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OPERATIONAL DEFINITION OF TERMS 

Credit Management: Refers to procedures and techniques used by SACCOs to 

maintain ideal credit levels and efficient administration.  

Credit Monitoring: These are SACCOs' follow-up measures that ensure loans are 

paid on time and internal policy guidelines are followed. This is 

conducted by frequent review of credit repayment and loan 

policies.  

Credit Risk Management: This is the process of managing, preventing, or minimizing the 

risk of customers' not repaying their loans as per the institution's 

laid down terms and conditions.  

Credit Risk: The possibility that a borrower would default a loan due to 

failure to make required payments, which can result in the loss 

of principal and interest, as well as cash flow interruption and 

higher collection fees. 

Debt Recovery: These are the mechanisms put in place by SACCOs to ensure 

collection and repayment of defaulted amount by use of legal 

means or debt recovery policies in place.  

Deposit Taking SACCOs: It is a cooperative that is governed by the SACCO Society 

Regulatory Authority (SASRA) and has been granted permission 

under the SASRA Act to collect deposits and provide back and 

front office services. 

Lending Requirements: These are necessary conditions set by the management which 

must be fulfilled by members before loan disbursement. This 
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includes; credit history, collateral requirements and borrowers’ 

integrity. 

Loan Performance:  This is the process of producing gains from loans disbursement 

to members. This is measured through loan performance trends, 

increase in the amount of loans disbursed, decrease in level of 

non-performing loans, repayments of loans within scheduled 

time, increase in loan products or increase in profitability of the 

SACCO.  

Non-Deposit Taking SACCOs: These are cooperatives which provide back-office 

services  and are not subject to SASRA Regulations. 

Members save  and borrow but payments to members are 

made through  other bank accounts. 

Savings and credit Co-operative Societies: Individual members enter these organizations by 

  voluntarily collecting resources in secure and 

  secure  sources and providing or providing  

  members with fair and easily accessible credit 

  capabilities. 
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ABBREVIATION AND ACRONYMS 
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ABSTRACT 

Savings and Credit Cooperative Societies play an important role in providing financial services 

to many Kenyans. SACCOs have been identified as crucial growth engines in many countries 

across the world. This was evidenced from the increase in the substandard, doubtful and loss 

categories of the loan portfolio, which together constitute the Non-Performing Loans (NPLs) 

portfolio thus an indication that loans were not being serviced in accordance with their 

contractual obligations.  The issue of credit risk has dominated the financial world. The goal 

of this study was to determine credit risk management and loan performance of deposit-taking 

SACCOs in Kenya. Specifically, the research assessed the influence of lending requirements, 

debt recovery processes and credit monitoring on loan performance in Deposit- Taking 

SACCOs in Kenya.  The anchoring theories included portfolio theory, agency theory, credit 

default theory and loanable fund theory. To examine the connection between credit risk 

management and loan performance, this study used a causal approach research design with a 

target population of the study was 11 SACCOs in Meru County selected using purposive 

sampling. The sample size was the 44 managers form the 11 DT-SACCOs who were involved 

directly on credit management and were the primary respondents.  The study employed primary 

data acquired from the questionnaires and responses were analyzed using both descriptive and 

inferential statistics. Findings revealed majority of respondents considered the ability of 

customers to generate sufficient cash flow, customer's collateral, borrower's moral character 

and borrower's credit history before granting a loan. Result showed that revealed a strong and 

positive relationship between the lending requirement and loan performance. Further, the 

findings revealed fines for late payments were mostly known by customers, sale of the 

properties of the customer in the case of loan default, use of legal means in loan collection and 

debt collection policies greatly helped in efficient credit management. The regression analysis's 

findings also demonstrated a strong and positive correlation between loan performance and the 

loan recovery procedure. The majority of respondents, according to descriptive data, 

thoroughly investigated applicants' creditworthiness, regularly verified clients' credit status, 

and followed internal policies to guarantee on-time loan repayments. The regression study 

demonstrated a strong and favorable correlation between credit monitoring and loan 

performance. The study concluded that lending requirements, loan recovery processes, credit 

monitoring, and loan performance were positively and significantly correlated. The study 

recommends DT-SACCOs should have a credit risk management policy which guarantees loan 

repayment, accurate estimation of loan defaults and suitable mitigation measures. The study 

further recommends regular credit risk monitoring of loan portfolio and use the services of a 

credit reporting agency to determine the creditworthiness of borrowers to minimize default 

rates. 
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CHAPTER ONE 

INTRODUCTION 

1.1 Background to the study 

The 2017 International Co-operative Alliance's World Cooperative Monitor reported that the 

revenue of the top 300 cooperatives worldwide increased by 11.6% in 2014, reaching $2.2 

trillion. This amount is similar to the gross domestic product (GDP) of Brazil (Gotz, 2017). 

The combined revenue of around 2,000 cooperatives in the 65 nations examined by the Monitor 

amounts to $2.6 billion. The statistical report for 2014 by the World Council of Credit Unions 

(WOCCU) documented a grand total of 57,000 Credit Unions (also known as SACCOs) 

distributed throughout 105 nations and 6 continents. The global Credit Union system holds a 

total of $1.5 trillion in savings and has assets of $1.8 trillion, with $1.2 trillion of that amount 

being in the form of loans.  

The global Credit Union system has an average penetration rate of 9.2 percent, according to 

Musengamana (2019). SACCOs in developing countries, particularly in Kenya, are facing 

challenges with declining financial performance. To address this, they are adopting strategies 

such as loan appraisal, interest rates on loans, loan follow-up procedures, and considering 

customer characteristics. These measures aim to improve their financial competitiveness 

(SASRA, 2017). To minimize incidents of nonperforming loans, SACCOs can use loan 

appraisal interventions such as establishing robust financial systems, adhering to internal loan 

approval procedures, and conducting thorough assessments of business potential prior to loan 

approval (Mungai, 2019).  

 

A cooperative is an independent group of volunteers that works to fulfill common economic, 

cultural, and aspirational needs through cooperatively owned and democratically run 
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businesses (Ammirato, 2024). The primary goals of cooperatives are to pool scarce resources, 

cut out intermediaries, and pursue common goals and interests, according to the Ministry of 

Cooperative Development and Marketing (Etefa, 2021). Cooperatives are a good way to help 

people improve their socioeconomic situation. They are institutions that rely on the comradery 

and care among their members for their strength and legitimacy. In order to mobilize savings 

and offer credit to members, Savings and Credit Cooperative Societies (SACCOs) established 

a credit union. 

Rochdale Pioneers’ Equitable Society that was established in 1844 in Britain is the first and 

most famous Co-operative enterprise in the world because it developed democratic and 

egalitarian business policies that later became the foundation of Co-operative values and 

principles around the world (KLB, 2019). The International Co-operative Alliance (ICA) was 

established in 1895 as the global custodian of Co-operative values and principles. These 

principles include autonomy and independence for cooperative members, democratic member 

control, economic involvement, voluntary and open membership, cooperation among 

cooperative members, education, training, and information, as well as a general concern for the 

community. 

According to the World Bank (2020), Kenya's credit sector remained stable, while it grew 

significantly due to SACCO's importance in the economy. With over 14 million members and 

over 16,000 SACCO associations in Kenya, it is the largest SACCO movement in Africa. 

According to the World Bank (2016), Kenya accounts for almost 62 percent of all SACCO 

savings and 65 percent of SACCO loans in Africa, making it the most prominent SACCO 

movement in Africa. 

With more than Kes.102 billion in accumulated savings, which accounts for around 31% of the 

nation's total savings and 67% of all savings in Africa, Kenya currently leads the continent's 
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cooperative movements (Wafula, 2021). With 3,500 SACCOS and 4.6 million members 

overall, Kenya also has the most cooperative savings societies and individual members in all 

of Africa. 2,676 of these SACCOS are currently active, compared to 1,310 SACCOS in 

Uganda, some of which are not (Wafula, 2021). 

Deposit Taking SACCOs loan processing is an active company considering the detection of 

non-performing loans of members. Musengamana, (2019) point out that “members' share of 

capital and contributions in relation to members' loan repayments make a large contribution to 

their income. The creditworthiness of a financial institution enhances an investor's ability to 

take advantage of the desired profitable venture. Karmelavičius, & Ramanauskas, (2019) shows 

that these financial institutions depend on credit creation as their main source of income. 

Budianto & Dewi, (2023) defines credit risk as an unfavorable event caused by the customer 

(borrower) not repaying the required funds on time. Studies indicate the likelihood that the 

borrower will not fulfill its contractual obligations. Essentially, the lender bears the risk, which 

might include things like principle loss, interest, cash flow volatility, and the expense of 

extending accumulated debt. 

1.1.1 Credit Risk Management 

This is the procedure used to manage, prevent, or reduce the danger that consumers won't repay 

their loans in accordance with the institution's established terms and conditions. In the modern 

corporate world, risk management is regarded as an essential component of good management 

practices. The systematic application of control rules, strategies, and practices is needed for the 

activities of risk identification, evaluation, evaluation, treatment, and tracking (Chorus & 

Welker, 2021). Recognizing, measuring, monitoring, and controlling credit risk is described as 

identifying, measuring, monitoring, and controlling hazards associated with the probability of 

default (Budianto & Dewi, 2023). 
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The systems, procedures, and controls implemented by DT SACCO to ensure effective 

payment collection, with the ultimate purpose of decreasing the risk of default, are referred to 

as credit risk management (Lundqvist & Vilhelmsson, 2018). The loan terms, debt collection 

mechanisms, and credit monitoring are the subject of this research. According to Xu et al., 

(2017) a financial institution must have a well-designed and sustainable operational risk 

management system in order to achieve economic growth. 

Lending requirements are necessary conditions which are set to members to fulfill before 

disbursement. This includes credit history, personal information, business experience, business 

plan, financial statements, collateral and many more. According to Tarimo (2020), the most 

significant criterion is the organization's procedure for implementing its lending policy. 

Institutions should have adequate procedures and processes that are documented and defined 

in enough detail to provide operational direction to employees. 

Various controls and restrictions in the credit process must be established, such as complete 

loan and legal paperwork, verify loan payments, apply waivers limitations, and follow up on 

loan exceptions. According to the Bank for International Settlements (2018), operating 

procedures should be reviewed and modified frequently to reflect new operations and products, 

credit methodologies, and system changes. 

Credit terms are also a process used by financial institutions to determine a borrower's 

creditworthiness (Vladislava, 2020). The institution must conduct a comprehensive assessment 

of the creditworthiness of its debtors. This should include, where appropriate, an analysis of 

the debtor's financial situation, reflected in various financial and monetary sources such as 

statements, previous payments, quality and integrity of management and relevant industry and 

macroeconomic data. In the case of corporate debtors, adequate control must be exercised over 
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the shareholders and directors of the company. Institutions must classify affiliated obligors as 

appropriate and conduct group credit assessments (Momanyi & Njiru, 2016). 

Debt recovery process is the collection of the amount which continues to go unpaid or has 

defaulted using an institution establishments or use of the third party.  Recovery forms the back 

bone of every lending institution and consequently the institution success depends much on 

how the recovery process being controlled. Hence, loan recovery is based on characteristics of 

client’s financial status, financial sector, economic and competitive circumstances (Johnson et 

ail, 2021).  

For long, great loan recovery managers have focused their effort on issuant carefully 

monitoring loan per structure and approving loans (Abebe, 2020).  Gatimu et al., (2018) argue 

that in many countries, recovery rates and resilience scores can vary and fall due to increased 

failure rates in recessions. The focus on verification of defaults has changed with the increasing 

number of studies on estimated recovery rates and the relationship between recovery rates and 

non-compliance. 

Credit monitoring is a follow-up action taken by the institution to ensure that loans are repaid 

within a certain timeframe and national guidelines are met. This is indicated by frequent credit 

checks, credit standards and credit report data (Makori & Sile, 2017). When a financial 

institution extends credit to a customer, it runs the risk of default. The institutions should have 

a system in place for credit monitoring before and after disbursement. External rating by credit 

bureaus and market price are key in credit monitoring.  

The methods, practices, and controls used by DT SACCO to ensure efficient client payment 

collection and lower the risk of default are referred to as credit monitoring (OLWENY,2019). 

Credit monitoring ensures a thorough examination of the applicant's creditworthiness, internal 

company guidelines and the degree of insolvency. To evaluate if lines of credit are being used 
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as intended, DT SACCO must keep track of how much money is being spent. Many businesses 

fail as a result of an inadequate credit monitoring approach. Many small organizations, for 

example, lack the means and skills to maintain effective management systems (Karim et al., 

2021). 

1.1.2 Loan Performance 

This is the process of producing gains from loans disbursement to members. This is measured 

through loan performance trends, increase in the amount of loans disbursed, decrease in level 

of non-performing loans, repayments of loans within scheduled time, increase in loan products 

or increase in profitability of the SACCO. Sacco’s management have a set of practices to ensure 

loans are paid with interest on time so as to suffer liquidity risk. Loan book and Non-performing 

loans are among the ways of measuring loan performance of SACCOs. The credit stability of 

credit institutions in terms of the presentation of their loans to diverse sectors is referred to as 

loan performance.  

Loan performance refers to how loans are meant to work and how they compare to actual 

payments in terms of payment schedules. This is linked to on-time and consistent interest 

payments and loan repayments. Non-performance of funds received can be caused by 

unfavorable circumstances that can affect the borrower's ability to repay (Muriithi, 2024). 

Technology advancements and improved management control systems enhance risk 

management. According to Olweny, (2019), the portfolio manager can now get an early 

indicator of increasing risk, which assists him in determining the initial overall management 

and control of the loan portfolio. 

The strong recovery rate of SACCO's loan portfolio is critical to its long-term viability and 

development. As a result, the policy and implementation of corrective and disciplinary 

measures are indisputably crucial and must be adhered to firmly and consistently as dictated 
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by the loan portfolio analysis results. SACCO's management and loan officers are directly 

responsible for enforcing collection actions as well as its policies and procedures. The degree 

of legitimacy of the loan and the conditions under which payments are permitted will determine 

the policies and procedures for carrying out lending and collection activities. As a result, debt 

collection policies and procedures are stressed as actions and disciplines that complement the 

activities of delivering and maintaining the primary loan portfolio (Maina & Njeru, 2023). 

The most common reasons for default include when credit institutions are not serious about 

repaying loans, borrowers are reluctant to repay loans, credit institution employees have no 

profit obligations to shareholders, customer life is full of unexpected crises such as illness or 

death in the family, when the loan is too large for the company's financial needs, additional 

funds can be used for personal use, and when the loan is made without proper company 

valuation (Norell, 2001). According to Wakuloba (005), the primary reasons for default include 

poor business performance, fund diversion, and internal issues. Several risk management 

tactics employed by financial organizations are listed by Huizinga and Demirgue (2010), 

including risk transfer to other nations, risk aversion, risk reduction, and more. Good credit 

management, according to the author, necessitates good corporate governance, risk 

management, and rules and processes. 

1.1.3 Deposit-Taking SACCOs in Kenya 

These are cooperatives that are governed by the SACCO Society Regulatory Authority 

(SASRA) and has been granted permission under the SASRA Act to collect deposits and 

provide back and front office services. The SASRA Supervisory Report (2021), 175 DT-

SACCOs were licensed. 5.47 million People made up the entire DT-SACCO system dispersed 

across the 175 DT-SACCOs in 2020 as opposed to the 4.5 million people reported in 2019. 

This rise in membership was mainly due to the three (3) additional licensed DT-SACCOs that 
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were added in 2020. However, a significant chunk of the DT-SACCO system's total 

membership 25.09% was apparently dormant in 2020, which suggests that these members had 

not transacted with their DT-SACCOs for at least six (6) months. 

Licensed DT SACCOs continue to grow impressively in all major performance metrics of total 

assets, total deposits, and gross loans, according to a new SASRA report. In 2019, the overall 

assets portfolio surpassed the half-trillion-dollar mark, reaching Kes 556.71 billion. The gross 

loan portfolio has grown to Kes 419.55 billion while the net loans and credit advances were 

Kes 400.16 billion while the total deposits grew to Kes 380.44 billion. In 2020, the DT-

SACCOs reported an increase in gross loans to Kes 474.77 billion, reflecting a growth rate of 

13.16 percent, compared to Kes 419.55 billion, showing a growth rate of 12.09 percent in 2019. 

The net loans and advances, on the other hand, climbed by 12.60% to Kes 450.58 billion in 

2020, up from Kes 400.16 billion in the year before, an increase of 11.46%. 

According to the Financial Sector Stability Report for Kenya for 2018, total SACCO deposits 

accounted for 5.55 percent of nominal national GDP in 2018, with this proportion predicted to 

rise to roughly 5.72 percent in 2019, emphasizing the importance of SACCO deposits in the 

economy. The Non-Performing Loans (NPL) ratio fell from 6.30% in 2018 to 6.15% in 2019 

signifying improved loan collection practices, while the external borrowing ratio registered a 

marked reduction from 4.11% recorded in 2018 to 3.11% in 2019. This is a demonstration that 

many deposits taking SACCOs are gradually reducing their external debt portfolio and are 

relying on internally generated funds to fund their assets.  

According to the Ministry of Cooperative Development and Marketing (2007), all cooperatives 

are affiliated with the highest national body called the Kenya Cooperative Alliance (CAK), 

while individual Savings and Loans Cooperatives (SACCOs) are affiliates of the Kenya 

Savings and Loans Union Business Cooperative (KUSCCO). According to Ministry of 
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Industrialization (2015) figures, almost 50% of Kenyans profit directly or indirectly from over 

19,000 registered Co-operatives with approximately 14 million members. These cooperatives 

directly employ about 550,000 people and indirectly employ another 2 million people, 

contributing around 45 percent of GDP. 

The SACCO sub-sector alone has consistently mobilized a large amount of savings in Kenya, 

now accounting for 33% of total savings. The Department of Cooperative Marketing and 

Development (2017) reports that from the middle of the 1970s, SACCO has grown 

significantly, with assets and deposits increasing on average by 36% annually. SACCO has 

also provided jobs for Kenyans, assisting the government in achieving the Vision 2030 goals. 

Muriithi, (2024) describes SACCO as a sub-sector in two approaches because of the outreach 

of credit services to members and the regulatory framework. The Cooperative Services Act, 

CAP 490, rules and regulates public savings and loan cooperatives (commonly known as 

SACCOs), which do not take deposits. You can use basic banking services like deposit 

payment. ATMs and front office savings accounts are examples of quasi-banking services that 

are channeled through the Companies Act of 2008, which also licenses and supervises payment 

services. The general tendency is that they began as no deposit claims and expanded to include 

a variety of member loan offerings. 

1.1.4 Deposit Taking SACCOs in Meru County 

Meru is unique in its nature because it has all SACCOs which have grown vastly in all sectors 

of the economy being rich in agriculture. There are some formed by tea farmers like Nyambene 

Arimi, coffee based like Dhabiti, milk based like Capital, teachers based like Solution, transport 

based like Menya, Business based like Meru Traders, church based like MMH, and Miraa based 

like Mwenge Miraa.  
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The first SACCOs in Meru County were Imenti, Ntethio and Kagumone which were all created 

in the early 1970s. Some of them have now broadened their scope of services and activities. 

According to a 2016 report by the Meru County Cooperation Task Force, Menya and Menany 

SACCO, both in the transportation industry, have opened their own gas stations in Meru. 

Meru County by the end of 2020 had 169 SACCOs, 11 of which were fully established in the 

DT-SACCOs, with 257,677 members and KES registered capital of 1,161,482,932 on the sale 

of Kes 974,557,421. At that time, they had Kes 8,121,311,849 in savings. To date, these 

SACCOs have provided loans amounting Kes 6,603,192,779 (Annual Report of the Meru 

County Cooperative Directorate, 2020).  

When compared to other financial institutions in Meru County, SACCOs have a higher 

percentage of loan defaults (Mutembei & Gitonga, 2022). Failure to manage credit risk could 

spell doom for every SACCO (Maina & Njeru, 2023). Despite the fact that significant study 

has been done in Kenya on SACCOs, Meru County has been mostly ignored. As a result, 

SACCO's leadership in the area tries to foster a vibrant economy in the area, which is active 

with small and medium-sized enterprises and agricultural activities. 

1.2 Statement of the Problem 

Deposit Taking Savings and Credit Cooperative Societies (DT-SACCOs) in Kenya serve as 

vital financial intermediaries, providing access to credit and other financial services to 

individuals and businesses, particularly in rural areas like Meru County. Effective credit risk 

management is essential for the stability and sustainability of DT-SACCOs, ensuring prudent 

lending practices and maintaining the integrity of their loan portfolios. 

Despite the critical role of DT-SACCOs in fostering financial inclusion and economic 

development in Meru County, there exists a gap in understanding the intricacies of credit risk 

management practices and their impact on loan performance within this specific region. 
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Various factors, including socio-economic dynamics, regulatory frameworks, and market 

conditions unique to Meru County, influence the effectiveness of credit risk management 

strategies adopted by DT-SACCOs and ultimately affect their loan performance outcomes. The 

extent of credit risk exposure faced by DT-SACCOs in Meru County remains unclear, 

necessitating an examination of factors contributing to credit risk, such as borrower 

characteristics, loan portfolio composition, and macroeconomic conditions. Assessing loan 

performance metrics is essential for gauging the financial health and sustainability of DT-

SACCOs in Meru County. It is in the light of the aforementioned research gaps that this 

research sought to examine the impact of credit risk management on deposit-taking SACCO 

loans performance in Meru County, Kenya. 

1.3 Objectives of the Study 

The study's overall goal was to establish the effect of credit risk management on loan 

performance of deposit-taking SACCO’s in Meru County, Kenya. 

1.3.1 Specifics Objectives 

i. To examine whether lending requirements affects deposit taking SACCOs loan 

performance in Meru County, Kenya. 

ii. To determine whether loan recovery affects deposit taking SACCOs loan performance 

in Meru County, Kenya. 

iii. To establish whether credit monitoring affects deposit taking SACCOs loan 

performance in Meru County, Kenya. 

1.4 Research Hypotheses 

H01:  Lending requirements have no significant effect on deposit taking SACCOs loan 

performance in Meru County, Kenya. 
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H02: Loan recovery has no significant effect on deposit taking SACCOs loan performance in 

Meru County, Kenya. 

H03: Credit monitoring has no significant effect deposit taking SACCOs loan performance in 

Meru County, Kenya. 

1.5 Significance of the study O 

The emphasis on SACCOs is on the grounds that they contribute extraordinarily to the financial 

development and improvement of any economy on the world. It well helps deposits taking 

SACCOs management and members in understanding how they can embrace prudent credit 

risks management to foster sustained performance.  

The government and policy makers, such as SASRA, will benefit from this research by having 

a better knowledge of how credit risk management affects performance and what steps may be 

done to promote loan performance and, consequently, growth and development. Researchers 

must comprehend what is going on in the sub-sector in order to determine the best options for 

better credit risk management. 

Finally, scholars and academia will receive reference study resources that will be extremely 

beneficial to students and instructors. The researcher will earn a certificate after completing an 

academic requirement, enhancing Kenyatta University's credibility in the eyes of the public 

and the rest of the globe. 

1.6 Scope of the Study  

The impact of credit risk management on the loan performance of Kenyan deposit-taking 

SACCOs was the main subject of this study. The survey was limited to the concerns raised in 

the objectives. This ensured that all of the study's analyses contribute to the attainment of the 

study's principal goal. The scope was limited to 11 deposit taking SACCOs in Meru County 
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through purposive sampling and random sampling as it fairly represented the whole population 

of Farmer-based SACCOs, Teacher-Based SACCOs and Community-Based SACCOs. This 

was thought to be sizable enough to offer a broad perspective of the entire population and make 

a solid foundation for legitimate and trustworthy conclusions.  The study covered the period 

from 2017 to 2023. 

1.7 Limitations 

The survey faced various challenges that impacted the management of the questionnaire due to 

the busy schedule of respondents. Because the desired manner of data collection was to give 

the respondent a questionnaire and have them return it right away, this was not practical, 

necessitating frequent visits to the institution.  

As a result, the restriction affected the number of respondents and survey time. Some 

responders were hesitant to share information for fear of being intimidated or harming the 

institution's image. Despite the limitations, the researcher was able to persuade the respondent 

to obtain the required information through the NACOSTI research permit.   

This study was restricted scope of data collection, focusing solely on 11 Savings and Credit 

Cooperative Societies (SACCOs) within Meru County. As such, the generalization of the 

findings was severely limited. Meru County represented just one region within Kenya, and its 

SACCOs was not be fully representative of the diverse range of DT-SACCOs operating across 

the country. Therefore, caution must be exercised in extrapolating the study conclusions to the 

entire population of DT-SACCOs in Kenya. The unique characteristics, demographics, and 

economic dynamics of Meru County significantly influenced credit risk management practices 

and loan performance, potentially skewing the results and impeding their applicability on a 

broader scale. 
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1.8 Organization of the study 

The first section described the concepts, purpose, meaning, and scope. Literature on how credit 

risk management affects loan performance was reviewed in second chapter. Chapter three 

entails research methodology. Chapter 4 detailed the study's findings, while Chapter 5 

summarized the study's results and provided conclusion and recommendation. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction 

A theoretical review of credit risk management and deposit-taking SACCO loan performance 

was included in this chapter, as well as an empirical review of previous studies relevant to the 

current research. The conceptual framework is further presented.  

2.2 The Theoretical Review  

Theories anchoring the study are discussed in this section. 

2.2.1 Portfolio Theory 

Harry Markowitz (1952) is credited with developing the modern portfolio theory. According 

to this hypothesis, having a diversified asset portfolio reduces the risk encountered by investors. 

In terms of risk management, the premise of portfolio theory is that markets are effectively and 

accurately controlled, while investors are rational (Chijoriga, 1997). The idea aims to maximize 

the return anticipated from a portfolio with a specified level of risk by carefully selecting the 

ratios of different assets. Expected returns should take market imperfections into account. The 

idea of portfolio management suggests a method for successfully striking a balance between 

the objectives of generating attractive loan assets and avoiding excessive risk concentration. 

SACCO for Deposits has successfully applied Earnings at Risks and Value at Risk 

methodologies in recent years to evaluate risks using portfolio theory. This assists in reducing 

exposure to financial hazards when interest rates change. SACCOs have improved their ability 

to manage credit risk in their portfolio health and increase risk through the use of credit 

derivatives. This study focused on how management allocates risk in member loan repayments, 

which in turn represents loan performance, and how credit risk is managed. As a result, 
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portfolio theory creates a conceptual link between loan performance and credit risk 

management. 

2.2.2 Agency Theory 

Ross and Mitnick (1973) were the early proponents of agency theory. It was created as a tool 

for evaluating conflict amongst various parties. According to this theory, an agent and a 

manager have a conflict of interest when it comes to managing their resources (Tipuric, 2008). 

The agency idea describes a reciprocal relationship between two countries that can work 

together to improve fundamental welfare through trust. This principle applies when the 

principal gives the agent instructions to complete duties on his behalf. 

Agency theory reduces SACCO to two, owner/shareholder, and manager. Employees and 

managers may have an interest in the SACCO, according to the idea, but shareholders and 

owners want managers and employees to make decisions in their best interests. Agents, 

according to Padilla (2002), are not always capable of making decisions that are in the 

principal's best interests. Managers have vested interests, which means they may break 

agreements, pass up opportunities, and act in ways that benefit them rather than the company's 

owners (Bhimani, 2008). As a result, agency theory can be used to describe how participants 

in a management organization relate to one another. The theory, on the other hand, was utilized 

to align the objectives of the management and the objectives of the principal. 

Jenson and Meckling (1976) observed that agency theory describes selfish, individualistic 

behavior associated with rewards and punishments and prioritizing profitable actions. Because 

they are held accountable for their tasks and duties, managers and employees, according to this 

view, contribute significantly to a good governance structure. 

This theory has received criticism for rejecting the stewardship theory's premises and for failing 

to provide evidence in favor of the notion that managers make an effort to appease shareholders 
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who are preoccupied with their own goals and personal interests. Donaldson and Davis (1991) 

support the manager's theory, arguing that the division of ownership and control in a company 

does not lead to a significant conflict of interest between stakeholders. 

Theory was vital in determining the impact of SACCO motivations and managerial motives, 

which are critical for ensuring good risk management methods.  It is expected of management 

to behave in the interests of shareholders. According to the current study, managers were 

expected to implement credit risk management practices that ensure loan presentation and 

thereby protect the shareholders’ interest. The theory of agency could be beneficial in this 

research as it offered a conceptual framework for the correlation between the management of 

credit risk and the performance of loans. 

2.2.3 Credit Default Theory 

Melton (1974) advanced the principle of credit default, which is said to be a default event 

arising from the evolution of firm assets, modeled by a constant parameter diffusion process. 

These models are often constructed structural models based on characteristics that are relevant 

to a particular publisher. Credit default theory, according to Wilson (2007), is a systematic 

study of the reasons that directly contribute to the consequences of credit defaults. 

Credit default theory establishes a direct causal link between the macroeconomic factors of 

changes in the credit environment and their microeconomic impact on changes in personal or 

corporate credit conditions. Most existing credit default theories fail to meet this causal 

requirement. As Kenan (1999) found, credit default is a loan default by a business, person, or 

entity. An asset model with exogenously determined default losses represents the evolution of 

this category.  

This theory was crucial in explaining the causal effects of the varying loan performance of a 

company. NPLs are a clear indication of poor loan performance of the credit cooperatives 
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(Wilson Sy, 2007). The theory was essential as it highlighted the possible source of credit 

default which is presented as the loan failure of an entity and also suggests a systematic cause 

of credit default all which are set to be examined in the current study. Hence, the theory 

underpins the credit risk management practices used in this study including lending 

requirements, loan recovery and credit monitoring.  

 

The theory is attributed to Knut Viksel (1851) Interest rates are said to be determined by credit 

supply and demand, with borrowing and interest rates having an inverse connection. The 

quantity of the change in demand and supply of leverage determines the percentage produced 

when those variables change. Local firms, consumers, governments, and foreign borrowers, 

according to this view, are the sources of loan demand. While domestic savings increase 

supply, money dispersion balances the printing of money in the banking system and foreign 

borrowing (Gorder 2009). 

This theory is based on the assumption that the credit market is a completely integrated (not 

segmented) market with perfect mobility of funds between markets and that the market is 

entirely competitive, with each borrower and lender having a "collector" and only net interest 

being paid in the market. Competitive forces must also clear the market fairly quickly, so that 

a uniform interest rate is the clearing (or equilibrium) rate (Sen, 2012). Based on the 

assumptions above, the determination of the interest rate can be easily explained after clarifying 

the supply and demand for loanable funds. Here it is emphasized that the theory of borrowed 

money is an improvement from the classical theory of saving and investing for interest rates 

because apart from the real factors of saving and investing; when computing the interest rate, 

it also considers the monetary elements of accumulation, disposal, and expansion in the money 

supply. It mixes monetary and non-monetary aspects in this way (Sen, 2012). 
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Interest rates are crucial, according to Ingram (2011), since they encourage cash flow in the 

economy. People are more willing to borrow from banks to pay for items like houses and 

vehicles when interest rates are low. The idea was applicable to this study since interest rates 

are a necessary element in determining the economy's credit needs. In our current study, the 

interest rate, which borrowers pay as a risk premium for taking out a loan, affects the demand 

for loanable funds. Therefore, the theory supports the variability of credit terms in this study. 

2.3 Empirical Reviews 

This entails studies of previous reviewed literature. These researches are critically analyzed 

and research gaps outlined. 

2.3.1 Lending Requirements and Loan Performance. 

Ahmed and Malik (2015) investigated credit efficacy and credit risk management. This article's 

main objective is to review how credit risk management strategies, encompassing aspects like 

credit terms and policies, client assessment, credit risk taking, and control policies, affect loan 

performance. Data were collected from 157 credit managers at microfinance banks Islamabad 

and Rawalpindi. The main data collection tool used for data collection is a questionnaire. Loan 

length had a significant and beneficial impact on loan performance. The loan's performance is 

unaffected. There is a contextual gap because the prior investigation was carried out in Pakistan 

rather than Kenya. 

Soke Fun Ho and Yusoff (2016) examined the credit risk management strategies of several 

Malaysian financial institutions. This study's primary objective is to examine the credit 

management procedures used by a few Malaysian financial institutions. The data show that the 

majority of losses incurred by lenders and banks are due to catastrophic failures caused by 

customers' failure to meet their commitments relating to loans, trading, settlements, and other 

loan operations. According to the findings, a poor portfolio might attract liquidity and credit 
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risk, harming the company's performance. The study advised careful investigation of the loan 

granted and careful assessment of the customer's capacity to fulfill the loan obligation. 

Njenga (2014) looked at how credit risk management affects loan performance. The study 

focuses on nine MFIs that are within Kenya's Central Bank's regulatory umbrella. Some loan 

officers put too much faith in their clients, failing to properly control credit risk when 

disbursing loans. However, this has resulted in a rise in non-performing loans, which have 

resulted in low loan repayments and, as a result, poor loan performance. The investigation 

recommends developing credit risk management principles and putting credit protocols in place 

in the microfinance industry in order to reduce nonperforming loans to microfinance 

organizations for deposits and to actively participate in the legislation regarding credit risk 

management practices for microfinance organizations in Kenya. Since the current study 

concentrated on lending criteria and their impact on loan performance, the study did not 

especially focus on lending requirements as a practice of credit risk management. 

2.3.2 Loan Recovery and Loans Performances 

Gizaw et al. (2015) looked into the profitability of Ethiopian commercial banks. The purpose 

of this study was to investigate the relationship between credit risk and Ethiopian commercial 

banks' profitability. The annual reports of eight top-tier commercial banks as well as the 

Ethiopian National Bank during a 12-year period were used to compile the data. The bank's 

annual report serves as an additional source of data. According to the results, factors such as 

capital adequacy, non-performing loans, allowance for loan losses, and credit risk have a big 

impact on how profitable commercial banks are in Ethiopia. There is a conceptual gap because 

this study focuses on profitability rather than credit effectiveness as the current study does. Due 

to the fact that the research was done in Ethiopia and not Kenya, there is also a significant gap. 
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In Nairobi City, Kenya, Maiti (2015) looked into how credit policies affected the availability 

of savings loans and deposit-taking credit unions. The study covered 40 SACCOs that were 

registered under SASRA regulation. When assessing customer loan levels, regulated SACCOs 

have established credit requirements such as credit standards and credit ratios, according to the 

report. The report claims that regulated SACCOs also created a collection strategy that took 

into account total loans as well as non-performing loans. The regression results reveal that 

implementing a collection policy (default rate) from a regulated SACCO results in a large rise 

in ROA, implying that reducing non-performing loans to total loans will result in a considerable 

gain in profitability. The results show that the association between credit criterion and return 

on investment is robust and statistically significant. According to the report, adopting and 

implementing credit standards will greatly boost the return on investment for regulated 

SACCO.  

Kipsang (2020) looked on how loan performance for Kenyan fintech businesses was impacted 

by debt recovery techniques. The study's main goals are to find out how fines, negative credit 

reports, and credit limit decreases affect loan performance. This study uses a descriptive 

approach to design research that includes different research elements. The results showed a 

significant and favorable correlation between fines and loan execution. The results also show 

a large and favorable link between subpar loan performance and high credit costs. There is a 

methodological gap in this study since it employs a descriptive research design rather than a 

causal research technique, which is better suited for identifying causal relationships between 

variables. 

2.3.3 Credit Monitoring and Loan Performance  

Pyle (2017) analyzes credit risk management in accordance with regulatory requirements to 

measure risk and capital. Studies show that credit institutions must meet future regulatory 
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requirements for risk and capital measurement. This study shows that in order to allocate 

resources to tasks with the optimal risk/reward ratio, credit managers must carry out extensive 

risk evaluations. In order to keep within the boundaries established by available liquidity from 

lenders, consumers, and regulators, the study indicates that managers must evaluate the amount 

of prospective losses. This requires proper evaluation of the customer and loan to make the 

right decision. The study recommends that mechanisms are needed to monitor positions and 

encourage appropriate risk taking by entities and individuals. There is a substantive gap 

because the study did not focus on the SACCO DT in Kenya. 

Nagarajan (2014) notes that risk management is a dynamic process that is best established over 

time and tested under risk in his study of credit risk management techniques for microfinance 

firms in Mozambique. The study's findings advise credit institutions to carefully manage their 

portfolios and cash flows in order to reduce risk loss, as well as to provide customers with a 

strong institutional foundation, knowledgeable staff, and a client-discipline-promoting 

environment through efficient stakeholder coordination. This study was carried out in 

Mozambique, which has a different environment than Kenya and hence has contextual gaps. 

Bosco (2019) highlighted that credit risk management for microfinance firms in Rwanda is a 

dynamic process that requires progressive development and comprehensive evaluation in order 

to effectively address possible hazards. The report suggests that credit institutions should 

diligently monitor their portfolios and cash flows in order to limit the risk of incurring losses. 

In addition, it proposes that institutions should construct a robust institutional framework, hire 

competent personnel, and foster an environment that promotes client discipline through 

effective coordination with stakeholders. The study was carried out in Rwanda, a country that 

differs significantly from Kenya, leading to contextual discrepancies. 

 



23 

 

2.4 Summary of Literature Review and Research Gaps 

In Kenya DT SACCOs are a leading source of the credit for social economic development 

among people in rural and urban set-up. They are experiencing a wide range of issues on credit 

management because they mostly have targeted low-income earners. T The key theoretical 

frameworks and conclusions from earlier relevant studies on credit management and loan 

performance are briefly discussed in this chapter. The review shows that DT SACCO must 

have a strong and effective credit risk management policy in place to ensure consistent 

customer payments. Studies have shown that large bank losses result from complete defaults 

because customers are unable to meet their obligations. 

According to local studies, the main challenges facing Kenya in terms of microfinance 

governance and sustainability are efficiency and effectiveness. Some microfinance institutions 

are more tolerant with their customers and extend credit, resulting in a rise in NPL. However, 

this research has not identified an appropriate methodology for implementing the proposed 

policies and effective credit management related to SACCO's loan performance. They also 

failed to highlight DT SACCO's credit management in other organizations, such as Meru 

County.
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Table 2.1 entails a summary of previous studies done on credit risk management and loan 

performance aimed at adding value to existing gaps. 

Table 2.1: Literature Summary 

Author/s Title Results Gaps  

This research 

focus  

Ahmed 

and Malik 

(2015) 

 

Influence of credit 

risk management on 

the lending of 

Pakistani 

microfinance banks 

Loan performance is 

influenced by the credit 

term, customer 

appraisal, collection 

procedure, and credit 

risk management. 

 

 

The current study 

was conducted in 

Kenya 

Njenga 

(2014) 

 

 

 

 

 

Credit risk 

management's 

impact on loan 

performance at 

Kenya's deposit-

taking microfinance 

institutions  

According to the 

research, poor loan 

performance is caused 

by credit officers' 

leniency, lack of 

information sharing, and 

excessive reliance on 

their clients.  

Conceptual gap: 

The study did not 

particularly focus 

on lending 

requirements as a 

credit risk 

management 

practice.  

 The current 

study 

concentrated on 

loan performance 

and its impact on 

lending 

requirements. 

Soke Fun 

Ho and 

Yusoff 

(2016) 

 

Credit risk 

management 

practices of a few 

Malaysian credit 

institutions. 

The data show that the 

primary cause of loss for 

loan institutions and 

banks is due to 

customers' failure to 

fulfill their commitments 

in connection with 

lending, trading, 

settlement, and other 

loan operations. 

Contextual gap: The 

study was done in 

Malaysia 

 

 Local analysis 

was used in the 

study 

 

 Maiti S.N 

(2015) 

 

 

 

 

Impact of credit 

rules on Nairobi 

County's deposit-

taking SACCOs' 

financial 

performance. 

The link between the 

credit criterion and ROA 

is large, strong, and 

favorably skewed. 

 

 Conceptual Gap: 

The study 

concentrated on 

credit policies and 

general 

performance  

 The focus of the 

current study was 

loan performance 

and credit risk 

management. 

Gizaw, 

Kebede 

and 

Selvaraj, 

(Gizaw, 

2015) 
 

Loan loss provisions, 

non-performing loans, 

capital sufficiency, and 

credit risk metrics all 

have an impact on 

Ethiopia's commercial 

banks' profitability. 

Conceptual gap: 

study focused on 

profitability as the 

dependent variable.

 

The focus of the 

current study was 

loan 

performance. 

In the study, 

local analysis 

was employed. 

Kipsang 

(2020) 

The impact of debt 

collection 

A positive and 

significant association 

Discrepancy in 

methodology since 

The current study 

used causal resea 
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techniques on 

Fintech companies' 

loan performance in 

Kenya 

was also discovered 

between bad credit 

listings, fines, loan limit 

reduction, and loan 

performance, according 

to the research. 

the study employed 

a descriptive survey 

approach rather than 

a causal research 

design. 

(Yusoff, 

2016)rch design 

 Pyle 

(2017) 

 

 

 

 

 

Credit risk 

management on 

meeting the 

regulatory 

requirements for 

risk measurement 

and capital 

Credit managers, 

according to the report, 

require credible risk 

measures in order to 

allocate resources to 

activities that have the 

best risk/reward ratios. 

Conceptual gap: 

study focused on 

profitability as the 

dependent variable 

 

This study 

targeted loan 

performance. 

This study 

focused on DT 

SACCOs 

Nagarajan 

(2014) 

 

Microfinance 

institutions in 

Mozambique use 

credit risk 

management 

strategies. 

Through efficient 

stakeholder 

coordination, loan 

institutions needed to 

limit risk-related losses 

via meticulous portfolio 

and cash-flow 

management, developing 

a strong institutional 

infrastructure with 

trained human resources, 

and instilling client 

discipline. 

The study was 

conducted in 

Mozambique with a 

focus on 

microfinance 

organizations. 

Local analysis 

was used in the 

study and 

concentrates on 

deposit taking 

SACCOs  

 

Tucker 

and Miles 

(2014) 

  

In MFIs, the loan 

portfolio is the most 

valuable asset because 

its quality affects future 

earnings, as well as the 

capacity to expand 

outreach and retain 

existing clients. 

The study context 

was financial 

performance of MFI 

The current study 

was local and 

focuses on credit 

risk and loan 

performance of 

SACCOs 

Chege 

(2010) 

 

 

The performance of 

MFIs is improved by 

MFI diversification, 

MFI lending policy 

procedures, and human-

based expert systems' 

payment capability. 

Diversification among 

MFIs increases 

shareholder value and 

savings. 

 

Methodological 

Gap: The study only 

utilized descriptive 

method  

 

 

The study used 

causal research 

design 

 

Source: Researcher (2022) 
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2.5 Conceptual Framework  

The independent and dependent variables are integrated by this. In accordance with Mugenda & 

Mugenda (2003), a dependent variable is one that is influenced by the independent variables, whereas 

an independent variable is a characteristic of a phenomenon that influences or affects others. The 

conceptual framework of credit risk management and loan performance is shown Figure 2.1 

   Independent Variable                    Dependent Variable 

 

 

 

 

 

 

 

 

Figure 2.1: Conceptual Framework  
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 Credit history  

 Collateral requirement 

 Borrowers’ integrity 

 

 

Credit monitoring 

 Credit Repayment Review 

 Credit policies 

 

Loan Recovery 

 Legal Means 

 Debt Recovery Policies 

 

 

Loan Performance 

 Non-Performing 

Loans 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 Introduction 

This chapter outlines the research methodologies, including the target audience, data collection 

strategy, and data analysis. 

3.2 Research Design 

Research design serves as a comprehensive framework for the systematic gathering, measurement, 

and analysis of data, as well as a strategic roadmap for acquiring solutions to research inquiries 

(Haydam & Steenkamp, 2020). As per the studies conducted by Tumiran, (2024). research design 

refers to the organisation of conditions for gathering and analysing data in a way that seeks to balance 

the relevance to the research objective with efficiency in the process. Bryman and Bell (2017) assert 

that the research design is a systematic and structured approach for gathering and analysing data, 

which determines the nature of the research. Research design refers to a systematic plan that outlines 

how a research study will be conducted (Waithaka, 2013). A descriptive research aims to offer 

information about the who, what, when, where, and sometimes how of a certain subject or 

phenomenon (Englander, 2012). The researcher employed a descriptive research design, allowing for 

the collection of detailed data on the target population. This approach facilitated the acquisition of 

relevant and specific information. The design employed was appropriate as it addressed the 

correlation between the variables and the formation of generalisations that possess collective validity. 

3.3 Target Population  

There are 175 Deposit-Taking SACCOs, according to the Annual Report on the Performance and 

Operations of SACCO Societies in Kenya (2020). As of 2020, there are 169 SACCOs in Meru 

County, 11 of which are regulated by SASRA (Annual Report of the Meru County Cooperative 

Directorate, 2020). The study's target group through purposive sampling consisted of 11 DT-
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SACCOs with headquarters in Meru County and had SASRA licenses. A segment of the general 

population was the target audience for the study, and the researcher had to locate the most relevant 

and reliable information on how deposit-taking SACCOs manage their credit risk and how well they 

perform on their loans.  According to SASRA Annual Report 2020, SACCOs have been traditionally 

clustered into original common-bonds from which they traditionally drew their membership namely; 

Teachers-based, Farmers-based and Community-based DT SACCOs. The eleven (11) DT-SACCOs 

in Meru County belong to three clusters. The study population in all of the three clusters in each 

Sacco was forty-four (44) managers as tabulated 3.1.   

Table 3.1: Target Population  

S/no. Common Board Clusters Target No. of 

SACCOs 

Target Respondents 

per SACCO 

Target 

Population 

1. Farmers-Based DT-SACCOs 5 4 20 

2. Community Based DT-SACCOs 5 4 20 

3. Teacher Based DT-SACCOs 1 4 4 

 Total 11  44 

Source: Researcher, (2022) 

3.4 Sampling Technique and Sample Size 

Mugenda and Mugenda (2009) noted that given the small target population, researchers can arrive at 

a census methodology that takes into account the entire population. Therefore, this study adopted a 

census study; no sampling was performed for this test. Cooper and Schindler (2011) argue that census 

surveys yield better results than any sample survey when the study population is neither too large nor 

relatively small, provided that the survey study employs efficient and trained staff. In Meru County, 

a sample of 11 SACCOs was selected from the whole population. This sample fairly represents the 

entire population because it includes Farmer-based, Teacher-Based, and Community-Based 

SACCOs. This was regarded as being sizable enough to give a broad overview of the entire 
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population and act as a solid foundation for drawing accurate and trustworthy results. The target 

participants included four (4) managers from each SACCO who were directly involved into the 

management and performance. They included credit managers, finance managers, general risk 

managers and operations managers.  The total sample size was forty-four (44) as shown below.  

Table 3.2: Sample Size  

Population  Target Population Percentage of Target Population  Sample Size 

Credit managers  11 100% 11 

Finance managers  11 100% 11 

General risk managers 11 100% 11 

Operations managers  11 100% 11 

Total  44  44 

Source: Researcher (2022) 

3.5 Data Collection Instruments 

Data collection is the process of acquiring information in order to confirm or refute certain truths 

(Kothari, 2007). This study aims to gather information from both primary and secondary sources. 

Primary data are ones that were initially acquired particularly to address the subject being studied. 

Data collection involved using a questionnaire. A questionnaire, according to Kothari (2007), is the 

best instrument since it can gather a lot of data in a short amount of time. Through anonymity and 

uniformity, this protects the source confidentially of the information. For the reasons mentioned 

above, the questionnaire was selected as a suitable research tool. The survey's closed-ended questions 

were carefully prepared to enable respondents to give accurate answers. Secondary sources of 

information was used in this study, including books, SACCO financial reports, and business 

periodicals. 
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3.6 Data Collection Procedures  

The researcher personally distributed and collected the surveys from the respondents. The completed 

questionnaires were then collected once the responders had filled them out. Every participant was 

given an identical set of questions in a completely uniform manner. The questionnaire clearly stated 

in the beginning the research's purpose by elucidating the academic objective and assuring the 

respondents that there would be no adverse consequences when participating in the research. The 

collection of primary data mostly relied on primary sources. The primary data was utilised because 

of its proximity to the truth and its simplicity of control over faults (Zimmer, 2020). 

3.7 Reliability and Validity of Research Instrument  

3.7.1 Validity 

According to Long & Wang (2022), all evaluations of validity are subjective assessments derived 

from the researcher's judgments. The research design was intended to improve the internal, construct, 

and external validity. In order to analyse the validity of the research instruments, the questionnaires 

were developed and sent to the supervisor for cross-checking and to evaluate the reliability of the 

content. The questionnaires underwent a pre-testing process through a pilot study conducted one 

week before to the start of the main study in order to ensure that the findings would be clear and 

unambiguous. Five respondents were interviewed during the pilot study. 

3.7.2 Reliability 

The ability of a research tool to deliver consistent outcomes and information across various 

investigations is known as reliability (Mugenda & Mugenda, 2003). The goal of a reliability analysis 

is to see how well a measuring approach delivers consistent results when repeated under the same 

conditions (Toke et al., 2012). To determine Cronbach's alpha, SPSS was utilized. According to 

Cronbach's alpha coefficient (Cronbach, 1959), a result greater than 0.7 indicates that the 

measurement technique is reliable. 
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Wierma (1995) stated that all assessments of validity are subjective opinions based on judgments of 

the researcher. The research design aimed at enhancing internal, construct and external validity. To 

test the validity of the research instruments, the questionnaires were prepared and submitted to the 

supervisor for cross checking and also assess the reliance of content. The questionnaires were pre-

tested through a pilot study which were done a week earlier before the commencement of the actual 

study to free the findings from ambiguity. 

3.8 Empirical Model  

As reiterated by Kothari (2007), data analysis is part of examining what is collected in a study or 

experiment and drawing conclusions.  Data was checked for correctness, completeness, and 

consistency then presented in tabular form and evaluated using SPSS software version 24. 

Descriptive statistics and multiple regression analysis were utilized. To show the research results, 

graphs, pie charts, and frequency tables were used. Content analysis was carried out to examine 

qualitative data. Regression model was used to show how the variables were related to one another. 

 

 

β0 is Constant,  

β1- β4 = Regression Coefficients and  

έ = Error terms. 
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The relative importance (sensitivity) of each independent variable (credit risk management) that 

influences SACCO's loan performance, as measured by loan portfolio growth, was determined using 

multiple linear regression models and t-statistics.  

3.9 Data Analysis and Presentation  

Descriptive statistics were used to analyze the quantitative data obtained. The data collected were 

edited and coded for accuracy and completeness. Data was analyzed using descriptive analysis, 

ANOVA (mean, frequencies, standard deviation) and multiple regression analysis output will be 

presented i.e. tables, graphs and charts. Burns and Grove (2007) describe the purpose of descriptive 

statistics as providing the opinion of respondents regarding the phenomenon studies. Descriptive 

research provides an accurate account of characteristic of a particular individual, event or group in 

real life studies. 

3.10 Diagnostic Tests 

Normality, multicollinearity, and heteroscedasticity are some of the diagnostic tests that were tested 

in this study. 

3.10.1 Normality Test 

The normality test uses numerical statistical methods or graphical analysis to depict the normal 

distribution of data (Brooke, 2008). Excess is a measure of the distribution's peak, whereas bias 

explains the mean asymmetry. Normality was tested using Histogram. The bell-shaped curve 

indicates normal distribution.  

3.10.2 Multicollinearity Test 

Multicollinearity is a test for the existence of a correlation in a situation where certain factors are 

assumed to have an effect on others under the influence of other variables, particularly independent 

variables, according to Cortina (1993). The premise behind multicollinearity is that the independent 

variables are closely connected, as indicated by a non-zero correlation. As a result, when the 
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correlation is minimal, efficiency does not alter considerably. As a result, this research is critical in 

determining if the detected collinear factors have a causal relationship. In this work, the variance 

inflation factor was utilized to assess multicollinearity. According to Field (2009), multicollinearity 

exists when VIF values are greater than 10, and vice versa. 

3.10.3 Heteroscedasticity Test 

Heteroscedasticity is a major worry in regression analysis. It causes discontinuous values and 

erroneous statistical tests. Eduardo (2015) contends that when the residuals are regularly distributed, 

the regression estimate is strong. Scatter plots were used to test heteroscedasticity. There is no 

heteroskedasticity in the data when scatter points are generally at the same distance from the line of 

fit. This entails locating operations that highlight the values of a variable under investigation by 

identifying specific concrete observations that are believed to empirically capture an already-existing 

notion.   

3.11 Ethical Considerations 

Kenyatta University graduate School granted a letter of authorization to facilitate the research. 

NACOSTI employed this letter to bestow authorization for research. Moreover, each bank was 

requested to grant authorization for data collection. Participants were invited to take part in the study, 

although obtaining informed consent was required. Anonymity was ensured by utilising specialised 

codes to identify certain banks and responses. Encoded and encrypted data was entered into a 

computer that requires a password for access. The data was only available to the researcher and her 

supervisor. The study's findings were exclusively employed for instructional purposes. 
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CHAPTER FOUR 

RESEARCH FINDINGS AND DISCUSSIONS 

4.1 Introduction  

The main goal of the study was to determine how credit risk management affects the effectiveness of 

loans. A summary of the outcomes of the analysis of the data is provided in the chapter. Descriptive 

and inferential statistics were two techniques used in data analysis. A graph and a chart were used to 

display the response rate. The summaries of the research findings provided by the researcher were 

presented using descriptive statistics, such as means, medians, modes, standards deviations, and 

correlations. The study's findings and the literature review were related. 

4.2 Response Rate 

The study used primary data from the questionnaires issued to the 44 credit managers, finance 

managers, general risk managers and operations managers of the deposit taking SACCOs in Meru 

County, Kenya.  Out of the 44 questionnaires that were issued 39 were correctly filled out and 

returned on time, which equals 88.64% response rate. 

Table 4.1: The Response Rate 

Responses n % 

Response 39 88.64% 

Non response 5 11.36% 

Total  44 100% 

Source: Researcher (2022) 

Kothari (2011) states that a response rate of 50% is considered appropriate, a rate of 60% is 

considered good, and a rate over 70% is considered outstanding. The analysis demands a high 

response rate. Therefore, an overall response rate of 88.64% is excellent for the study. 
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4.3 Reliability Test 

To evaluate the survey constructs, the study carried out a questionnaire reliability analysis. The 

primary indicator of the validity of the study method was the Cronbach's Alpha Coefficient. The 

Cronbach Alpha Coefficient Index has a range of 0.0 to 1.0. The Cronbach's Alpha coefficient index, 

according to Sekaran and Bougie (2013), is fixed at 0.7, and any score of 0.7 or above is regarded as 

appropriate for the dependability of the research instrument used to collect study data. 

Table 4.2: Reliability and Validity Statistics 

Source: Researcher (2022) 

The variables; lending requirement, loan recovery, credit monitoring and loan performance returned 

highly reliable results ranging from 0.715 to 0.879. These results therefore indicate that the 

questionnaire as a research instrument was highly dependable.  

4.4 Demographic Information 

These comprises gender, education level, work duration, department, duration worked in the 

department. 

4.4.1 Gender Response Rate  

Figure 4.1 presents the results on respondents’ gender. 

Constructs Cronbach's Alpha Number of items 

Lending requirement 0.867 5 

Loan recovery 0.879 5 

Credit monitoring 0.709 5 

Loan performance 0.715 5 
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Figure 4.1: Gender Response Rate 

Source: Researcher (2022) 

According to the findings, there were 39 respondents, 22 were men while 17 were women. The DT 

SACCOs, however adhered to the 1/3 gender requirement. This suggested that men made up the 

majority of DT-SACCO managers in Meru County. 

4.4.2 Education Level  

 

Figure 4.2: Education 

Source: Researcher (2022) 
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Findings indicate that 24(61%) of respondents were undergraduates, 9(23%) had a diploma, 5(13%) 

had a certificate while 1(3%) had a PhD. This suggested that the majority of DT SACCO managers 

were well-educated and hence had the ability to enhance the DT SACCOs' lending performance.  

4.4.3 Work Duration in the Institution 

 

Figure 4.3: Duration Worked in the Institution 

Source: Researcher (2022) 

Figure 4.3 revealed that most participants aged 25 (64%) had been employed for six to ten years, 

eight (20%) for one to five, five (13%) for eleven to fifteen, and one (3%) for more than sixteen. This 

suggested that because the majority of DT SACCO managers had worked for a considerable amount 

of time, they knew enough details about the organization to be able to respond to queries in an 

appropriate manner. 

4.4.4 Position in the SACCO 

Figure 4.4 shows results on respondents’ position in the organization. 

1 - 5 
years, 8, 

20%

6 - 10 
years, 25, 

64%

11 - 15 years, 5, 
13%

Over 16 years, 
1, 3%
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 Figure 4.4: Position in the SACCO 

 Source: Researcher (2022) 

The results showed that 17 of the participants were credit managers, 11 were finance officers, 6 were 

general risk managers while 8 were operation managers. This implied that most respondents were 

credit managers thus reliability of information provided.  

4.4.5 Work Duration in the Current Position 

The questionnaire had a section for the respondents to indicate the period they had served in their 

current position. Results are shown in Figure 4.5 

 

36%
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15%

21%
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less than 1 year, 
6, 16%

1 - 5 
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Figure 4.5: Duration in the Current Position 

Source: Researcher (2022) 

Findings showed that (64%) of participants had worked in the department for one to five years, six 

(16%) had worked for less than a year, six (15%) for six to ten years, and two (5%) for eleven to 

fifteen years.  

This suggested that most of the DT SACCO managers who were interviewed had served in the current 

position for a considerable amount of time and therefore had enough knowledge about the SACCO.  

4.5 Descriptive Analysis 

The study analyzed the extent of lending requirements, debt recovery and credit monitoring on loan 

performance of deposit taking SACCOs in Kenya using descriptive statistics. The findings were 

presented in the following sections; 

4.5.1 Lending Requirements 

This was to find out whether due diligence was carried out before issuing credit to the members. This 

was in terms of credit analysis, assessment and client's capability to pay.   

4.5.1.1 Approach used in Credit Risk Analysis 

The respondents were asked to describe the method that their institution uses to assess credit risk 

before granting credit to a customer. 
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Figure 4.6: Approach Used Before Awarding Credit 

Source: Researcher (2022) 

Most respondents 27(69%) said their organization employed a credit risk modeling technique while 

12(31%) did not answer the question. The respondents further explained they majorly use this method 

since it helped to create strategies that maximize return and minimize risk.  

4.5.1.2 Credit Analysis and Assessment 

The respondents were questioned about the extent their institution took credit analysis and assessment 

into account before granting credit. The outcome of the analysis is shown in Figure 4.8.  

 

Figure 4.7: Extent of Credit Analysis and Assessment  

Source: Researcher (2022) 
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Majority 30 (77%) of participants indicated very great extent while 9 (23%) indicated great extent. 

This response indicated that due diligence was done before issuing members with credit to the 

members hence minimal default rate.  

4.5.1.3 Evaluating Clients on Loan to be awarded 

Respondents were asked the extent they considered evaluating their clients on the loan to be awarded 

and the Table 4.3 indicates the outcome of the analysis.  

Table 4.3: Lending Requirements 

Statement 
     

M 

Std.D

ev 

Clients’ ability to 

generate sufficient cash 

flows to honor his or her 

obligations 

     2 

(5.10%) 

6 

(15.30%) 

3 

(7.60%) 

11 

(28.20%) 

17 

(43.50%) 3.97 1.20 

 

Collateral provided by 

clients to ensure that 

loans are properly 

secured 

3 

(7.60%) 

5 

(12.80%) 

4 

(10.2%) 

8 

(20.50%) 

19 

(48.7%) 3.92 1.36 

 

Clients’ financial net 

worth and cash flows 

 

 

2 

(5.10%) 

 

 

3 

(7.70%) 

 

 

2 

(5.10%) 

 

 

15 

(38.40%) 

 

 

17 

(43.60%) 

 

 

 

4.16 

 

 

 

1.03 

 

Integrity of the borrower 

and belief in his ability to 

repay 

3 

(7.60%) 

3 

(7.60%) 

3 

(7.60%) 

10 

(25.60%) 

20 

(51.30%) 4.11 1.25 

 

Obtaining the borrower's 

credit history from other 

banking organizations 

5 

(12.8%) 

4 

(10.20%) 

2 

(5.10%) 

14 

(35.90%) 

14 

(35.90%) 3.74 1.41 

 Source: Researcher (2022) 

Analysis of findings showed most of the participants who were 17(43.50%) indicated that their 

institution considered clients’ ability to generate sufficient cash flows to honor his or her obligations 

to a great extent before giving out the loan (mean=3.97, std.dev=1.20).  This shows that the cash flow 

capability of the customer is an important factor in an individual's ability to repay the loan. Additional 
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results show that the majority of respondents  19 (48.7%) reported that their institution considers the 

customer's collateral base to ensure that loans are properly secured before granting loans (mean = 

3.92, std.dev = 1.36). This means that having customers with good collateral is a key factor in getting 

the loan repaid. In addition, the results showed that the majority of respondents, namely 17 (43.6%), 

indicated that their institutions gave high consideration to the net financial wealth and cash flows of 

customers before providing loans (mean = 4.16, std . dev = 1.06). This suggested that financial net 

worty of a client enhanced loan repayment.  

The findings also reveal that the majority of respondents (20/51.3%) said their SACCO gives serious 

consideration to the borrower's moral character and faith in their ability to repay before extending 

the loan (mean = 4.11, standard deviation = 1.25).   

Thi concludes that borrowers with good integrity can be held responsible for repaying their loans. In 

addition, the results showed that the majority of respondents 14(35.9%) reported that their institutions 

mostly obtained borrowers' credit checks from other financial institutions before providing loans 

(mean = 3.74, std.dev = 1.41). This infers that credit history of a borrower of other institutions helped 

the SACCOs helped to determine if the client will be able to repay the loan.  

4.5.1.4 Credit Manual  

The participants were further asked to determine if firm has a credit manual that guides on 

requirements needed before issuing credit to the client. Results were shown in Figure 4.8. 
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Figure 4.8: Credit Manual 

Source: Researcher (2022) 

The findings revealed that 33 (85%) said their SACCO has a credit manual that guides the 

requirements needed before credit is given to customers, while only 6 (15%) respondents do not have 

credit. This implied that most SACCOs had credit manual that guides on requirements needed before 

issuing credit to the client. 

Additionally, respondents were asked to describe how they adhered to the manual. The participants 

stated that they make sure the customer meets the requirements set out in the manual before granting 

a loan. The respondents further explained that giving credit manual to client enabled the clients to 

understand the terms of the SACCO as well as it helped clients to develop trust with the firm.  

4.5.2 Loan Recovery Process 

This was to assess the processes and procedures employed by SACCOs when the loan facility 

defaults and the analysis was done by assessing whether SACCOs had debt recovery department, 

loan default timing, debt recovery methods, access to Credit Reference Bureaus and an assessment 

using 5 point likert scale on debt recovery policies.  

No, 6, 
15%

Yes, 33, 85%

Credit Manual
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4.5.2.1 Debt Recovery Department  

The participants were asked to state whether their institution had a debt collection/recovery 

department and the results were shown in Figure 4.9   

 

Figure 4.9: Debt Collection Department 

Source: Researcher (2022) 

According to the results, 34 (87%) of respondents claimed to have a collection department, while 5 

(13%) did not have a collection department. This implied that most SACCOs in Meru County had a 

debt recovery department. The respondents further explained that a debt collection department helped 

them to make proper planning of the lending and loan collection process. 

The participants were asked to name the duty carried out by the department of debt collection. The 

respondents indicated that the debt collection departments helped in ensuring the loans are offered 

according to the lending requirements. The department also helps to ensure that all the loans given 

out are fully recovered.   

4.5.2.2 Loan Default Timing 

The respondents were further questioned on the timing of their institution's determination of a client's 

default and Table 4.4 indicate the outcome of the analysis.  

No, 5, 13%

Yes, 34, 
87%

Debt Collection
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Table 4.4: Debt Default Timing  

  Frequency Percent 

One month late 5 12.8% 

More than 12 months payment 11 28.2% 

Use of supervision on one to one basis 23 59.0% 

(Individual Based Analyses) 

Total 39 100 

Source; Researcher (2022) 

The participants 23(59.0%) indicated that institution decides whether the client had defaulted 

loan/credit repayment using supervision on one to one basis. The results further revealed that 

11(28.2%) indicated that institution decides whether the client had defaulted loan/credit repayment 

after more than 12 months payment. In addition, 5(12.8%) indicated that institution decides whether 

the client had defaulted loan/credit repayment after one month late. Through use of supervision on 

one to one basis ensured minimal default as clients are analyzed on individual basis.  

4.5.2.3 Debt Recovery Methods  

The participants were further requested to state the debt recovery methods that their organization 

adopt when recovering loans and the analysis of the results were shown in Figure 4.10 
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Figure 4.10: Loan recovery 

Source; Researcher (2022) 

Majority of the respondents, 25, or 64%, said they utilized loan officers to recover their loans, 

followed by 10 (26%) and actioneers, and only 4 (10%) said they had used the court system. This 

implied that most DT SACCOs used loan officers to recover their loans in Meru County. This was 

because they understood the members’ background, source of income and other factors that might 

have hindered loan repayments.  

4.5.2.4 Credit Reference Bureau 

The participants were further asked to state whether their firm use Credit Reference Bureau system 

to regulate client with bad credit history and figure 4.11 indicates the outcome of the analysis.  

 

Figure 4.11: Credit Reference Bureau 

Source: Researcher (2022) 

The participants, 36(92%) revealed that they used Credit Reference Bureau system to regulate client 

with bad credit history while 3(8%) indicated that they were not sure whether their SACCO used 

Credit Reference Bureau system to regulate client with bad credit history. This implied that most 

SACCOs used Credit Reference Bureau system to regulate client with bad credit history.  

The respondents were to explain further how they followed the guidelines if they used CRB system 

to list the defaulters. They responded that guidelines were issued by the CRB companies like 

notifying the defaulters before listing them.  

not sure, 3, 8%

yes, 36, 92%

CRB
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4.5.2.5 Debt Recovery Policies  

Descriptive results on debt recovery policies are provided in Table 4.5. 

Table 4.5: Debt Collection  

Statement 
     

Mean Std.Dev 

Effective fines for late 

and defaulted payments 

are disclosed to the client 

2 

(5.30%) 

4 

10.50%) 

1 

(2.60%) 

9 

(21.10%) 

23 

(60.50%) 4.21 1.23 

Auctioning of defaulting 

clients’ properties 

3 

(7.90%) 

4 

10.50%) 

4 

(10.50%) 

10 

(23.70%) 

18 

(47.40%) 3.92 1.32 

A strict policy is 

implemented. more 

effective than a tolerant 

strategy in debt recovery 

3 

(5.30%) 

5 

(13.20%) 

3 

(7.90%) 

7 

(15.80%) 

22 

(57.90%) 4.08 1.30 

The institution uses legal 

means in loan collection 

3 

(5.30%) 

5 

(13.20%) 

3 

(7.90%) 

14 

(34.20%) 

15 

(39.50%) 3.89 1.23 

Available debt recovery 

policies have assisted 

towards effective credit 

management 

4 

(10.5%) 

4 

(10.50%) 

2 

(5.30%) 

10 

(26.30%) 

19 

(47.40%) 3.89 1.39 

Source: Researcher (2022) 

Majority of respondents (81.6%) indicated that their institutions have effective sanctions for non-

payment and that customers are generally aware of late payments (mean: 4.21; standard deviation: 

1.23). This implied that most SACCOs make their clients aware of the penalties incase of of loan 

default. The participants, 28 (71.1%) said that their institutions mostly carried out real estate sales to 

clients who were in default (mean = 3.92, std.dev = 1.32). This means that in the event of a payment 

default, most of the customers result in the sale of the property to the customer. Additional results 

show that the majority of respondents 29 (73.7%) said that their institution implemented strict and 

mostly more effective policies than implementing a permissive debt recovery strategy (mean = 4.08, 

std.dev = 1.30 ). This implies that a strict policy policy helps the SACCOs to recover their loan easily. 

The participants 29 (73.7%) said their institution used extensive legal means to collect loans (mean 

= 3.89, std.dev = 1.23) . This suggests that using the legal process to collect loans improves loan 

performance. Further, 29 (73.7%), indicated that their institution implemented available debt 
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collection policies that strongly support effective credit management (mean = 3.89, std.dev = 1.39). 

This implies that most SACCOs have set up good poicies that will enhance loan performance.  

4.5.3 Credit Monitoring 

The managers were to respond on loan monitoring practices applied in their SACCOs to minimize 

default rates through loan monitoring practices, default rates and 5 point likert scale analysis on the 

aspects of credit monitoring. The analysis were as follows; 

4.5.3.1 Loan Monitoring Practice  

The participants were asked to state whether their institution considers loan monitoring as best of 

practice and the results of the findings were analyzed in figure 4.12.  

 

Figure 4.12: Loan Monitoring 

Source: Researcher (2022) 

The participants, 35(90%) indicated that they consider loan monitoring as best of practice while 

4(10%) do not consider loan monitoring as best of practice. This implied that most SACCOs in 

considered loan monitoring as a very good practices that can enhance their performance. 

In addition, respondents were asked to indicate why credit monitoring is the best practice for credit 

risk management. Respondents indicated that credit monitoring plays an important role in 

No, 4, 10%

Yes, 35, 90%

Loan monitoring 



49 

 

maintaining the quality of loan portfolios and protecting risk assets from declines, thereby keeping 

non-performing loans (NPLs) at acceptable levels. 

4.5.3.2 Default Rate 

The participants were also asked to describe how much the default rate served as a barometer for the 

institution's non-monitoring credit policy. The findings were presented in Figure 4.13. 

 

Figure 4.13: Default Rate 

Source: Researcher (2022) 

Participants, 25(64.1%) reported that a default rate was a prerequisite measure of non-monitoring 

credit policies in the institution to a very great extent, 7(17.9%) indicated that a default rate was a 

prerequisite measure of non-monitoring credit policies in the institution to a great extent, 4(10.3%) 

reported that a default rate was a prerequisite measure of non-monitoring credit policies in the 

institution to a small extent, while 3(7.7%) indicated that a default rate was a prerequisite measure of 

non-monitoring credit policies in the institution to a moderate extent. This implied that most SACCOs 

used default rate as a credit policy measure hence need for frequent monitoring of debts.  
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4.5.3.3 Aspects of Credit Monitoring  

The participants were further requested to state the extent they considered the following assertion on 

credit monitoring. Findings are displayed in Table 4.6. 

Table 4.6: Credit Monitoring 

Statement 
     

Mean Std.Dev 

Thoroughly checking 

applicants credit 

worthiness. 

2 

(5.10%) 

8 

(20.5%) 

 

3 

(7.70%) 

9 

(23.1%) 

17 

(43.6%) 3.79 1.34 

Continually monitoring of 

the status of loans by credit 

risk committee. 

1 

(2.60%) 

7                    

(17.9%) 

1 

(2.60%) 

12 

(30.8%) 

18 

(46.2%) 4.00 1.21 

Issuing standardized loan 

application forms in the 

process. 

3 

(7.70%) 

10 

(25.6%) 0.00% 

10 

(25.6%) 

16 

(41.00) 3.67 1.44 

Adhering to internal 

guidelines procedures. 

1 

(2.60%) 

8 

(20.5%) 

3 

(7.70%) 

14 

(35.9%) 

13 

(33.30) 3.77 1.2 

Thorough check is done to 

ensure loans are paid 

within stipulated time 

1 

(5.10%) 

1 

(5.10%) 

1 

(5.10%) 

10 

(25.6%) 

23 

(59.0%) 4.28 1.12 

Source: Researcher (2022) 

Most respondents 17(43.6%) revealed that they carried out extensive credit checks on applicants 

(mean = 3.79, std.dev = 1.34). This means that most of the DT SACCO checked the creditworthiness 

of the loan applicant before granting the loan. The results further show that the majority of 

respondents, namely 18(46.2%), indicate that credit status is highly monitored on an ongoing basis 

by the credit risk committee (mean = 4.00, std.dev = 1.21). That is, monitoring loan status improves 

loan performance. Additional results show that 16 (41%) of participants indicated that the process 

mostly involved issuing standard loan application forms (mean = 3.67, std.dev = 1.44). This implied 

that a standardized loan application form improved the client trust which enhanced performance. 

The results also showed that 14 (35.9%) reported a high level of compliance with internal policy 

procedures (mean = 3.77, std.dev = 1.20). This means that compliance with credit policy guidelines 

improves loan performance. The results further show that 23 (59.6%) of participants indicated that a 
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thorough check was carried out to ensure that the loan was repaid within the specified timeframe 

(mean = 4.28, standard deviation = 1.12). This implied that doing thorough checks on the clients 

before administering the loans enhanced loan performance.  

4.5.4 Loan Performance 

The respondents were also required to indicate their loan performance trend, credit risk management 

practices in place and loan performance indicators. The results were analyzed as shown. 

4.5.4.1 Loan Performance Trend 

The respondents were further asked to indicate their loan performance trend in the organization from 

year 2016-2020 and the findings were shown in Figure 4.15.  

 

Figure 4.14: Loan Trend 

Source: Researcher (2022) 

The results showed that majority of the respondents who were 32(82%) indicated that their loan 

performance trend was increasing in their organization from year 2016-2020, 5(13%) indicated that 

their loan performance trend was decreasing in their organization from year 2016-2020 while 2(5%) 

indicated that their loan performance trend was stagnating in their organization from year 2016-2020. 

Increasing 
Trend, 32, 

82%

Decreasing 
Trend, 5, 13%

Stagnating 
Trend, 2, 5%

Loan Trend
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This suggested that the majority of DT SACCOs had a significant growth over the previous five 

years.  

4.5.4.2 Credit Risk Management Practices  

The participants were further asked to explain the credit risk management practices that contributed 

to the increasing, decreasing, or the stagnating trend of loan performance. The respondents indicated 

that majorly loan recovery process lead to increasing trend of loan performance in the deposit taking 

SACCOs. However, loan monitoring did not contribute much towards loan performance. 

4.5.4.3 Loan Performance Indicators  

Table 4.7 shows results on loan performance indicators. 

Table 4.7: Loan Performance Indicators  

Statement 
     

Mean Std.Dev 

Increase in the amount 

of loan disbursed 

3 

(7.70%) 

5 

(12.80%) 

2 

(5.10%) 

6 

(15.40%) 

23 

(59.50%) 4.11 1.35 

Decrease in level of 

non-performing loans 

2 

(5.10%) 

4 

(10.30%) 

1 

(2.60%) 

7 

(17.90%) 

25 

(64.10% 4.24 1.24 

Repayment of loans 

within scheduled time 

3 

(7.70%) 

2 

(5.10%) 

2 

(5.10%) 

18 

(46.20%) 

14 

(35.90%) 3.97 1.17 

Increase in loan 

products 

3 

(7.70%) 

6 

(15.40%) 

2 

(5.10%) 

14 

(35.90%) 

14 

(35.90%) 3.82 1.29 

Increase in 

profitability of the 

institution 

4 

(10.30%) 

5 

(12.80%) 

1 

(2.60%) 

11 

(28.20%) 

19 

(48.70%) 3.95 1.39 

Source: Researcher (2022) 

The findings revealed 23(59.5%) of participants indicated increase in the amount of loans disbursed 

(mean = 4.11, std.dev = 1.35). This means that most of the SACCOs had increased loan disbursement. 

Further, 25 (64.2%) indicated that the proportion of non-performing loans fell sharply (mean = 4.24, 

std.dev = 1.24). This indicates that SACCOs access their loan performance through reduction in the 

rate of non-performing loan. In addition, 18 (46.2%) indicated loan repayment within scheduled time 
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(mean = 3.97, std.dev = 1.17). This implied that most SACCOs were able to offer loans to the right 

people who are able to repay the loans in the scheduled time. Additional results showed that the 

majority of respondents 14 (35.9%) showed a significant increase in credit products (mean = 3.82, 

std.dev = 1.29). This suggests that most SACCOs were innovative and developed new products. In 

addition, most of the respondents 19(48.7%) indicated that the profitability of the institution has 

increased rapidly (mean = 3.95, std.dev = 1.39). This implies that most SACCOs increase in 

profitability was a measure of loan performance reduced collection costs.   

4.6 Diagnostic Tests 

Diagnostic tests including normality, multicollinearity and heteroskedasticity were conducted on the 

data. 

4.6.1 Normality Test 

The result revealed that the data was normally dispersed as shown by the bell-shaped curve in Figure 

4.15.   
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Figure 4.15: Normality Test 

Source; Researcher (2023) 

4.6.2 Multicollinearity Test 

The results revealed that VIF values range between 1.259 and 1.854 and thus no multicollinearity 

problem.  

4.6.3 Heteroskedasticity Test 

The points were roughly the same distance from the line according to the data above. As a result, 

there is no heteroskedasticity in the data. This shows that the regression model used to compare loan 

performance and credit risk management in DT-SACCOs was appropriate for the data. 
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Figure 4.16: Heteroskedasticity Test 

  

Source; Researcher (2022) 

 

4.7 Inferential Statistics 

The correlation and regression analysis findings are presented in this section. 

4.7.1 Correlation Analysis 

Table 4.9 shows the correlation results. 

Table 4.9: Correlation Results 

  

Loan 

performance 

Lending 

requirement 

Loan 

recovery 

process credit monitoring 

Loan performance 1    

    

Lending 

requirement .781** 1   

 0.000    

Loan recovery 

process .768** .675** 1  

 0.000 0   

Credit monitoring .589** .433** .432** 1 

  0.000 0.007 0.007  

** Correlation is significant at the 0.01 level (2-tailed). 
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   Source; Researcher (2022) 

 

Results in Table 4.9 demonstrated a positive and substantial correlation between lending requirement 

and loan performance (r=0.781, p=0.000). This suggests that lending requirements and loan 

performance are positively correlated. The results supported Njenga's (2014) assertion that there was 

a strong and positive association between credit risk management and loan performance. 

Results also showed that loan recovery process had a favorable and substantial association with loan 

(r=0.768, p=0.000). This indicates that loan recovery process positively correlate with loan 

performance. The study's findings are consistent with those made by Maiti (2015), who found a 

strong and statistically significant positive correlation between the loan recovery procedure's 

parameters and return on investment. 

Results also showed that credit monitoring had a favorable and substantial association with loan 

performance (r=0.589, p=0.000). This reveals that credit monitoring positively correlate with loan 

performance. These findings agreed with Pyle (2017) who indicated that credit monitoring enhanced 

loan performance.  

4.7.2 Regression Analysis 

Findings revealed that the R was 0.873. This shows that credit risk management and loan 

performance have a substantial link. Furthermore, the R-square value was 0.763%. This indicates 

that 76.3% of the variability observed in the dependent variable, loan performance, can be attributed 

to independent variables. 

4.7.3 Model Summary  

The study sought to determine the model’s goodness of fit statistics. Table 4.10 presents model fitness 

results. 
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Table 4.10: Model Fitness Results 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 0.873a 0.763 0.742 0.2855 

Source; Researcher (2022) 

The three predictor variables account for 74.2% of the variation in the loan performance of deposit 

taking SACCOs, according to the adjusted R-square (R2) (0.742) coefficient of determination. 

4.7.4 ANOVA  

The ANOVA was calculated to assess whether credit risk management served as a predictor of loan 

performance and the results were presented in Table 4.11. 

Table 4.11: ANOVA 

  Sum of Squares df Mean Square F Sig. 

Regression 8.904 3 2.968 36.414 .000b 

Residual 2.771 34 0.082   

Total 11.675 37    

Source; Researcher (2022) 

4.7.5 Regression Coefficients  

Credit risk management was a significant predictor of loan performance, as evidenced by a F statistic 

of 36.414 and a reported p value of 0.000, which was less than the typical probability of 0.05 

significant level. This demonstrates that, at a 95% level of confidence, credit risk management has a 

statistically negative effect on loan performance. 

Table 4.12: Coefficients 

  

Unstandardized 

Coefficients 

Standardized 

Coefficients t Sig. 

  B Std. Error Beta   

(Constant) -0.178 0.421  -0.424 0.674 

Lending requirement 0.389 0.107 0.419 3.619 0.001 

Loan recovery 

process 0.420 0.128 0.38 3.283 0.002 

Credit monitoring 0.244 0.095 0.243 2.565 0.015 

Source; Researcher (2022) 
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The results are fitted in the multiple regression; 

 

Where:  

Y = Loan performance  

X1 = Lending requirement  

X2 = Loan recovery process 

X3 = Credit monitoring  

 Ɛ-error term  

Lending requirements and loan performance were positively and strongly correlated, according to 

regression of coefficients (r=0.389, p=0.001). This means that an increase in the lending requirement 

of one unit would translate into an increase in loan performance of 0.389 units. The results 

corroborated Chege's (2010) assertion that MFI lending policies boost investment and that human-

based expert systems' solvency can lower default rates by improving an MFI's presentation. 

Additionally, it was discovered that the process of loan recovery and loans performance were strongly 

and favorably connected with one another (p=0.002, r=0.420). This means that an improvement of 

one unit in the loan recovery process would translate into an improvement of 0.420 units in loan 

performance. The study's findings are consistent with those made by Maiti (2015), who found a 

strong and statistically significant positive correlation between the loan recovery procedure's 

parameters and return on investment. 

Results also showed a strong and significant relationship between credit monitoring and loan 

performance (r=0.244, p=0.015). This implied that an increase in credit monitoring of one unit would 
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translate into an improvement in loan performance of 0.244 units. The research's conclusions 

corroborated those of Nagarajan (2014), who claimed that credit monitoring improved loan 

performance. 

4.8 Study Hypotheses 

H01:  Lending requirements have no significant effect on loan performance of deposit taking 

SACCOs in Kenya.  

The findings of the regression coefficients showed that the p value was 0.001 less than 0.05. Lending 

requirements are substantially connected with the loan performance as a result of this; the null 

hypothesis was not accepted. The findings agree with Njenga (2014) which found that lack of credit 

sharing information, leniency, and too much trust on the customers by credit officers affected loan 

performance.  The study further agrees with the study by Soke Fun Ho and Yusoff (2016) on 

investigation the credit risk management practices of a number of Malaysian financial institutions. 

The study advised careful investigation of the loan granted and careful assessment of the customer's 

capacity to fulfill the loan obligation. 

H02: Loan recovery has no significant effect on loan performance of deposit taking SACCOs in 

Kenya.  

According to the regression coefficient data, the probability was 0.002 less than 0.05. Loan recovery 

has a substantial effect on the loans performance as a result of the null hypothesis' failure. The 

findings concur with Kipsang (2020), who found that loan performance and bad credit listings, fines, 

and loan limit reductions have a positive and significant correlation. The results  further agrees with 

study by Ahmed and Malik (2015) on influence of credit risk management on lending performance 

of Pakistan Micro finance banks  which concluded that loan performance was influenced by the credit 

term, customer appraisal, collection procedure, and credit risk management. 
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H03:  Credit monitoring has no significant effect loan performance of deposit taking SACCOs 

in Kenya.  

The findings of the regression coefficient showed that the p value was 0.015 less than 0.05. As a 

consequence, the null hypothesis was disproved, showing that credit monitoring significantly 

influences deposit-taking SACCOs in Kenya's lending performance. The findings support a study by 

Pyle (2017) that found procedures are necessary to keep an eye on positions and encourage acceptable 

risk-taking by organizations and people. The results are consistent with a research by Nagarajan 

(2014) that examined credit risk management strategies for Mozambican microfinance institutions 

and discovered that risk management is a dynamic process that functions best when it is developed 

gradually and tested in a high-risk scenario. According to the study's findings, credit institutions 

should properly manage their portfolios and cash flows to reduce risk loss, provide customers with a 

strong institutional foundation and skilled human resources, and encourage client discipline through 

efficient stakeholder coordination. 
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CHAPTER FIVE 

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS 

5.1 Introduction 

The findings summary was presented in this chapter. It also includes the study results, 

recommendations and suggestions for additional research. 

5.2 Summary of Findings  

The study objectives, which included lending requirements, loan recovery process as well as credit 

monitoring on deposit-taking SACCOs loan performance in Kenya guided the synthesis of research 

findings. 

5.2.1 Lending Requirements and Loan Performance 

The first objective was to determine the effect of lending requirements on loan performance of 

SACCO's deposit taking loans in Kenya. Descriptive findings indicated that majority of respondents 

considered the ability of customers to generate sufficient cash flow to meet their obligations before 

repaying the loan. According to findings, the majority of respondents said their institution takes the 

customer's collateral base into account to make sure the loan is properly secured before it is disbursed. 

The study's findings also demonstrate that most respondents said their organizations take their clients' 

net financial wealth and cash flow into account before making loans. The findings also indicate that 

most respondents stated that their companies evaluate a borrower's moral character and trust in their 

capacity to repay before extending credit. The study's results also show that most participants claimed 

their company verifies a borrower's credit with a different financial institution before approving a 

loan. The regression analysis's results showed a significant and favorable correlation between the 

lending requirement and loan performance. 
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5.2.2 Loan Recovery Process and Loan Performance 

The second objective was to ascertain the impact of the loan recovery process on the lending 

performance of deposit-taking SACCOs in Kenya. According to descriptive data, the majority of 

respondents claimed that customers were generally aware of the actual penalties for late payments. 

The findings also reveal that the majority of respondents claimed their institutions sold a lot of 

property at auction to troubled customers. This indicates that the majority of customers result in the 

sale of the property to the customer in the case of a payment default. According to additional findings, 

the majority of respondents said that adopting a hard debt collection approach was far more 

successful than adopting a soft one. The findings also reveal that most respondents said their 

institution employed a variety of lawful methods to collect loans. The majority of respondents, 

according to additional findings, said that the current debt collection policy greatly helps efficient 

credit management. The regression analysis's findings showed a strong and positive correlation 

between loan performance and the loan recovery process. 

5.2.2 Credit Monitoring and Loan Performance 

The third objective was to establish the effect of credit monitoring on the loan performance of deposit 

taking SACCOs, Kenya. According to descriptive findings, the majority of respondents claimed to 

have thoroughly investigated applicants' creditworthiness. According to the findings, the majority of 

respondents believed that the credit risk committee mostly continuously assesses the credit standing. 

Additional research revealed that the majority of respondents believed the process mostly involved 

distributing standard loan application forms. The findings also demonstrate that the majority of 

respondents claimed to follow internal regulations. This implies that adhering to the rules of the credit 

policy enhances loan performance. Further research reveals that most respondents said careful due 

diligence was done to guarantee that most loans were returned within the allotted time limit. A 

significant and positive association between credit monitoring and loan performance was shown by 

the regression analysis. 
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5.3 Conclusions  

The study concluded lending requirement and loan performance were positively and significantly 

related. The study also concluded that clients with ability to generate sufficient cash flow enhance 

loan performance. In addition, most SACCOs used clients’ collateral base for ensuring that the loans 

are well secured. The study also concluded clients’ financial net worth and cash flows was a great 

determinant of loan performance. The investigation came to the additional conclusion that before 

giving the loan, the majority of SACCOs requested the borrower's credit history record from other 

financial institutions. 

On loan collection period the study concludes that there exists a significant relationship between loan 

collection period and loan delinquency in SACCOs in Meru County. Loan collection period should 

be stringently followed to ensure that credit defaulters are detected early and hence necessary 

measures taken to recover the loans. Credit risk control was also found to play a significant role on 

loan delinquency in SACCOs in Meru County, this brings out the need for SACCOs to enact strict 

measure to enable them identify potential defaulters before disbursing loans. Credit committee plays 

a key role in loan appraisal to members hence ensuring that there is a high possibility of loan 

repayments from the borrowers. 

The study also concluded that loan recovery process and loan performance were positively and 

significantly related. The study also found that making consequences for default and late payments 

clear to clients increased their trust, which improved loan performance. In addition, most SACCOs 

considered auctioning of defaulting clients’ properties. Further a strict policy is implemented more 

effectively than a tolerant strategy in debt recovery. Additionally, the policies for debt recovery that 

are currently available have greatly aided in good credit management. 

The study further concluded that credit monitoring and loan performance were positively and 

significantly related. Checking applicants’ credit worthiness thoroughly enhanced loan performance. 
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In addition, continually monitoring of the status of loans by credit risk committee enhances loan 

performance. Issuing standardized loan application forms boosted clients trust which enhanced loan 

performance.  

5.4 Recommendations  

The research recommended DT-SACCOs should have credit risk management policies, which 

guarantees loan repayment, accurate estimation of loan defaults and suitable mitigation measures. 

Moreover, SACCOs should access customers’ ability to generate sufficient cash flow, collateral base, 

financial net worth and cash flows and credit history record from other financial institutions. Further, 

it is recommended that customers should be informed of late payment penalties and the management 

to ensure strict implementation of credit policies.  

Extending the grace period for clients from four months to one year in SACCOs is proposed as a 

means to mitigate loan delinquency and improve member welfare. This adjustment aims to offer 

borrowers additional time to invest loan funds into income-generating ventures, facilitating loan 

repayment through generated returns. The proposal recognizes the diverse needs of SACCO members 

and seeks to accommodate varying business circumstances, fostering entrepreneurship and financial 

inclusion. While extending the grace period may offer benefits in reducing loan delinquency and 

supporting member welfare, SACCOs must carefully evaluate the financial feasibility and potential 

impacts on liquidity to ensure the sustainability of such a policy adjustment. 

To enhance loan performance, DT-SACCOs should enhance their ongoing credit risk monitoring of 

their loan portfolio. Hiring qualified employees and collection companies will help you do this. It is 

suggested that DT SACCOs should use the services of a credit reporting agency to determine the 

creditworthiness of borrowers to minimize credit losses. CRB helps lenders make faster and more 

accurate credit decisions. The management should create policies and practices to recognize, 



65 

 

quantify, track, and manage credit risk. They are also encouraged to have a system to monitor 

individual loan status and overall loan performance. 

Persistent awareness should be created on the importance of prompt loan repayment to SACCO 

members hence ensuring that they pay their loans when due. This will assist in decreasing loan default 

levels 

DT-SACCOs in Meru County should explore opportunities to diversify their income streams beyond 

traditional lending activities to enhance revenue stability and resilience. This will include offering a 

broader range of financial products and services, such as savings accounts, insurance products, and 

investment opportunities, tailored to the needs of members in the region. By diversifying revenue 

sources, DT-SACCOs will reduce dependency on interest income from loans and better withstand 

fluctuations in economic conditions that may impact loan performance. 

5.5 Recommendation for Further Research 

The purpose of the study was to ascertain how credit risk management and loan performance of 

deposit-taking SACCO in Kenya. It is recommended that future studies be done focusing on non-

deposit taking SACCOs in Kenya. The management of credit risk and the performance of deposit-

taking SACCO loans in Tanzania and Uganda, among other East African nations, should be the 

subject of further study. 

Additionally, the study was not 100 percent. This suggests that alternative credit risk management 

techniques may have an impact on SACCOs' ability to repay loans. As a result, more research could 

concentrate on various techniques for managing credit risk, like credit risk assessment and portfolio 

asset quality. 

Based on the study, researchers and policy makers should do additional research on the ways in which 

external entities, such as the government, might enhance the functioning of SACCOs (Savings and 
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Credit Cooperative Organisations) in Kenya. They can get their conclusions from particular credit 

management strategies such as credit risk governance and credit monitoring. There are several credit 

risks mitigating elements that can significantly impact the performance of an organisation, with debt 

recovery and the involvement of other agencies being the primary ones. A comparative study can be 

conducted on credit management techniques across many sectors, including banking, hospitality, and 

manufacturing industries. The objective is to identify the most effective strategies that can be 

universally adopted by all industries. It is important to note that the study does not provide particular 

definitions. 
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APPENDICES 

Appendix I: Introduction Letter 

Dear Participant, 

RE: DATA COLLECTION REQUEST 

I am studying for a Master's Degree in Business Administration-Finance option at the university. 

Please help answer the questionnaire to the best of your ability. The information will only be used 

for research. 

Thank in advance.  

Yours Faithfully, 

 

Jotham Gitonga Baariu 
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Appendix II: Research Questionnaire 

This research sought to collect data on the “Credit Risk management and loan performance of 

Deposit Taking SACCOs in Kenya”. Kindly respond to the questions with honesty.  

 

 

 

Less than 1yr  1-5yrs 6-10yrs 11-15yrs Over 16yrs 

      

[ ]  [  ] [  ] [  ] [  ] 

 

 

4. Which position do you hold in the SACCO? (Tick as appropriate) 

 Credit officer [ ]      Finance manager [ ]     

 General risk manager [ ]     Operations manager [ ]  

 

5. How long have you worked in the current position? (Tick as appropriate) 

 

Less than 1yr 1-5yrs 6-10yrs  11-15yrs Over 16yrs 

      

[ ] [  ] [  ]  [  ] [  ] 
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PART B: LENDING REQUIREMENTS 

 

 
6. Which approach (s) does your institution use in credit risk analysis before awarding credit to 

customer?     

 
………………………………………………………………………………………. 

  

………………………………………………………………………………………. 

7. To what extent does your institution consider credit analysis and assessment before issuing credit? 

 
No extent at all [ ] Small Extent [ ] Moderate extent [ ] 

 

Great Extent [ ] Very Great Extent [ ] 
 
8. To what extent does your institution consider the following in evaluating clients on the loan to be 

awarded?    

 

 

Client Evaluation  
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n
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n
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 1 2 3 4 5 

Ability of clients to create enough cash 

flow to meet their obligations 

     

Collateral provided by clients to ensure 

that loans are properly secured 

     

Clients’ financial net worth and cash 

flows 

     

Integrity of the borrower and belief in his 

ability to repay 

     

Obtaining the borrower's credit history 

from other banks or other lending 

organizations   
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PART C: LOAN RECOVERY PROCESS 

 

9. (a) Does your institution have a debt collection/recovery department? 

                             Yes [     ] No [    ]       Not sure [     ] 

     (b) Which role does the department play? (If your answer in (a) above is Yes) 

              ………………………………………………………………………….. 

10. When does your institution decide that the client has defaulted loan/credit repayment? 

 

Period  Not at all  Least  Moderate  Most used  

One month late     

More than 12 months 

payments 
    

Using supervision on 

one- to-one basis  
    

 

11. Which debt recovery methods does your organization adopt when recovering loans?  

Tick where appropriate 

        Loan officer [    ] Auctioneers [   ] legal process [   ] 

 

12.  Does your organization use Credit Reference Bureau system to regulate members with bad credit 

history? 

 Yes [   ]   No [   ]          Not sure [   ] 

 

13. To what extent does your institution apply the following relating to debt recovery process?  

 

  

 PART D: CREDIT MONITORING  
  

14. a) Does your institution consider loan monitoring as the best practice?  

 

 Yes [     ]   No [     ]        

      

    b)  Please explain your answer above. 

……………………………………………………………………………………………………… 
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……………………………………………………………………………………………………… 

15. To what extent is the default rate a prerequisite measure of non-monitoring credit policies in your 

SACCO?  

To what extent does the firm consider? 
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 1 2 3 4 5 

Effective penalties on default and late 

repayment well known to the client 

     

Auctioning of defaulting clients’ properties      

A strict policy is implemented-More effective 

than a tolerant strategy in debt recovery 

     

The institution uses legal means in loan 

collection Available debt recovery policies have 

assisted towards effective credit management 
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16. To what extent does the institution consider the following aspects on credit monitoring?  

To what extent does the firm consider? 
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 1 2 3 4 5 

Thoroughly checking applicants credit 

worthiness 
     

Continually monitoring of the status of loans by 

credit risk committee 
     

Issuing standardized loan application forms in 

the process 
     

Adhering to internal guidelines procedures      

Thorough check is done to ensure loans are paid 

within stipulated time 
     

 

 

PART E: LOAN PERFORMANCE 
 

17. How has your SACCO been reporting on loan performance for the last five years from 2016-

2020? 

 
 Increasing trend [  ]     Decreasing trend [   ]      Stagnating trend [    ] 

 

18. Explain the credit risk management practices that contributed to your answer above. 

 

…………………………………………………………………………………………………. 

………………………………………………………………………………………………….
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19. To what extent has your SACCO's loan performance been improving in relation to the following 

indicators? 
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 1 2 3 4 5 

Increase in the amount of loan disbursed      

Decrease in level of non-performing loans      

Repayment of loans within scheduled time      

Increase in loan products      

Increase in profitability of the institution       

Thank you for the Participation 
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Appendix III: Deposit Taking SACCOs in Meru County 

Source: SACCO Supervision Annual Report, 2020 

 

 

 

 

 



80 

 

 

 

Appendix IV: Approval of Research Project Proposal 
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