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Abstract

Loan delinquency in SACCOs is a major threat inghstainability of granting loan to the loan apatits and
the growth of the business. Gradual increase im@@éncy rate implies that SACCOs are unable tovec
what they have lent out to loan beneficiaries. Hffects the SACCOSs' financial obligations. SACCfo&lncial
growth is a critical issue and failure to maintaash in circulation affects their core businesfACSOs in
Baringo County has realized increasing loan defsinice the year 2010 which was ksh.76, 987,450rasd
gradually to ksh. 225,464,348 in the year 2013. &fment in SACCOs impressed on proper loan apfgaisa
timely reminders on repayments by loan benefickadad escalating on timely follow-up on loan detengl
Delinquency continuously increased despite the oreastaken to mitigate the problem by SACCOs. Thdys
sought to establish the social factors that affesn repayment by the borrowers, to determine emiméactors
that affect loan repayment by the borrowers, anestablish terms of loan factors that affects ISACCOs and
borrowers regarding loan repayment. The study @alghe 39 SACCOs in Baringo County. The study
employed descriptive survey design. A sample oti@@lit officers and 161 loan beneficiaries respanibethe
study. The primary data was collected using a ¢quasiire, and analyzed using both descriptive sttas and
multiple regressions. The result of the study iatkd that economic and terms of the loan factgmsifsiantly
affect loan default however social factors doessignificantly affect the loan default. The studgcommends
that a credit policy should be maintained thatnsbuilt in Sacco software. Also more training prRIgs
sponsored by Sacco’s aiming at enhancing the menadreeconomic and social factors.
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1. Introduction

Savings and Credit Co-operative Societies (SACCGiDas)started locally and have solid bases of snaaiing
accounts constituting a stable and relatively l@mstcsource of funding and low administrative co§acco
Societies constitute not only the fastest growinlg sector of the Cooperative Movement in Kenya,absi the
most significant in impacting on the livelihoodstb&ir member (Olando, Mbewa, & Jagongo, 2013).yTdre
currently regulated through the Cooperative Actarm8ACCO Societies Regulatory Authority (SASRA) @i
is prudentially regulating FOSA operating SACCOEhe target market that SACCO’s deals with is mosiky
poor and neglected segment thus innovate prodbatsstiits their needs. It is of importance to ustéerd the
steep competition in the financial institutionstthait the stretch of one player to cover extravmaarket. The
cost associated with such move may not be benkfiwiauch SACCOs thus renders their performancestow
than expected. According to a report by Fin Aca@§)9) , SACCOs lost their market share in spitehefr
geographical spread in the country compared tor dih@ncial providers. This could be attributedctmallenges
that SACCOs faces due to the characteristics ofrtiuket segment it serves.

SACCOs advances loans at interest rates lower tthase charged by other financial providers. In
addition, SACCOs have the ability and opportunityréach clients in areas that are unattractiveattk®, such
as rural or poor areas SACCO'’s loan delinquencyémsured because it indicates an increased risbssf
warnings of operational problems, and may help iptiedy how much of the portfolio will eventually Hest
because it never gets repaid. Majority of the SAGGEe facing rising rate of loans default. ThougtCEOs
take necessary action to appraise loan and useodwlike credit rationing, rate of default is stjtowing.
SACCOs incur huge funds to monitor and make loaowery which in turn will affect its efficiency pvaling
finance (Olando et al., 2013).

Loan default is defined as the failure to pay badkan when due which may occur if the debtor is
either unwilling or unable to pay its debt. Saccetgieties grant loans on the basis of member'sgawand
guarantee from other members. The loan may be oroess than the savings of the borrower. Loars tlesn
the member savings are secure and the repaymassuiged. Loans in excess of the member’s savings Ineu
guaranteed by other members. Loans that are notesesd are considered to be delinquent and herfaeltésl.
Most SACCOs either have no loan policy and proceslur what exists is not very clear and comprekensi
There are cases where loan-aging analysis is hardigticed, there are no provision for loan wrifés @and
losses. No guidelines exist as to what to do iregashere a member defaults in loan repayment. Whene
exist they are inadequate to serve the purpose ahy it is intended. Practice like risk analysiammagement is
therefore made impossible. Failure to prevent lodefault risk has implication with sustainabilitynca

158



European Journal of Business and Management www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) “—.i.l
Vol.8, No.30, 2016 IIS E

performance for rural SACCOS. If the SACCOS havgdanumber of overdue loans implies that borrowers
hold the capital of the SACCOS, hence this affeeirtoperations failing to issue new loans (Magz0i13).

The primary objective of credit unions is to satigfe depository and borrowing needs of the members
and failure to meet solvency, result in inabilibyfinance even its operations. Magali (2013) arghesthe large
size loan has higher risk of default than the sioiadl. Hence the SACCOS should offer large sizear ko their
members after deep analysis of credit risks mitgatechniques. Failure to prevent loans defagk fas
implication with sustainability and performance farral SACCOS. If the SACCOS had large number of
overdue loans implies that borrowers hold the eapf the SACCOS, hence this denied their operation
However, lending technology, risk management, andagement information systems are not well develape
most SACCOs. This is a significant challenge fa 8ACCOS, given that large SACCOs have severakdrall
clients and a wide variety of products. New produstich as microfinance loans and withdrawal savings
products require regular cash flow and maturity agement (Owen, 2007).

SACCOs plays a critical role in economic developtignfacilitating funds to segment of low income
earners who cannot meet the required standarderofmercial banks. Since commercial banks targetdlynos
salaried and performing businesses. However, theeeescalating challenges of loan default by SACCO
members. Karikari (2011) points out that low reagveate of loans has been a great challenge, amtie are
criticized by the beneficiaries on loan terms. Aghe case of Baringo County, there is escalatatg of loan
default despite the improved measures taken likpgarloan appraisals, timely reminders on repaysieyptioan
beneficiaries and escalating on timely follow-up loan defaulters has been taken by SACCOs to shive
problem. This paper established the effect of $da@ors on loan repayment, determined the efiéeticonomic
factors loan repayment, and established the effeetrms of loan factors on loan repayment.

2. Reviewed Literature

Loan default is a major issue of concern on théoperance of financial institutions. Empirical evide focuses
on both individual and institutional factor contrte to loan repayments. According to Mekonnen (2@tgues
that if the business plan of the creditor is pedfie, it will contribute to timely repayment of thean. Hence,
this variable is expected to have a positive sigakonnen (2015) argues that timeliness of loanassiehas a
significant influence on loan repayment performaaténe respondents. The time between loan apjaitand

disbursement has an impact on the loan repaymds. fiictor has a positive impact on the borrowéran

repayment performance. Timely disbursement of lmaneases significantly the loan repayment perforrea
(Pasha and Negese, 2014). The chances that thevimdd be used for intended purpose is increaseshvdan

is disbursed at the right time. Borrowers may bezdmpatient if the loan is delayed; opportunitylvaié lost

and therefore leads to misallocation of loan. Wil eventually affect the borrower’s repayment foemance.

The procedures followed to process loan deternfiagoeriod when the loan would be released to thetvers.

When the procedures are long, it will extend theettaken to release the loan.

Tundui et al. (2013) examined how household incatffiects loan repayment and concluded that the
higher the income, the lower the default rate. Tagybuted to the increase ability of earning myeventuring
into diverse business opportunities which evenyuaiable the borrower to repay the loan when fiadl. A low
income household with above-average wealth is beffethan a low income household without wealtlineT
existence of wealth is also one reason why incontk @nsumption are not necessarily equal: for &rgiv
income, consumption can be raised by running dosseta or by increasing debts and consumption can be
reduced by saving and adding to assets. Furthemtre dependent the borrower (owner) is on incfsora the
enterprise supported by the loan fund the greadtecommitment to business operations, and hencgrézger
the enterprise growth and repayment rate.

Arminger et al., (1997) noted that gender in additio age is one of the most used socio-demographic
variables to differentiate the predictive powerge#nder. Their findings suggest clear evidence Wahen
default less frequently on loans possibly becabsg tire more risk averse. According to Coval €t(2D00)
gender is a fair discriminatory base on the siaiftlefault rates of men versus women. Region s\¢lam area
of the country that borrower lives. Godquin (20@Kamined the microfinance repayment performance in
Bangladesh. His result shows as the correlatiowdsst gender and repayment is positive but not feigmnit
after controlling for a number of MFI-specific effs. Goetz and Geotz and Gupta (1996) suggestbiaien
may have a higher incentive than men for loan rept since it allows them to retain access to galgroups,
whereas men have many more opportunities for sooiatact.

Muruku (2015) argues that gender plays a critiold in loan repayment. This is because it defihes t
role played in the household, the seriousness plementing the project and the protection functidBtsidies
conducted worldwide have shown that gender inflasrtbe success of loan servicing and that femat®ewers
outperform male borrowers in a consistent manndaraas loan repayment performance is concerndshddis
and Kasim (1991), on the other hand, reportedtttehumber of women who had no debt repayment gnabl
was more than men. Todd (1996) attested to beiter tepayment performance in Bangladesh, arguiag th
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women were more conservative or cautious in timiestment strategies. In support, Rahman (2001 )Guoelz
and Gupta (1996) argued that women are more easilyenced by peer-pressure and the involvemenhef
lender. Concerning reputation and honour, womenremes sensitive to verbal hostility on the partted lender,
while men are able to default with a sense of iniyur\lso, Goetz and Gupta (1996) argued that woilnave
more motivation for loan repayment in order to @mne remaining in village groups and to be allowed
borrow more next time, whereas men have many mapertunities for social contact that can lend theoney.

Bassem (2008) examined the factors that affectrépayment performance of group lending in
Tunisia. Results showed that the repayment is enfted positively by the internal rules of condtiece same
business, and the knowledge of the other memberheofgroup before its formation, peer pressuref: sel
selection, gender, education and non-financial isesv Todd (1996) attested to better loan repayment
performance in Bangladesh, arguing that women weoee conservative or cautious in their investment
strategies. Rahman (2001) and Goetz and Gupta E986ed that women are more easily influenced ésrp
pressure and the involvement of the lender. Intaddiwomen have more motivation for loan repayment
order to continue remaining in village groups andeé allowed to borrow more next time, whereas imeve
many more opportunities for social contact that lesd them money.

Due to women tendency to stay closer to their horatt®r than going out to work, women are easy to
monitor and follow by the lender (Aghion and Mortiu@005; Goetz and Gupta, 1996). As opposed to men,
Aghion and Morduch (2005) posited that women haweeenat stake when enrolling in a credit prograntahse
of the limited access to credit from other formaliformal channels. Therefore, women repay theémk to
ensure continued access to credit. Ameen (2004)earthat women have more contact with the lenddr an
group members. This is due to lower opportunityt odsime, which makes their time less valuable.

Duy (2013) concluded that loan size affects theayegent of the loan. Smaller loan are likely to be
repaid on time on group based scheme while large éwe repaid on time by individual borrower. Téasild be
because of the individual socio-economic positibthe borrower in different schemes. Individual toovers are
relatively better endowed and have higher incomel$e They assumed that individual borrower inviest
expensive projects which boost their incomes. Hargelt is argued that larger loans are unlikehb#orepaid
than smaller loans. Larger loans may encourageamspending than small loans where caution is veddry
the spender. Most of the farmers are unused tolingnaf large funds and once given such funds cealsily be
misapplied. Similarly, Tundui and Tundui (2013) gast that loans size increases with the defaidt va$ the
loan size increases, more problems of default tedoiT his implies that the burden of repaymentaases when
one borrows large loans.

According to Chacha, (2006), loan beneficiariek lat knowledge in business management, the loan
size, short loan repayment period and lending @slitead to poor repayment rate of Saccos. Olonfa@)0)
suggest that factors like loan size and loan ueetathe loan repayment. Arene (1992) similarly tieared that
the main factors that determine loan repaymenopexince are loan size, enterprise size, income,rageber
of years of business experience, distance betwes land source of loan, education, household agmption
of innovations and credit need. Bekeleal (2005), Chirwa (1997), and Mekonnen (2015) arghasproviding
borrowers with the required amount of finance camiicantly reduce the possible repayment probldéhat
may encountered due to under or over financinghefwomen. Muthoni (2016) comparatively assessed the
business and borrowers characteristics that caese default, and interestingly both factors afféa loan
repayment

Pasha and Negese (2014) argues that the loan aeafe intended purpose determine its repayment.
When the loan is used for the intended purposes likely to be repaid while misallocation couldate to
repayment problems. The purpose of the loan is vég} to the borrower and the supplier of the Icard
diversion of the intended fund to risky businesparfunities may result to huge losses. The suppfi¢he funds
make assessment of the loan based on stated Biaimgsaward loan limit depending on the risk asdediwith
that business. Previous studies have noted loaapplisations and its consequences which is ateibub
several factors like delay in release of fundsmnsas a critical factor in loan default (Karik&011).

The time given to borrower to pay back the entiranl significantly affects the loan repayment. The
suitable period arranged with the supplier of funeluces the loan default. When the period is teljus suit
the borrower, then it minimizes the default but @mpl evidence shows that there is a negativeticalahip
between repayment and period of repayment (PastidNagese, 2014). Wongnaa and Awunyo-Vitor (2012)
explains that the longer the period of repaymdrd,lower the rate of default. It prepares the beemto earn
substantial amount that can service the loan. Bugnathe period of repayment is shorter, borrowey na get
as much to repay the loan.

Oni, Oladele and Oyewole (2005) determined theceftéd interest rate on the loan borrowed. They
found out that it affect loan repayment but non#igantly. Wongnaa and Awunyo-Vito (2013) posiathigh
repayment leads institutions to lower their intemage and the cost of processing loan. Magali 22Glggest
that interest rate affect credit risk and profiliépiof micro-finance. Ayogyam Goddana, Mohammed, and
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Boateng (2013) contend that interest rate affepyment of agricultural loans. Addisu (2006) poiotit that
lack of collateral and smaller size of loan demahdas lowered interest rate in some formal findncia
intermediaries. In addition, better repayment penénce is strongly and directly associated withcetional
level of the borrower. The higher interest raterghd by some informal money lenders made the fiahnc
problem more unreachable.

3. Methodology

The study employed descriptive survey in which eki@lence was pinpointed on how the factors infleetie
loan repayment of SACCOs. Descriptive survey degiga used, because it doesn't allow an attempomdral
or manipulate the variables. The study targete&88COs in Baringo County with 63,924 members (Bgwin
County Report 2013). The SACCOs are evenly distedb@across the County and outside the County. Saeye
their members within and outside the County. Twthese SACCOs have many branches within and outsie
County. They have expanded their operations to raooodate even banking services in line with theireco
functions. They provide loan and saving faciliiedarmers in beekeeping, cotton, coffee, fishihgstock and
transport sector. Primary data was collected ugirgstionnaires. The questionnaire was structuredrimanner
that it first collects the general information abdlue respondent followed by sections which adéres®cial,
economic, Sacco based, and loan default factoeotisply. The drop and pick method was used to atbter
questionnaires. The questions posed to the respbordire simple and easy to understand and respidral.
collected primary data was processed into meaningfarmation. Pearson correlation was used to tket
relationship between the variables. Also regresaiaalysis was done test the relationship betwean default
and social, economic and terms of the loan basgdrfa The multiple regression model is indicatetbty show
the relationship between the variables. Their éoiefit indicates the strength of their relationshgiween the
dependent and the independent variables.

Y = Bot BaXy + B2X2 +BaXs + &

Where; Y = Loan delinquency

Bo= y-intercept or constant-this is autonomous défaul

B1- Bs=Coefficients beta for each variable.

X1= Social factors, captured as Age, Marital stahg Bducation level

X,= Economic factors, captured as income and inteatst

X3=SACCO related factor, captured as Grace PeriodnlRize, Loan Use and Repayment period

¢ = is the error term or residual that can't belarpd by the model.

4. Results and Discussion

The study established the asmtion between determinants and loan default. fEselts indicate associati
between each variable and the loan default as sHmelow. The social factors consist of;, gender of
respondent, age, and education level of the regpanBconomic factonf the members is indicated by the ¢
of household income was obtained. The mean of tiserwed responses was calculated and correlatedtve
loan default mean. Terms of loan factors conta@gs¢hvariables namely; Grace Period, interest tatn Size
Loan Use, and Repayment period.

Table 1. Correlations Matrix

Social factorsEconomic factors Terms of loarLoan repayment

Pearson Correlation 1 -.129 -.003 -.118
Social factors Sig. (2-tailed) .104 .969 135
N 191 191 191 191
Pearson Correlation -.129 1 .359" 427"
Economic factors Sig. (2-tailed) 104 .000 .000
N 191 191 191 191
Pearson Correlation -.003 .359" 1 515"
Terms of loan Sig. (2-tailed) .969 .000 .000
N 191 191 191 191
Pearson Correlation -.118 427" 515" 1
Loan repayment  Sig. (2-tailed) 135 .000 .000
N 191 191 191 191

**_ Correlation is significant at the 0.01 leveH@iled).

Social factors and loan default.

According to the result in Table 1, the correlatamefficient of -0.118 (R=-0.118, P>0.05) existvaetn social
factors and loan repayment. This implies that & imerease on social factor leads to 0.118 unitetese in loan
repayment. Nimoh et al. (2012) confirm the studsutes that a factor like education has a negaglaionship
with loan default. Age of individual being one dietsocial factors has negative association with lbafault
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since members who are aged have experience thasldefte decreases with age (Pasha and Neges®8, 201
Economic factors and loan Default.

According to the results in Table 1, correlatiorfficient of 0.427(R=0.4272<0.05) exists between economic
factors and loan repayment. This implies that 4 ierease in economic factor leads to 0.427 unuitdase in
loan repayment. Therefore, economic factors haypesitive significant effect on loan default. Tundati al.
(2013) confirm the study results that increase @bakl income leads to low default rate. When thenlo
beneficiary earns additional income, Sacco’s ineesaheir loan eligibilities. In case of defaulhc8o’s register
higher increase in total aggregate loan repaymeotuat. The prior indicates that if Sacco’s weredlag to its
members a certain amount based on their curreptriac any further increase prompt Sacco’s to adpsst
qualification upwards.

Terms of loan and loan default.

The results in Table 1, show that a correlationffagent of 0.515(R=0.515, P<0.05) exists betweemts of
loan factors and loan repayment. This implies thamnit increase in terms of loan leads to an ireeéa loan
repayment. Therefore terms of the loan have aipessignificant effect on loan default. An incredrethese
factors like loan use, loan size and repaymentodeaire increases the chances of loan default. Katyal.
(2015) suggested that loan terms and conditions bmnificant influence on the loan volume grartigaieposit
taking Sacco’s confirming the study findings. D@P13), confirm the study results that smaller loarsslikely
to be repaid than large loans. Similarly, Wongnad ¥itor (2012) contend that longer period of repapt
lowers default rate.

Effects of Determinants on Loan Default

The study determined the combine effect of soei@bnomic and terms of the loan factors on loanutef&or
the regression purposes, mean representing edbk ¢dctors (social, economic, and terms of loamofs) was
obtained and regressed against loan default mesimoa@ below.

Table 2. Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate
1 582 .339 327 2.17184
a. Predictors: (Constant), terms of the loan, $da@ors, economic factors
Coefficientd
Model Unstandardized CoefficierStandardized CoefficienT Sig.
B Std. Error Beta

(Constant) 4.085 1.314 3.110.002
1 Social factors -.107 .085 -.083 -1.26£.208

Economic factor.219 .058 .266 3.790.000

Terms of the loa.221 .037 419 6.028.000

a. Dependent Variable: Loan repayment
Y = Bot Xy + B2Xo HB3X3 + &

Table 2, shows that multiple correlation coefficief 0.582(R=0.582) exist between the observed loan
default and those predicted by the model. In tesmgariability in observed loan default, the modetount for
0.327(Adjusted R=0.327) or 32.7% of the total variability in loarfdult. The estimated absolute deviation
mean is 2.17 which is lower than the observed @efault that range from 1 to 5.

The multiple regression coefficient of -0.083¢-0.083,P>0.05) exist between social factors and loan
repayment. This implies that increase in socialdiacleads to reduction in loan repayment. Thetioziahip is
negative and not significant. Muruku (2015), Aghiand Morduch (2005), Arminger et al., (1997) stated
social factors determine loan repayment. Factdte hge, education and gender affects loan repayment
performance.

The second factor is the economic factor that tei@adardized beta coefficient of -0.26%6=-0.266,
P<0.05). It suggests that a unit increase in ecoadautors leads to 0.266 units increase in loaayement. The
effect is significant and implies that economictéas determine loan default. Nkuru (2015) suggest income
level affects loan repayment.

In addition, the multiple regression results intésathat terms of loan factors standardized beta
coefficient is 0.419;=-0.419,P<0.05). This implies that a unit increase in terofighe loan factors leads to
0.419 units increase in loan repayment. The effepbsitive and significant. This suggests thainaprovement
in Sacco based factors significantly lowers ratedefault. Kinya et al. (2015) suggest that loanmter
significantly affect loan repayment.

Conclusion

The study concludes that social factors have a wekationship with loan default. The relationshigtween

social factors and loan default shows that soaietiolrs do not have a significant effect on loaradif It cannot

be used an indicator to tell whether someone igljfiko default based on age, gender or educatioel.le
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Secondly, economic factor have moderate positigrifstant association with loan default. The ecoiofactor

influence loan repayment and any additional leealds to increase in loan repayment. Tundui et28113)

confirm the study results that economic factore@fthe loan repayment. In addition, terms of thenlhas a
significant positive effect on loan default. Kingaal. (2015) conclude that loan terms significaatifect loan
repayment. Therefore, both economic and termseidhn have a significant effect on loan defaultywéver,

social factors do not have a significant effect.
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