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INTRODUCTION
Market development requires addressing challenges at three levels:

The Kenya Financial Sector Deepening (FSD) programme, FSD Kenya, was
established in early 2005 to support the development of financial markets in
Kenya as a means to stimulate wealth creation and reduce poverty. Working
in partnership with the financial services industry the programme’s goal is to
significantly expand access to services among lower income households and
smaller scale enterprises.

 At the macro level, government policy, legislation, regulation and
supervision set the basic framework within which financial services
providers operate. An effective and enabling environment reduces the
costs and risks of doing business and encourages innovation.

FSD operates as an independent Trust under the supervision of professional
trustees, with policy guidance from a programme investment committee
(PIC). Finance is provided by a number of development partners working
with the Government of Kenya (GoK). Current committed funders are the UK’s
Department for International Development (DFID), the Swedish International
Development Agency (SIDA), the Bill & Melinda Gates Foundation, the Kenya
Ministry of Trade and Industry through the Micro, Small and Medium Enterprise
(MSME) Competitiveness project funded by the World Bank and the Kenya
Ministry of Finance under the Micro-Finance Sector Support Credit Programme
(MFSSC), financed by Agence Française de Développement (AFD).

 Between these two levels, at the meso level, are other services on which
retail providers depend. Building the capacity and know-how among
relevant service providers such as credit reference, audit, training, and
research can enhance market development.

FSD’s Approach
The conceptual underpinning of FSD’s work derives from the “making markets
work for the poor” (M4P) approach, which has emerged over the last ten years
as an increasingly influential development paradigm. It provided the original
impetus for the establishment of FSD Kenya and has guided its activities
over the last six years. M4P has been defined as “an approach to developing
market systems that benefit poor people, offering them the capacities and
opportunities to enhance their lives. Building on a detailed understanding
of market systems and a clear vision of the future, M4P allows agencies to
address identified systemic constraints and bring about large-scale and
sustainable change.” This approach provides FSD with both its basic rationale
and modus operandi.

 At the other end of the spectrum, at the micro level, it is retail providers
who actually deliver services. Developing practical know-how among
providers as diverse as commercial banks and community-based
associations is at the heart of market development.

Two strategic plans, each of three years duration, have covered the period from
FSD’s inception in 2005 to the end of 2010. We have now prepared a third
strategy which covers the next five years from 2011 to 2015. The strategy does
not seek to provide a detailed implementation plan. Our focus is on setting out
the broader strategic approach and how FSD should be positioned to respond
to opportunities.
This paper is a summary of our new strategy. Four basic questions are addressed
across the following sections of the paper:
Where are we coming from?

FSD’s impact 2005-2010

What are the possibilities for
inclusion in Kenya?

Overview of financial inclusion

Figure 1: The structure of financial markets

Strategic direction
Focal themes:
How can FSD respond to these
opportunities for the future?

What are out targets for
the next five years?

 Formal financial system
 Direct poverty impact
 Inclusive growth
 Knowledge generation
Results framework
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IMPACT 2005 - 2010
FSD’s approach demands not just understanding how markets work but
practically how it can impact positively on their development. This means
constantly critically examining its own work. At the programme level, FSD
has benefitted from two reviews in 2010 - an impact assessment and a
programme completion report.
Impact assessment
The impact assessment report was completed in January 2010 by an
independent team led by consultants Oxford Policy Management (OPM).
The methodology involved a combination of document review and semistructured interviews with key partners, stakeholders and financial service
users. The assessment team considered the direct impacts achieved at each of
the levels of FSD activity and concluded that :
 at the macro level, FSD’s work has contributed in a significant way
to the development of an improved enabling policy and regulatory
environment;
 at the meso level, the programme has helped to build significant capacity
in the support service market and has also contributed to the shift to a
market that is more client oriented.
 at the micro level, FSDs support has helped to enable the
transformation and institutionalization of key providers within the
sector.
The team also examined the final impact on the ultimate FSD goal of
generating sustainable improvements in livelihoods of poor people through
reduced vulnerability to shocks, increased incomes, and employment. While
the team was not able to derive firm conclusions in terms of the final impact
it observed that “the culture of the market has changed to become more
focused on reaching poorer clients”. However it cautioned that while “there
Table 1: FSD programme completion report
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Indicator and target
Proportion of adult population that uses
services of formal financial institutions rises
to 29% by 2010
The number of accounts in the financial
sector rises to 5.7 million by 2010

Assessment
Target reached

Target reached

The proportion of total adult population
Target reached
which is financially excluded reduced to 30%
by 2010
Credit extended to the private sector as a
Target reached
percentage of GDP increases to 30%
Interest rate spreads are reduced to less than Not reached
6% by 2010

Macro level policy impact: Treasury Permanent Secretary Joseph Kinyua,
displays the Costs of Collateral reports at the launch event in March 2010.

are some improvements in outreach to socio-economic groups previously
under-represented …greater clarity is needed over the poverty profile of who
is able to access the services”.
Programme completion report
The FSD programme completion report (also conducted by OPM) covered the
period 2005-2010 and was prepared in November 2010. The assessment team
reviewed progress against targets at the purpose level - which is “to deepen
the capacity of Kenya’s financial sector to meet the financial needs of poor
Kenyans and micro, small and medium enterprises on a sustainable basis”. It
concluded that at the purpose level, the targets for four of the five indicators
had been reached as show in Table 1. It concluded that overall FSD has
completely achieved its purpose/strategic objective and exceeded the
original expectations of stakeholders.
The programme completion report also identified circumstantial evidence of
FSD’s impact. It concluded that FSD:
 Had become a source of evidence for policy formulation and a source
of information for innovators.
 Had made a big contribution in capacity building, as a partner more
than a donor.
 Played a major role as a facilitator of dialogue, particularly in helping
to smooth the rough edges between different stakeholders.
 Was perceived as a neutral but expert voice in policy dialogue.
 Has become a source of reassurance on risks.
 Is a source of timely and useful technical advice.
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FINANCIAL INCLUSION
Kenya’s financial system can be usefully divided into three elements: formal,
other formal and informal. The demarcation between these categories is
primarily an institutional one: the formal are prudentially regulated, while the
other formal are simply registered under law and the informal are unregistered.
Although legal definitions are used to set the boundaries between these
categories, there is more of a continuum of formality. In the informal category
for example accumulating savings and credit associations (ASCAs) are usually
considerably more complex and formalised in operations than rotating savings
and credit associations (ROSCAs).

Other formal

 Commercial banks  Unregulated MFIs
 Deposit taking MFIs  Unregulated SACCOs
 Deposit taking
 Mobile payment
SACCOs
services
 PostBank
 Insurance
companies

Figure 3: Access strand - rural vs urban areas
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70%

Table 2: Classification of institutions
Formal

Access by residence: In urban areas the percentage of excluded fell from
42.9% to 20.9%. In the rural areas, while there was an improvement, the
change was much less dramatic with exclusion dropping from 40.7% to
35.9%.

60%

Informal

50%
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 Moneylenders

40%

Financial access strands
The two FinAccess surveys measuring use of financial services in Kenya,
conducted in September 2006 and March 2009, provided the first detailed
data on financial inclusion in Kenya and recent developments. During this
period, overall financial inclusion increased from 58.7% to 67.3%,
corresponding to a drop in financial exclusion from 41.3% to 32.7% (shown
in figure 2). There was a large jump in total formal inclusion (formal + other
formal) from 26.3% to 40.5% largely driven by the introduction of the
M-PESA mobile phone based payments system categorised as ‘other formal’.
Meanwhile the use of regulated formal services increased significantly though
far more modestly from 18.5% to 22.6%.
Figure 2: Kenya’s financial access strand 2006 and 2009
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Access by education: Use of financial services increases with education.
Only 8.0% of people with tertiary education are likely to be excluded while
55.9% of those with no education are likely to be excluded. Between 2006
and 2009 there was almost no change in inclusion for those with no formal
education, thus highlighting the continued challenge of improving access for
this group.
Figure 4: Access strand by levels of education
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Access by type of service: The FinAccess survey breaks down services
into four basic product groups: transactions, savings, credit and insurance.
At the aggregate level, while there has been a significant increase in use of
transactions (primarily money transfer through M-PESA), the use of savings
has remained largely unchanged at about 52%. This is disappointing given
that savings often provide a better way to deal with certain risks than insurance
or credit. On the positive side there was a modest increase in the number of
people saving with a formal provider (see figure 5).
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Figure 5: Access by type of service (formal providers only)
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SACCOs: The use of SACCOs declined significantly over the period of the two
FinAccess surveys, from 13.1% in 2006 to 9.0% in 2009. Many are in a weak
financial position, unable to meet the demand for loans from members, have
poor products and offer weak service levels. Reform is long overdue if the
movement is to survive the competitive threat from the downscaling banks.
A major impetus for reform was the introduction of prudential regulation for
deposit taking SACCOs, giving some grounds for optimism that the sub-sector
could recover.
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Financial service providers
Commercial banks: The commercial banks form the most significant part
of Kenya’s financial system. They have sustained a strong expansion over the
last four years (see figure 6). The expansion in the number of accounts is much
greater than the increased usage reported through FinAccess. This suggests
significant dormancy in accounts and churn arising from growing competition
for the mass market. Unsurprisingly this battle for the mass market appears
largely confined to the institutions with large national retail networks with
94% of the accounts in the system held in the ten large retail banks.
Figure 6: Commercial bank accounts

Mobile banking: The success of M-PESA has resulted in a major shift in
Kenya’s financial landscape. At the time of the 2009 FinAccess survey the
service had over a quarter of the adult population registered as users. By
the end of June 2010 this had increased to more than half. In less than four
years from its launch, the brand ‘M-PESA’ has entered the language in Kenya,
reflecting its dominant position in the small value retail payments system.
FinAccess 2009 showed that many users of M-PESA were also users of other
financial services.
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7: M-PESA customer growth
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Informal providers: Informal services are a major part of the landscape of
in Kenya. Over the Finacess surveys there was a modest expansion in overall
usage from 37.5% to 38.7% of the population. However there was a significant
reduction in the proportion of people depending only on informal services
(from 32.4% to 26.8%). The introduction of M-PESA is largely responsible for
this decrease in reliance solely on informal services.
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Micro-finance institutions: FinAccess data confirms a strong expansion in
the contribution of the micro-finance segment, doubling over the period of
the two studies, to reach 3.4%. The more recent account data suggests that
this expansion has been maintained. The three former non-deposit taking
MFIs (KWFT, Faulu and Jamii Bora Bank) already make up 10% of the deposit
accounts in the regulated system. Another positive sign is that since 2009 six
MFIs have been licensed as deposit-taking MFIs. However, while the larger
institutions are clearly making significant impact there are signs that the
smaller ones are being left behind.

The category of the informal covers a diverse range. ASCAs are among the
more sophisticated offering more flexible ways to save and borrow. Usage is
building strongly from a relatively small base, increasing from 5.4% to 7.8%
over the survey period. Meanwhile usage of the relatively simple ROSCA
model has increased by a similar amount but from a much higher level of
usage - from 29.3% to 31.7%.
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MARKET DEVELOPMENT
FSD’s future strategy is based on analysis of what the future could look like.
Rather than attempting to make definitive predictions we have looked at the
various ways in which the financial sector could evolve by considering potential
scenarios. In order to develop these scenarios we focused on understanding
the drivers of future market development.
Drivers of future market development
The evidence suggests that both economic and non-economic factors impact
on access and usage of financial services. Price and proximity are seen to be
the primary contributors to the end-to-end transaction costs. However there
are clearly also barriers relating to occupation, gender, age and education.
In developing the strategy we looked at those forces that impinge on the
development of financial markets. These can be divided into those that can be
anticipated with a reasonable degree of confidence (driving forces) and those
that could play out in very different ways (uncertainties).
Five driving forces look set to shape future demand. These are listed in table 3 in
order of how quickly they can have an impact and therefore how immediately
pertinent to the period of the current strategy.
There is a much longer list of forces (uncertainties) over which there is much less
certainty over the outcomes and therefore the impact on financial inclusion.
Even though FSD’s ability to influence the outcomes is constrained, identifying
the prospective range of outcomes is useful in establishing broadly where FSD
needs to focus its search for opportunities to support positive change at scale.
The uncertainties (table 4) can be grouped into demand side, supply side and
policy/regulatory. There are a wide range of possible outcomes. We group into
those which are likely to sustain the status quo, contrasting with those set to
lead to further rapid change (the expansionary).

A commercial street in Limuru town, central Kenya.

Table 3: Driving forces on market development

Force
i. Growing communication
network coverage and access
to mobile phones. Broadening
of technology based options.
ii.Changing demographics with
a growing youth market. Could
help in the adoption of new
technology-based services.
iii. Shifting livelihoods with
greater informalisation of the
economy. Growing urban
migration with a need for more
microfinance.
iv. Increased incomes, assuming
a sustained economic recovery.
Could lead to greater ability to
pay and demand for a wider
range of services.
v. Decentralisation to new
counties created under the new
constitution. Might help to
create growth poles in secondtier towns

Impact on financial inclusion
Growing communication network
coverage and access to mobile
phones. Broadening of technology
based options.
Moderate – adoption already strong.

Short-term only moderate, long-term
will be highly significant.

Short-term only moderate, long-term
will be highly significant.

Short-term limited, long-term could
create opportunities.
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Table 4: Uncertainties impacting on market development

Uncertainties
Demand side
What will be the demand from the
Government for G2P payments?

How will consumers/ businesses
respond to product and channel
innovations?

Status quo

Expansionary

 Social protection fails to gain strong traction in
Government.
 Other G2P payments continue on an uncoordinated
basis.
 The limits of electronic money are reached.
 Consumers show a preference for cash for small
transactions.

 Government extends cash based social protection.
 All G2P payments coordinated through the financial
system.

Supply side
Will competitive pressures continue as
the current growth phase comes to an end

 Competitive pressures wane with oligopolistic
behaviour emerging.
 Diminishing investment appetite to challenge the
‘winners’.
How far will retail channels be shared in  Sharing of retail channels confined to small networks.
the future?
 Lack of critical mass and minimal impact on the
market leaders.
Will technology continue to permit
 Strategic exploitation of market dominance by lead
costs to be driven down and functionality
players.
increased?
 Diminished role of technology in reducing prices in
the market.
Can effective new business models
 Industry fails to advance the retail agent and mobile
emerge in the formal financial system to
model
address the bottom of the pyramid?
 Limited impact on lower income markets.
Can the informal and formal be linked
 Formal sector continues to be highly risk averse.
effectively?
 Lack of any meaningful investment in making the
necessary linkages.
Policy/regulatory
Will an extended regulatory framework
successfully act as an enabler of
competition and innovation?

 A shift to overzealous regulation results in reduced
competition.
 Incumbents benefit with costs increasing resulting in
limited innovation.
How will competition policy and
 Competition Authority has limited engagement with
regulation emerge?
financial sector.
 Heavy use of market power by a small number of
major players.
Will credit information sharing become a  Practical implementation of credit sharing proves
major force?
more problematic.
 Diminished appetite for extension of the system
beyond banks.

 Businesses and consumer continue to embrace
electronic payments.
 Increased usage leads to further price reductions by
providers.
 Fierce competition between retail banks and mobile
network operators (MNOs).
 Greater penetration and usage levels in lower income
markets.
 Other providers develop a common switch to counter
market leaders.
 Sharing of retail channels on a common tariff.
 Role of technology in facilitating innovation grows.
 Entry barriers reduced through open-source
approaches.
 New range of agent and mobile based business
models emerge.
 Dramatic increase in the reach and quality of services.
 Linkage banking emerges based on deployment of
new technology.
 Community based groups effectively linked to formal
system.
 The framework is cautiously and efficiently extended.
 Growing number of players compete safely and
effectively.
 Competition Authority co-ordinates well with CBK
and CCK.
 Potential abuses of market dominance curtailed.
 System extended to all providers and full-file
information.
 Significant reduction of transaction costs for SME
lending.
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ACCESS SCENARIOS
Trying to exhaustively identify the full range of potential future scenarios for
financial access in Kenya would be difficult on the basis of the number of
uncertainties already identified, leave aside those we have not anticipated.
Nevertheless it is useful to consider how inclusion could develop over the
next five years based on how the more significant uncertainties play out. The
potential for technology to change Kenya’s financial landscape is no longer in
doubt; it has already changed dramatically and in a way scarcely anticipated just
three years ago. The future role of technology is crucial for financial inclusion.
These scenarios don’t attempt to cover all aspects of financial inclusion but
provide a sense of how the current dynamics of change could play out.
(a) A second low-level equilibrium trap
At the heart of this scenario is the domination of the low-value retail payment
space by a single player and its knock-on effect on the market. Given the
significance that transaction income has for the viability of the downscale
banks (Equity, KPOSB, Family, K-Rep and Jamii Bora Bank) and potentially
the new deposit taking MFIs (KWFT and Faulu) it could have a strongly
negative impact on these providers. The mainstream retail banks, such as
KCB, Co-op and Barclays, who have recently been expanding into the lower
income markets, could readily reverse this strategy, relying on mobile systems
to provide reach into lower potential areas. With no credible competition
and possibly even upward pressure on channel cost management there is

no substantial shift downward in transaction pricing. Although we would
probably still see an increase in overall formal inclusion, the major potential
from new technologies would be squandered. Ten years ago there were signs
that Kenya was stuck in a low-level equilibrium trap with banks competing
weakly for a very small part of the overall market limiting the expansion of
inclusion. This scenario suggests that a second low-level equilibrium trap is
feasible with inclusion higher but well below potential.
(b)	Integration of the formal and informal systems
This scenario focuses on the potential gains from a technology driven
integration of formal and informal systems. Web enabled mobile phone
based technology could provide a cost efficient means to do this. Although
integration of informal and formal financial systems has been tried many times
in the past the cost of gathering reliable information on group performance
has been prohibitive.
The immediate opportunity may be to strengthen group performance through
improved transparency as groups are able to run simple accounting systems
‘over the air’. Combined with expanded coverage through agents (whether
through M-PESA or rival bank driven systems), groups would be able to readily
deposit surplus funds in the formal system. The result could be to enhance
both the safety and flexibility of low cost informal-formal intermediation

Figure 8: Low-level equilibrium trap scenario

Drivers
 No bank is able to develop a viable agent
network model.
 Regulation and policy does not substantively
address competition issues.
 Banks preserve status quo on
interconnection.

Results
 Channel sharing remains largely insignifcant
due to high interconnect cost.
 Limited competition in low value retail
payments.
 Major retail banks withdraw from developing
alternative channel strategies.
 Growth of downscaling banks and new DTMMFIs reverses, with branch closures.

Impact on inclusion
 Continued increase in overall formal inclusion
to 55%.
 Reduction in overall exclusion to 30%
largely through use of mobile payments.
 Utilisation of formal transaction accounts
remains limited to upper income markets.
 Usage of formally provided savings increases
through mobile linked accounts.

Figure 9: Formal-informal integration scenario

Drivers
 Aggressive investment by telcos and banks/
MFIs in retail space.
 Low cost web enabled handsets penetrate
rapidly into rural areas.
 New applications successfully piloted with
informal groups.
 Use of credit reference broadens to 'full file'
encompassing all providers.

Results
 Formal financial providers start linking with
ASCAs.
 MFIs adopt mobile based technology to
improve group management.
 Linking of informal farmer groups to buyers
and financiers.
 SME supply chain finance facilitated by use
of mobile based technology.

Impact on inclusion
 Formal inclusion rises to 60%.
 Reduction in exclusion to 25% driven by
expansion of both informal and mobile
systems.
 Use of structured savings mechanisms
increases.
 Credit to SME market starts to expand
significantly.
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helping to significantly increase savings among lower income groups. Linking
agricultural producer groups through a similar technology could be an enabler
of value chain financing.
(c) Take-off towards ‘cash-lite 2020’
The rates of adoption of electronic money in Kenya over the last three years
suggests that the aim of significantly reducing – but not eliminating cash may be realistic. In this scenario we consider the impact of strong government
leadership in reaching a “cash-lite society” by 2020 using a combination of its
demand pull from government payments and effective regulation to ensure
effective competition drives down the transaction costs of electronic money.
The take-off towards “cash-lite 2020” scenario, if achieved, could transform
the financial landscape by providing a platform on which a whole range of
financial services can be provided at very low cost by the formal system to
reach the excluded and - crucially from an impact perspective - allowing
strong usage.
Figure 10: FSD scenarios

A mobile services poster at Muramati SACCO. According to both the FinAccess
2009 survey and recent results from our current research project on Financial
Landscapes, mobile money transfer is now the most used service followed by
informal financial groups such as merry-go-rounds and ASCAs, and then
banks.

Excluded

Informal only

Formal

Figure 11: Take-off scenario

Drivers
 Goverment embraces 'Kenya cash-lite
2020' and uses G2P payments to expand
e-banking.
 CBK provides strong impetus towards
interconnection.
 The perceived market opportunity results in
aggressive investment by telcos and banks/
MFIs.
 Opening up of the retail payment leads to
significant expansion in products/services.

Results
 Channel sharing expands dramatically with
near zero interconnect cost.
 Electronic transactions become ubiquitous
reducing the pressure on retail agent
networks as cash in/out points.
 Price based competition between retail
providers becomes fierce resulting in the low
average costs for retail transactions.
 Mobile payment system reaches most of
those with a mobile phone.

Impact on inclusion
 Formal inclusion rises to 70%.
 Reduction in overall exclusion to 20% driven
by broad expansion of system.
 Use of formal structured savings mechanisms
rises as the ability to save using e-money
rises significantly.
 Depth of utilisation increases sharply across
market (including formerly excluded).
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Strategic Direction
Kenya’s financial markets are clearly undergoing rapid and far reaching changes
which open up real prospects for a significant further increase in financial
access. This could lead to very considerable impacts on the livelihoods of the
poor. The market dynamism we see creates opportunities for much greater
leverage in what we do. In defining FSD’s future strategic direction our
emphasis has been on understanding how FSD’s strategy needs to respond to
the emerging context over the next five years and what we can offer which is
different from the past.

Figure 11: Access strand by wealth quintile

The national policy framework
While FSD operates as an independent Trust, its role is not to become an
independent institution developing its own unique vision and strategy. It is
not an NGO; rather it should be seen as a special purpose vehicle established
to effect the policy objectives set by government and development agency
funders. The Government’s long term policy, Vision 2030 provides the
overarching policy framework for FSD. In essence Vision 2030 seeks to establish
a path by which Kenya can achieve middle-income country status by 2030.
The financial sector is identified as one of the priority sectors through which
this can be achieved.
FSD Goal and Objective
Although there have been significant changes in markets over the last six
years and changing perspectives on how the financial sector (and microfinance in particular) impacts on development aims, there is no change in the
basic rationale for FSD. The goal, unchanged since inception, will continue to
remain as:
To generate sustainable improvements in the livelihoods of lower-income
households through reduced vulnerability to shocks, increased incomes
and employment.
FSD’s objective must recognise the need for a greater focus on the demand
side and the importance not simply of access to financial services but how
these services are used. The revised objective is thus:
Increased use of a broad range of quality financial services provided by
a stable and competitive financial system in a way which benefits the
livelihoods of under-served lower income groups.
Reflecting the importance of a holistic approach to market development, the
aim is to expand service usage across Kenya, but with an emphasis on use by
those in lower income groups who are currently poorly served or not served at
all by the financial system.
FSD has not in the past defined what constitutes ‘lower income’. Although
difficult and potentially contentious it is nevertheless helpful from a practical
perspective to articulate a working definition. For the purposes of the strategy
a working definition of “lower income” is taken to refer to the bottom three
wealth quintiles. Government data suggests this encompasses all those below

or close to the poverty line. As figure 11 shows, the poorest (quintile 1) are
much more likely to be financially excluded than the wealthiest (quintile 5).
Strategic Priorities and Approach
There is considerable ambition contained within the strategic objective.
Achieving this objective demands that we focus our scarce resources and
capabilities on the real opportunities for FSD to influence the trajectory
of future market development. Achievement of a radical change in the
fundamental cost structure of retail formal financial service provision is now
a real possibility. FSD’s first strategic priority is thus to influence the evolution
of markets towards the ‘take off towards cash-lite’ scenario identified above
driven by the effective exploitation of technology. Nevertheless despite the
dynamism there remain huge swathes of the population and economy which
are underserved or not reached at all. This points to the second strategic
priority for FSD: focussing on how the specific financial management needs
of underserved and excluded households and businesses can be addressed in
order to maximise impact.
Addressing these strategic priorities effectively demands focus and we will
therefore continue to divide our work into theme areas. The four themes
are: formal financial system; direct poverty impact; inclusive growth; and
knowledge generation.
The following pages provide more details of each of the theme areas. In each
case the potential area of activity and the corresponding target outputs and
outcomes are identified. All the activities are colour coded to indicate whether
they represent new work building on existing activity, entirely new areas, or a
continuation of on-going work. The largest category in the programme is new
work building on existing activity, closely following by entirely new work, and
then a substantial but much smaller amount which continues existing work.
This represents a good balance, capitalising on past investments and expertise
while ensuring that the programme continues to move in new directions.
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Formal financial system THEME
The primary aim is to achieve a significant and sustainable reduction in
end-to-end transaction costs in accessing the retail formal financial system.
Reducing these costs, driven primarily by the price of transactions and the
proximity of access points, would result not only in a significant increase in
headline inclusion but a potentially dramatic improvement in usage and
therefore impact.

through appropriate action. There is also the opportunity to help stimulate
market interventions through encouraging meso-level developments –
notably through G2P social protection payments and interconnection of
infrastructure.

A more accessible financial system reaching a large proportion of the
population with very low average transaction costs would dramatically push
out the frontier for provision of accessible, affordable and secure savings
services. The creation of a low cost retail payments infrastructure will also
enable an expansion in the provision of a host of other financial products such
as money transfers for remittances, emergency credit, education loans, health
insurance and life assurance.
A lot of the groundwork for this theme area has already been laid, notably
through the scenarios project, the government payments (G2P) programme
and agency regulation. FSD’s approach will focus on the opportunities to
influence the key drivers of market development. Macro-level work offers
the most immediate prospects for success here through the establishment of
appropriate policy direction and regulation relating to infrastructure sharing
and competition. FSD is well positioned to play an effective role here in
helping to build the case for this policy direction and support its realisation

The Governor of the Central Bank of Kenya Prof Njuguna Ndung’u issuing a
deposit-taking license to KWFT Managing Director Mwangi Githaiga in May
2010. Looking on is KWFT DTM Chair Dr Mary Okello (centre) and KWFT CEO
Dr Jennifer Riria (extreme right).

Table 5: Indicative projects - formal financial system theme

Activity area
Policy analysis in support of ‘cash-lite’ and
inter-connection of the retail payments
system
Social transfers
Financial capabilities

Innovations in open infrastructure

SACCO reforms
MFI consolidation
Capacity development
Ongoing projects

Target output
 Government adopts policy to support ‘cash-lite 2020’
 Competition policy established
 Low-cost interconnection achieved
 Government channels social payments through
financial sector
 Policy to establish national framework for financial
capabilities

Market impact
 Industry invests in building infrastructure
 Greater efficiency and increased competition

 Increase in number of beneficiaries receiving
payments through formal financial system
 Nationally co-ordinated programme of financial
education
 Pro-access legal and regulatory framework for
consumer protection
 Large-scale open-access retail channel infrastructure  Formal sector reaches wider market through shared
platform developed
retail channels
 Greater efficiency and increased competition
 Majority of deposit taking SACCOs able to comply with  Increased confidence in SACCO movement
new regulatory framework
 Increased competition
 Merger of smaller MFIs
 Increased competition
 Development of industry driven skills development
 Increased supply of necessary skills for pro-poor
programme
financial institutions

New work building on existing activity

Entirely new areas of work
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Direct poverty impact THEME
Although access is growing and there are strong prospects that this will
continue, the distribution of these gains is uneven. In order to build more
effectively on the emerging financial inclusion platform, a more nuanced
approach is required which recognises the diversity of barriers to access and
different financial needs among various lower income segments. Increased
impact will derive from an overall improvement in the portfolios of financial
services available, which may include both formal and informal services. A
considerable amount of FSD work under the previous rural finance theme will
remain relevant here. The aim of the new poverty impact theme will be to
sharpen the focus to ensure that it contributes materially towards impact on
lower-income groups.
In order to be effective at a systemic level it will be important to strike an
appropriate balance in specifying groups. Three broad candidate groups already
identified from research are: women, smallholder farmers and youth. The
theme will need to produce a better understanding of how financial services
can be used to enhance the livelihoods of excluded and underserved groups
and further refine the segmentation. This will provide the demand-side
challenge. We then need to map this to the opportunities presented on the
supply-side to develop sustainable new products and channels. The aim of the
theme is clearly not to work on services which only reach the target groups

but to build a sustainable financial service offer which will impact effectively
on these target groups.

A typical scene in rural eastern part of Kenya.

Table 6: Indicative projects - direct poverty impact theme

Activity area
Value chain finance

Decentralised finance scale-up

Innovations
Financial education
SACCO reforms
Financial graduation
Ongoing projects

Target output
 Research and analysis to support finance of key value
chains
 Index based insurance products developed
 Price risk management tools developed
 FSA system reaches full sustainability
 More effective models identified for scaling up GSLs/
ASCAs
 Linkages developed between ASCAs and formal
financial institutions
 GSL/ASCAs rolled out nationally
 New channels/products developed to address
excluded/under-served groups

Market impact
 No. of smallholder farmers and other businesses using
value chain finance products

 Failing rural deposit-taking SACCOs turned around to
comply with SACCO regulatory framework
 Programmes to graduate poorest/destitute out of
poverty successfully piloted

 Strengthened service provision in rural areas

 No. of members of decentralised financial systems
 Breadth of geographical reach into rural areas and very
low income urban areas
 Improved range of appropriate financial services
 Increased sustainability of decentralised financial
systems
 No. of users adopting new channel
 No. of users adopting new products
 Cost efficient mechanisms developed to delivering
 No. of people reached by financial education
financial education to excluded/under-served groups
programmes

New work building on existing activity

Entirely new areas of work

 No. of poor/destitute reached by programmes
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inclusive growth THEME
In step with a stronger focus on deepening the direct impact of financial
markets on poverty we will focus on the opportunities for improving the
impact on small-scale businesses with growth potential. We will address
specific target groups of SMEs, looking to use a deeper understanding of the
financial service needs of these businesses in order to stimulate more effective
solutions. Too often SME finance is equated solely with credit. This ignores the
often critical need for equity or quasi-equity financing. The potential of other
financial products such as insurance and transaction accounts have similarly
received scant treatment. Taking a more focused approach will also allow FSD
to track the impact more effectively. However at this stage information on the
SME sector as a whole remains very weak making a segmentation analysis
difficult. The planned FinAccess for business study should provide the basis for
a better understanding of the SME sector as a whole and also allow us to track
progress in addressing this market.
A market development approach needs to address the underlying cause of
market failure for SME finance. Techniques which address this underlying risk
problem usually draw on two quite different approaches: (i) building costeffective relationship-based lending or investment, and (ii) transactional
finance based on specialised structured products such as leasing or factoring
often supported by credit-scoring technology . There is a tendency to represent
these as competing paradigms but FSD’s experience suggests they may be
more complementary. While both seek to address the fundamental problem
of the informational opaqueness of SMEs to formal sector institutions, they
face quite different potential vulnerabilities in implementation.

A more effective approach for this market could be derived from a blend of
both relational and transactional methods. FSD’s experience indicates that
there are significant opportunities for effective work here to develop and test
innovations.

Digital registration of students at Catholic University of East Africa conducted
by Intellicom Ltd. The University is replacing old student identification cards
with digital swipe cards that will be used to borrow books from the library, pay
school fees and access the ATM. Intellicom is an SME that has received credit
from ABC Bank to undertake this project.

Table 7: Indicative projects - inclusive growth theme

Activity area
Credit bureaus

Target output
 Policy framework supports the expansion of
credit information sharing
 Implementation processes successfully
accomplished

Capacity building

 Development of industry driven skills
development programme
 New and refined products and channels
developed to reach SMEs

Product development and new small projects
windows

 New equity/quasi-equity investment facility
developed
 Enabling policy framework for expansion of term
finance to SMEs
 Incubation/angel investment facility developed

Rural finance investment
Term finance

Ongoing projects

New work building on existing activity

Entirely new areas of work

Market impact
 Full file credit information sharing among all
formal credit providers
 Credit scoring used
 Increased competition
 Increased supply of necessary SME finance skills
 Increased use of financial products by SMEs
 Increased investment available for rural SMEs
 Increased availability of equity finance for early
stage high growth potential SMEs
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KNOWLEDGE GENERATION THEME
Knowledge generation will be a key part of the new strategy, helping to
directly leverage the growth dynamic we see in the market and focusing FSD’s
efforts on delivering long-term poverty impacts. Building on FSD’s existing
work on knowledge generation, this theme will expand its scope and improve
the effectiveness of its management. Experience over the last five years has
shown that FSD’s work in generating sectoral knowledge has had a significant
influence across the market from players to policy makers and regulators.

As already noted, a FinAccess for business survey is planned to meet the needs
for tracking progress, identifying market opportunities and informing policy in
the SME finance space.

The FinAccess survey has already demonstrated its importance in guiding
policymakers, industry players and investors. There are considerable
opportunities to further develop FinAccess, expanding its scope to capture
more relevant data, especially in relation to usage patterns and on the supplyside.
A major part of FSD’s knowledge generation agenda will include rigorous
impact assessment of FSD’s own projects. Impact research will be aimed
at developing a better understanding of the causal pathways by which FSD
impacts on markets. This should allow an improvement in performance increasing the focus on those showing strong success, modifying others to
increase impact and abandoning initiatives that fail to show strong results.
Each of the three other theme areas will produce direct demands for knowledge
generation. To support the formal finance theme a major programme of
research into branchless banking is planned. The poverty impact theme will
also need support to undertake detailed segmentation to identify target
groups and implement longitudinal research studies.
Table 8: Indicative projects - knowledge theme

Activity area
FinAccess

Target output
 Comprehensive mapping of the state of financial
inclusion in Kenya

SME finance

 Comprehensive mapping of the state of SME finance
in Kenya

Policy and regulation

 Impacts identified of prospective or implemented
changes in policy or regulatory frameworks
 Clearer, evidence based understanding of the
emerging lessons from branchless banking

Branchless banking

Impact research

 Evidence of the impact of financial services on the
livelihoods of lower income users in Kenya

Small research project window

 Improved knowledge on opportunities for
development in the market

Ongoing projects

New work building on existing activity

Entirely new areas of work

Market impact
 Stronger understanding of major features of the
financial landscape among key public and private
sector stakeholders
 Strong understanding of major features of SME
finance landscape among key public and private
sector stakeholders
 Clearer understanding of payoffs in terms of inclusion
from various policy choices
 Stronger understanding of prospects for expansion in
the deployment of branchless banking by key public
and private sector stakeholders
 Better understanding among donors and government
of how financial services can be used to support
developmental objectives
 Stronger understanding of potential opportunities
among relevant stakeholders

FSD KENYA STRATEGY 2011-2015 • 14

RESULTS FRAMEWORK
There is considerable ambition in the strategy; our aim is to impact on the
financial system as a whole. It isn’t assumed that there is a single path through
which the strategic objective will be achieved. Rather there are a number of
opportunities identified through which FSD can influence the outcome. In
order to determine whether we are achieving the desired results it is essential
to have a strong feedback mechanism through which we can determine
whether we are moving in the right direction or not. The key targets for the
programme as a whole are summarized in table 9. These are strongly driven by
the programme theory, looking to provide quantifiable and relevant indicators
of success at the theme and strategic output level.

Figure 12: Spatial map showing estimated access to banks in 2009

The indicators established here represent a significant departure from those
established and tracked in previous strategies. In part this simply reflects
the identification of better indicators; some of those sought in the past have
proven difficult to collect with sufficient accuracy. However the changes also
reflect the shift in strategic direction and, in particular, the need to look for
measures of the quality of access as well as the quantity. This represents
something of a shift for programmes such as FSD and therefore it is likely that
better measures will emerge over the period of the strategy. These will be
collected and tracked in addition to those set out here. A corollary of the shift
to a new set of indicators is that in many instances we do not have baselines.
In these cases we will seek to measure baselines within the first year of the
new strategy and where necessary targets are premised on proportionate
improvements on these baselines.
Table 9: Programme targets (key indicators)

Level/Theme
Strategic objective
Theme 1
Formal finance
Theme 2
Poverty impact
Theme 3
Inclusive growth
Theme 4
Knowledge

Indicator
% of adult population using services in formal
(regulated) financial institutions
Average cost of single retail financial transaction
Cash/M3 ratio (6 month moving average)
Number of DPF protected accounts per 1,000 adults
% of low-income women financially included
% of low-income smallholders financially included
% of low-income youth financially included
Number of SMEs served by financial sector
Annual number of business credit reference reports
National strategy includes actionable plan for
deepening financial inclusion
Proportion of stakeholder tracker group reporting
awareness & satisfaction >3/5 with key FSD
publications

Baseline (2009)
 Total:		
22.6%
 Men:		
27.6%
 Women:
17.8%
na
0.09 (2010)
610 (Jun 2010)
60.0%
63.0%
62.0%
na
na

Target (2015)
 Total:		
40%
 Men:		
44%
 Women:
36%
<KShs 10
0.07
900
74.0%
77.0%
76.0%
+50%
20,000

In place for period 2008-2012

Renewed for period 2012-2016

na

> 70%

Government of Kenya
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