Rigorous Journal of Business and Management (RJBM)
ISSN (Paper) 0000-0000 ISSN (Online) 0000-0000 (Online)
Vol. 1 Issue No. 1

Rigorous Scientific Publishers

Relationship between Loan Beneficiaries’
Changes in Financial Status and Adherence to
Intended Purpose, a Case of Kisii University
Employees, Kenya
Kimotho, G.M.
Abstract— Most commercial banks in Kenya are giving loans to public university employees with no much restriction. The condition of
provision of assets as securities against the loans advanced is no longer a strict requirement as long as the borrower is able to produce a
payslip and assurance from the employer that the applicant for the loan is an employee of the institution and that the employer will recover
the loan advanced through the check off system and remit the same to the bank. However, most of the loan advanced to the applicant
does not always get utilized for the intended use. As far as public universities employee borrowing is concerned, it is not known whether
the changes in borrowers’ financial situation are related to the adherence to the intended purpose of the facility. This study was aimed at
evaluating the relationship between loan beneficiaries’ changes in financial status and adherence to intended purpose. Data was collected
from a sample size of 150 employees which was selected through stratified random sampling. Data was analyzed using descriptive
statistics (frequencies and percentages). This study found that there is a higher chance of suffering negative change in financial status
beneficiary of a commercial bank loans would suffer a negative change in financial status if loan is not used for the intended purpose as
opposed to when the money is used for the intended purpose. There is need for banks (with supervision from the government) to ensure
that they monitor the usage of loan facilities that they advanced to their clients. Non-usage of loan for the approved purpose contributes to
difficulties in the servicing of such loans and eventually a negative change in financial status.

Key Words— Relationship, loan, beneficiaries, financial status, adherence, purpose, university, employees

—
—
—
—
—
—
—
—
—
— —
—
—
—
—
—
—
—
—
—

1 INTRODUCTION

B

the bank w ith only a confirm ation that they are salaried by
p rod u cing a p ay slip .

Com m ercial bank borrow ing am ong u niversity em p loyees has
been hard for m any years u ntil lately. It is now easy for pu blic
u niversity emp loyees, to access loan as a resu lt of a form of
collaboration betw een the em p loyer and the loan facility
p rovid ers. Most of p u blic universities em p loyees can walk to

Becau se of the high risk of d efau lt am ong em p loyees as w ell
as inad equ ate financial facilities, access to form al finance
rem ains a challenge. Most em p loyees d o not m eet the loan
cond itions by financial institu tions. The financial system in
m ost African cou ntries is und er-d evelop ed , and so p rovid es
few financial instru m ents. The infant cap ital m arkets in the
cou ntry exp lain the lim itations of long-term financing faced by
m ost em p loyees. N on-bank financial interm ed iaries, su ch as
m icro-cred it institu tions, could be a big help in lend ing m oney
to the sm all ind ivid u als but they d o not have the resou rces

ORROWIN G is the acqu isition of fu nd s from either a
financial institu tion, coop erative societies, saving and
cred it coop eratives societies or any other organized
financial institu tion that are able to p rovid e finance w hich is
refu nd able w ith an interest. Com m ercial banks have been
p rovid ing this facility to p ublic u niversities em p loyees am ong
other typ es of cu stom ers.
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and ability to invest in expensive loan recovery (Kon & Storey,
2003).
N orm ally com m ercial banks p rovid e borrow ing facilities to
salaried em p loyees and bu siness p eop le, w here p u blic
u niversities emp loyees are am ong the beneficiaries of these
borrow ing facilities. Loan u se can be beneficial or d isastrou s; it
m u st be w atched and regulated , and kep t w ith its p rop er
bond s, by financial interm ed iaries and other financial
regu latory bod ies su ch as com m ercial banks. Du e to market
liberalization and com p etition for cu stom ers, interest rates are
slow ly com ing d ow n lead ing to increase in circu lation of
m oney.
In Kenya, all com m ercial banks are regu lated by Central
Banks of Kenya (CBK) that has constantly been exp loring
w ays of low ering the cost of m on ey to try to make lend ing to
p rivate and ind ivid u al borrow ers cheap er . This is aimed at
red u cing bottlenecks of lend ing w hile ad d ressing market
inefficiency in the banking sector. Desp ite regu lar p ersuasion
to bring interest rates d ow n, still com m ercial ba nk lend ing
interest rates are high and also borrow ing from this
com m ercial banks rem ains high (Kithinji,2010).

Decision m aking is a circu lar, ongoing p rocess in w hich a
d ecision influ ences fu tu re choices. Creating and considering
alternatives are cru cial in m aking good d ecisions, from
p ossible cou rses of action w hich u su ally faces the categories to
exp and the cu rrent life situ ation, exchange the current
situ ation, continu e w ith the sam e cou rse of action and also
take a new cou rse of action. These categories may not app ly to
every d ecision and situ ation; how ever they rep resent p ossible
cau ses of action. Creativity in d ecision m aking is vital to
effective choices as this enable one to p lan his resou rces of
finances w ell, how ever in som e situ ation it m ay be d ifficu lt to
w ork w ith the available resou rces and this necessitate
p lanning for ad d itional fu nd ing w hich land s m any into
borrow ing, borrow ing is p art of p lanning that need and
requ ire carefu l consid eration and m aking carefu l financial
d ecision, therefore com m ercial banks borrow ing is one part of
this p ersonal financial p lanning (Fisher, 2002).
Am ong the key d eterm inants for sm all bu siness borrow ing is
age, w here m atu re borrow ers are able to borrow m ore d u e to
exp erience, w hile you nger ones borrow less. The level of
ed u cation also d eterm ines how m u ch a borrow er can get d u e
to the p ossibility of ad op ting a contem p orary m anagem ent
style, w hich is u nlikely to fail. The age of an enterp rise is also
im p ortant as old er enterp rises get m ore consid eration for
cred it qu alification than you ng ones. As financing sou rces
keep p ace w ith evolving Inform ation Technology (IT) and
————————————————

Kimotho, Geoffrey M agondu is currently pursuing a Postgraduate Diploma
in Tax and A dministration at Kenya School of Revenue A dministration
(KESRA ) in collaboration with Jomo Kenyatta University of A griculture and
Technology , Kenya.
Phone: +254711970155.
E-mail: geoffreyk.kimotho@mail.com

econom ic trend s, there is need for financial institu tions, both
form al and inform al, to w id en u p their d oors. Most ru ral
p eop le have no access to banks becau se of p oor infrastru ctu re
in su ch areas. Ru ral bu sinesses also face low incom es du e to
lesser concentration of p eop le and few er econom ic activities. It
is thus clear that the governm ent's role in infrastructu re
d evelop m ent w ou ld p lay an im p ortant role in imp roving
cred it w orthiness or access to it. Peop le involved in sm all-scale
lend ing shou ld em p loy the concep t of the triangle of ou treach,
financial sustainability and im p act, as they choose their target
clients. The m ore innovative and locally ad ap t ed the project
d esign, the better the p rosp ects (Fofack, 2005).

2 RESEARCH METHODOLOGY
This stu d y used a case stu d y research d esign . Case stu d y
refers to the collection and p resentation of d etailed
inform ation abou t a particu lar p articip ant or sm all grou p , this
enable the research to concentrate in d etail on a particu lar area
to rep resent the w hole p op ulation d u e to scarcity of resou r ces
and lim itation of tim e. The target p op u lation in this research
stu d y w as staff emp loyees of Kisii University. A Sam p le of 150
resp ond ents w as u sed for this stu d y. The resp ond ents w ere
selected from m anagement and emp loyees. System atic
stratified rand om sam p ling w as u sed . The m ain tools for d ata
collection u sed in this stu d y w ere qu estionnaires. The use of
qu estionnaires is justified becau se they afford an effective w ay
of collecting inform ation from a large sam p le in a short p eriod
of tim e and at a red u ced cost. The qu estionnaires also facilitate
easier cod ing and analysis of d ata collected . The
qu estionnaires w ere both closed end ed qu estions. Valid ity and
reliability w as established , Content valid ity of the research
instru m ents w as established in ord er to m ake su re that they
reflected the content of the concep ts in qu estion. In ord er to
ensu re valid ity and reliability of the instru m ents, sim ilar
qu estion w ere ad m inistered in Laikip ia University throu gh
p re-testing (p iloting). The objective of p iloting w as to
elim inate som e am bigu ous item s, establish if there will be
p roblem s in ad m inistering the instru m ents, test d ata collection
instru ctions. The qu estionnaire w as self-ad m inistered throu gh
a d rop and p ick after one d ay m ethod . Data managem ent and
analysis w as d one u sing Statistical Package for Social Sciences
(SPSS).

3 RESULTS AND DISCUSSIONS
3.1 Demographic Profile of Respondents
This stu d y mad e use of both m ale and fem ale u niversity
em p loyees. There w as significant gend er parity am ong the
resp ond ents w ith 65.4% of them being male and only 34.6%
fem ale (Table 1). These resu lts imp ly that the nu m ber of
fem ale em p loyees w as significantly low er than that of m ale.
Gend er em p ow erm ent and p rom otion in the cou ntry need to
be p rop agated . This also signifies the im p ortance of
establishing a gend er-responsive em p loym ent stru ctu res.
Cater (2000) noted that wom en in Kenya face nu merou s
constraints in accessin g afford able finance for sm all bu siness
p rim arily because of p roblem s of access to collateral.
2
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Table 1: Demographic Profile of Respondents
Variable
Categories
Frequencies Percentages
Gend er
Male
98
65.3%
Fem ale
52
34.7%
Totals
150
100.0%
Ed u cation Certificate
50
33.3%
level
Dip lom a
37
24.7%
Und ergrad u ate
28
18.7%
Postgrad u ate
35
23.3%
Totals
150
100.0%
The em p loyees w ho p articip ated in this stu d y h ad varying
levels of ed u cation (Table 1). Most (32.3%) of the em p loyees
have certificate levels of ed u cation. Em p loyees p ossessing
d ip lom a level of training com p rised 24.5% of the entire sam p le
w hile those w ith u nd ergrad u ate level of ed u cation w ere
18.9%. About 23.3% of the fu ll sam p le had p ostgrad u ate level
of ed u cation.
This ind icates that it is not only exp ected that som e of the
em p loyees be in higher job grou p s and consequ ently earning
m ore in their salaries bu t also som e to be w ith m ed ium and
low incom e levels of earnings.

3.2 Reasons for Borrow ing
There are a variety of reasons w hy m ost u niversity emp loyees
borrow from financial institu tions. These reasons are
su m m arized in Table 2.
Table 2: Reasons w hy University Employees Borrow from
Financial Institutions
Reason for borrow ing
Frequency
Percentage
Paym ent of school fees
49
32.7%
Starting a business or
25.3%
financing an existing one
38
Constru ction (bu ild ing)
35
23.3%
Pu rchase of assets
22
14.7%
Others
6
4.0%
Total
150
100.0%
Majority (32.7%) of the em p loyees borrow m oney from
lend ing institu tions for the p u rp ose of p aying of school fees.
This is closely follow ed by em p loyees w ho borrow for the
p u rp ose of either starting a new bu siness or financing an
existing business as rep resented by 25.3% of the resp ond ents.
Abou t 23.3% of the em p loyees argu ed that they acqu ire loan
for the p u rp ose of bu ild ing (constru ction) of stru ctu res su ch as
rental and resid ential hou ses. Abou t 14.7% of the reasons for
borrow ing w ere attribu ted to p u rchase of assets.
These resu lts agree w ith Loyd (2003) w ho noted that the m ost
im p ortant reasons for borrow ing is the financing of certain
u nd ertaking that requ ire hu ge am ou nt of m oney that
occasionally, the borrow er m ay not be in its p ossession.

3.3 Relationship betw een Loan taken and the Purpose of
Borrow ing
Majority of the u niversity em p loyees w ho w ere noted to
borrow heavily d id so becau se their pu rp ose of borrow ing
requ ired a lot of m oney. Majority of the em p loyee ind icated
that their financial statu s changed p ositively. H ow ever, there
w ere still som e emp loyees w ho ind icated that their financial
status had changed negatively. This is d ep icted in Figu re 1.

Figure 1: How the Employee financial Status Change after
taking the Loan
Majority (43.3%) of the em p loyees claim ed that their financial
status had tu rned good after taking the loan. About 30.0% and
14.0% claimed that their financial status had becom e bad and
w orse, resp ectively. Am ong the em p loyee w hose financial
status tu rned to be very good w ere 4.0% of the total
resp ond ents. Som e (8.7%) of the resp ond ents w ere not su re
abou t how their financial statu s had changed since the
acqu isition of loan.
3.4 Utilization of the Loan Obtained for the Intended U se
Som e of the factors that can contribu te to negative changes in
em p loyee financial statu s as a resu lt of acqu isition of loan is
the im p rop er u tilization of the loan for the intend ed p u rp ose.
Table 3 su m marizes the emp loyee resp onse on w hether the
loan acqu ire w as u sed for the intend ed p u rp ose.
Table 3: Whether the Loan obtained w as used for Intended
Use
Response
Frequency
Percent
Yes
124
82.7%
No
26
17.3%
Total
150
100.0%
Majority (82.7%) of the em ployee m ake u se of their loan for
the intend ed p u rp ose. H ow ever, abou t 17.3% d id not u se their
loan for the intend ed p u rp ose. Failu re to use the loan for the
intend ed p u rp ose m ost of the tim e translate to m isuse and
m ay cru m ble the financial statu s of the loan beneficiary.
3.5 Relationship betw een the change in financial status and
w hether the loan w as used for the intended purpose
Majority of the u niversity em p loyees w ho took loan from
com m ercial banks w ere noted to have u sed it for the intend ed
p u rp ose. A cu m u lative of 45.2% of the u niversity em p loyees
w ho u sed the com m ercial bank loan for the intend ed p u rp ose
3
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rep orted a ‘ very good ’ or ‘ good ’ change in financial statu s.
Contrary to this, a cu m u lative of 0.0% of the u niversity
em p loyees w ho used com m ercial bank loan for p u rp ose that
it w as not intend ed rep orted a ‘ very good ’ or ‘ good ’ change
in financial statu s as show n in the table below .

ap p roved loan for the ap p roved p u rp ose. The lack of u sage of
loan for the intend ed p u rp ose w as noted to contribu te to
d ifficu lties in the servicing of su ch loans and eventually a
negative change in financial status.
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Majority (84.6%) of the u niversity em p loyees w ho d id not u se
the com m ercial bank loan for the intend ed p u rp ose rep orted
that their financial statu s change w as ‘ bad ’ . H ow ever, abou t
15.4% of the u niversity em p loyees w ho had not used the
com m ercial bank loan for the intend ed p u rp ose w ere noted
not to be su re how their financial statu s had changed .
These resu lts im p ly that there is a higher chance that a
beneficiary of a com m ercial bank loan w ou ld su ffer a negative
change in financial statu s if he/ she d oes not u se the m oney for
the intend ed p u rp ose as opp osed to w hen the m oney is u sed
for the intend ed p u rp ose.
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CONCLUSION AND RECOMMENDATIONS

The u se of loan is a very p opu lar w ay of financing activities of
salaried emp loyees. Majority of the em p loyees w ith p ay slips
em bark on their p referred projects w ith loan financing. These
p rojects inclu d e starting/ establishing a bu siness ventu re,
constru ction/ bu ild ing, p u rchase of assets and p aying of
school fees. There is a higher chance that a beneficiary of a
com m ercial bank loan w ou ld su ffer a negative change in
financial status if he/ she d oes not use the m oney for the
intend ed p u rp ose as op p osed to w hen the m oney is u sed for
the intend ed p u rp ose.
There is need for banks (w ith su p ervision from the
governm ent) to ensu re that they m onitor the reasons w hy they
offer loans to their clients to gu arantee p ru d ent u sage of the
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