidarity, mutual
caring and social responsibility, (Gunga, 2012).eOof the basic principles of
Cooperative Savings and Credit Movement is theebetli co-operation and mutual self
help for the uplifting of members standards ofriyi KUSSCO (2006). Members with a
common bond join hands to form those quasi-bangtutions. With finances mobilized
through such joint efforts the savings and credtiety members build up the capital
which they can use through local arrangementsnanfie their own social as well as
economic development.

The traditional form of cooperation involved worgitogether on farms, hunting
and gathering. All people have basic needs of ,fabetlter, security and belonging.
People would invite neighbors to come and giveradhalso people did not have money
and resources, which enables individuals to empkxple or machinery to do the work

for them. In any community cooperation usually exis the form of associations of
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people who come together as a group driven by #usiral and economic needs in order
to cope with their problems and improve their ctiods of living ministry of co-
operative development (MOCD, 2006). In Kenya theoperative movement developed
immediately after independence. The movement wppased to play an important role
in wealth creation, food security and creationmp®yment and hence alleviate poverty,
(Guga, 2012). It makes a significant contributionthe economic infrastructure of a
country. A healthy and growing SACCO is perceivedbe crucial for sustainable
development and as the best vehicle for addreggingrty among majority of Kenyans.

The Co-operative UK Corporate Governance Code et Beactice requires the
Board of Directors to review the effectivenesslod Society system of internal control,
this review covers all controls including finangiaperational, compliance and risk
management. The Board of Directors is ultimategpomsible for the Society system of
internal control and for reviewing its effectivesesSuch a system is designed to manage
rather than eliminate the risk of failure to acl#ebusiness objectives, and can only
provide reasonable and not absolute assurancesagaaterial misstatement or loss. The
Executive Management is responsible for the implaaten of day to day operation and
management of the Society’s system of internal robrfGreen, Butler & McLaughlin,
2005).

The Board of Directors has an established Audit @dtee, which operates as a
sub-committee of the Board and is responsible éwiewing the effectiveness of the
Society’s system of internal control. The Audit Guitiee also has a duty to discuss
problems and reservations arising from the Sogeayidit and any matter the auditor

may wish to discuss, if necessary in the absenangfmanagement. In addition, the
2



Audit Committee carries out periodic self-evaluatio ensure that the remit set by the
Board of Directors is being fully satisfied, sotasensure that it fully meets best practice
in corporate governance. SACCOS are required toigotimely financial updates to
external auditors and their members for transpgrencposes, besides external auditors
should be evaluated every three years using cotiveetbidding process. An
independent and qualified external auditor is aswe to the members and general
public about the authenticity of the Sacco bookaafounts. SACCOS are required to
comply with standard set by regulatory body (PldRating East Africa, 2007).

The most basic function of SACCO Society is finahéntermediation That is
bringing savers and borrowers together in a syst@inenables them to pool their money
as savings and shares, and after capturing fuadsfarming into loans by calculating all
of the costs of doing this business to make pradit®ther function of a SACCO Society
is investment. That is to allow and encourage mesmt®e develop formal business and
investment by placing their capital at risk anddoeive a return in form of dividends.
According to Sacco Society Regulatory Authority éktba, 2011) the co-operative
industry in Kenya comprises of 13,000 registeredc8s, with 110 licensed deposit
taking saccos, 42 from government employees, 40 flarmers, 14 from community
based and finally 14 from private sector employe®&ecause of Sacco’s wide reach
throughout the country the movement is highly adigiéd with a share capital of Ksh.
260 billion, total deposits of 240 billion and ato portfolio of over 200 billion. The

movement thus controls over 30% of gross natiomahg)s and 45% of GDP.



Summit for Africa SACCOS and co-operative (SASC@ued that it is accepted that
lack of regulations was the main reason of collapsestagnation in co-operative
movement due to issue of structure, fraud, fir@ntsk and management. Therefore the
setting up of strong legal and institutional re¢og framework is critical towards
creating sustainable growth and stability in thet@e Sacco’s have continued to fail and
this has been facilitated by unstable macro-ecoaamvironment, high inflation and
interest rate have undermined the industry intsicras loans have become punitive to
maintain. This situation has been worsening asrtémbers have also suffered the same
reducing their disposable income and directly diifectheir savings in Sacco as their
alternative finance.

1.1.1 Profile of Baringo County
Baringo county is within the Great Rift Valley,ibarders Turkana and Samburu

county to the North, Laikipia to the East, Nakund&ericho County to the South and
uasingishu to the South West, Elgeyo Marakwet amgtViPokot to the West. It covers
an area of 11,015.3KM of which 165 sq. KM is suefacater.The county is made up of
six administrative units namely Mogotio, Marigatpiatek, Baringo Central, Baringo
North, and East Pokot District. The Districts &gher divided into 26 Divisions and
116 Locations. The county is further divided inte districts namely Eldama Ravine,
Tiati, Baringo Central, Baringo North, and Barin§outh with the later having been
created by IEBC (Baringo county website 2012)

1.1.2 Sources of Financing to SACCOS
SACCOS are important in providing savings, creélind transfer and other

financial intermediation facilities. The curremusces of financing in SACCOS include
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deposits from members, returns from short termdgtment and bank loans. SACCOS
can mobilize savings from its members; alternagitieey can rely on their own resources
(retained earnings). If a SACCO has been operginoftably for some time, it can
support its own expansion and growth using its oesources. If a SACCO is not
profitable it can manage its working capital in Isue way that it is able to pay for
liabilities and investment on time. SACCOS are exge to diversify avenues for
mobilizing savings.
Bank loans which represent the most important sowfc SACCO financing and can
satisfy up to 80% of SACCO capital needs (Brunslé&dher, 2008), however obtaining
external financing from banks can be challengings tb macro-economic environment
with high interest rates. In addition banks reguiollateral that can exceed the value of
initial loan; Banks employ a checklist approachénding. One form of classification
which has been advocated is the 4cs of credit wlatdr became 7Cs which include:
character, capacity, capital, conditions, custorakation, completion and collateral.
Given the institutional constraints on ho8ACCOS in Kenya mitigate the
challenge of funding shortage while sustaining rthebrant growth, how firms are
financed is one of the most important topics irvate firm research (Cass&004; this
study aims to explore the relationship betweenradtéve ways of financingACCOS
and their growth in Kenya.

1.1.3 Growth of SACCOS
It is recognized in Kenya that SACCOs struggle veititcess to finance. Finance

is required during start up and expansion staggr@fith. The key problem to address

during SACCO start up is its survival and duringp@xsion stage the key issue is
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expansion. Lack of finance during start up stagel$ to immediate failure and in growth
stage it leads to development stagnation. In otoldrecome sustainable liquidity and
capital level should be maintained to protect mersbeonfidence. According to
SASRA (2013), Due to the rapid growth, the Goveminaf Kenya’s commitment to
established SACCO legislation, implement internaldinancial performance standards
and begun supervision of SACCOs with the sole afnproviding the incentive for
improvement of SACCO management and performance

Carson et al. (2005) argued that the level of enéreeurial efforts, as a
consequence will vary depending on what stage ofvtr the firm achieves at a
particular point in time. The stages of growth dwaeceived a lot of attention in
literature. The aim of SACCOS in Kenya is to creastainable business with profitable
growth both now and in the future to meet the dha@lders wealth. Events can change
growth of SACCOs very quickly, and if shareholdargl customers cannot access credit
the industry can collapse.

1.1.4 Alternative source of Financing
Alternative financing refers to financing channgtlat are based on reputation and

relationships rather than on formal contracts (A\ke al.,2005. SACCOS in Kenya can
fill their financial gaps from alternative finangnAlternative financing is advantageous
to formal financing because it is not regulatedtsy government, thus having no interest
rate regulation and no liquidity requirements (Meht Agenor, & Haque,2003.
Therefore, alternative financing provid€ACCOS accessibléinancing when main
sources of financing such as bank loans are netsatie. There is great demand among

SACCOS for alternative financial products that pdevaccess to credit in a manner
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consistent with SACCO policies, in Kenya SACCOs fa@ng high demand of loans
from their members thus they have to fill the gapseeking alternative financing to
continue providing competitive loans to their cusérss, beside the high interest rates
environment such as what was experienced in 204dirlg to liquidity crutch in the
sector.

Main sources of financing alone may not be suffitiéo finance growth in
SACCOS. Additional financing can come from extersaiirces such as fixed deposits,
interest from short term investments, interest frgovernment guaranteed loans,
intermediation and private placement. Fixed ddp@s a source of alternative financing
yields high return, it is offered by other finarciastitution besides; SACCOS can
mobilize their members to deposit surplus moneyhair fixed deposit accounts with
attractive returns. These deposits can act asixesof alternative financing. Interest
from short term investment can also help SACCOSravg their liquidity gaps, by
saving surplus cash where returns are high withershortest time with high returns.

There is also interest from government guaranteads program that has helped
saccos lend money to their members thus enhancmgtly Under this scheme the
government guarantees the SACCOS to borrow furaia fiverseas at a lower interest
rate. The government focuses on specific industigh as youth, women, tea, coffee,
cotton. This government programs are aimed atrggdguidity gaps, which result when
SACCOS are unable to secure capital, due to highadd of loans from its members.
Channeling the youth and women fund has also ingatdie liquidity in SACCOS for

growth and sustainability.



Intermediation has helped SACCOS access funds ghrtmorrowing from and
lending to themselves. SACCOS with surplus cast te another SACCO with deficit
cash. These cuts out bank loans and hence bogaade will be less than if a bank was
involved because intermediary cost is avoidedva®ei placement was used as a source
of alternative financing in Sacco’s by encouragmgmbers to forgo their dividends so
that this internal funds are capitalized. This rodthequired the support from all SACCO
members to prevail. According to SACCO review Nober 2012, issue 009, Stima
SACCO limited was the first one to use private ptaent as a way of raising funds. The
credit union received an oversubscription of 43%renthan Shs 500 Million it was
seeking from its shareholders.

1.2 Problem Statement
Given the institutional constraints on ho8ACCOS in Kenya mitigate the

challenge of funding shortage while sustaining rthebrant growth, how firms are
financed is one of the most important topics invgie firm research (Cass&004).
Githinji (2012) argued that more research needddocarried out in other lending
institutions such as SACCOS and other microfinansétutions to get more insight on
various credit scoring models used in the counitryelation to credit access for these
organizations.

Rukwaro (2012) argued that formal financial ingtdos in Kenya shy away from
SME’s because they consider them too risky andlycast serve. Lack of working
capital, access to credit and access to markethéar products have been established as
the major constraints that cause business closiareSMEs. Due to the unstable

economic environment, high inflation and interestes have undermined SACCOS to
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grow as loans have become unbearable to maintdinerefore, the need to source
alternative and cheaper means for funding wascatiind mandatory for any significant
change to be realized (SASCO, 201Phis study aims to investigate the relationship
between alternative sources of financing to SAC@@&their growth in Baringo county.

Githinji (2012) further added that lack of access dredit (financing) was
indicated as a key problem for SMEs (and SACCOS)dwmaede. In some cases, even
where credit was available, the entrepreneur mag déficulties in accessing the same,
because the lending conditions may require colatlar the loan. Credit constraints
operate in a variety of ways in Kenya where theewetbped capital market forces
entrepreneurs to rely on self-financing or borrayvfrom friends or relatives. Lack of
access to long-term credit for small enterprisese® them to rely on high cost short term
finance. For Kenyan SME’s the formal banking systemas too expensive and
inconvenient. Where banks consider SMEs with nostation history are too risky
because their ability to repay loans was not yeikn

There was great demand among SACCOS for alternaitimacial products that
provide access to credit in a manner consistenh \BACCO policies. In Kenya
SACCOS were facing high demand of loans from theembers thus they had to fill the
gap by seeking alternative financing to continuevling competitive loans to their
customers, beside the high interest rates envirohsech as what was experienced in
2011 leading to liquidity crutch in the sector.

1.3 Objective of the Study.
The purpose of this study was to identify the reteghip between alternative

sources of financing and growth of SACCOS in Basi@punty, Kenya.
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1.3.1 Specific Objectives
The specific objective of the study are to:-

1. To establish the relationship between fixed depaaitd the growth of SACCOS
in Baringo County.

2. To establish the relationship between interest fgimart term investments and
growth of SACCOS in Baringo County.

3. To establish the relationship between interests fgovernment guaranteed loans
and growth of SACCOS in Baringo County.

4. To establish the relationship between financiabnmediation and growth of
SACCQOS in Baringo County.

1.4 Research Questions
The research questions are:-

1. What was the relationship between fixed depositstae growth of SACCOS in
Baringo County?

2. What was the relationship between interest fromrtsterm investments and
growth of SACCOS in Baringo County?

3. What was the relationship between interests fromegunent guaranteed loans
and growth of SACCOS in Baringo County?

4. What was the relationship between financial intefimgon and growth of
SACCOS in Baringo County?

1.5  Significance of the Study
Researcher: the researcher of this study gained knowledge skiltk on relationship

between alternative financing and growth of SACG@E&enya.
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* SACCOS:SACCOS in Kenya currently facing liquidity gaps atido use the
research outcome as key input towards making apptepdecision on the
available alternative sources of financing in erdagtheir growth.
* Government: The government agencies concern withamic development and
eradication of poverty needs to consider the figdamd recommendations for
their planning.
» Commercial Banks: Commercial banks offering finatweé&SACCOS should use
the outcome of this research to evaluate and dpvappropriate strategies on
their lending portfolio.
* Academicians: Information documented in this stumhntinually will be a
resource to other researchers and a key additiolitet@ture in the area of
alternative finance.
1.6 Scope of the Study

The study was carried out in SACCOs located in iBgri County. The study
analyzed the relationship between alternative fimep and growth of SACCOs in
Baringo County.

1.7 Limitation of the Study
The primary limitation of the study was that it whsited to only Baringo

County Just like any study, the research facedouarbther limitations which include;
Poor infrastructure system and insecurity (cattlstling) which made access to one
SACCO in East Baringo a big Challenge, most respotsxdwere too busy in their place

of work and led to delay in collecting back thdefil questionnaires. A number of
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SACCO manager were initially resistant in filliniget questionnaires citing secrecy and

confidentiality and the researcher had to take tiongersuade them.
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CHAPTER TWO
LITERATURE REVIEW

2.1 Introduction
This literature review highlights the previous sasddone on the relationship

between alternative financing and growth of SACCQiferature review was done to

facilitate acquisition of information from previowsudies and records that stick out as
sources of alternative finance to SACCOS. Bothtkis®retical and empirical literatures

were reviewed. The conceptual framework is alsovideml and the knowledge gap is
demarcated.

2.2  Theoretical Review
SACCOS have traditionally, and continue to borrawamcing from commercial

banks. However this source is increasingly becomimgustainable due to micro-
economic pressures, hence the need for the inttioduaf alternative financing avenues
for SACCOS and which can readily be found in thekagplace. SACCOS in Kenya
also face new challenges of reform due to increasgithnce by sector regulator, the
SACCO Societies Regulatory Authority (SASRA) thlatetatens their very survival. In
meeting these obligations and to attract the mwegtded financing it is imperative that
SACCOS conform to professional standards of opmratiand approach to business,
(SASRA 2012)

It is widely recognized in academic literature thahall and medium size
enterprises (SMEs) struggle with access to fingiManson & Kwok, 2010; Hughes,

2009; Bruns & Fletcher, 2008). Furthermore, smaflens are perceived to be key
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players in innovation, industrial restructuring, alte generation and economic growth
(Storey, 2004). The reliance on savings and inBbrmeans of financing is considered
important in Kenya. Similar trend in small busimeffnance can also be found in
developing economies. SACCOS are faced with cuwathrcompetition from the
commercial banks that are offering more competigixeducts leveraging on technology.
The government has in recent years initiated vari@miorms that have narrowed the
difference between the SACCOS and banks, (Charil )20

The problem of access to capital become even misaeaging in emerging
markets for a variety of reasons as indicated hyeBet and Venter, 2010; Cunningham
and Rowley, 2010; Klonowski, 2005; Abor & Biekpe)B; Tagoe et al, 2005. First
firms in emerging market operate in an environmahimperfect legal infrastructure,
argued Cunningham and Rowley, 2010; Klonowski, 20@&pital providers must often
agree to contractual terms that are suboptimatiiem. Second financial disclosures in
emerging market continues to be relatively poomuadySami and Zhou, 2008; Zhou,
2007; Klonowski, 2007. Klonowski, 2007; Tagoe gt2805 argued that Many countries
report financial results under their own financsdndards and regulations which are
different from those seen in international accaumtstandards; consequently, auditing
firms must often recast the financial statementsrofs operating in such market. Third,
asymmetry of information and moral hazards are mooaounced in emerging markets.
Andrew Tananbaum, CEO and founder of Capital Bssir@redit added that they were
prepared to lend more against the assets thanpheirlender was prepared to do, he
added that they are prepared to help the compéahythe type of line of credit that can

support the business' growth. A large number okband other major intermediaries
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managed to increase risk by exploiting loophole®gulatory capital requirement to take
a highly leveraged, one way bet on the economy {&&007).

2.3 Empirical Review
Darek, (2006) contributed that Challenging accesdirtancing has motivated

many countries in emerging market to embrace tea iof public assistance to SME
sectors  Public intervention can be driven by mldtmotivations. Cunningham and
Rowley, 2010; Atherton and Fairbanks, 2006 added tthere is pressure on emerging
economies to sustain their level of economic dewalent in order to catch up their
regional competitors they further added that, icogmizing the importance of the SME
sector and its role in stimulating economic develept in the west, the sector continue
to receive disproportionate attention from governtragencies and institutions this was
also argued by Cunningham and Rowley, 2010; DagwgOllor, 2009; Atherton &
Fairbank, 2006. SME economies are motivated t@mecmore integrated with world
economies and participate in wealth distributiotwaoek (Derek, 2006).

Government assistance program focus to addresdeaspectrum of issue related
to entrepreneurs, including human resource andsadyifunctions, (Cunningham and
Rowley, 2010; Tamosiunas & Lukosius, 2009; Temti2@08; Atherton and Fairbank,
2006), provision of finance (Dagogo and Ollor, 200@&mbunam, 2007; Atherton &
Fairbank, 2006; Tagoe et al., 2005; Karsai, 20@%cording to quarterly SACCO
Magazine (2012) the big irony is that member ownefsSACCOS still save with
commercial bank at meager return, then the SACCCfogahe same savings from
commercial banks to avail credit facility to thareamember owner at exorbitant rate.

Analysis clearly shows that economic liberalizatibas not seen the co-operative
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movement wither away. Though in the interim manyoperative succumbed to the
fierce competitive market forces, which continueattversely affect some co-operative
organizations, the majority of these organizatitveve survived liberalization storm
(Wanyama, 2012).

To reclaim the services that were previously predidby the co-operative
movement, primary and national co-operative org#tions are steadily making
alternative arrangements to provide the same sv¥actheir members- an indication that
liberalisation has given co-operative the impetgd-examine their operation. “Most
SACCOS are embracing growth strategies like coatimebranding, branch expansion,
adoption of appropriate information and communaattechnology in their operation
and aggressive marketing and member recruitmeivitees.”(Ademba, 2011).

The future of co-operative development in a libeel economic environment seem to
be bright, the challenge is how to cultivate thieasiness virtues in the less adopted co-
operatives in order to spread the benefit of thew'nmode of co-operation to a wider
population in Kenya. It is only then that the mment will be in a position to offer
greater social protection to the society (Wanya204.2).

Co-operatives must start seeking finance exterrthligugh direct borrowing or
through partnering with international institutiontlhey are to achieve their mandate of
extending credit services to over 12million memb&surces of external finance differ
widely from country to country. In all countriespwever bank borrowing is on the
decline. Corporate borrowing is increasingly takitme form of negotiable securities
issued in the public capital market rather thanftimen of non-marketable loans provided

by financial intermediaries. This process is knoas securitization. Securitization
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largely reflects a reduction in cost using finahomarkets at the same time that the cost
of bank borrowing has risen.

Securing loans with a good rate won't be easy, Wewelo manage liquidity
SACCO managers must balance the firm’s investmenturrent assets in relation to
current liabilities, to accomplish this task, thenf management can minimize the use of
current assets by efficiently managing its inveie®and account receivables, by seeking
out the most favorable account payables and by torimg its use of short term
borrowing. Liquidity can be managed by holdinggkar cash and marketable securities
balances that can be drawn down in time of neeerraitively, the firm can increase its
liquidity by reducing its short term borrowing amttreasing its use of long-term debt or
equity. Kenya is making progress in deepening st financial services as the number
of those not reached by the services reduced tan@llibn from 6.7 million in 2006
according to financial access study in Kenya. Ado to the financial access (2009),
the SACCOS loss of customers is attributed to cditipe from banks through proactive
outreach by offering easy access transaction atcminvell as consumer loans. The
other factor is attrition of the SACCOS market a®sult of retirement in public sector
and preference by younger employees to patronizksba

2.4  Alternative Financing and Growth in SACCOS.
According to Mwaura, (2005) Sectional paper Nof4@87 on renewed growth

through the cooperative movement highlighted thgniBtance of the movement in
national development. By this time there were 388§istered cooperatives with more
than 2million members and an annual turnover grehse 6billion. The paper noted that

one in every two Kenyans derived its livelihoodnfrdhe cooperative either directly or
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indirectly. The cooperative movement in Kenya suted to be the most advanced in the
African continent. The Kenya Nordic agreement 0624%d to the establishment of the
Cooperative college of Kenya at Lang'ata, whichhis main training ground for both
ministry staff and the movement employees.

According to MOCD (2011) the first Savings and dréfboperatives in Kenya
were started in the late sixties. The Governmentiaheconomic survey shows that as at
December 2002 there were more than 2,400 activeCZ2&with membership in excess
of 1.5 million people. Share capital stood at Ksbs.billion while outstanding loans
were Kshs. 59 billion. The structure of the coofigeamovement in Kenya comprises of
four tiers. These include the primary societiescoadary cooperatives, tertiary
cooperatives and nationwide cooperatives. It iegaly accepted that lack of regulation
is the main reason for collapse or stagnationencthoperative movement due to issues of
structure, fraud, financial risk and mismanageme&herefore, the setting up of a strong
legal and institutional regulatory framework is tical toward creating order,
sustainability, stability and growth in the sectlor.order to become sustainable, certain
key requirements in the capital and liquidity levehust be met in order to protect all
SACCO members and bolster confidence. This willl lEacreating affordable means to
build capital and financial base for SACCOS andpewatives (Rukwaro, 2001).

However, due to an unstable macro-economic enviemiy high inflation and
interest rates have undermined SACCOS capacityrigiscas loans have become
unbearable to maintain. Thirlwall (2004) added ttis situation has been worsened

because the members have also suffered these sauom-etonomic turbulences
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reducing their disposable income and directly difgctheir savings into SACCOS as an
alternative to finance SACCOS

Therefore, the need to source for alternative drehper (to current commercial
banks rates) means for funding is critical and nasory for any significant change in the
sector to be realized. This will have certain instand direct benefits to the cooperative
movement such as: They will be able to access cbapipal and this will help with mass
compliance of liquidity and capital requirementsisTis because it is mostly in the areas
of finance and capital that the cooperative movdnias yet to become sustainable.
Other areas of compliance include having a longitstrategy, performance contracting
and in the areas of IT — all of which require afioial outlay (Fama, 2010).

As the majority of institutions begin to accesscheaper financing will trigger
exodus from borrowing expensive commercial loafa: €éxample, in Kenya, SACCOS
alone borrow over 120 Billion Shillings a year atids is expected to have a direct
impact on the macro economy.) Directly, this waidt to competitive pricing of loans for
SACCOS and cooperatives not able to meet the Altesn Financing requirements.
Currently SACCOS have a huge debt with commercaakb that lend at commercial
rates, forcing them to borrow loans at higher rdibes the rate of lending to members.
This means that SACCOS have a huge debt load vim tand to become sustainable,
they must borrow at lower rates than the rate thagl to members (Nyangweso, 2009).
Cheap and reliable income from alternative finagaiill lead to stability in the sector to
usher in a season for growth. This stability welhdl to satisfied members and customers,
as SACCOS and cooperatives will be able to borrovower rates and lend at higher

rates. Directly this will lead to innovative prodsidrom SACCOS leading to growth and
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expansion leading to the much-needed modernizatiotne SACCO and cooperative
sector (Wangu, 2012).

The impact of affordable and adequate and relidbens, SACCOS and
cooperatives will build confidence with its membeawrsd the public. This new level of
trust will enable SACCOS to mobilize savings frdme public entering the mature phase
of the post-regulation era. This will position tBACCO as alternative financiers on their
own: for example - strong enough to finance theegoment as highlighted in the legal
government policy for SACCOS in the Kenya'’s Visi2ad30. Alternative financing will
trigger mass rebranding which will bury the histady mismanagement and will help
members to forget the history of mismanagementiagiiciencies. The new image will
target a wider group of people especially those wh® currently marginalized and
placing the Kenyan SACCO movement in the fore maghority in the regional SACCO
sector.

Savings and Cooperatives Societies (SACCOS) aranimmgeup to ordinary
Kenyans to access financial services by liftingtrretsons on membership to raise
national savings. SACCOS have not been seen aayrifimancial institutions by many
people. The savings to loan ratio remain slow ahdret is room for growth.
Aggressive recruitment of new members is a keyrpyido SACCOS due to the
heightened job insecurity in Kenya. SubsequenthiCE®S have suffered low retention
rates of members also driven by the inability ofnné&SACCOS to offer long term
lending options to members (Wambua, 2012). Strege@f luring international
financiers are critical for the survival of the s®cthat currently faces a tight cash

crisis. There is a lot of synergy for SACCOS teerrend because this benefit would be
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passed onto members based on a recent proposa®R/Sto create an inter-lending
facility to allow SACCOS to address their cashisrierough a lending platform.

Stima SACCO has raised Ksh 713 million in additiomapital from a
membership drive that attracted high demand fronrmbegs registering a 43 percent
oversubscription. The Sacco intends to investctpatal in setting up new branches in
Nairobi, Kisumu, Mombasa and Nakuru regions, whitgosting its Information and
Communication Technologies. The membership drive aas alternative source of
financing, benefited from the rules introduced Img tSACCO Societies Regulatory
Authority (SASRA) which helped raise confidence mémbers about their SACCOS
(Wambua, 2012).

2.5  Conceptual Framework
SACCO growth and sustainability depends on soutedredtive financing sources

besides main financing means. It comprises of fidedosits, interest from short term

investment, interest from government guaranteedsl@ad intermediation.
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FIGURE 1
Relationship between alternative financing and growh of SACCOS
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Figure 2.5.2 Conceptual framework

Source; Researcher (2013)
2.5.2 Elements of alternative financing.

Fixed Deposits
This is where members save money for a long peabdime without any

withdrawal but with a return. This enables the SATSto finance their operations using
these deposits. The deposits attract an interesth® members. Fixed deposits as a
source of alternative financing for SACCOS has gateel a lot of interest and debate in
recent years. Locally mobilized fixed deposits potentially the largest and the most

immediately available source of finance for mosiIC&0S. Bearing this in mind, one is
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left to wonder what is hindering the SACCOS fronogperity, given the access to its
resources and the wealth of its opportunities (M&aR004).

I nterest from short term I nvestment
SACCOS are allowed to invest members’ money in rotheome generating

activities. The investment in these activities gates interest and other returns which
can be used in financing other operations of th€ESAS. More Kenyans are signing up
with Savings and Credit Cooperatives Societies (GAS) for saving, loans and as
investment vehicles. SASRA (2012) indicates thatttital assets for the 215 SACCOS
licensed to carry out front office service acte#i(FOSA) raised to ksh. 196 billion from
kshs. 171 billion the previous year. SACCOS lendheir members on savings basis
where a member can borrow up to three times tla@ings at low interest rates of below
12% depending on the SACCO. They are allowed hewé&y charge a maximum of
12% interest rate on loans, which KUSCCO has teragetimiting bearing in mind the
high Central Bank base rate, as SACCOS borrow frommercial banks.
I nterest from Government Guaranteed Loans

Under this scheme the government guarantees th&€88d0 borrow funds from
overseas at a lower interest rate. The governfieenses on specific industry such as
youth, women, tea, coffee, cotton. This governmgmigrams are aimed at closing
liquidity gaps, which result when SACCOS are unablesecure capital, due to high
demand of loans from its members. Channeling thehyand women fund will also

improve the liquidity in SACCOS for growth and saisgbility.

23



The earliest government-sponsored financial suppart micro-enterprises pre-dates
independence and was meant to let African entrepirsninto commerce from which
they were previously excluded. The first independgvernment pursued this policy,
sometimes controversially, as eithefricanization’ or ‘Kenyanization’policy. The
main thrust of the policy was to remove the botltks of which lack of credit was
considered the most important, impeding the acoés&frican Entrepreneurs to seed
capital. Most of these institutions remain to ttié/ although they have changed in form
andsubstance (Muturi, 2009).
I ntermediation

Intermediation can help SACCOS access funds thrdugiowing from and
lending to themselves. A SACCO with surplus caah lend to another SACCO with
deficit cash at a cheaper rate. These cuts olt loans and hence borrowing rate will be
less than if a bank was involved because interrmgd@ost is avoided. Indeed
intermediation or “cutting out the middlemen” cae imitiated by both borrowers and
lenders. This is possible when the players are ewathe rates involved. In this case
borrowing SACCOS will bypass middlemen in orderbmrow directly from lending
SACCOS hence paying less. This less would be rtt@e what the middlemen would
have given the lending SACCO and this creates aminrsituation (Bwisa, 2010).
2.5.3 Factors representing growth.

Growth in SACCOS is the dependent variable in $gtigly. It was measured in
terms of no. of branches and profit margins (swgphand growth rate. No of members

and profit margins was calculated based on thenfish statements of SACCOS
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collected. According to SACCOS capacity buildirdp@7) there have been significant
growth with new services and offered and on an edipgy membership.
2.6  Research Gap

Alternative financing is advantageous to formalafining because it is not
regulated by the government, thus having no inter@® regulation and no liquidity
requirements (Montiel, Agenor& Haqu2003. Therefore, alternative financing provides
SACCOS accessiblnancing when main sources of financing suchaskioans are not
accessible. SACCOS have alternative sources ohding their operations including
fixed deposits from members, interests from invesits, government guaranteed loans,
intermediation and private placement. Accordindtrek, 2006Here is great demand
among SACCOS for alternative financial productst theovide access to credit in a
manner consistent with SACCO policies. In KenyaC&®S are facing high demand of
loans from their members thus they have to fill ag by seeking alternative finance to
continue providing competitive loans to their cusérs, beside the high interest rates
environment such as what was experienced in 204dirlg to liquidity crutch in the
sector. It is recognized in Kenya that SACCOSgglel with access to finance. Finance
is required during start up and expansion staggr@fith. The key problem to address
during SACCO start up is its survival and duringpaxsion stage the key issue is
expansion. Lack of finance during start up stageldeo immediate failure and in growth
stage it leads to development stagnation. In otoldrecome sustainable liquidity and
capital level should be maintained to protect marstmnfidence (Carson et. al 2005).
Given the institutional constraints on h&ACCOSIn Kenya mitigate the challenge of

funding shortage while sustaining their vibrantwgito, how firms are financed is one of
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the most important topics in private firm reseafClassar,2004; this study aims to
explore the relationship between alternative waly§imancing for SACCOSand their

growth in Baringo county.

2.7  Operationalization of Variables

This Operationalization table gives the insighthanv the various variables were

measured, analyzed and conclusions drawn thereafter
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TABLE 11

OPERATIONALIZATION OF VARIABLES

Variable Indicator Measurem | Source of| Tools of
ent Scale | Data Analysis
Independent Competitive interest rat Descriptive
Variables Account rolling over Nominal Questionnaire | Statistics
Fixed deposits | Amount of fixed deposit
Interest frorr| Duration of investme! Descriptive
short term| Amount of interest receivedNominal Questionnaire | Statistics
investment from short term investment.
Interest frorr| Duration of loan advanc Descriptive
Government Amount of interest receivedNominal Questionnaire | Statistics
guaranteed loans| from government guaranteed
loan.
Intermediatiol Amount of interest receive
from government guaranteedNominal Questionnaire | Descriptive
loan. Statistics
Duration of using the fund
Dependent
variable Growth rate Nominal Questionnaire | Descriptive
Growth in| /percentage Statistics
SACCOS
Relationshif Fixed deposit amour Nomina Questionnair | Rank ordel
between source afinterest received Correlation
finance and Duration of investment analysis
growth of the Regression
SACCO analysis

Table 2.7: Operationalization of Variables
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction
This chapter presents the methodology that was tesedllect data for the study.

It covers the research design, target populaticsia dcollection instruments and
procedures, data validity and reliability and asaynethods.

3.2 Research Design

Descriptive survey research design was employedhis study. The major
purpose of descriptive research design was to itbesthe state of affairs as it is at
present. According to Mugenda and Mugenda (19999szriptive research is a process
of collecting data in order to answer questionsceomng the current status of the
subjects in the study. This type of research attertgpdescribe such things as possible
behaviour, attitudes, values and characteristidfie design was deemed appropriate
because the main interest was to explore the viedlionship between alternative
financing and growth of SACCOS in Baringo County.

3.3  Target Population
According to Ngechu, (2004), a population is a wvaelfined or set of people,

services, elements and events, group of thingsoosédholds that are being investigated
(Mugenda and Mugenda, (1999). The researcher &tg€EQO’S of 36 co-operative
societies registered in Baringo County. Baringau@g as a study area was selected
because it has a number of SACCO with diverse brackgls both giant and small; all
with competing abilities beside the researcherdeesvithin the county. The researcher
worked in collaboration with SACCO Societies Regmig Authority (SASRA) and

MOCD in order to obtain the list of all registe8BACCOS in Baringo County. Because
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the target population was small and all accessiible study employed census
methodology.
3.4. Data Collection Methods

The researcher used a questionnaire as a priméaycdbection instrument. The
guestionnaire was divided into sections represgntiire various variables adopted for
study. Mainly closed ended questions were usedeé@kisg the views, opinions, and
understanding of the respondents on the relatipnisbiween alternative financing and
growth of the SACCOS.

3.5. Data collection procedure.

To begin with the researcher received an introdycleiter from the university
school of graduate to facilitate the study. Thedgionnaires were administered through
drop and pick method to CEQO’s of the SACCOS in Bgwi county. The researcher used
research assistants to distribute by hand to theetee respondents. Upon completion,
the research assistants recollect the questiosnaind ensured high completion rate
through persuasion and patience were required.ngacy data was also being collected
for this study. This data was useful in generataglitional information for the study
from already documented data or available rep&msl of year financial reports of the
SACCOS was key in obtaining secondary data from G@S. Cooper and Schindler
(2008) further explain that secondary data is afulisquantitative technique for
evaluating historical or contemporary confidentiapublic records, reports, government

documents and opinions.
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3.6  Data Validity and Reliability

Validity refers to appropriateness, meaningfulreass usefulness of the inference
the researchers make. Reliability refers to coestst of scores or answers from
administration of an instilment to another, andrfrone set of items to another (Fraenkrl
& Wallen 2000). According to Mugenda et al (1998&]lidity refers to the accuracy and
meaningfulness of inference, which is based onréisearch results. It is the degree to
which results obtained from the analysis of theadattually represent the phenomenon
under the study. Validity therefore has to do wittw accurate the data obtained in the
study represent the variable of the study. Tha dats a true reflection of the variables,
inferences based on such data was accurate andngiehn

The instrument (questionnaire) was rated in term$aw effectively it will
sample significant aspects of the purpose of theéystBest and Khan (2009) suggest that
the validity of the instrument is asking the righuestions framed in the least ambiguous
way. Thus validity measure depends on collectimgright data. Fraenkel (2009) suggest
that the instrument should be given to an individubo can be expected to render an
intelligent judgment about the adequacy of therumsent. For research instrument to be
considered valid, the content selected and includethe questionnaire must also be
relevant to the variable being investigated (Kgdin 2003). The research instrument was
not only be used to collect data but also to cobexk the correctness of data obtained by
others.

Reliability of an instrument refers to the extdotwhich the measures give
consistent results (Mugenda & Mugenda, 1999). Jq@pP80) defines reliability as the

extent to which a consistency over time and their@ate presentation of total population
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of the study is referred to as reliability andhetresult of the study can be reproduced
under similar methodology then the research insgtninjquestionnaire) is considered to
be reliable. In this study the reliability of theestionnaire was measured by the result
obtained at the end of data collection and ansgetie research questions and
measuring the study objective.

3,6.1. Reliability of measure.

The researcher employed Cronbach's alpha coeffigktistical procedure, to
access reliability of measure as recommended byendayand mugenda (2003). The test
yielded an Alpha value of 0.786 which was greatemnt0.7 recommended for most
research purposes to denote instruments accepldis of reliability (Robert et al.
2006).

3.6.2 Validity of measure

Validity was assessed using content validity. @ontvalidity was achieved
through piloting the questionnaires among 10 setechacco’s, as to establish the
relevant and representativeness of questionndiees as noted by Eby, (1993). Pilot
testing of the questionnaires was conducted befloee actual research as to get an
indication of the expected responses with a viewdémtifying ambiguous and unclear
guestions as well as to detect possible weaknasgbge design and instrumentation as
suggested by cooper & schindler (2008).

3.7 Data Analysis Procedure
Kothari (2004) found out that data analysis hastiplel facets and approaches,

encompassing diverse techniques under a variatpamoies, in different business, science

and social science domains the collected questimmeas edited for completeness and
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coded in preparation for data entry and analysle Btatistical Package for Social
Sciences (SPSS) computer package was used foamatgsis. Data was entered into the
software; a linear regression analysis was usestablish the extent to which growth in
SACCOS is explained by alternative financing.

Further analysis was done using correlation armlysias to establish the strength
of the relationship among the variables. The nefefindings were presented in form of
tables, graphs and statistical figures. Contenlyarsawas used to analyze qualitative data
and findings be presented in form of Table, piertshand bar graphs followed by
interpretation and discussions. The relationsleippvben the dependent variable (growth
of SACCOS) and the independent variable (alteredfiivancing) will be tested using a
linear regression equation as shown below:

Y=Bo+P1X1+PoXo+B3X3+PBaX4+E Equationl

Where:

€ is the error term representing any variable thahe source of finance not explained by
the model.

po = represent a constant term, the true mean valseuxces of alternative finance when
the independent variables X1,X2,X3... is equal tmze

1,2,3....Denote the observation numbers.

B1, B2 B3 P2= These are correlation coefficients

X1=Fixed Deposits

X2= Interest from Investment

X3= interest from Government guaranteed loans

X4= intermediation.
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3.8  Chapter Summary
This chapter describes the research methodology insthis study including the

population, data collection methods, data religb#ind validity and analysis methods.
This study targeted all licensed SACCOS in Bari@munty, census methodology was
employed because the target population was smélatiaccessible. Data was collected
using semi-structured questionnaires using the @ pick later technique. A linear
regression analysis was used to determine theaesdip between the different variables
in the study. The study findings were presentedoim of tables, graphs followed by

discussions.
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CHAPTER FOUR
DATA ANALYSIS AND DISCUSSION

4.1 Introduction
This chapter presents results from analysis of dali@cted in the field through

the use of questionnaires that were administereNGCO within Baringo County. The
analysis was guided by the research objectives gbaght to eases the relationship
between alternative financing and the growth of EAXS. A total of 36 questionnaires
were issued of which 34 were collected back reptasg 94.4 percent response rate
which was adequate for inferential analysis andrfeaningful conclusions.

4.2 General Information
4.2.1 Preferred mode of Alternative financing
The extent to which the participating SACCO weréngsthe four financing

alternatives were as indicated in Table 4.2.1

Table 4.2.1 SACCOS Alternative Sources of Financing

Interest from
Interest from
Source of _ ) Government o
_ Fixed Deposits|Short  term Intermediation
Alternative ) guaranteed
_ ) investment
Financing Loans
N Percent [N |Percent |N Percent|N |Percent
Preference/usage 34 100% | 34 | 100% | 29 | 85.3% | 26 76.5%
Not at all 0 00% [ O | 0.0% | 5 | 147% | 8 23.5%
Small extent 2 59% | 5| 147% | 4 | 11.8% | 6 17.6%
Moderate 7 206% | 5 | 14.7% | 11 | 324% | 14 | 41.2%
Great Extent 9 26.5% | 11| 324% | 8 | 235% | 4 11.8%
Very Great Extent 16 | 47.1% | 13| 382% | 6 | 17.6% | 2 5.9%

N = Number of respondents
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Fixed deposits and interest from short term investis1 were both found to be
preferred by all the saccos in Baringo county, 85ahd 76.5% preferred interest from
government guaranteed loans and form intermedia&spectively, 47.1% of the saccos
using fixed deposits found it to a very great ekterbe a key contributor to its financing
activities, 26.5%, 20.6% and 5.9% noted that it wastributing to a great extent, to a
moderate extent and to a small extent respecti@8y2% and 32.4% indicated that
interest from short term investments were to a \g@Bat extent and to a great extent
respectively. Those who noted that it was contiilguto a moderate extent and to a small
extent made up 14.7% of the Saccos respectively.

Interest from government guaranteed loans recesvadx acknowledgement of
its contribution to saccos alternative financing2.430 acknowledged that it was
contributing moderately to their growth while 23.5%.6%, 14.7%, and 11.8% noted
that it was contributing to their financing to agt extent, to a very great extent, not at all
and to a small extent respectively. Intermediati@s adopted by 76.5% of the SACCOS
in Baringo County with 41.2% indicating that theyne using it to a moderate extent,
17.6% were using it to a small extent, 11.8% usédl & great extent and only 5.9% used
it to a very great extent. This was an indicatibe &ll saccos in Baringo county were
using fixed deposits and interest from Short tetmestments while a substantial number
were using interest from government guaranteedsl@a intermediation as alternative
sources of finance.

4.2.2 Number of branches
The number of branches each SACCO had at the tiimineo study was as

indicated in Table 4.2.2
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Table 4.2.2 Number of Branches

Value No of respondents Valid Percentage
Less than 5 17 50.0%
Between 6-10 16 47.1%
Between 11-15 2.9%
Between 16-20 0 0.0%
Over 20 0 0.0%

Nearly all SACCOS participating in the study hadslethan 10 branches
cumulatively accounting for 97.1%. The majority 50%4d less than 5 branches while
47.1% had between 6 — 10 branches and only one ®actmore than ten branches. It is
evident that most of the saccos in the county vesitein young as indicated by the
majority having less than 10 branches.

4.3 Effects of Alternative Financing on Growth

To get the overall perception of the respondentsthen effects on alternative
financing on the growth, respondents were requestaddicate the level to which the
four alternative financing options had influencetes growth. The finding were as
indicated in Table 4.3.1

Table 4.3.1 Alternative Financing influence on Growh

Value No of respondents| Valid Percentage
Very Great Extent 14 41.2%
Great Extent 18 52.9%
Moderate Extent 2 5.9%
Small Extent 0.0%
Not at all 0 0.0%
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A majority (52.9%) of the respondents believed thia¢ use of alternative
financing was a key ingredient for SACCOS growtlatgreat extent while 41.2% saw it
as of great importance to growth of SACCO. Onl9b.considered it to influence the
growth to a moderate extent. This was a clear atitin that alternative financing was
influential in the growth of the saccos in Baringmunty.

4.4 Fixed Deposit
4.4.1 Fixed deposit Mobilization
All the saccos acknowledged mobilizing its member®pen and operate fixed

deposit accounts. The average value of fixed depastcounts held by the Sacco were as

indicated in Figure 4.4.1

M Lessthan 500,000
M Between 501 - 1 million
M Between 1 Million - 2

Million
M Over 2 Million

Figure 4.4.1 Amounts in Fixed Deposits
Majority (35%) of the Sacco on average had fixedod& accounts amounting to
between 501,000 — 1 million shillings. 27% of thec&’s were holding fixed deposit

accounts of less than Kshs 500,000 and betwee? mhiion shillings had only 26% and
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12% had deposits greater than 2 million shillindgswas therefore notable that most of
the saccos were yet to fully mobilize fixed depobieyond 2 Million shillings.

4.4.2 Frequency of fixed deposit rollover after maturity
To evaluate the stability and attractiveness offiked deposits, the respondents

were requested to indicate the extent to whichfittedl deposit account rolls over after
maturity. Their feedbacks were as indicated in &ab#.2.

Table 4.4.2 Fixed deposit rollover

Value No of respondents| Valid Percentage
Very Great Extent 12 35.3%
Great Extent 16 47.1%
Moderate Extent 5 14.7%
Small Extent 1 2.9%
Not at all 0 0.0%

Close to half (47.1%) of the saccos were to atgeggent rolling over after
maturity while 35% noted that it was to a very gretent, 14.7% noted that it was to a
moderate extent while only 2.9% indicated it wastemall extent. This was a positive
outcome indicating most of the fixed deposits wetained for a longer period within the
saccos as a key source of financing their opersition

4.4.3 Frequency of withdrawals before maturity
Performance of the fixed deposit facility was atsaluated based on termination

before maturity and the findings were as presemdable 4.4.3
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Table 4.4.3 Termination of fixed deposits before niarity

Value No of respondents| Valid Percentage
Very Great Extent 0 0.0%
Great Extent 0 0.0%
Moderate Extent 1 2.9%
Small Extent 6 17.6%
Not at all 27 79.4%

Majority (79.4%) acknowledged that there was nddiawal of fixed deposit by
clients before their maturity date, 17.6% noted ihavas to a small extent that they
experienced withdrawal before maturity and 2.9%eddhat it was to a moderate extent.
These points to a desirable trend of holding figegosit accounts to their maturity. This
was in line with the findings in 4.4.3 indicatingost of the fixed deposits were retained
after their maturity by most of the saccos.

4.4.4. Fixed Deposit Effects on Growth
The respondent’s perceived the relationship betwbenperformance of their

fixed deposit facility and the growth of the Saeeere as presented in Figure 4.4.4

50% | 47.1%
45% -

30% - 26.5%

14.7%
15% - 11.8%

10% -
3% - 0.0%
0%

Very Great GreatExtent Moderate SmallExtent Not at all
Extent Extent
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Figure 4.4.4 Effects of Fixed Deposits on SACCO Gwth

Close to half (47.1%) acknowledged that the |@fdixed deposits affects the growth of
the Sacco to a very great extent, while 26.5%,%4and 11.8% noted that it was to a
great extent, to a moderate extent and to a smtdherespectively. This was a clear
indication that management of fixed deposit acceunyt the saccos were yielding the
desired effects on their performance.

The extent to which the SACCOS have mobilized itsmbers to open and maintain
fixed deposit accounts as a way of growing sharhteapital were as indicated in Table
4.45.

Table 4.4.5. Extent of Fixed Deposit Mobilizationa support Growth

Value No of respondents Valid Percentage
Very Great Extent 6 17.6%
Great Extent 9 26.5%
Moderate Extent 9 26.5%
Small Extent 7 20.6%
Not at all 3 8.8%

Slightly more than a quarter (26.5%) acknowleddet they had mobilized their
members to a moderate and great extent to opemairdain fixed deposit accounts as
strategy for growth to SACCOS. The remaining 20&% 17.6% indicated that they had
performed the mobilization to a small extent, toyvgreat extent respectively. It is only
8.8% who did not undertake the activity. Despite ¢bntribution of the fixed deposits to
the growth of the Saccos, a substantial numbenefSaccos were not aggressive enough

in mobilizing their members to open the fixed de{soaccounts.
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The perception of using members fixed depositsasts as the core source of income for
growing the SACCO was seen by 55.9% to be truewerg great exten{Table 4.2.3)
while 29.4%, 8.8% and 5.9% noted that it was teeaigextent, to a moderate extent and
to a small extent respectively.

Table 4.4.6 Perception of Fixed Deposit interest asSource of Growth

Value No of respondents Valid Percentage
Not at all 0 0.0%
Small extent 2 5.9%
Moderate 3 8.8%
Great Extent 10 29.4%
Very Great Extent 19 55.9%

4.5 Interest from Short Term Investments
Interest from short term investment was considéoeae a key alternative source

of financing to Sacco. A number of key attributdstlve source were evaluated as
presented below

4.5.1 Interest form short term investment
It was established that all (100%) of saccos wiB@mingo county were engaging

in short term investment as a means of generatitianal return to enhance their
services and finance its growth

4.5.2 Short term investment duration
The average duration the saccos were investingart $erm maturity investments

were as indicated in Table 4.3.2
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Table 4.5.2. Average Maturity period of Short terminvestment

Value No of respondents Valid Percent
Six Months -1 Year 13 38.2%
Between 1-2 Years 20 58.8%
More Than 2 Years 1 2.9%

Most of the Sacco investments (58.8%) were on aeetaking between 1-2
years, 38.2% took between six months and one ybde wnly 2.9% took more than 2
years on average. This reflects investment horiabtess than 2 years as the most
preferred investment horizon for their short tenveistments.

4.5.3 Interest received from short term investment

The interest amount the participating Sacco hadived on average annually in
the previous three years were as indicated below

Table 4.5.3 Average annual interests from short ten investment

Amount No of respondents Valid Percentage
Less than 500,000 9 26.5%
Between 500,001 -1 Million shillings 18 52.9%
Between 1-2 Million 4 11.8%
> 2 Million 8.8%

Slightly more than half of the saccos received keetw0.5-1 million shillings in
interests in the last three years while 26.5% xexkiless than 0.5 million shillings.
11.8% received between 1- 2 million shilling whillely 8.8% percent earned more than 2
million shillings. This shows that most of the sasavere yet to surpass the 1 million

shillings mark in interests generated from theorskerm investments.
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4.5.4 I nterest from Short term investment and growth of SACCOS
The level to which interest from short term investinhas influenced the growth

of the saccos in Baringo county were as presentdalble Below

Table 4.5.4 Short term investments interest and Sao growth

Value No of respondents Valid Percentage
Very Great Extent 13 38.2%
Great Extent 15 44.1%
Moderate Extent 4 11.8%
Small Extent 1 2.9%
Not at all 1 2.9%

44.1% of the saccos noted that interest from shemin investments were
influencing their growth to a great extent, 38.26%eal that it was to a very great extent,
11.8% indicated that it was influential to a moderaxtent while 2.9% of the saccos
indicated that the influence was to a small extamd did not influence their growth
respectively. This was an indication of the impoce of interest from short term
investment for saccos in Baringo county in enhamtiir growth.

The perception of the respondents towards diffeagpects of interest from short

term investments in financing growth were as ingidan Table 4.3.5
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Table 4.5.5 Perception towards Interest from Shorterm Investment

VGE GE ME SE NAA

The SACCO has prioritizec
4(1

Short term investment fo| 6(17.6%) |14(41.2%) 10(29.4%) 1.8%) 0(0.0%)
. 0
growth.

The SACCO’s short tern|
investments generate retur| 11(32.3%)|15(44.1%) 8(23.5%) | 1(2.9%) | 0(0.0%)
driving it's growth

The SACCO policies
emphasizes on short ter| 8(23.5%) | 9(26.5%)| 10(29.4%)|6(17.6%) 1(2.9%)

investment for growth

NAA = Not at all,SE = Small extentME = Moderate ExtentGE = Great Extent and
VGE = Very great extent.
41.2% of the respondents noted that the SACCO hadtjze interest from short

term investment to a great extent as a key sourggowth while 29.4%, 17.6% and

11.8% perceived had prioritize it to a moderattemtx to a very great extent and to a
small extent respectively. A majority (44.1%) achedge that the SACCOs short term
investments were generating return financing tgeswvth to a great extent while 32.3%,
23.5% and 2.9% indicated that it was to very gexd&nt, moderate extent and to a small
extent respectively. As to whether the SACCOs pediavere centered on short term
investments as a key to their growth, 29.4%, 26.528,5%, 17.6% and 2.9%

acknowledged that it was to a moderate extent,gieat extent, to a very great extent, to

a small extent and not at all respectively.
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4.6 Interest from Government Guaranteed loans
Government support through loan guarantees to sacdooth liquidity support

and as a means to implementing government progadinests reasonable interest to the
Sacco. The influences of the interest generated tree guarantees on the growth of the
saccos were as presented in the following subosecti

4.6.1 Benefit from I nterest from government Guaranteed loans
A Majority (30) representing 85.3% of saccos whpdrticipated in the study

period had benefited from government guaranteiétfag-igure 4.6.1) while 14.7% did

not use the facility as a source of alternativariiting

No

15%

Figure 4.6.2 Proportion of saccos using Governme@uaranteed Facilities
4.6.3 I nvestment Period in Government Guaranteed Loans
The average duration in which the government gueeahfacility was available

and invested in order to generate interest wasdisated in Table 4.6.2
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Table 4.6.3 Average Investment Duration for Governrant Guaranteed Loans

Period No of respondents Valid Percentage
Six Months -1 Year 7 20.6%
Between 1-2 Years 19 55.9%
More Than 2 Years 3 8.8%

More than half (55.9%) of the Saccos had investséotizon of between 1-2
years, 20.6% invested the facility on average &ween six months and one year while
8.8% invested for more than two years. It is emidbat most of the Saccos receiving
government guaranteed loans were limiting theiregtnents periods for the funds to

below two years.

4.6.4. Interest in the Last three years
Three years prior to the study, the average intezamed by the saccos from

government guaranteed loans were as indicatedble Ba6.4.

Table 4.6.4. Average interest from Government guargeed loans

Interest Received No of respondents Valid Percentage
Less than 500,000 9 26.5%
Between 500,001 -1 Million shillings 11 32.4%
Betweenl1- 2 Million 14.7%
More than 2 Million 4 11.8%

32% of the saccos were able to earn interest efdsst 0.5 -1 million shilling on
average over the last three years under the stugfy.5% earned less than 500,000
shillings, 14.7% earned between 1-2 million shgBnwhile 11.8% earned more than 2
million shillings. This shows that most of the sa&dn the county were earning less than

one million shillings as interest from investinggavernment guaranteed funds.
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4.6.5 I nterest from Government Guaranteed loans and growth
The perception of the extent to which the respotglgiewed the interest from

government guaranteed loans to have influencedgtbeith of the saccos were as
indicated in Table 4.6.5

Table 4.6.5 Influence of Government Loan Interestio Growth of SACCOS

Extent of influence on Growth No of respondents | Valid Percentage
Very Great Extent 14 41.2%
Great Extent 6 17.6%
Moderate Extent 8 26.5%
Small Extent 0 0.0%
Not at all 0 0.0%

41.2% of all the saccos who participated in thelgthad government guaranteed
loans in their portfolio noted that it is to a vdayge extent influenced it growth while
17.6%, and 26.5% noted that it influenced growtlatgreat extent and to a moderate
extent respectively. Notably, is the acknowledgenisnthe participating saccos of the
contribution of interest from government guarantéeths on the growth of the saccos.
To further understand the SACCOS perception towatds use of interest from
government Guaranteed loan as a means to growte @dditional statements were

proposed to the respondents and their responseasenelicated iTable 4.6.6
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Table 4.6.6.The role of Government Guaranteed Loansiterest in SACCO Growth

VGE GE ME SE NAA

Government guaranteed loa

income for growth

The SACCO accesses intere

loans frequently

The interest earned frorn

government guaranteed loans g 1(2.9%) | 8(23.5%)| 7(20.6%) |7(20.6%) 6(17.6%)
a priority for the SACCO tg

attaining its growth

NAA = Not at all, SE = Small extentME = Moderate ExtentGE = Great Extent and
VGE = Very great extent

Interest from government guaranteed loans was peateby 12.5% of the
SACCOS to be a key source of income for attainigrtgrowth to a very great extent
while 23.5% indicated that it was to a great ext&hbse who recognized its contribution
to be of moderate and small extent were 14.7% ef SACCOS patrticipating in the
study. Frequent access to interest from governruwants was notable to a moderate
extent by 29.4% of the SACCOS while 23.5% and 2i8&tcated that it was to a great
and very great extent respectively. Only 26.5% adfeat it was to a small extent.
Prioritization of interest from government guarautdoans as a way of attaining growth
was to a small extend and moderate extent rateallgqt 20.6% of the SACCOS while
23.5% and 2.9% indicated that it was to a greatvamy great extent respectively.

4.7. Intermediation
Borrowing and lending among the Sacco was alsad®sd in the study as a key

alternative financing source and due to the variadsantages associated with the
facility. Its relationship with Sacco growth was psesented in the following sub
sections.
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4.7.1. Borrowing from other SACCOS
Approximately three quarters (76.5%) of the Sacaigpating in the study were

engaging in intermediation while 23.5% did not ddas using the facility as a source of
alternative financing (Figure 4.7.1) and a gengmdication of moderate utilization of the

facility.

Figure 4.7.1 Level SACCOS Engagement in Intermediain

The average period of sacco to Sacco borrowinglemding were as indicated in Table

4.7.2
Table 4.7.2 Average intermediation period
Value No of respondents |Valid Percentage
Less than 3 Month 6 17.6%
Between 3- 6 Months 17 50.0%
More Than 6 months 3 8.8%

50% of the participating saccos using intermediati@re utilizing the facility for
between 3-6 months while 17.6% and 8.8% were usiedacility for an average period
less than 3 months and for over six months respytilt is therefore evident that an
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average period of between 3-6 months was the mieftrped duration by the Saccos for

retaining borrowed funds from other saccos

4.7.3 Interest received form intermediation

The average annual interest received from interatiedi by the saccos using the

facility were as indicated in Table 4.7.3

Table 4.7.3 Average interest income from Intermedigon

Value No of respondents | Valid Percentage
Less than 500,000 15 44.1%
Between 500,001 -1 Million shillings 8 23.5%
Between 1- 2 Million shillings 2 5.9%
> 2 Million 1 2.9%

The majority of the Sacco earned interest of lass t500,000 shilling annually
while 23.5%, 5.6% and 2.9% of the saccos earneadast 0.5 — 1 million, Between1-2
Million and over 2 million shillings respectivelRelative to the use of the facility, the
interest earned from intermediation were also loseenpared to the other sources.

The extent to which the intermediation is perceit@thave influenced the growth of the
Saccos in Baringo county was as indicated in Talet

Table 4.7.4 Intermediation and SACCO growth

Value No of respondents Valid Percentage
Very Great Extent 9 26.5%
Great Extent 7 20.6%
Moderate Extent 2 5.9%
Small Extent 7 20.6%
Not at all 9 26.5%

Twenty six percent (26.5%) of the Saccos notedt tthee use of

intermediation did not influence their growth whde equally proportion found it very
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influential in the growth of their Sacco. similai).6% indicated that it influenced their
growth to a great extent while an equal proportiating that it did to a small extent.
Only 5.9% of the Saccos were moderately influenited intermediation facility. This

indicated a split between those who are benefitiogh intermediation and those not
benefiting.

4.7.5 Intermediation and SACCO Growth
The response towards the use of intermediation AZC0OS as a channel for

enhancing growth were as indicated in Table 4.7.5

Table 4.7.5. Perception towards Borrowing from Othe SACCO

Statement NAA SE ME GE VGE
SACCO Borrows from othg
SACCOs frequently 8(23.5%)| 6(17.6%)|4(11.8%)| 4(11.8%)| 4(11.8%)
Intermediation generati

adequate resource for growth | 8(23:5%)| 9(26.5%) | 6(17.6%) 3(8.8%) | 0(0.0%)

The low cost of borrowing

facilitated our growth 8(23.5%)| 6(26.5%) | 6(17.6%) 3(8.8%) | 0(0.0%)

Intermediation interest  ar

amounts  are  conducive  f g(23 506)| 7(20.6%) | 8(23.5%) 2(5.9%) | 1(2.9%])
growing our SACCOs

NAA = Not at all, SE = Small extentME = Moderate ExtentGE = Great Extent and
VGE = Very great extent
An equal proportion of 11.8% acknowledged thatrntl8ACCO was borrowing

from other SACCOs frequently to a moderate gredttara very great extent respectively
while 23.5% and 17.6% noted they did not use theice and to a small extent
respectively. 26.5% noted that intermediation wasegating adequate resources for

growth, while 23.5%, 17.6% and 8.8% acknowledgeat ith was not adequate, was
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adequate to a moderate extent and to a great ewtgpectively. As to whether
Borrowing from other SACCOS at low cost facilitatéekir growth, 26.5% noted that it
was to a small extent, 23.5%, 17.6% and 8.8% inelicé didn’t at all, that it was to a
moderate extent and to a great extent respectilghrest and amounts available through
intermediation were found to influence the growtlire SACCOS with varying extent.
23.5% did not engage in intermediation as well as tmoderate extent while 20.6%
noted that it was to a small extent , 5.9% to apegtent and 2.9% to a very great extent.

4.8 Sacco Growth
Nearly all (97.1%) of the Saccos in Baringo couindicated that they did

experience growth during the period reviewed inghely. The level of growth achieved
by the Sacco were as indicated in Table 4.8
Table 4.8.1 Sacco Growth Levels

The level of Annual growth achieved by the SACCQseavas indicated in Table
4.8.1 below

Table 4.8.1 Annual Growth rate Achieved by the SACOS

Value No of respondents Valid Percent
Less than 20% 6 17.6%
Between 21-40% 19 55.9%
Between 41-60% 6 17.6%
Between 61-80% 2 5.9%
Over 81% 0 0.0%

Close to fifty six percent (55.9%) of the Saccoattbxperienced growth had

attained a growth rate of between 21-40% while guak proportion of 17.6% had
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attained growth rates of between 41-60% and lesms 20%. The remaining 5.9% had the
highest growth rate of between 61-80%. This indisathat most of the Saccos had

attained moderate growth rates during the studipger

4.9 Inferential Analysis
4.9.1 Correlation Analysis
To asses the relationship between the differentami@d alternative financing and

the growth of the saccos Spearman rank order edbiwelwas used. Two key measures of
each source namely interest received and the darafi the facility was tested against
the growth rate.
Correlations between Fixed deposits and Sacco growth

The average amounts of deposits received by theoSawd the average duration
that fixed deposits were held by the sacco wereessgd with the growth percentage
achieved by each Sacco and the results were a=tediin Table 4.9.1.1 below

Table 4.9.1.1 Correlation between Fixed deposits drSacco Growth

Fixed Average deposit Average fixed
Deposits amount received | deposit Duration
Sacco
Growth
Correlation coefficient 0.460 0.465
Annual growth| Sig. (2-tailed) 0.006 0.0059
Rates/percentage
N 34 34

** Significant at 0.01  * Significant at 0.05

Both the average deposit amount and the averagsialurfixed deposits were
held by the saccos were found to have a strondip@siorrelation (r = 0.460, p = 0.006

and r = 0.465, p = 0.006) with the growth rate agéd by the Sacco. This points towards
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a moderate influence that fixed deposits as a soof@lternative financing has on the
growth of saccos due to its ease of lower acqarsitiosts and ease of access from its
members.

Correlations between interest from short term investments and Sacco growth
The duration of short term investments and the agesiinterest received by the Sacco

were regressed with the growth percentage achibyeshch Sacco and the results were
as presented in Table 4.9.1.2 below

Table 4.9.1.2 Correlation between short term investents and Sacco Growth

Short term Duration of Short Interest Received
investments term investments
Sacco
Growth
Correlation 0.412 0.551
Annual growth| coefficient
Rates/percentage Sig. (2-tailed) 0.016 0.001
N 34 34

** Significant at 0.01  * Significant at 0.05
The interest rates received were found to haveoagtpositive correlation with

the growth percentage achieved by the Sacco(r £0 = 0.016) while the duration of
short term investments adopted by the saccos wenedfto have a moderate strong
correlation (r = 0.551, p = 0.001). The resultspout on the importance that should be
attached to the process of selecting investmeras lthve high returns. Similarly the
duration of the investments makes a significadtigrice on the growth rate achieved by
the saccos

Correlation between I nterest from Government guaranteed |oans and sacco growth
The outcome of a correlation analysis between thetwhn and the interest

received from government guaranteed loans wenedésaited in Table 4.9.1.3
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Table 4.9.1.3 Correlation between government guaraeed loans and Sacco Growth

Government Duration of| Interest on short
guaranteed loans Government Government Loans
Sacco Loan
Growth
Correlation 0.547 0.532
Annual growth cqefﬁment
Rates/percentage Sig. (2- 0.001 0.002
tailed)
N 29 29

** Significant at 0.01  * Significant at 0.05

Both the duration of investing government guarahtémans and the interest
earned from the investments were found to haveocagipositive correlation(r = 0.547, p
=0.001 (r=0.532, p = 0.002 respectively) wtie growth rates achieved by the Saccos
in Baringo county. This indicates a strong contiidru of government financial supports
to the growth of Sacco as they are mainly assatiatth favorable terms.

Correlation between I ntermediation and Sacco growth
The outcome of a correlation analysis between thetwhn and the interest

received from government guaranteed loans wenedisaited in Table 4.9.1.4

Table 4.9.1.4 Correlation between Intermediation ad Sacco Growth

Sacco Intermediation Interest Received
Intermediation repayment period | from intermediation
Sacco
Growth
Correlation 0.462 0.039
coefficient
Annual growth— .
Rates/percentage Sig. (2-tailed) 0.017 0.852
N 26 26

* Significant at 0.05

Only the intermediation period was found to havealerate positive correlation

with the growth achieved by the saccos (r = 0.462,0.017) while the interest earned
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did not have any significant correlation with thewgth. This was in line the low levels
of utilization of the facility.

4.9.2 Regression Analysis
To assess the level to which the four alternatisarses of financing were

influencing the growth of Saccos in Baringo countygression analysis between the
growth rate achieved by the Sacco and the mearesadf the interest earned and
duration of the four sources of alternative finagcwere evaluated and the results were

as indicated in Table 4.9.2 below
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Table 4.9.2 Regression analysis results summary

Regression Model
Summary R R Square Adjusted R Square
0.835 0.698 0.638

Model Sum of Mean

Squares Df Square F Sig.
Regression 18.874 4 4,718 11.556 |0.000
Residual 8.166 20 0.408
Total 27.040 24
Model Coefficients Un-standardized Standardized

Coefficients Coefficients

B Std. Error Beta t-Values | Sig.
(Constant) -2.369 0.729 -3.249 0.004
Fixed Deposits 0.213 0.085 0.320 2.491 0.022
Short term investments |0.474 0.127 0.478 3.726 0.001
Government Loans 0.371 0.126 0.391 2.950 0.008
Intermediation 0.219 0.129 0.216 1.694 0.106

a. Predictors: (Constant), Fixed Deposits, Intefiesh Short term investments, interest
from Government guaranteed Loans, Intermediation

The independent Variables (alternative sourcesnahting) adopted were found
to significantly (Model F = 11.556, p = 0.0000) &ip 69.8% (R = 0.698, with adjusted
R?= 0.638) of the dependent variable (growth). Of@88eB% of the growth explained by
the four variables, interest from fixed depositplained 32% (p = 0.022) while interest
from short term investments and interest form Gorent guaranteed loans explained

47.7% (p = 0.001) and 39.1% (p = 0.008) respedtivieterest from intermediation was
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found to explain 21.6% which was not significant%% (p = 0.106). This was an
indication the three alternative financing sourogsresenting the independent variables
with p values greater than 0.005 namely fixed depogerest, interest from short term
investments and interest from government guararitsedwere significantly influencing

the growth of SACCOs in Baringo county
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CHAPTER FIVE
SUMMARY, CONCLUSIONS AND RECCOMENDATIONS

5.1 Introduction
This chapter highlights the key findings from timéormation obtained from the

data collection and analysis, followed by discussioconclusions and recommendations
arising from the findings. The researcher also fsoout the key gaps identified in the
course of carrying the study as areas to be comslder further research.

5.2 Summary of Major Findings
All the SACCOS who were able to respond in the ptwdre found to have fixed

deposit and interest from short term investmentkegsareas that were generating the
growth rates achieved. Most of the SACCOS were ablgtain an average growth rate
of less than 40% as was represented by 72% ofAEHS involved in the study. It was
also notable that most of the SACCOS were limitedrly a few branches as indicated
by (50%) having less than 5 branches in their nkwdNearly all respondents
acknowledged the close relationship between theagarmgent of their SACCOS in
alternative financing and the ability of the SAC@Ogrow.

Fixed deposits were the most popular source ohtimgy for SACCOS in Baringo
county. More than 61% of the SACCO ware on avegggaing interest of between Kshs
500,000 and 2 million per year while more than 6@Pthe respondents acknowledged
that their fixed deposit accounts were rolling oaetthe end of agreed period. Notable
was the fact that close to three quarters of th€SAS acknowledging that interest
derived from fixed deposits were affecting theiowth to a great extent despite not being

aggressive enough in mobilizing their members tenopnd maintain fixed deposit
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accounts. This was supported by the correlationyie&ling r values of 0.460 = 0.006

(p < 0.005) and 0.465) = 0.059 ( p< 0.005) between average interest received from
fixed deposit and the average duration of the fidegosit account against the growth
rate archived by the SACCOS. Similarly, the regms®nalysis indicating that it was
explaining 32% of the growth achieved.

Similarly interest from short investments was foutoad be a key alternative
financing source for all the SACCOS in the countyajority were taking up investments
lasting less than 2 years with the most populangéetween 1-2 years most of which
were generating interests of between Ksh. 500,0@0lamillion shillings. A majority
(82%) of the SACCOS noted that interest from shenn investment was facilitating
their growth to a great extent. This was in coreuce with the outcome of the
correlation test indicating significant correlatibetween the duration of the short term
investments ( r = 0.412p = 0.016 ( p< 0.005) ) and average interest received (r =
0.551,p = 0.001 ( p< 0.005) ) and the growth rate attained by the SAGC®lotable
was also an indication of the source explaining 4t%e growth rate achieved.

Interest from government guaranteed loans weraitiiated by all SACCOS but
a substantial 85%. Most of those who had accedbetdacility were investing for a
period of less than 2 years and were earning less 1 million shillings on average. Half
of the users of the facility acknowledged that asnaffecting their growth to a great
extent while 26% noted that it was to a moderatergx It was however notable that
there was a strong correlation between both thatdur and interest received from

government guaranteed loans (r = 0.p47 0.001(p< 0.005) & r = 0.532p = 0.002( p<
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0.005) respectively) and the growth rate achidwethe SACCOs. This was found also
to explain 39% of the growth rate attained by tA&E0.

Intermediation was the least utilized source otralitive financing by the
SACCOS in Baringo county compared to the otheretls@irces where 75% indicated its
use. For those using the facility, half were batirgg on average for a period of between
3-6 months with 67% cumulatively using the facility an average duration of less than
six months. The same proportion had received amageeannual interest for less that 1
million shilling of which 44% had received less ithKsh. 500,000 in form of interest
rates. Half of the SACCOS noted that it was aiifectheir growth while the remaining
half did not find it to influence their growth ratdhis was also noted through the
correlation analysis where the average intermeaiaperiod was correlated with the
growth r = 0.462p = 0.07(p< 0.005) and the regression analysis indicating a no
significant contribution in explaining the growtéte achieved.

5.3 Discussions
With reference to the four research questions ggidihe research, the

researcher noted the following critical areas latren with other findings in the area:
Locally mobilized fixed deposits are potentiallyethargest and the most immediately
available source of financing for most SACCOS. @iwase of access to this resource
and the wealth of opportunities that comes withtits evident that most SACCOS are
keen to effectively utilizing it. This shows th&ACCOS are in the process of
overcoming the limitations that was previously assed with mobilization, regulatory
requirements and minimal roll over fixed depositilities as was noted by Mwaura,

(2004). Fixed deposits are in itself a direct seuot funds with the highest level of
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certainty in both timing and amounts available mgkit the preferred choice for
SACCOS |justifiable. Newly established and small $AIS yet to attain sustainable
levels of internal financing as was the case of S&S in Baringo county cannot avoid
seeking financing externally and more so frommtsmbers which is more accessible and
less costly. This shows that within the study aypical fits the characteristics of
SACCOS across East Africa as noted by Kembo andkyjwaga (2013).

Interest from short term investments is essenteflyimportant financial tool
for in every financial sector. It is a means byichhexcess funds that may not be used in
the short term instead of lying idle are investedjyénerate additional income. A study
by Katende (2012) demonstrates that there is axgtpwsitive relationship between
liquidity management and performance of SACCOSrhtesupporting the findings of
this study. It is also notable that SACCOs with @i¢iquidity management practices and
clear policies guiding investment of excess depasitshort term are likely to generate
additional resources Waweru, (2011). The outcohtki® study points towards the same
direction of the above researchers as indicatethteyest earned from their short term
investments significantly correlating with the gtbwachieved. More over there is an
indication that the duration of the short term istweent period points to the indication
that the longer the period the higher the potefbiathe SACCO attaining higher growth
rates. This was in concurrence with the outcoma sfudy by Okionga et al (2011) on
the effects of external financing on financial peniance of SACCOS in Kisii.

The power of interest from government guaranteeah las a source of
financing is due to the concept of eliminating déffaisk to the lender by shifting it

entirely to the government, enabling the SACCO®Htain much more favorable loan
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rates. Often, the guarantee actually gives the GBE access to lower cost financing
than would otherwise be available. Equally impatitahe guarantee often makes it
possible for the SACCOS to modify its capital stawe to one using more debt and less
equity. Since equity is more expensive, this shst well provides immediate and

recurring subsidies to the borrower. It was evidgéom the study that where the

SACCOS had access to such facilities, it is a kayee to growth despite the stringent
measure that comes with the access of such fasiliihe strong correlation between the
interest earned and the duration in which the fumeise invested is notable attributed to
the objectives of government support facilitiesnas noted by Bwana and Mwakujonga
(2013). Such funds are in most cases advancedghrte SACCOS at very low interest
while in some cases do not attract any interesildéading to higher margins between
the cost of the capital and the interest earneslitfir onward lending.

Intermediation is a concept derived forms the SAGGEperation principles
allowing inter SACCOS borrowing as a means to margaghort term liquidity. This not
only is a new concept in the Micro finance but ats@oncept that requires adequate
regulation and infrastructure for it to be effeetivihe outcome of this study to a large
extent was a true reflection of the levels of alleihges associated with the use of the
facility especially among rural SACCOS. Most of tRACCOS in Baringo county were
either in its establishment or early growth stagentified most of it's capital lent out
inform of loans to its members (Katende, 2012 & Waw 2011) leaving no resources
for onward lending to other SACCOS. Moreover, mMeBCCOs have become targets for

commercial banks that have developed wholesalergn@cilities specifically for the
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SACCOS which are easily accessible as comparedtéomediation as was noted by
Bwana and Mwakujonga (2013), Okioga, (2011) anceKaé¢ (2012).

5.4 Conclusion
The choice of alternative financing as a meansctieaing growth is notably

becoming evident among most SACCOS in Baringo gobninging into fore the need
for deeper understanding of its contribution tovgtoprocess. It was evident that even
SACCOS located in counties classified as rural sashBaringo had taken on board
alternative financing as a means to financing thgiowth. This was notably in
concurrence with the finding of Okionga et al (2Piidicating the adoption of external
financing by SACCOS in Kisii central district. Athe four alternative sources of
financing incorporated in the study were to a greaixtent used by the SACCOS that
were examined and more so were found to influenee growth to a great extent except
for interest obtained from intermediation.

From the findings of this study the following fotwnclusions were derived. First,
it was evident that SACCOS in Baringo County wemgaged in the use of alternative
financing as a way of meeting their capital neethwvall the four kinds of financing
namely, fixed deposits, interest from short termestments, interest from government
guaranteed loans and intermediation in use. Segondé notable that fixed deposit and
interest from short term investment are the mostelyi used external sources of
financing by the SACCOS with the interest earned Hre extent to which the fixed
deposits were rolling over after maturity correlgtiwith the growth achieved by the
SACCOS. This gives a strong indication relatinguke of the two forms of financing to

be the most potential source of SACCO growth incitwenty.
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Thirdly, it is evident from the findings that thesei of government guaranteed
loans despite its strong influence on the growthhef SACCO has not been accessible
and only a few SACCOS were able to access it. INetaas the fact that the duration in
which the money remains with the SACCO and is titerest earned through onward
lending has a very strong correlation with the growof the SACCOS. Finally,
intermediations was notable the least utilizedlitgcamong the four sources and hence
did not have a strong influence on the growth ratdseved by SACCOS in the county.
The interest earned through intermediation wasifsigntly low with no major impact of
the overall growth of the SACCOS.

5.5 Recommendations

The researcher puts forward a number of recommmemdabased on the findings
of this study. The use of fixed deposits, intefesin short term investments, government
guaranteed loans and intermediation as sourcesapitat for SACCOS is a key
determinant of the levels of growth by SACCOS heiheeneed for the SACCOS to fully
embrace the concept as a mean attaining theirediegiowth fixed deposit is not only the
easiest source but also influential on the grovateptial of the SACCOS. It is therefore
important for the SACCOS to put in place stratedeanobilizing its members but also
to open fixed deposit accounts while ensuring thase already with such accounts are
encouraged to roll over instead of consumption ithdvawals.

On the same breath, engagements in short termtmgats should be encouraged
without compromising on accompanying risks. It wié necessary for the SACCO
management to implement effective investment appraystems that will ensure that

high interest earning investments and of appropiratestment duration are selected.

65



The government on the other hand should consiading at the means and policies that
will allow SACCOS to easy access their guaranteaehd. In appreciation of the great
contribution the SACCOS are making in nation depsient, the government should
look at means by which government funds are chadntirough the SACCOs in the
same manner as they have been using the commdraidts while maintaining
reasonable regulations and safeguards.

Intermediation despite its low uptake and correlatiwith the growth rate
achieved by SACCOS is a powerful tool for transfative growth of the SACCO sector
due its numerous advantaged. It is important thatgovernment, the SACCOS and
other key stakeholders looks at the ways in whibhriag of information between
SACCOS can be enhanced leading to effective flofud between the SACCOS.

5.6 Suggestion for Further Research
Based on the outcome of this study, the reseawiséies to recommend more

in depth studies to be undertaken on the following:

i. Despite the government recognition of the SACCQAS irneconomic growth,
SACCOS have not benefited from the government guieea loans. It necessary
for an in depth examination be done to establigh kby impediments to its
access.

il. Intermediation is a still underutilized and theseneed for further examination
with a view of establishing not only its impedimeriut also the key factors

influencing its adoption and effective use.
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APPENDIX I: INTRODUCTORY LETTER
| am a Jane J. Barus MSC (Finance and Investmardgist at KCA University. | am
contacting you to request for your participatioraimesearch study that | am conducting
for my dissertation. You have been selected toigiaate in this research in your
capacity as a Chief Executive Officer or officespensible for fundraising in your
SACCO.

The purpose of this study is to “Determine the Reateship between Alternative
Financing and Growth of SACCOS in Baringo County.

If you agree to participate in this study, you wbik asked to complete the attached

research questionnaire. Please respond to eabkrofds honestly as possible.

Identifying information will be used for data caiteon. Prior to data analysis, all
identifying information will be removed. This wiknsure that your privacy will be
protected to the maximum extent allowable by lawouly identity will be kept

confidential throughout the study and in the digsation of results. All data collected
will be kept on a password protected computer. Qnéy researcher involved with this

study will have access to the collected data.
Your participation in this project is highly appiated.

To indicate your consent, please sign below.

Signature.......coooov i, Date ..o
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APPENDIX Il: RESEARCH QUESTIONNAIRE
Kindly fill in the following questionnaire.
SECTION A: PERSONAL INFORMATION
Name of
SACCO

Please select the SACCOQO'’s preferred mode of aligeméinancing and
the extend that it contribute to your alternatiwvehcing (you can tick more than one)
? 1=Not at all, 2= Small extent, 3=Moderate, 4=dBrExtent and 5= Very great

extent

Alternative Financing 1 2 3 4 5

Fixed Deposits

Interest from short investment

Interest from Government guaranteed loans

intermediation

How many branches does your SACCO have?
00-05
06-10
11-15
16-20

O O o o o

Above 20 branches

In your opinion to what extend do you think the SA@s mode of
alternative financing influences it growth?

LI Very Great extentld Great extent [0 Moderate [ Small extent]

Not at all I
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SECTION B: FIXED DEPOSITS

Does your SACCO mobilize its members to open arataip fixed deposit accounts?

O Yes

CONo

What is the average annual interest earned froedfdeposit in the last three years?

U
U
U
U

< ksh. 500

Ksh 501-1million
Ksh100,001 — 2 million
> 2,000,001

What is the frequency of rollover of members fixdsgposit after maturity.

Very Great extent [0 Great extent 0 Moderate OO0 Small extentd
Not at all O

What is the frequency of withdrawal of members dixkeposit before maturity.

Very Great extent [ Great extent 0 Moderate OO0 Small extentd
Not at all O

To what extent does the level of members fixed dipaffect growth in SACCOs?

Very Great extent [1 Great extent 0 Moderate OO0 Small extent]d

Not at all

O

Confirm your level of agreement with the followirsgatements as they relate to

members’ fixed deposits and how they affect groimtigour SACCO? 1=Not at all,

2= Small extent, 3=Moderate, 4=Great Extent an&/&ry great extent.

Aspect

1 2 3 4 5

There is a high level of member’'s mobilization to
open and mobilize fixed deposit accounts as a Way o
growing short term capital.

Members fixed deposits interests are the core sourc
of income for growing the Sacco

71



PART C: INTEREST FROM SHORT TERM INVESTMENT
7. Does your SACCO receive interest on its short temeestment as a source of
alternative financing for its operations?
O Yes CINo
8. For how long does your Sacco invest their shom t@vestment
{1 émonths -1yr
(] lyear -2yrs
1 More than 2yrs
9. What is the average interest rate received frawdfideposit for last 3yrs?
71 <ksh. 500
[l Ksh 501-1million
71 Ksh100,001 — 2 million
1 >2,000,001
10. To what extent does interest generated from SACGOart term investments affect
your SACCQO'’s growth?
Very great exterlfl Great extent [0 Moderate 0 Less extent]
Not at all(d
11. Confirm your level of agreement with the followirgjatements as they relate to
interest from short term investment and its effectsSACCOs’ growth? 1=Not at all,

2= Small extent, 3=Moderate, 4=Great Extent an&/&ry great extent.

Aspect 1 2 3 4 5

The SACCO has prioritize investment in income

generating activities as a means to achieving trow

The SACCO’s short term investments generate

returns deriving it's growth

The SACCO policies emphasizes on short term

investment as a key avenue for growth
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12.

13.

14.

15.

16.

PART D: INTEREST FROM GOVERNMENT GUARANTEED LOANS
Does your SACCO benefit from interest from governtnguaranteed loans as a
financing strategy aimed at increasing SACCOSs’ ghéw
Yes 0O No [
What is the average duration the government guaedntoans are invested by the
Sacco?
1 6months -1yr
[J 1lyear -2yrs
[J More than 2yrs
What is the average annual interest rate receir@d fovernment guaranteed loans
for last 3yrs?
71 <ksh. 500
[l Ksh 501-1million
] Ksh100,001 — 2 million
1 >2,000,001
To what extent does interest from government gueeshloans affect your SACCO
growth?
Very great exterlfl Great extent [0 Moderate [0 Less extent]
Not at all(d
Confirm your level of agreement with the followirsggatements as they relate to
interest from government guaranteed loans and ¢fieict on SACCOs’ growth?
1=Not at all, 2= Small extent, 3=Moderate, 4=Giegient and 5= Very great extent.

Aspect 1 2 3 4 5

Government guaranteed loans has been a key source

of income for growth.

The SACCO accesses interest from government

guaranteed loans frequently
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The interest earned from government guaranteed
loans are a priority for the SACCO to attaining its
growth

17.

18.

19.

20.

21.

PART E: INTERMEDIATION
Does your SACCO borrow money from other SACCOs a®st cutting strategy
aimed at increasing your SACCO growth?
Yes [O No [
To what extent does intermediation in your SACCfacifyour SACCQO'’s growth?
Very great exterlt]l Great extent 0 Moderate O Less extent]
Not at all(d
For how long does your Sacco retains the borrowadd before refunding back
[] Less than 6months
1 3 -6 Months
71 Over Six Months
What is the interest rate received from the usatefmediation funds?
71 <ksh. 500
71 Ksh 501-1million
[} Ksh100,001 — 2 million
1 >2,000,001
Confirm your level of agreement with the followirggatements as they relate to
intermediation and its effects on SACCO growth? a&tidt all, 2= Small extent,

3=Moderate, 4=Great Extent and 5= Very great extent

Aspect 1 2 3 4 5

The SACCO borrows money from other SACCQOs
frequently

Interest from intermediation with other SACCOs

generates adequate interest to finance growth

The low cost of borrowing from other SACCO has

74



facilitated our growth

Intermediation allows for negotiated interest

conducive for growing our SACCOs

PART F: GROWTH
22. Do you consider that in the year 2010 to 2013 mdtéve finance contributed to
growth of your sacco?
0 Yes
0 No
23. What was the percentage of growth between 2012aha
1 0-20%
[ 21-40%
[l 41-60%
71 61-80%
(1 81-100%
24. Give any other suggestions which can help in &dtara financing so as to increase
SACCOs’ growth in Baringo County

Thank you for your cooperation
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APPENDIX III: LIST OF SACCOS IN BARINGO COUNTY

Society Name

1.

2.

8.

9.

Boresha sacco

Sky Line

Kola

Ravine Roses
Majimazuri High School
Mogotio High School
Mercy Hospital

Kituro High School

Baricco Sacco

10.Tenges Rural Sacco

11. Sacho High School

12.Ngetmoi High school

13.Baringo T. College

14. Kesewo sacco

15.Kapkawa High school

16. Kabarnet Utalii

17.Makatiat sacco

District

Koibatek

Koibatek

Koibatek

Koibatek

Koibatek
Koibatek
Koibatek
Baringo
Baringo
Baringo
Baringo
Baringo
Baringo
Baringo
Baringo
Baringo

Baringo
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Activity

Sacco

Rural Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Rural Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco



18.Kabarnet Wachungaji
19. Kituro parish

20.Morop Sacco
21.Bayopa Sacco
22.Baringo fuel and Fodder
23.Baringo traders sacco
24.Marigat High School
25.Island Camp Sacco
26.Perkera Rural Sacco
27.Ngambo High Sch.
28.Lake Bogoria Sacco
29.Kasemwai Sacco

30. Sotua Sacco

31.Kokwet Sacco
32.Barkulu Sacco
33.Bartolimo High School
34.Kipsaraman Rural sacco

35. Testai Sacco

Baringo
Baringo
Baringo

Baringo

Baringo

Baringo
Baringo

Baringo

Baringo
Baringo

Baringo

Baringo

Baringo
Baringo
Baringo
Baringo

Baringo

Baringo

36.Arrow Women Rural Sacco Baringo
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Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco

Sacco



Source, MOCD Baringo County
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APPENDIX IV: BARINGO COUNTY MAP (SOURCE
INTERNET)

ik tral
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