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Members of the Okhonya savings group go through their records at their meeting in Awasi trading centre, Kisumu County.
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In this, our 2012 annual report to stakeholders, we give an overview 
of our perspective of market developments and summarise the various 
activities in which we’ve been involved over the year. FSD Kenya is a 
publicly funded programme established to benefit the poor in Kenya.  It 
is vital that we are fully accountable for what we do.  

Our aim is to increase the use of a broad range of quality financial 
services provided by a stable and competitive financial industry in 
a way which benefits the livelihoods of poor Kenyans. In taking this 
approach we eschew ‘quick fixes’ but try to find ways to support the 
evolution of market solutions to the needs of lower-income Kenyans 
and under-served growth businesses. Our ambition is to help bring 
about large scale and sustainable change. In short we want to make 
financial markets work for the poor. This means working at a variety 
of levels, from backing retail innovations, through helping to build the 
system-wide infrastructure for the financial service industry, to support 
for the development of a wider enabling market environment in terms 
of policy and regulation. 

Financial sector highlights

Kenya has continued to make strong progress in expanding the provision 
of financial services. Combined, commercial banks and deposit-taking 
microfinance institutions (DTMs) increased the number of accounts by 
12.5% to reach 17.6 million. As in most countries, the banking industry 
provides the bedrock of the financial system and its engagement is vital 
to our long-term ambition of full financial inclusion. Simultaneously 
expansion of mobile phone based financial services has continued to 
make extraordinary progress. Though these services were only started 
in 2009, the number of accounts reached 19.1 million by the end of the 
year against an estimated adult population of 19.4 million. 

Multiple account holding means these headline numbers do not 
translate directly into similar levels of inclusion. The latest FinAccess 
survey on retail financial inclusion (which was undertaken December 
2012/January 2013) nevertheless showed that the proportion of the 
population reached by prudentially regulated financial inclusions 
increased from 22.1% to 32.7%, while total inclusion increased from 
68.6% to 74.8%. Exclusion has fallen from nearly two-fifths in 2006 
to just over a quarter only six years later. Obviously this is still too high 
and much remains to be done. Nevertheless it remains an impressive 
indicator of progress and shows that our long-term vision of full 
financial inclusion is achievable.   

DireCTor’S noTe
Our portfolio 

In 2012 FSD’s project portfolio consisted of twenty-three active projects 
across our four theme areas. Recently we have looked to reduce the 
number of individual projects under management but simultaneously 
expanded their scope. This year’s report highlights seven areas of our 
work covering all four theme areas. Although very diverse, each is 
looking to back opportunities to transform elements of the financial 
system to support inclusion. For example in 2012, our government 
payments work has remained heavily focused on finding effective 
solutions to distributing low value retail payments for social protection.  
By demonstrating practical ways to improve payments we are helping 
to both confirm the business case for using the financial system to 
deliver government payments and explore how to do it effectively. A 
government-wide shift to digital payments will provide a strong pull 
towards a more inclusive, cash-lite economy.  

Another notable development in the year was the creation of an Africa 
wide programme to tackle the regional dimension to financial inclusion.  
Currently operating under FSD Kenya, a new independent FSD Africa 
will be established during 2014. It will work with existing and new 
country-based inclusive financial market development programmes 
across Africa and allow much more effective cross-country working. 

Staffing and partners

The FSD team expanded significantly in 2012 from 19 to 28. In part this 
simply reflects the growth in the scale of the programme.  However 
FSD’s role has also shifted with the emphasis for our support moving 
away from direct funding to technical support and knowledge 
generation.  Consequently we have needed to engage specialists in a 
number of particular areas. This need for increased specialisation is likely 
to increase as markets develop further and the influence of technology 
grows.  Nevertheless we will be careful to avoid growing too large.  Our 
role is to facilitate the development of markets not to play in them.

Whatever impact we have seen in moving towards a more inclusive 
financial system in Kenya derives entirely from the achievements of 
our partners. We list these later in the report. My sincere thanks goes to 
all those we have worked with us over the past year.  As ever we look 
forward to doing more together in the future.

David Ferrand  
Director
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FSD’S ApproACh

Market development requires addressing challenges at three levels: 

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

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

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

The conceptual underpinning of FSD’s work derives from the “making 
markets work for the poor” (M4P) approach, which has emerged over 
the last ten years as an increasingly influential development paradigm. 
It provided the original impetus for the establishment of FSD Kenya and 
has guided its activities over the last seven years. 

M4P has been defined as “an approach to developing market systems 
that benefit poor people, offering them the capacities and opportunities 
to enhance their lives. Building on a detailed understanding of market 
systems and a clear vision of the future, M4P allows agencies to 
address identified systemic constraints and bring about large-scale and 
sustainable change.”  This approach provides FSD with both its basic 
rationale and modus operandi. 

 

Figure 1: The structure of financial markets

“M4P allows agencies to address 
identified systemic constraints 

and bring about large-scale and 
sustainable change.”

FSD impact 

An external impact assessment of FSD concluded that:

At the macro level, FSD’s work has contributed in a significant  �
way to the development of an improved enabling policy and 
regulatory environment.

At the meso level, the programme has helped to build  �
significant support in the service market.

At the micro level, FSD’s support has helped to enable the  �
transformation of key providers within the sector.

“M4P is an approach to developing 
market systems that benefit poor 

people, offering them the capacities and 
opportunities to enhance their lives.” 
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In our strategy period 2005 - 2010, we managed to achieve our strategic 
objective. In 2011 we developed our new five year strategy (2011-
2015). In defining FSD’s strategic direction our emphasis has been on 
understanding how we need to respond to the emerging context and 
what we can offer which is different from the past. 

Kenya’s financial markets are clearly undergoing rapid and far reaching 
changes which open up real prospects for a significant further increase 
in financial access. This could lead to very considerable impacts on 
the livelihoods of the poor. The market dynamism we see creates 
opportunities for much greater leverage in what we do. 

FSD GOAL AND OBJEcTIVE

FSD’s goal, unchanged since inception, remains: To generate sustainable 
improvements in the livelihoods of lower-income households through 
reduced vulnerability to shocks, increased incomes and employment.

FSD’s objective has changed over time to recognise the need for a greater 
focus on the demand side and the importance not simply of access to 
financial services but how these services are used. 

The current objective is: Increased use of a broad range of quality financial 
services provided by a stable and competitive financial system in a way 
which benefits the livelihoods of under-served lower income groups.

AccESS ScENARIOS 2020 

FSD’s strategy is based on analysis of what the future could look like. We 
looked at the various ways in which the financial sector could evolve 
by considering three potential scenarios: (a) Equilibrium - domination 
of the low value retail payment space by a single player (b) Integration 
- technology driven integration of formal and informal systems and (c) 
Take off - towards a “cash lite” scenario by 
using a demand pull from government 
payments and effective regulation to 
ensure that competition drives down the 
cost of electronic money. Our efforts are 
focused on helping achieve the “take-off” 
scenario. 

FSD’S STrATeGY

Figure 2: FSD scenarios
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use of a broad range of quality  financial 
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the livelihoods of  under-served lower 

income groups.

Formal                        informal                excluded

Baseline 2009     equilibrium 2020     integration 2020    Take-off 2020

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

0%

The new M-Shwari product launched in 2012 is an example of the 
innovations that can lead to a “cash-lite” scenario.
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Mobile payment services: The number of registered users of 
mobile payment services increased by 10% from 19.2 million in 2011 
to 21.1 million in December 2012. As at December 2012, there were 
76, 912 mobile payment agents, with the majority of these operated by 
Safaricom’s M-PESA service. 

DTMs: The number of licensed deposit taking MFIs (DTMs) continues 
to increase with 8 DTMs licensed by December 2012. As at year end 
the DTMs had approximately 1.8 million deposit accounts. The market 
leaders KWFT and Faulu still have the 80% of the deposit accounts in 
the DTM sector. 

SACCOs: The total number of SACCOs licensed by the SACCOs Societies 
Regulatory Authority (SASRA) remained constant at 122 (out of the 
estimated 200 taking deposits). The reported membership of SACCOs 
grew from 1.6 million to 2.1 million.

Unregulated formal and informal providers

For the un-regulated formal sector (primarily composed of non-deposit 
taking MFIs and unlicensed SACCOs) is it difficult to get reliable supply 
side data on the number of providers, members or accounts. However  
it is currently estimated that there are approximately 100 non-deposit 
taking MFIs with 200,000 accounts and and 3,000 SACCOs.

Similarly for informal providers (savings groups, FSAs etc) there is no 
centralized registry. It is currently estimated that there are approximately 
70,000 groups (with 1.6 million members).

FinAnCiAl SeCTor hiGhliGhTS
FINANcIAL SERVIcE PROVIDERS

2012 was another high growth year for outreach by financial service 
providers. There was continued growth in both the number of outlets 
and number of accounts. The government and regulators also had a busy 
year as they developed new strategies, policies and regulation. At the 
industry level there were further developments on credit information 
and welcome moves towards interoperability. 

Bank accounts: The expansion in account opening by commercial 
bans continued (from 15.7 million at the end of 2011 to 17.6 million 
at the end of 2012). Equity remained the market leader with over 7m 
accounts. Commercial Bank of Africa (CBA) entered the mass market as 
a result of its partnership with M-PESA to launch M-Shwari and had 
opened a million accounts by December 2012. 

Bank outreach: By December 2012, the number of agents contracted 
by 10 commercial banks had reached 16,333 (up 80% on the year 
before). Meanwhile, the number of bank branches increased more 
modestly by 9.5 % from 1,161 to 1,272. Automatic teller machines 
(ATMs) similarly continued to expand slowly, up by 7% from 2,205 to 
2,381.   

Figure 4: Bank/DTM market share of accounts
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INDUSTRY INFRASTRUcTURE

Credit information sharing: There was good progress on the 
development of credit information sharing. A new comprehensive 
communications strategy was developed. A pilot exercise was also 
undertaken to test microfinance institutions’ (MFIs) capacity to share 
data through licensed credit reference bureaus (CRBs) and that of CRBs 
to process MFI data. 

Interoperability: A study undertaken by the Kenya Banker’s 
Association (KBA) showed a strong case for banks to pursue greater 
integration of retail infrastructure. The KBA Council took the decision in 
late 2012 to move forward with a project to achieve this. It is expected 
that the outcome will be the establishment of a national switch. 

Retail payments: There was expansion in both the issue and usage 
of debit cards. The number of cards increased by 6% in the year to 
reach 9.1m. The number of debit card transactions more than doubled, 
increasing by 250% over the year to reach 28.1m transactions in a 
month. Kenya is moving towards the adoption of the EMV (Europay, 
MasterCard, Visa) standard of smartcard which has become common 
in other markets.

POLIcY AND REGULATORY ENVIRONMENT

Second medium-term plan:  The Ministry of Finance (more recently 
renamed National Treasury) started developing a financial services sector 
second medium-term plan (FSS-MTP2) under the Vision 2030 process 
for the period from 2013-2017. The plan sets out a comprehensive set 
of transformational initiatives aiming to achieve the government’s high 
level aims for development of the sector.

Maya Declaration: The Central Bank of Kenya, as a member of the 
Alliance of Financial Inclusion (AFI), signed up to the Maya Declaration. 
The Maya Declaration is the first global and measurable set of 
commitments by developing and emerging country governments to 
unlock the economic and social potential of the 2.5 billion ‘unbanked’ 
people through greater financial inclusion. Kenya was one of the first 
countries to sign up to the declaration and also report progress for 
2012.  

Prudential guidelines: CBK published new prudential guidelines for 
licensed commercial banks that came into effect on January 2013. Of 
special interest to FSD and the access agenda is the introduction of a CBK 
guideline on consumer protection. 

Consumer protection: New consumer protection legislation was 
passed during 2012. This was  broad based and referred to all forms of 
goods and services (including clauses relating to financial services). In 
parallel the Ministry of Finance has moved forward with developing a 
draft financial sector consumer protection policy paper and legislation.

Regulation of deposit-taking MFIs (DTMs): DTMs began lobbying 
for an amendment to the legislation in order to allow them to provide 
current accounts and participate in the national payments system. 
CBK  commissioned a review of the regulatory framework to consider 
whether an overhaul is justified.

17.6 million 
Deposit accounts in commercial banks

1.8 million 
Deposit accounts in DTMs

19.2 million 
Mobile money accounts

9.1 million 
Debit cards

“We commit to delivering concrete 
financial inclusion outcomes for the 

developing world to provide sustainable, 
relevant, cost-effective, and meaningful 

financial services for the world’s financially 
unserved populations.” 

From the Maya Declaration - AFI Global Policy 
Forum 2011, Mexico
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FinAnCiAl inClUSion

A rich argument for the importance of financial services to the poor 
has emerged in the last decade. Recent studies show how access to 
appropriate financial resources can enable low-income households to 
manage their own scarce resources more efficiently - and especially 
intertemporally - in a way that provides an important, sometimes critical, 
support to livelihoods. Financial diaries collected across Bangladesh, 
India and South Africa record how people used a portfolio of savings, 
credit and insurance. These were provided both formally and informally 
to help manage the ebbs and flows of small irregular incomes, create 
usefully large sums for household and livelihood purposes, and cope 
with risks. The theory and evidence continues to point to the importance 
of broader financial inclusion which ensures that all scales of enterprise 
and households have access to appropriate finance.

Table 1: FinAccess classification of institutions

Classification Definition Examples

Formal prudential Financial service 
provider regulated 
with prudential 
supervision 

Commercials  �
Banks

DTMs �

Licensed SACCOs �

Formal non-
prudential

Regulated but with 
non-prudential 
oversight 

Mobile payment 
service providers

Formal other Registered but with 
no oversight

Non-deposit  �
taking MFIs

Non-deposit  �
taking SACCOs 

Hire purchase  �
companies

Informal Unregistered and 
unsupervised

ASCAs �

ROSCAs �

FSAs �

Shopkeepers �

Christina Kavinya, a member of the Itoleka Financial Services Association (FSA) in Kitui, Eastern Kenya. FSD is engaged in a number of initiatives to strengthen and 
expand community based financial groups.

“Money management is, for the poor, 
a fundamental and well-understood 

part of everyday life. It is a key factor in 
determining the level of success that  
poor households enjoy in improving 

their own lives.” 
Portfolios of the Poor:  

How the World’s Poor Live on $2 a day
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FINAccESS 2013

Overall  
inclusion

 

Through formal  
prudentially 
regulated 
institutions

Through formal 
non-prudentially 
regulated 
institutions

32.7% 33.2%
FINANcIAL AccESS STRANDS 

The Financial Access Partnership (FAP) a public-private sector 
partnership champions the conduct  of the FinAccess surveys. FAP has 
conducted three successful FInAccess surveys – in 2006, 2009 and 2013. 
The first survey provided the baseline measurements while the second 
and third surveys provide useful information about the evolution and 
dynamics in the financial inclusion landscape. 

For the purpose of FinAccess surveys, Kenya’s financial system can be 
divided into four categories: formal prudential, formal non-prudential, 
formal registered, and informal. The 2013 survey results reveal that 
Kenya’s financial inclusion landscape has undergone considerable 
change. The proportion of the adult population using different forms of 
financial services stands at 66.7% in 2013 compared to 41.3% in 2009 
(see figure 5). Similarly the proportion of the adult population totally 
excluded from financial services has declined to 25.4% in 2013 from 
31.4% in 2009. More people are now accessing and using financial 
services and products from different types of providers. Consumers are 
also  moving towards use of broader portfolios of financial services. 

74.8%

Among the adult population the use of combinations of formal 
prudential, non-formal prudential and informal products has risen from 
16% in 2006 to 25% in 2009 to 29% in 2013.

Lack of education still remains one of the largest barriers to increasing 
overall inclusion. In 2013, only 13.1% of those with secondary inclusion 
were likely to be excluded while 60.7% of those with no education were 
likely to be excluded (see figure 6).

Figure 5: Access strands by survey year

Figure 6: Access by education levels in 2013
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FSD’S porTFolio
OVERVIEW

To properly position FSD to pursue the building markets approach and to 
implement the strategy, projects are organised into four theme areas:

Future financial system �

Poverty impact �

Inclusive growth �

Knowledge �

Future financial system: The focus of this theme area is to achieve 
a significant and sustainable reduction in end-to-end transaction costs 
in accessing the retail formal financial system. If achieved this could 
transform the financial landscape by providing a platform on which a 
whole range of financial services can be provided at very low cost by 
the formal system to reach the excluded. 

The key project in this area is the GP2 Payments Development Project. This 
project primarily supports the Hunger Safety Net Programme (HSNP) – 
which is described in detail on page 10. An exciting development in 
2012 was the launching of the Interoperability project (described on 
page 11).

Poverty impact: As per the 2009 demographic census, 63% of the 
adult Kenyan population lives in the rural areas. Results of the FinAccess 
2009 demand side survey showed that 35.9% of the rural population 
had no access to any form of financial service. Working with less formal 
and informal providers able to reach rural areas thus remains a priority 
for FSD in its endeavour to build inclusive financial markets.  

The projects under this theme area are geared towards promotion of 
community based financial intermediation models, reducing the risk 
inherent in financing agriculture and strengthening the SACCO sector. 
During 2012 there was good progress on scaling up of savings groups 
(page 12) and licensing of SACCOs under the SACCO reform project 
(page 13).  

Inclusive growth: In the Vision 2030 strategy, the government 
has recognized the critical role SMEs play in employment generation 
and income growth. Similarly in the second medium term plan for 
the financial services sector, the government has committed itself to 
overcoming the major policy constraints to increased access to finance 
by SMEs.  

An important project in this theme area is the Credit Bureau 
Implementation project (page 14) which had another successful year. 
2012 also saw the launch of the new GrowthCap project (page 15) 
whose aim is to increase the client centred skills needed in the financial 
sector to serve the growing SME market. 

Knowledge: The knowledge theme area continued to grow in 2012. 
This is a continued response to the growing strategic importance of 
research in delivering FSD’s mandate to support pro-poor market 
development and policy formulation. 

The three main knowledge programmes are FinAccess, Impact Research 
and the Centre for Branchless Banking (CBB). The launch of M-Shwari, 
supported by the CBB project, has produced a major perturbation to the 
market.  Meanwhile on the pure research side the launch of a project on 
financial diaries (page 16) is an exciting initiative that promises to reveal 
important insights into consumer behaviour.  “ The HSNP programme is having 

a significant impact on consumption 
expenditure and poverty, …. the poverty 

gap and severity of poverty has decreased 
for HSNP households.“

HSNP M&E Impact Evaluation Survey, 
September 2009 - November 2012 

Patrick, one of the participants in the Financial Diaries survey, is a metal 
artisan who welds kitchen utensils and cooking implements at a roadside 
market in Nairobi.
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Figure 8: Expected project impact
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Project implementation status: At the end of the year the total 
number of active projects (under planning, development or on-going) 
decreased by just one to 23 from the 24 reported at the end of 2011.   
The plan for the year anticipated that as many 28 projects would be 
active.  However five projects were cancelled after an initial review of 
their prospects and a further three were not started. In all cases the 
decision not to move forward during the year was primarily driven by 
the need to respond to the market and the capacity to absorb change.

Project performance: FSD supports highly complex and innovative 
projects, so project performance is not guaranteed. FSD rates each 
project’s performance on a quarterly basis. At the end of the year 59% 
of the projects had a rating of good, which meant that the objectives 
were highly likely to be met.

Expected project impact: A key element in FSD’s consideration 
of projects is the expected impact on financial inclusion. In the early 
years the emphasis was on specific increase in outreach attributable 
to projects and the criteria of high, medium and low related to these 
numbers. However over time the focus has shifted to projects where the 
desired impact is a systemic change.

Kisumu County: Members of the Sunflower savings group keenly observe 
their group financial records using an application hosted on an  ‘Android’ 
based smart phone. This is an example of technological innovations 
helping to scale up the impact of savings groups.
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OBJEcTIVE

The project supports the implementation of the Hunger Safety Net 
Programme (HSNP) an unconditional cash transfer programme that 
aims to reduce poverty in northern Kenya by delivering regular cash 
transfers to beneficiary households or individuals in the counties of 
Mandera, Marsabit, Turkana and Wajir. The programme operates under 
the National Drought Management Authority with financial support 
from the DFID and the GoK.

KEY AcTIVITIES

The HSNP originally provided KSh 2,150 to each beneficiary household 
every two months. This was calculated as 75% of the value of the World 
Food Programme (WFP) food aid ration in 2006. Over time the value of 
the transfer has increased to KSh 3,500.

Equity Bank was competitively selected as the service provider. They 
have established agents in the four counties. Beneficiaries are given a 
smartcard which they use to collect their cash at any time from a range 
of paypoints (mainly small shops) across the four counties. Financial 
literacy training is also provided to the beneficiaries. 

A HSNP beneficiary (on the right) waits to 
receive his payment at a shop in El Gade, 
Marsabit. Photo credit: HSNP Secretariat.

RESULTS

139 active agents in 165 sub locations. �

23 payment cycles completed for 68,624 recipients.  �

A total of KSh 2.9 billion in cash transfers made up to December  �
2012. 

 The impact evaluation showed that over 99% of beneficiaries  �
received their payments on a timely basis. 

KSh 3,500 
Value of bi-monthly cash transfer 

68,624 
beneficiaries in four counties

KSh 2.9 billion 
Total transfers up to December 2012

Government payments
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25% 
Potential cost savings for ATM transactions

2.3 billion 
Potential number of switched transactions by 2020

80% 
Potential decrease in fee levels for switched transactions

OBJEcTIVE

The objective of the project is to support the identification of an 
industry-driven solution to low cost national payments interconnection.
Retail banking has developed rapidly in Kenya over the last decade with 
significant innovations. While previously the bank branch was the 
main channel for services, now customers use ATMs, debit and credit 
cards, internet banking and mobile phones. While this has changed 
the cost, convenience and quality of services there is little sharing of 
infrastructure.

Multiple switches lead to high transaction costs and redundancy of ATM 
and point of sale infrastructure. For example it was estimated that in 
2012 the average bank customer in Kenya was able to access less than a 
quarter of the ATMs in the country leading.

KEY AcTIVITIES

A study into the options for the banking industry was completed in 
2012.  The recommendations, which entail developing a single national 
switch, were accepted by the Kenya Bankers Association Governing 
Council and the Central Bank of Kenya (CBK). The agreed next steps, to 
be undertaken in 2013, were: 

Establishment of a payment system management body (PSMB). �

Establishment of a national utility switch (the Kenya Interbank  �
Transactions Switch).

RESULTS

When completed it is expected that the project will lead to a national 
switch that aligns with CBK’s policy approach and is affordable to 
participant members (relative to current switching options).  The switch 
is expected to lead to:

Reduced risks to banks to allow for greater convenience and lower  �
costs for customers. 

Improved use of ATMs leading to significant savings. �

Growth of the formal market. �

Reduction in fees for switched transactions. �

A shop in Kwangware area of Nairobi provides services for Postbank, 
Co-operative Bank and Safaricom’s M-PESA. This is one of the major trends 
in retail payments to have emerged over the last decade, highlighting the 
need to share payments infrastructure among financial services providers.

interoperability
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OBJEcTIVE

The objective of the project is to develop savings groups models to 
a stage at which a scale-up programme impacting significantly on 
financial exclusion at a national level becomes viable. 

KEY AcTIVITIES

The project is undertaken in partnership with CARE and Catholic Relief 
Services. The key activities include:

Working with partners to start savings groups.  �

Development of technology and linkage products. �

Research for assessing impact and informing design of next  �
phase.

RESULTS

By December 2012, CARE’s Community Savings and Loans  �
(COSALO) II project had reached 6,153 SGs (5,621 in Nyanza and 
532 in Marsabit) with 162,801 members (152,528 in Nyanza and 
10,273 in Marsabit).  

Catholic Relief Services (CRS) had reached 445 SGs serving 7,773  �
members during the period. 

Total outreach under FSD support for both CARE and CRS to  �
170,574 members against a target of 110,000.

Development of the M-Chama linkage product underway. �

 Design and development of the e-recording solution now  �
underway.

Members of Porr Group in Loiyangalani, Marsabit during a meeting.

6,598 
Savings groups formed

170,574 
Members

KSh 2,540 
Average savings per member

CARE provided SG members with business tips which have now 
become the source of actual business ventures. In Porr Group, one 
of the ladies started by buying 2 kilos of sugar, sub-divided to 
sachets that she resells for KSh 20. She has grown her business 
from the loans issued by the group and now buys two bags of 50 
kilos each. She plans to borrow KSh 30,000 from the group and 
open a shop. She is able to make enough profit to repay her loan 
and meet daily personal expenses.

Savings groups
Savings Groups (SGs) are a simple financial intermediation model 
where members of a group contribute an agreed minimum amount 
of savings during regular meetings. In some groups, members save 
more than the agreed minimum. The funds are then lent out to 
members. In a Rotating Savings and Credit Association (ROSCA) 
group meeting savings are collected, the whole pot is then 
immediately given to one member who has not yet received the pot. 
In the case of an Accumulating Savings and Credit Association 
(ASCA) meeting, instead of allocating the pot to someone, funds are 
lent to willing borrowers with interest.

 Notable achievement of targets in Marsabit despite the challenges  �
of sparse populations, very poor infrastructure, nomadic lifestyle, 
high illiteracy levels and insecurity caused by inter-clan conflicts. 
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OBJEcTIVE

The SACCOs Act (2010) required all deposit taking SACCOs to apply for 
a license from the Saccos Society Regulatory Authority (SASRA). This 
project’s focus is on the approximately 200 SACCOs involved in deposit 
mobilization targeted by the new regulation. The objective is to develop 
the capacity of the SACCO sub sector to meet the requirements of the 
new regulatory framework. 

KEY AcTIVITIES

As part of the project FSD provided support to SASRA and individual 
SACCOs. The activities included: 

Diagnostic studies to assess the key areas requiring change  �
(including a skills gap analysis).

A change management exercise for managers and board  �
members.

Left: Members of Fortune SACCO (formerly known as the Kirinyaga District Farmers SACCO Society) queue for services at their  Kagumo branch. Right: A SACCO link 
debit card  from Harambee SACCO that can be used to withraw money from ATMs or pay for goods at point of sale devices.

A review of information systems and development of an  �
automation road map. 

RESULTS

 122 SACCOs licensed. Another 11 SACCOs had letters of intent  �
while 5 had been inspected. 

Synthesis report on rapid diagnostics completed. �

Skills gap survey completed.  �

200 SACCOs reached through various workshops. �

287 board members/managers trained. �

122 
Licensed deposit taking SACCOs

3.3 million 
Deposit accounts

KSh 222 billion 
Total assets of  deposit taking SACCOs

Views of SACCOs on regulation

Regulation will benefit the SACCOs as it ensures accountability  �
and monitoring of performance.

It creates confidence in the general public of the regulated  �
SACCOs

Regulation is good and we are advantaged over the unlicensed  �
SACCO.

SACCo reforms
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OBJEcTIVE

Credit information sharing has significant potential to reduce transaction 
costs in SME finance. The objective of the  Kenya Credit Information 
Sharing Initiative (KCISI) was to support the development of an 
effective full file credit information sharing (CIS) environment in Kenya 
that improves access to finance especially among small and medium 
enterprises (SMEs).

KEY AcTIVITIES

The KCISI has successfully raised the profile of credit information sharing 
with both banks and the wider public. During the first phase of the 
project, all the banks were submitting negative information to the 
two licensed credit bureaus. The second phase was formally launched 
in 2012. The aim of this phase is to support the move towards sharing 
of positive information, involving more credit providers and increasing 
awareness. Positive information sharing will allow borrowers to benefit 
from a good credit history which will be available to all participating 
lenders. The result is expected to be improved efficiency and greater 
competition leading to reductions in borrowing costs.

RESULTS

 DTMs mandated to participate in CIS (through amendments to the  �
Banking Act).

CBK issued draft credit reference bureau guidelines. �

Pilot for DTMs and credit only MFIs completed. �

Communication baseline survey completed and communication  �
strategy developed.

cREDIT REPORTS

2.3 million 
reports requested by banks in 2011 and 2012

28,733 
reports requested by individuals in 2011 and 2012

PERcEPTION SURVEY

48% 
Formal credit users who have knowledge of CIS

85% 
Borrowers who have a positive opinion of CIS

78% 
Credit providers who are satisfied with service of bureaus

Credit reference
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OBJEcTIVE

The GrowthCap project is a unique and innovative new initiative 
designed to build capacity within Kenya’s SME banking community 
through the provision of focused support to a select group of financial 
institutions. This will enable them to promote SME-centered products 
and services based on international best practice, and maximize their 
commercial performance in a market sector that is widely accepted as 
being crucial for future profitability and growth.

AcTIVITIES

The project will partner with a select number of action research partners 
(ARPs) over a period of one to three years. Four stages are envisaged:

Workers at a metal scrap yard enterprise in downtown Nairobi. GrowthCap 
aims to build SME-focused capacity in participating financial institutions 
to support the growth of SMEs across varied sectors.

Stage four: Impact evaluation and dissemination of best practice

Expert assistance in the areas of change management, market 
research and segmentation, product design, credit management, 
relationship management etc.

Stage three: Implementation and change

Working with the ARPs senior management, development of a 
bespoke SME strategy.

Stage two: Strategic planning

Needs analysis of the ARPs existing SME activity and performance 
base.

Stage one: ARP Review

RESULTS

The targets for GrowthCap as at the end of three years are :

Successful partnerships with four action research partners. �

Six new sustainable SME finance products. �

Ten online technical notes developed. �

Eight training tool kits tested and finalized. �

Ten training workshops held. �

GrowthCap
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OBJEcTIVE

The financial diaries methodology has been successfully applied in 
Bangladesh, India and South Africa. The results are detailed in the 
ground breaking book Portfolios of the Poor: How the World’s Poor Live 
on $2 a day which has been instrumental in broadening ideas about 
the livelihood strategies and needs of ordinary people in low-income 
countries around the world.

The primary objective is to obtain a detailed look at how Kenyans 
manage their finances, which provides useful insights for shaping policy 
and products that better suit market needs. A subsidiary objective is to 
build the capacity of a cadre of strong Kenyan researchers in the financial 
inclusion field.

Patrick, one of the participants in the Financial Diaries survey goes 
through his transaction records at the end of the day using a typical 
financial diary. 

KEY AcTIVITIES

The project is taking place in five areas around the country: Nairobi,  �
Mombasa, Makueni, Vihiga and Eldoret. 

300 households were selected to participate. The sample provides  �
a diversity of income earning patterns, family structure and wealth 
levels. 

A team of ten field researchers visits each selected household  �
every two weeks for a year in order to capture detailed data on the 
households cash flows for that period.

RESULTS 

Inception report, survey data, end of survey field report. �

Analytical outputs: Comprehensive reports, series of three to five  �
topical briefs.

Rigorous, cutting edge research to deliver high quality data that  �
policy makers and industry players need to make better decisions.

A team of ten field researchers 
visits each selected household 

every two weeks for a year  
in order to capture detailed data  

on the households cash flows 
for that period.

5 
Number of counties

300 
Households selected

12 
Months of field work

SURVEY HIGHLIGHTS

Financial diaries
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cOMMENTARY

FSD was able to continue supporting its ongoing projects and launch 
innovative new projects due to strong support from funders.  In 2012 
FSD’s grant funding was KSh 2.78 billion (approximately 33.8m USD) 
(see Table 2). Total expenditure was KSh 2.37 billion (approximately 
27.9m USD) leading to a surplus for the year of KSh 454 million (see 
Table 3 - Income statement). This contributed to a strengthening of 
FSD’s balance sheet with total assets increasing to KSh 1.64 billion 
(approximately 19.3m USD) and total reserves at KSh 1.04 billion  (see 
Table 2). 

FUNDING

In 2012, the majority (91%) of funding was received from the UK’s 
Department for International Development (DFID). This included 
funding for Hunger Safety Net Programme (HSNP), core FSD Kenya 
funding and support for the launch of FSD Africa. Other funding was 
received from the Swedish International Development Agency (SIDA) 
(4.7%) and the Bill and Melinda Gates Foundation (2.3%).

FinAnCiAl reporT

Table 2: FSD funding in 2012

SOURcE KSh (m)* %

UNRESTRIcTED

DFID Kenya 589 21.2

SIDA 129 4.7

Bill and Melinda Gates Foundation 64 2.3

GOK - Ministry of Industrialization 33 1.2

Sub-total unrestricted 815 29.2

RESTRIcTED

DFID - HSNP 1,901 68.5

DFID - FSD Africa 18 0.7

GOK - Ministry of Finance 16 0.6

DFID/CGAP 11 0.4

The Rockefeller Foundation 12 0.4

Other 2 0.0

Sub-total restricted 1,960 70.8

TOTAL 2,775 100.0

*  Columns do not add up due to rounding.

PROJEcT EXPENDITURE

Total project expenditure for the year was KSh 2.28 billion. This was KSh 
645m below budget as a result of lower than budgeted spending under 
projects. Delays in project design and implementation arise as a result 
of many factors. Among the most important is the level of readiness of 
FSD’s partners. It is essential that activities cohere with the needs and 
timing of those with whom we work.

The bulk of the project expenditure (79 %) was a pass through (the cash 
transfer element of the HSNP). Of the remaining 21%, the following five 
projects comprise the bulk of expenditure (see figure 9):

HSNP project expenditure; �

Center for Branchless Banking (CBB); �

Savings group scale-up; �

SACCO sub-sector reforms; and, �

Credit reference. �

FUNDING FIGURES

KSh 2.78 billion
Total grant funding in 2012

KSh 1.64 billion
FSD total assets as at December 2012

“Our assessment of FSD’s Strategy 
is that it reflects a strong mix of activities 
to help Kenya address the unmet need for 

financial services.”
DFID - Business case for FSD
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“FSD’s independence, flexibility and speed of response has 
been critical to ensure effective partnerships with all key 
stakeholders - Government of Kenya, private sector and civil 
society and foster cooperation and ongoing dialogue amongst 
them through high quality, independent data/ research and 
shared analysis. This has yielded significant leverage and 
impact by effectively delivering market based, sustainable, 
game changing solutions rather than short term quick fixes.”

DFID - Business case for FSD

Management expenditures (KSh billion)

Total expenditures (KSh billion)

Management expenditures as % of total expenditure

hSnp - project expenses

Centre for Branchless Banking 
(CBB)

Savings groups scale-up

SACCo sub-sector reforms

Credit reference 

others

Figure 9: 2012 project expenditure

Figure 10: 2012 Management expenditure

8.6%

22.6%

13.0%

7.5%

28.5%
19.7%

MANAGEMENT EXPENDITURE

Management expenses for 2012 were KSh 128million (KSh 3.8 million 
below budget). Even though costs for our new office premises were 
significantly above the initial budget, this was offset by lower than 
budgeted spending  on other administration costs. Labour costs during 
the year were just KSh 1.3m (1%) above budget. This slight overrun was 
a result of higher spending on the trustee and financial administration 
fees. As has been the case in the past the trust has maintained strict 
control over administration expenditure to ensure that available 
resources are used efficiently. 

GROWTH IN FUNDING AND PROJEcT INVESTMENTS

FSD’s funding and project activities have increased steadily since its 
inception. In the last 5 years from 2008 to 2012 annual funding went up 
from KSh 635 million to KSh 2.83 billion (table 5) while the total project 
expenditure increased from KSh 377 million to KSh 2.28 billion. 

Management expenditure has increased at a slower rate (see figure 10)  
and in 2012 management expenditure as a proportion of total costs was 
5.4% (down from 7.1% in 2011).
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FOR THE YEAR ENDED 31ST DEcEMBER 2012

1     Finance income includes interest earned on FSD funds.
2      Core/non designated projects are projects funded by donors through unrestricted funds. Unrestricted funds have no conditions regarding the projects they can be used on.
3     Designated projects are funded by donors through restricted funds. Restricted funds can only be used on the project specified by donors.
4      These are exchange losses incurred on revaluation of foreign currency held by FSD.

2012 2011

INcOME KSh millions* KSh millions*

Grants  2,775 1,591

Finance income1  56 24

TOTAL INcOME  2,831  1,615

EXPENDITURE

PROJEcT EXPENSES

Core projects2  324 223

Designated projects3  1,960  1,079

 2,284  1,301 

MANAGEMENT EXPENDITURE  128  99 

TOTAL EXPENDITURE  2,412  1,400 

FINANcE cOSTS4 -36  89 

TOTAL cOSTS  2,377  1,489 

SURPLUS FOR THE YEAR 454 125

*  Columns do not add up due to rounding.

Table 3

income statement
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AS AT 31ST DEcEMBER 2012

2012 2011

ASSETS KSh millions* KSh millions*

Non-current assets

Property and equipment  18 3

Intangible asset work in progress  -   1

Total non-current assets  18 4

current assets 

Receivables  18 5

Contract advances  0 1

Fixed deposits  270 236

Bank and cash balances  1,336 853

Total current assets  1,625 1,095

Total assets  1,643  1,098

RESERVES AND LIABILITIES

Reserves

Accumulated fund  1,038 584

Current liabilities

Unexpended projects fund  514  426 

Accruals  16 29

Tax liability1  74 60

Total current liabilities  605 514

Total reserves and liabilities 1,643 1,098

1   This amount is an accrual of taxes on which FSD has applied for exemption from the government pending finalization of the exemption application.

*  Columns do not add up due to rounding.

Table 4

Balance sheet
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INCOME AND EXPENDITURE (KSH MILLIONS)*

FSD FUNDING SUMMARY

2008 2009 2010 2011 2012

Income

Grants 623 703 1,147 1,591 2,775

Other income 12 38 15 24 56

Total income 635 741 1,162 1,615 2,831

Expenditure

Project expenditure 377 599 872 1,301 2,284

Administrative expenditure 50 59 69 99 128

Finance costs 12 - -5 89 -35

Total expenditure 439 658 937 1,489 2,377

Surplus for the year 196 83 224 126 454

2008 2009 2010 2011 2012

Unrestricted

DFID Kenya 458 239 350 267 589

SIDA 101 104 121 139 129

Bill and Melinda Gates Foundation - 56 61 71 64

GOK-Ministry of Industrialisation 24 47 - 35 33

CGAP - 3 - - -

Unitus - - 5 - -

Sub-total 583 443 537 512 815

Restricted grants

DFID-HSNP 34 260 592 1,029 1,901

DFID-FSD Africa - - - - 18

Rockefeller Foundation 2 3 5 4 12

GoK - Ministry of Finance 4 6 1 22 16

DFID/CGAP - - 11 13 11

National Bureau of Economic Research - - - 11 -

Other - 3 1 - 2

Sub-total restricted 40 260 610 1,079 1,960

Total 623 703 1,147 1,591 2,775

Table 5

Finance summary (2008-2012)
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Project Objective Status as at December 2012

Theme 1: Future financial system

G2P Payments development 
project

Catalyse the expansion of private sector driven payments systems 
to allow the delivery of social payments and significantly expand 
access to appropriate financial services for low-income Kenyans.

On-going

Government payments II To provide financial sector solutions to a range of government 
payments as a means to encourage the development of a cash-lite 
economy and expand financial inclusion.

On-going

National payments switch To create a single national retail payments switch for Kenya, which 
will increase transaction efficiency, decrease transaction switching 
costs, increase financial inclusion and be financially sustainable for 
all participants.

Development

Financial capability To provide the basis for roll-out of a comprehensive and sustainable 
national programme of financial education in Kenya. 

Development

Policy development To assist the government in establishing and implementing policies 
and the legal framework needed to drive a long-term, national 
improvement in financial inclusion.

Development

Theme 2: Poverty impact

SACCO sub-sector reforms Develop the capacity of the SACCOs sub-sector to meet the 
requirements of the new regulatory framework.

On-going

Warehouse receipts system Establish and promote a viable and sustainable warehouse receipts 
system.

On-going

Savings groups scale-up Develop savings groups models to a stage at which a scale-up 
programme impacting significantly on financial exclusion at a 
national level becomes viable.

On-going

Value chain finance centre To strengthen agricultural value chains through developing 
appropriate and sustainable finance.

On-going

FSA transformation  III To support the creation of a fully sustainable FSA network within the 
current financial sector prudential regulatory framework.

On-going

Micro-insurance (health and life) 
market analysis

Explore the market potential for health and life micro-insurance 
products to reduce vulnerability among low income households in 
Kenya.

On-going

Financial graduation Combine financial service provision with social safety nets and other 
supports to provide a ladder out of poverty for the poorest.

Planning 

Capacity development Develop the capacity of the industry to serve under-served and 
excluded populations.

Development

Annex 2 

porTFolio



FSD KENYA 2012 ANNUAL REPORT  •  25 

Project Objective Status as at December 2012

Theme 3: Inclusive growth

GrowthCap – SME finance 
capacity building initiative

To build the capacity of the financial sector to provide high quality 
SME centred financial products and services.

On-going

Credit reference II To support the development of an effective full-file credit 
information sharing (CIS) environment in Kenya that improves 
access to finance especially among small and medium enterprises 
(SMEs).

On-going

SME finance innovations fund To catalyse innovative SME finance solutions through direct 
investment in non-traditional approaches and players.

On-going

SME equity finance development To develop the market for SME equity finance on a sustainable basis. Planning

Theme 4: Knowledge

FinAccess Retail To continue the development of FinAccess as a comprehensive, 
reliable and sustainable mapping of the financial landscape in 
Kenya, measuring household demand and supply.

On-going

FinAccess Business To develop a comprehensive mapping of the market for business 
financial services in Kenya.

On-going

FSD Impact research II To understand the impact of FSD Kenya’s projects and programme 
on the development of financial markets in Kenya and the 
consequent impact on the livelihoods of lower-income households.

On-going

Centre for Branchless Banking 
(CBB)

To stimulate the development of branchless banking in Kenya as a 
means to deepen and expand financial inclusion.

On-going

New directions

FSD Africa Establish a regional programme to work with FSD country 
programmes in building the capacity of financial service providers, 
facilitating skills, knowledge and technology transfers and increased 
coordination between markets. 

On-going

Low cost housing finance study To understand the market for housing finance for under-served 
populations.

Planning
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Government/ regulators Ministry of Finance  �

Ministry of Co-operatives Development and  �
Marketing 

 Ministry of Agriculture  �

Ministry for the Development of Northern Kenya �

Ministry of Industrialisation �

Central Bank of Kenya �

 Insurance Regulatory Authority �

Kenya Bureau of National Statistics �

Kenya Meteorological Department �

SACCO Societies Regulatory Authority (SASRA) �

Financial service 
providers

FINA Bank  �

Equity Bank  �

 ABC Bank �

 Commercial Bank of Africa (CBA) �

 NIC Bank �

 Diamond Trust Bank �

 Chase Bank �

Kenya Commercial Bank (KCB)  �

K-Rep Fedha Services Ltd (KFS) �

 Kenya Post Office Savings Bank (KPOSB) �

 Jubilee Insurance �

 APA Insurance �

 CIC Insurance Company �

Non-profits/ industry 
associations

Kenya Bankers Association (KBA) �

Association of Micro-finance Institutions (AMFI) �

Catholic Relief Services (CRS) �

CARE Kenya �

Mediae �

Plan International �

Oxfam GB �

HelpAge International �

Save the Children UK �

Development partners DFID  �

SIDA �

Bill and Melinda Gates Foundation �

The World Bank �

AFD  �

CGAP  �

International Labour Organisation (ILO) �

FSD Tanzania �

FinMark Trust  �

International Finance Corporation (IFC) �

Rockefeller Foundation �

USAID’s Financial Inclusion for Rural Microenterprises  �
(FIRM)
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A village scene from Marsabit in northern Kenya.
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