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EXECUTIVE SUMMARY

Thiscase studgxploreghe progression aJSAID'saccess to finance work in Northern Kesigae 2012.

It highlighs thetransformatiorthat has occurred in thegion'dinancial sector arslibsequergrowth and
impact amongicro, smalland mediunsized enterprises (MSMER)e report assesdesny USAID-
fundedFeed the Futuractivitie® Resilience and Economic Growth in Arid Lafdselerate@rowth
(REGAL-AG), Kenya Livestock Market Systems (LAMSivity, Resilience Learning Activity (RLafad
USAID Kuzdi havesupportedievelopindNorthern Kenyé& financialsector wittactivities that have moved
alongthe investment spectrufrom humanitarian assistance to impact inveB&ggning with an
investment in 2012 to build a livestock markehiortherrKenyancounty allthe USAID-fundedactivities
harnessed the experiences and challenges of thes@retwity spurring growth, and transforming
communities in the northern region.

The Impact Investment Spectrum

Return Expectations

Zero Return (Philanthropic) ~ Partial Capital Preservation  Capital Preservation Below Market Return Market Return High Return

Humanitarian Assistance Program-Related Investing Impact First Triple Bottom Line Finance First Commercial

Investment Strategy

% of Northern Kenya Population with Access to Financial Services

Access to finance is a key driver of the -

economic growtfor regionsand
communitiesand access appropriate .

financial servicesatsoa key component

of a resilient economyuring the

projectperiodassessed in this report,

access to finarcin Northern Kenya

increased from 11 to 74 percent from
2012 to 2021 throughe growth of the -
private sector arglpport from USAID, -
and national and loggvernmerst

Number of Commercial Bank Branches per Northern Kenyan County

Despite this progress, Northern Kersya
still burd@ed with negative perceptions
It is still perceived to havess economic

appeal thanther regionf the country .

and thushasalimited local presence of

financial institution@=Is) Local : I
‘ Isiolo Lamu Mand mburu Tana River Turkana Wa

businessestill suffer from this

perception as well andedeemedtoo

risky" even by the few Fls located in the s
region

ra Marsabit Sar 3jir West Pokot

2014 =2017 W2021

Data SourcBEGAL-AG, LMS, antJSAID Kuzgproprietatiata
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This report highlightsow thethree Ativities Financing Accessed

(REGAL-AG, LMS, and Kuzd)elpeddevelop the REGAL-AG USD 1,369,134
case for increased privagetor lending in Northern LMS USD 444395
Kenyallt looks athow theActivities supportecritical Kuza USD 16,106,000 so far

aspects ahe financiasysten® supply and demand sitheough tailored activitiéisat progressednd built
on one another, arphrtnershipmodels thaincreased engagemetith the private sectand prioritized
sustaiability,

Throughreviewsof existing and previoldSAID programming, this report identif@smesignificant
lessons learnéa how theactivitiehelped move the region along the investment spectrum

1 Diversity among financing sources providea better range of options foborrowersand
greater impact potential The studyhighlightghe importance of collaborating with a diverse range
of bank and notvank financial service providers, including savings groups, cooperatives, digital
finance providrs, county government funds, impact investodsvalue chain finance actors. By
supporting a diverse range of financial sertheestivitiesvere able to better reazldiverse range
of MSMEsand un(der)served customer segnm&mth as womesnd youth

9 Building and continuing partnerships over multipleactivities improved trust and willingness
to pilot new interventionsand increase investmentBy leveraging relationships built by previous
activitieswith Fls, Activitieswere able to providargeted technical assistance to improve their
models to assess riskhe regionFor examplédgricultural Finance Corporation (AFC) has
partneredvith the Activitiegn several different waiyeluding linkinghem tolocal MSMEs
supportinghe develpment of a branch in Marsabit Couatydprovidinga$1.25 million loafor
on-lending to MSMEsia the Impact for Northern Kenya Fund

9 Providing policy support tocounty governmentsamproves the enablingenvironmentfor
investmentand provides alocally drivenapproach to increasing financing to the regionThe
USAID-funded Activities provided a range of policy support to the county governments of Northern
Kenya includingrainingon the establishment and management of their couolyimg funds
(CRFs)Through this work, USAID has supported the development and maintenance of an effective
enabling environment that fosters transparent, inclusive economic growth. These policies, as
implemented by the county governments, reduce aimth&inmnecessary regulatory barriers for
private sector investment, while helping targeted counties improve the business climate to stimulate
investment and inclusive growth.

Through this work with the supplgd demandide of financing in Northern KenyUSAID supportethe
developmenof theregior@financial systenmcludingimprovingthe supphand diversitgf necessary
financing in the regicandimprovingthe capacitgegion'susinesses to seek and qualify for the financing.
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INTRODUCTION
USAID, throughimplementingartnershas

implemented several programs in Kemga Resilience and Economic Growth
supported the broad economic grointNorthern Arid Landsd Accelerated Growth 20122017
Kenya including a focus aupporting the region (REGAL-AG)

i Kenya Livestock Market Systerr .
movealong the investment spectrum Y e Y 20170ngoing
USAID'swork hasfocused osupmrtingNorthern Resilience Learning Activity (RL/  20190ngoing

USAID Kuza 2019ongoing

Kenya toclosegaps in access to financamgl
promotingresilience and sustainability in the re@eginning with REGAIAG andfollowed byLMS
RLA, and USAID KuzaUSAID hasdesigned, financeahd ceimplementedctivitieghat sought to
increase private sector finanéimgome oKenya'snost remote locations.

This report assesses the core techothesmpplyanhemes ac

demaneside providing examples of each, highlighs the progression of thetivities towarthore
privatesector financial solutions.

FOCUSED ACCESS TO FINANCE
APPROACH

Core toUSAID'saccess to finance warkNorthern Supply-Side Demand-Side
Kenya has been workingimaprovethe ability of BanksFinTechsInvestment Farmes, Househdl,

Funds, MFIs NosBank Financial MSMEs, Large

agriculturaMSMEs to seek and qualify for financing | . " o PayGO, SACCOS  Businesses

developindoth the supply and demaside ofthe

financingecosystenThe USAIDfundedActivitieshaveworked anadontinue to work witthe supplyside

to improve their willingness and capacity to provide the necessary financing to stimulate econpmic growth
either through direstupportor through a facilitativegpproachThe Activitieswork with a diverse range of

Fls, includingnvestment funds, banksicrofinance institution®gls), savings and credit cooperatives
(SACCO3 andPayasyouGo (PayGo) service providdysecausthe Activitiesunderstandhat diversity

among financing sources providbstterrange obptions forprospectivelients

In addition toworkingwith Fls, the Activitieshaveworked with theegion'scounty governments to improve
the enabling environment of finamcin Northern Kenyd hisfocusrecognizes the importance of ensuring
solid and effective leadership of county govern@medteveloping theability to supporthe growth of

the private sectan Northern Kenyaspecificallgheir rolein providing finacing through their revolving
funds.The Activitiesworked with the counties to improve their capacity in runnisig-day operations
andprovidedtechnical assistanoadentified areas of need

On the demand sidéne Activitieshave worked to build the capacity of borrowers to seek and qualify for
financing and help them throughout the transaction précéis#ies targetegastoralists, farmers,
entrepreneurs, and business owiiesActivitiesbuilt on one another and gbeé foundation for increased
lendingby preparing and increasing the number of suitable borrbmetable below summarizes main
technical theme®vered inmplementation activities.
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Supply

1 Capacity building and strategic suppdft¢o § Financial literacy and training
lending taNorthern Kenya
1 Provide policy support tmountygovernmens  { Promote resiliendeuildingproducts and
services
1 Supporthedevelopment ofidital finance and § Investment ID and transaction support
alternative deliverhhannels

DEMAND -SIDE ACTIVITIES

USAID's demanekideactivitiefocused on building capacity and interest in impriarmgrsandMSMES'
abilityto seek and qualify for financifigpis started with financial literacy and training for smallholder
farmersMSMEs, and other actors interested in increasing their finempiegentatioractivities targeted
thebanked and unbanked, rural and udsanmunitiesmen and women, past@tgiand business owners.
With each groupupport wasailoredto build their capacity and knowledge of grawigmted financial
productsThe activitiebhave built on eaatther'ssuccesses, growing from financial literacy training to
resiliencéuilding support tospecific transaction linkages.

Progression ofDemand-SideActivity Support

KUZA
LMS ‘ Investment
identification and
-~ - transaction support
REGAL-AG Resilience building + Borrowers more
behavior knowledgeable and more
. o » Establishment of SACCOs, attractive for deals and .
Financial literacy and support for asset lenders more confident in
training diversification among market
. population
* Baseline support to
RLA

borrowers, giving them the
capacity to build from * Learning and analysis to

catalyze adaptation

Examples of Early Activities

USAID'sdevelopment work in Northern Kenya began in 2012 with the
core mandateof providing technical assistance support to community
groups on advocacy through policy and legislatiusiness development
support and mobilizing communities to form producer associations tha
would function asa platform for collectie action and bargaing To
achieve this,he Activitiesestablishea CommunityContractingFund
(CCF) that would later become community grants. The CCF was set uj
to support the establishment of livestock market infrastructure that
would function asavenues for livestock trade, avail food for communitie;
andprovide necessary serviceamong them being financial services
REGALAG providedtechnicabssistance to the communities to establ : : s
!ivestock market associatipns that would manage an_d maintain the ma The Isiolo Livestock Mankstyuctaader
infrastructure, foster peacén the marketplaceand institute necessary

S . . o REGAL-AG
legislation to retain development gains. This livestock market
management gave birth tvestock market SACCOthat have so far
become a vehicle for increased financial servicescamnunity level
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Financial Literacy and Training

Financial literacy and trainingrekey first stepin supportingdemanesidegrowthto creatanoreinformed
borrowersHigh rates of illiteracy and lack of recordkeepaugt difficult for MSMEs and smallholder
farmergo access finanemd hardor lenders to assemgplicantcreditworthinesREGAL-AG supported
financial literacy and accessrprovedbusiness support servidgegluding targeted mentoring and
coachingREGAL-AG provided this support tmore than30enterprises and 20 livestock marRétis led
to theestablishment of financial management systexadingrecordkeepingnternal controls, financial
monitoring, and financial policies and procedures.

REGAL-AG'sapproach and methodology focused on directly strengthening the financial literacy and
business development servi{@d3S)offeredto MSMEs and smallholdem®wever, in the following

programs, there was a shift toward a more facilitative approach. Instead of providing trainin@Ai@ctly,
programming focudeon building the capacity of various local institutionsaédprovidesimilartraining

at the ounty level. LMS, through its facilitative approacti thiseapacity building of institutions as a
powerfultool to embed and ensure sustainability for financial literaBp&teyond théctivityslifetime.

For example, the linkage of saving groupsiikana, Wajir, and Garissa with the Department of Social
Services lead to training on the development and review of a constitution and business group dynamics. The
Department of Social Services also oriented saving groups on existing opportuniesdbaécess

including the Women and Youth Enterprise Fund, the National Government Affirmative Action Fund, the
World Bankfunded Kenya Development Response to Displacement Impacts Project, theuddiehe

County Biashaund andCRFs

Since financial literacy was ltheuptake of financial products anc Examples of REGAL -AG
services was also |aamd so mangf the businesses that the Supported Savings Groups
Activities worked witfew asds withlimitedcash savings
Diversifyng assets through cash savings_is a critical_ risk _n_1itig_a1 SRS G £ S TTE

strategy for pastoralists and also key to livelihood diversificatiol Livestockt r a dgeoupsndsiolo

the starup of MSMEs, particularly for women. However, given 1 ¢ Youth motorbike savings group ir

high returns of livestock keepgingstimated at 16 pentger Oldonyiro

annum per animal, compared to 3 percent per annum withban @ Isi ol o poul try ¢
based savings accolintsmderstandably, many pastoralists were

reluctant to open savings accounts with proceeds from the sale of IREGFIkAG and LMSexplored
different options for aet diversification through cash savings as a risk mitigation strategy. Tiae Activit
organized women's groups savingsed internal lending groups, where the pastoral community comes
together in clusters of-20members, develops rules of engagemedtdesigns ways of pooling finances
for savings.

w Womenodos | ivesto

€
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rThe Kipéing Wa usAID-fusdedSndtiativen g s  Gr o u

Anothersuccesander LMS was the linkage of the savings groups with the Women Enterprise Fund, an
affirmative action fund set up e tgovernment to encourage disadvantaged groups to access finance and
enable them to build and expand their enterprises. Participants also receivéu litgimiags and financial
managemengénhancing their capacity and confidence to ewghdermal financial providers. Through

this linkagehe Women Enterprise Fundnducted financial literacy trairfimgseven savings groups in
Ngaremara and assessed their credit readiness to o§fan tba future.

Promote Resilience-Building Behavior

To build uporthe progress made wize financial litera@rd uptake of savings groupisthe demandide,

the Activitieslsocortinued to promte resiliencduildingproducts andervicesThesancludedsupporting
solutionghathelpedhouseholds and businegsasithstandshockssuch asncouraging thgrowth and
stability of cooperativasidSACCOs an@nplementingnewinitiativego broaden access and knowledge of
otheravailableesiliencéouilding products and services.

Both REGAL-AG and LMSocusedn supportingooperativegapacity strengtheningftmction as
anchors of capital for producer groups that would otherwibe abte t@ccess financial services and
gendeequitable access to financial services offered by producerRjEGafE-AG explored opportunities
to expand livestoactorsuse of cooperatives in the region. At the time, most traditional baniwere
risk-averse to expand operationdltothern Kenyaand thaise of SACCOs in the North was less than
the rest of Keny&EGAL-AG's support in buildingivestock markenfrastructure increased the abdfty
livestock actors to connect and their intemnesttrusin other actorso form cooperatives.
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Additionally, thé\ctivity supportedMSMEs and livestock farmers EE e kw6 S A

that were interested in formi.ng SAGI®serve their financial 45 Savings and Credit Cooperative
needs as well as their suppliers and bliyese actorare Organizations (SACCOs) have been
inherently linke, with some enterpeisproviding inputs to other formed during LMS

enterprisesinformal savings groshave also formed because of f The SACCOs have a total membership
the increased economic activity and the uevgenerated by the G 22150 el As0UEl hereit [ 2l

construction of livestock markets and enterptisegdition, the LMS participants reported accessing
agriculturerelated financing amounting

informal financing groups that have resulted from REGBL to USD 444,395: 43% have come from
activities continue to save and expand asrbgribersncome SACCOs
continues to increase from their diversiiiedihoods. f  The SACCOs have enabled and
o ) enhanced the culture of saga and
Building off the work of REGAIAG, LMSmovedforward with a credit among the target community
robust cooperative development agenda to enhance the capac members for financial inclusion
commitmentandcollective bargaining povedrSACCOs and their 1  The members received credit from the
membersLMSfacilitated the formation of thedk Livestock fSAgcos tcl’(pt”ri:ase aﬂ':‘;als fr?:‘; L
eeder markets, then se em at the
Market SACCO tq enaple the market actors to save and acces Mainimarkets foral profitd The praftis
credit to grow their businesses. $M:_COhas 18Q members (11( then used to start or expandther
females and 70 malesjth membership and savings expected tc businesses.

increaseAdditionally, thé\ctivity supportghe impravement of

management and performance of SACEQsoviding training on thieaturewf the cooperative business
modelthebenefits of cooperativebgerole of women in cooperative development, the registration process
of cooperatives, economic appraisal, and formulatioda&yThe\ctivity collaboratewith county
government partners to promote the use of SACCOs as an entry point of finasseithtdder farmers
andMSMEsand increase the capacity of SACCOs to access end markets.

In addition to providing direct servidelslSundertook efforts to develgartnershipand leverage the

expertise of the private secitne Activitypartnered witiKenya Women Finance Trust, PBahk, and

Rural Enterprise Access Program grotupxreasliteracy andsubsequentlgccess to financial services.

To transition REAP groups from informal saving groups tefeemal and eventualiye formal financial
sector,LMSencouragiand facilitatthose groups to join/enlist as members of SACCOs as thely scale

efforts toaccesformal finaning Through the REAP and GIRL models, 701 savings groups were formed,

with accumulated savings amountind3® 2.6 millia. These groups actively lend money to the members,

with a few extending the services to other community members, ensuring financial inclusion to disadvantaged
groups who would never access financing from formal financial service providers.

Investment ID and Transaction Support

Once populations were trained and aware of financial products and services, several required transaction
supporii from introductionto theFl to deal closdzach Activitjknew thatikey barrier tohe growth of
financing anthvestment was suppbnd demandide information asymmdirpanks unaware of their
prospective borrowers and borrowers unaware pfdadects available to them. To solve thed,MS
facilitated lending exploration tripdNorthern Kenydor lenders ashinvestors primarily focused in
southern and western Kenya to enable them to change perceptiormdatiskct new investmehtMS
leverageREGAL-AG FI relationshipflike AFC)andsupportedhemin improving their vae chain
finance models and assgrisk Additionally, the Activity linked the FIs with each other and to
beneficiaries in need of financing to enhancsh@ing and business ownersinigh provided the Fls with
desk space theirfield offices This incentivizkFIs that lackdlocal presence duett® cost of doing
businessperceived riskndlimited clientele, to guarantbe setupof fully operational officéis Northern
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KenyaUnder USAID Kuzatheserelationshipand strong linkagesth Fls have progressed fro
providingtechnical assistarioeallocating capitédr on-lending to the Fls themselves

Through these linkages and subsequent deals and investments, the business case for lending in Northern
Kenya habeen proven anfélls are increasingly expanding their presence in Northern Kenya. To further
support FI expansion in the region, USAID Kdeeelopdactivitiedo attractadditional investoend

expand theolume of financing availables part of these effortd SAID Kuzahoseda halfday Northern
Kenyalmpactinvestment Conferente showcase thatatus, potential, and constraints for investment in
Northern Kenya. Invited participants inclitd&SAID, Frontier Counties Development CourfefDC),

county governments and other relevant government agencies, MSMES operating in target counties, current
and potential investotecal and international FIs, and dondte conference:

91 Providel a forum for current (including the USAID Kumeestment Bnd) and potential investors,
andFIsto profile key investees/clients and share information on their financing criteria and
performance

1 ShowcasEMSMES operating in target counties and prdvigen with opportunities to meet with
potential investors, shoase their products and services and build strategic business partnerships

Convend stakeholders to discuss l@ainomic development and participate in busenessing
policy discussions

T sk TR
\ :& LN ‘”} A

g,

" ‘ : o 5 "
A Victorian Foo@sirkandased MSMEepresentatigetmwith a
potential inveatthe Northekenylrpat Investment Conferer

SUPPLY -SIDE ACTIVITIES

Kenya has made significant progrefisancial inclusion, tripling the percentage of its financially included
population in.3yearsHoweverprogress towaraccess to financial services has been uneven. Per the
2@ 1FinAccesslousehold Survegnly 624% percent of theountry'spoorhave access to formal financial
servicescompared toBR5%percent of the wealthjhe survey highlights othacess gapl.7%percent

of women are financially includedmparedo 85.9percent of merand91.®46 of the urban population

have access to formal financial services compared with 79.1% of the rural pdpelati@ven progress
especially in rural aresach as Northern Kenyiasled to several supgide barrier® accessing finance
that hamper economilevelopmenincluding:
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1 Less economiavestmenappeal than other regions in the country because of a lack of
infrastructure and existing financial access

1 The Imited presence bfanches in Northern Kenya due to the large and spreadture of the
regionandopportunity cost

9 Fls often lack a general understandingedivestock sector and the Northern Kenya region,
making it difficult for them to identify financing oppotiasi

1 The eluctance of Fls tend toNorthern KenyaISMEs due to the perception that the agribusiness
and livestock sectare urbankablgetoo riskyand profit margins too low

9 Lack of knowledge bsniestors and lendavENorthernKenya'promising lanscape for
agribusiness investment and lending opportunities

91 Fls prefer larger loans, leading to limited capital
for earlystage companiésore than half of
Kenyan enterprises ardtie early stages of
growth, requiring smaller loan amounts)

Knowing these challengte Activitiesset out to solve

the addressable issbggrovidingtailored technical
assistance félsinterested in expanding their presence in
Northern Kenya, supporting county governments to
develop their revolving fundsnd diversifying the number
of lenders in the region with a focus on digital finance
providers and investment funBach of these activities
wasmutually reiforcing and helpddhprove the financial

landscape in Northern Kenya Mutually Refiorcing Sugpilje Activities

The table below summarizes the sugigpartnersand the typical activities.

Type of Target Customer USAID Support
Lender Sgment

Banks and MSMEs and Market research, opportunity identification, and prodt

MFls entrepreneurs development

CRFs Medium and large Operational support to grow funds and attract private
enterprises sector capital

Investment MSMEs and larger Establishment in Northern Kenya and pipeline

funds enterprises identification

Like the demandide work, each Actiyibuilt on its predecessor's challenges and successes. USAID's work
began with extensive market research and establishing the business case for lending in Northern Kenya,
followed by continued support in the development of products desiguedeedithe regionsuch as
shariacompliant productgnd in diversifying the financing available in the region via investment and county
funds.

































