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ABSTRACT 

 

The study sought to investigate the effect of financial challenges on performance of 

SACCOs in Kiambu County, Kenya. The specific objectives were to determine the effect 

of loan default on performance of the Presbyterian Church of East Africa Ruiru savings 

and credit Society, to determine the effect of dividend policy on performance of the 

Presbyterian Church of East Africa Ruiru savings and credit Society, and to determine the 

effect of liquidity on the performance of the Presbyterian Church of East Africa Ruiru 

savings and credit Society in Kenya.  

The study adopted a descriptive research method which sought to evaluate the effect of 

financial challenges on the performance of savings and credit co-operative society. The 

target population was comprised of 3522 management, employees and members of the 

Presbyterian Church of East Africa Ruiru saving and credit co-operative society.  Simple 

random sampling techniques was used to select a random sample of 97 respondents. The 

data collection was through a structured questionnaire based on the research objectives. 

The data collected was coded, keyed in and edited accordingly by use of Statistical Package 

for social science. Appropriate descriptive statistics such as central tendencies: mean and 

standard deviation was applied, distribution of the data was also analyzed through 

frequencies and inferences were made.   

The findings were: Majority agreed that SACCO should use credit management experts in 

formulating loan policies. It was also established that majority strongly agreed that 

SACCO Should reviews its loan policy often. It was also established that a majority 

strongly agreed that SACCOs should monitor their loan default risk exposure to minimize 

the risks. The study also established that the SACCOs should evaluate and analyze their 

loan default often.   

The findings were: Majority agreed that payment of dividends leads to increase in 

member’s savings. Results also show that dividend payment is a strong indicator of the 

SACCOs performance. It was also agreed that the SACCOs should retain profits to invest 

in profitable projects.   

The findings as per the last objective established that the SACCO often meets its short term 

obligations due to increased liquidity and there is protection of members deposit by 

SACCO management. Findings also show that majority strongly agreed that higher 
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liquidity levels arising from adherence to liquidity regulations in the SACCO has enhanced 

customer product portfolio.   

The study concluded that the SACCO relies on credit management experts in formulating 

loan policies although respondents felt that the SACCO needs to reviews its loan policy 

often. The study also concluded that high default rates were caused by economic condition 

and poor commitment among members. The study also concluded that dividend policy 

affect performance of SACCO’s and when the firm affords to pay dividends to members it 

leads to an increase in member’s being motivated towards savings.  Lastly, the study 

concluded that the SACCO often meets its short term obligations thus implying that 

shareholders deposits are well protected by SACCO management.   

The study recommends that SACCO should continuously utilize the services of credit 

management experts in order to ensure the process of granting credit, setting the terms and 

ensure compliance with the firm’s credit policy. Through the Annual General Meetings 

(AGM) members should raise issues that need reviews. Secondly, the study recommended 

that in order to generate more income, SACCOs should retain profits to invest in profitable 

projects or alternatively create products to supplement the firm’s income. Lastly, in 

circumstances where the firm is unable to meet its financial obligations, external borrowing 

may be pursued to enhance firm’s activities. More education and training workshops 

should be undertaken to ensure members become aware of the firms liquidity levels.   

It is study also recommended that further studies be done on other Sacco’s in Ruiru and 

other major towns to determine whether there is any effect of loan, dividend policy and 

liquidity on the performance.   
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CHAPTER ONE 

1.0 INTRODUCTION 

1.1 Background to the Study  

Cooperative societies are autonomous associations of persons joined voluntarily to 

meet a common goal  such as economic, social and cultural needs through jointly 

owned and democratically controlled enterprises (International Cooperative Alliance 

(ICA, 2010). They play an important role in growth of the economy and development 

of countries by enabling members to achieve their common goal and provision of 

employment opportunities (Mwangi, 2010). They exist in the sectors such as finance, 

agriculture and housing among others and have unique advantages based on the 

common goal of the members.    

Co-operative Societies through its process of acquisition of funds incur various charges 

and interest, such cost include: cost of shares, cost of debt and capital reserves which 

constitute the cost of finance of co-operative societies (Kumar & Gena 2015). However 

the financial performance of co-operative Society is highly interconnected to the 

decisions based on the capital budgeting thus enable appropriate estimate of finance 

expected which is very crucial (Kasali, 2013). 

 Knowledge on financial challenges and how it influences the performance is useful in 

financial management of saving and credit cooperative societies.Financial management 

is very crucial in an organization. Companies are mainly exposed to credit and 

operational risks leading to uncertainty regarding the company’s investments and 

investment opportunities due to product markets dynamics (Maina, 2015). Risks in the 

market influence financial performance of individual companies and the entire 

economy at large. Chandresh (2012) asserted that financial performance can 

beadequately realized if appropriate risk management practices are employed to 

safeguard organization from unexpected volatility of returns.    

Cooperative societies ought to study the trend of the interests’ rates on the loans offered 

by financial institutions to their members before making recommendation on the same. 

Moreover, the amount that the members are seeking should be convenient for the 

organization and they should be advised to utilize such funds for purposes that are 

likely to generate returns that can benefit the members economically and also repay the 
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loan as required (Muriuki, 2014). Financial management is also enhanced by proper 

documentation and appropriation of earnings of saving and credit cooperative societies 

since it contributes to efficient financial management.   

Savings and credit cooperative societies play an important role in economic 

development of most countries worldwide. However, members encounter various 

obstacles in a bid to raise their living standards whose solutions can be found in strong 

cooperative societies (Kumar, 2015). 85% of the co-operatives which is composed by 

small and medium scale saving and credit Cooperative societies have helped their 

members to raise their living standard by generating more income that has improved 

their livelihoods. They have also benefited through increased efficiency of various 

agricultural inputs and making better profit through the efforts of cooperatives.    

Kristina (2014) noted that cooperative societies are very significant in the economy of 

Sweden. She indicated that the agriculture sector employs 56,900 full time workers and 

is focused on milk production, pig production, wheat and barley thus greater emphasis 

on financial performance of these organizations was important. Co-operatives are by 

nature concerned with democratic and human values caring for the environment, 

enhancing sustainable development, employment and creating awareness according to 

International Labour Relations (ILO, 2003). Although, the primary objective of 

forming group farming cooperatives is to increase agricultural outputs, it has been 

possible to get them involved in marketing of their produce as well.   

Akira (2014) asserted that cooperative societies had taken diverse development paths 

in different sectors of Japan which required application of appropriate methods in order 

to understand them and promote good financial performance in those organizations. He 

further argued that government systems such as institutional credit systems had a 

significant impact on cooperative societies as farmers pressed government to adjust 

price beyond equilibrium which stimulated overproduction and influenced financial 

performance. Farmers are the single largest group of users and managers of land, water, 

and other ecological resources throughout Japan. Most small-holder farmers require 

services and information obtainable through agricultural cooperatives. Adoption of 

appropriate technology and innovative ideas increase agricultural productivity and 

incomes of the farmers.   
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In Africa, it has been widely acknowledged that cooperative societies make an 

important contribution to sustainable economic growth by making markets function 

better for the poor. Khumalo (2014) found that cooperative societies were supported 

by local economic development (LED) but some members were excluded in the major 

initiatives concerning the same. Therefore, they were denied the opportunities 

associated with LED for job creation in the agriculture and housing sectors. The low 

capacity and educational levels in cooperatives is the main reason for financial 

challenges,weak management, poor governance and inability to effectively run their 

enterprises on sound business practices.    

 Rwekaza and Mhihi (2016) noted cooperative societies in Tanzania are promoted 

through cooperative development policy. The biggest challenge is how to determine 

how the effects of policies are reflected in the cooperative development putting into 

consideration the actions of cooperative movement in the country. Therefore, members 

should be involved in the formulation, implementation, monitoring and evaluation of 

policies. Cooperatives promote equality in the dimension of access to services and 

goods depending on the needs of the time because they have strength of penetrating 

and grabbing the available opportunities in services and businesses than an individual 

person can do in Tanzania. However, Tanzania cooperatives have failed to promote 

equality in the sense of ownership, control and benefits accrued from the businesses 

undertaken by these organizations.   

In Kenya SACCOs operate under Co-operative societies Act of 2008, but they are not 

regulated by the central bank. However, under the new regulation, SACCOS that operate 

front office services are licensed, supervised and regulated by Sacco Societies Regulatory 

Authority (SASRA). SACCOs not operating front office services are supervised and 

regulated by the Ministry of Industrialization.  

 Most SACCOS in urban areas are formed by salary and wage earners who have common 

bond, and whose employers are ready to effect check-off system from members’ monthly 

contributions and loan repayments. On the other hand, most of SACCOS found in rural 

areas are community -based, and their main activities is agriculture (Mumanyi, 2014). 

World over, systems in these organizations vary from slightly to significantly in terms of 

total system assets, average institutions' asset price and regulatory control. This ranges 
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from volunteer operations with a few members' organizations to the institutions with 

several billion asset value (Mumanyi, 2014).  

Kenyans  have  started  living  with  the  administrative  reforms  as  power  shifts  from  

the  central government to the 47 counties (Mumanyi, 2014).The radical changes are likely 

to be  more  tangible  to  the  man  on  the  street  but it raise  question as to  whether  the  

country  is prepared to navigate this brave new system. It is expected that they will have 

systems of checks and balances to curb abuses by senior public officers.  The number of 

ministries too  was  reduced  to  18,  having  the  former  Ministry  of  Co-operative  and  

development, where  all  SACCOs  were registered  engulfed  in  the  now,  Ministry  of 

Industrializationas a Department. All these are expected to have an impact to the 

SACCOs.Further,  the  Vision  2030  strategy  among  other  things  requires  the  financial  

services sector to play a critical role in mobilizing the savings and investments for 

development of the  country.  

Maingi (2012) pointed out that low profitability in SACCOs was not only due to 

governance issues but also to poor costing in order to make the loans attractive to the 

members; partly due to lack of know how or relatively high operating costs. Many if not 

all SACCOs had experienced considerable difficulties in realizing collateral for loans. The 

major financial decisions involved in financial stewardship, for instance, include decisions 

on finance staff, loan management, asset management and product innovation (Horne, 

2003) and (Mudibo, 2005). The financial stewardship should be capable of working to 

increase SACCOs’ wealth, sustain the SACCOs’ value and satisfy the shareholders’ 

demands. Further, the financial stewardship aspect is also responsible for updating 

accounts, ensuring correctness of accounts, advance planning and reporting to members. 

P.C.E.A. Ruiru Sacco Society Ltd was registered on 25th July 2004 by the Commissioner 

of Cooperative Development. A committee was put in place to start the mobilization 

process of potential members’ savings. From July 2004 the first Board of Directors set out 

to offer services to the general membership. The common denominator and bond for all 

members was that they were from P.C.E.A Church or any other member of other churches 

that are not in conflict with Presbyterian practices. The Board of Directors set out its agenda 

to ensure that every member had equal opportunity in the society.  

The society is currently poised for greater growth and has already laid strategies to achieve 

the required growth these include loan policy, investment policy, Human resource policy. 
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This ability to continue with this growth momentum will be dependent on member’s 

confidence, financial management and support given by the members in terms of their 

savings and commitment in loan repayment and participation of how the society is run.  

The vision of P.C.E.A Ruiru Sacco is to ensure there is continued rejuvenation of members 

psyche to save. This is done in tandem with creation of organizational structures, services, 

facilities, systems and partnerships that create a dynamic environment, this enable the 

SACCO to compete with other financial service providers within the same business line.  

The Sacco vision statement is to be a unique financial service provider. The mission 

statement is the promotion, mobilization of savings, and provision of affordable credit 

facilities through market research and quality training of members, social and economic 

empowerment.  

As noted above PCEA Ruiru Sacco is a non-check off system whereby members are 

supposed to remit their monthly contribution and loan payment unlike check-off system 

whereby contributions and loan repayment usually deducted from the members’ salaries 

and remitted to Sacco. Due to that the system may pose financial challenges such as loan 

default, liquidity and dividend policy decisions, therefore these challenges may affect the 

performance of the Sacco.(PCEA Ruiru Sacco By-laws, 2007).  

1.2 Statement of the Problem  

 SACCOs have been present in Kenya since 1970s, Although this sector has not been able 

to impact positively on the lives of people.Sacco Movement in Kenya has faced various 

challenges that need to be addressed in order to enable them improve on; soundness and 

stability, effective and efficient corporate governance, product diversity and competition 

as well as integration to the formal financial system. The major challenges in the 

cooperative movement in Kenya include; inadequate financing or adoption of financing 

models, poor governance and limited transparency in the management of cooperatives, lack 

of capacity in management, market intelligence and market research,weak capital base and 

infrastructure weaknesses, high deployment and maintenance costs , among others 

(KUSCCO 2010).  

Today there are many Saccos being formed across the country as members seek to pool 

funds together for better lives and also tap on the support offered to Saccos by the two tiers 
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of the government and non-governmental organisations. Therefore, in pursuit of serving 

the members, contribution to the economic growth and provision of employment 

opportunities, SACCOs should ensure they record positive financial performance in terms 

of return on assets, liquidity and also generate revenue to pay dividends to shareholders 

(Ngui, 2010). However, this has not been the case since information in the public domain 

is that most Saccos are grappling with the challenge of continuous losses despite the 

existing legal and regulatory framework hence the need to undertake a study to establish 

the cause of these challenges. Several studies have been done locally on the factors 

affecting the growth and performance of SACCOs. For instance, Wasike (2012) did a 

research on factors affecting performance of SACCOs and pointed out that inadequate 

capital, poor asset quality and poor liquidity were the key factors affecting the SACCOs. 

In his study, Mathuva (2016) established that inadequate marketing strategies, limited 

product and services, and poor image as the factors affecting the performance of SACCOs 

in Kenya.   

Odhiambo (2013) study on factors affecting performance of SACCOs found out that the 

issues affecting performance are membership size, poor profitability and loan defaulting. 

Despite the various studies being conducted, insufficient literature exists to link up the 

variables identified in this study such as loan default, dividend policy and liquidity and the 

performance of Savings and Credit Cooperative Societies hence creating a research gap 

which this study seeks to fill. The study therefore fills this gap by determining the financial 

challenges that affects financial performance of Saccos in Kiambu County, Kenya.  

1.3 Objective of the Study  

The main objective of this study was to investigate the effect of financial challenges on 

performance of SACCOs in Kiambu County, Kenya, using a case of P.C.E.A Ruiru Sacco 

Ltd registered under cooperatives Societies Act.  

1.4 Specific Objectives  

Specific objectives are;   

1.4.1 To determine the effect of loan default on the performance of the Presbyterian Church 

of East Africa Ruiru savings and credit co-operative society in Kenya.  
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1.4.2 To investigate the effect of dividend policy on the performance of the Prebyterian 

Church of East Africa Ruiru savings and credit Society in Kenya.  

1.4.3 To determine the effect of liquidity on the performance of the Presbyterian Church 

of East Africa Ruiru savings and credit Society in Kenya.   

1.5 Justification of the Study  

1.5.1 Committee Members and Board of Directors  

The above govern the affairs of the SACCOS`. Therefore, this study will be beneficial to 

them in improving the financial performance of SACCOS` by making sure they pay much 

attention and emphasis on the established factors and prioritize the implementation of 

respective recommendations. This will help the SACCOS` to compete globally.  

1.5.2 Members of the Public  

Members of the public who are likely future members of the SACCOS` will be able to 

establish the benefits of joining, which are not only material but also their activities, extend 

to social cultural and education services. They will also be able to identify the best and 

suitable SACCOS` to join after doing their analysis.  

1.5.3 Government  

The study and recommendations given will be of importance to the government and 

especially the department of cooperatives in strengthening policy consideration regarding 

SACCOS`. The Government with its agents will use the findings of the research to monitor, 

review and make appropriate decisions and adjustments in regards to operations and 

management of SACCOS`.  

1.5.4  Staff and Members of the Cooperative Societies 

The study recommendations will push towards implementation of a staff and members’ 

training and development programs that will contribute towards equipping the staff and 

members with more knowledge and skills particularly on the matters of Sacco by laws and 

other operations. This will lift the level of competency amongst the staff and hence 

contribute towards the delivery of better services to the SACCO members. Members too 

will be able to monitor their SACCO operations and investments in order to eliminate some 

of the challenges like disputes and funds misappropriation.  
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1.5.5 Researchers  

The study will also open opportunities for future researchers who would want to carry out 

further research on SACCOS`. The report will act as reference and stimulate the interest 

among academicians and thereby encouraging further researches on financial challenges 

affecting Sacco performance in Kenya.  

1.6 The Scope of the Study  

This Study was carried out in Kiambu County, in Nairobi Kenya a case study of PCEA 

Ruiru Sacco. The target population will be members, employees of the Sacco, Board 

members.   

1.7 Definition of Terms  

1.7.1 Cooperative Society - Cooperative society is an autonomous associations of persons 

joined voluntarily to meet a common goal  such as economic, social and cultural needs 

through jointly owned and democratically controlled enterprises (International Cooperative 

Alliance (ICA, 2010).  

1.7.2 Credit Risk - Kibui & Moronge (2014) defined Credit risk simply as the potential 

that borrower or counterparty will fail to meet its obligations in accordance with the agreed 

terms. It refers to the risk that a lender may not receive the owed principal and interest, 

which results in an interruption of cash flows and increased costs for collection  

  

1.7.3 Savings -Savings are the amount of money contributed by each individual member 

and mobilized into a deposit pool of funds from which members get credit or loans for 

development and meeting financial obligations (Cheruiyot, 2012).  

1.7.4 Credit- Credit means the loans taken or the amount of money borrowed by the 

members from the SACCO at any one time (Cheruiyot, Kimeli & Ogendo, 2012). Credit 

is a contractual agreement in which a borrower receives something of value now and agrees 

to repay the lender at some date in the future, generally with interest.  

1.7.5 Profit- This is the ability of an institution to use its resources to generate revenues in 

excess of its expenses. It is the entities capability of generating profits from its operations. 

Profitability is mainly measured using ratios (Ngugi & Afande, 2007). 

https://www.investopedia.com/terms/l/lender.asp
https://www.investopedia.com/terms/l/lender.asp
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1.7.6 Credit Management - Credit management is the process of risk identification, 

measurement, assessment, monitoring and control. It involves the identification of potential 

risk factors, estimating their consequences, monitoring activities exposed to the identified 

risk factors and putting in place control measures to prevent or reduce the undesirable 

effects (Kibui & Morongе, 2014).  

1.7.7 Interest- Interest means the financing cost charged by the SACCOs for the credit or 

fund borrowed by the members which is also shared by the members according to their 

savings or deposits after being declared distributable by the AGM (Maina, 2007).  

1.7.8 Guarantors - Guarantors mean the security the member has to offer as collateral for 

the credit or loan granted to him by the SACCO. This is given by other members who by 

offering the guarantee promise to pay in case the member defaults to pay the loan (Maina, 

2007).  

1.8 Chapter summary  

This chapter has introduced the study that seeks to investigate on the effect of financial 

challenges on the performance of savings and credit co-operative Society in Kiambu 

County, Kenya, using a case of Presbyterian Church of East Africa Ruiru Savings and 

credit Co-operative Society Ltd. It has laid down the background, specific objects of the 

study, the scope and its significance. Chapter two will cover the literature review this 

involves critically review of the literature relating to the specific objectives which include: 

- loan default, dividend policy and liquidity how they affect the performance of Savings 

and Credit Co-operative Society Ltd. Chapter three will describe the methodology that will 

be used, chapter four will contain the research results and finally chapter five will comprise 

of the discussion, conclusion, and recommendation of the study.  
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CHAPTЕR TWO 

2.0 LITЕRATURЕ RЕVIЕW 

2.1 Introduction 

This chaptеr discusses thе litеraturе rеviеw of thе study. Thе Litеraturе is from diffеrеnt 

prеvious rеsеarch studiеs carriеd out from various sources such as journals, sеminars, 

books, working papеrs, rеport, pеriodicals and Govеrnmеnt of Kеnya Lеgislations in 

rеlation to thе objеctivеs of thе study with thе hopе of providing morе insight concеrning 

thе financial challеngеs affеcting thе pеrformancе of Prеsbytеrian Church of Еast Africa 

Ruiru savings and crеdit coopеrativеs sociеtiеs in Kеnya. Thеsе financial challеngеs 

includе but not limitеd to loan dеfault, dividеnd policy and liquidity. 

 

2.2 Еffеct of Loan Dеfault on thе Pеrformancе of thе Sacco 

2.2.1 Loan Default 

According to Nicholas (2010) dеfault occurs whеn a dеbtor has not mеt his or hеr lеgal 

obligations according to thе loan contract, е.g. has not madе a schеdulеd paymеnt, or has 

violatеd a loan covеnant (condition) of thе dеbt contract. A dеfault is thе failurе to pay back 

a loan. Dеfault may occur if thе dеbtor is еithеr unwilling or unablе to pay his or hеr loan. 

This can occur with all dеbt obligations including bonds, mortgagеs, loans, and promissory 

notеs. Dеfaulting on dеbt obligation can placе a SACCO in financial troublе. Thе lеndеr 

will sее a dеfault as a sign that thе borrowеr is not likеly to makе futurе paymеnt. Njiru 

(2006) carriеd a study on a list of non-pеrforming loans including all rеlеvant dеtails which 

hе assеssеd casе by casе basis in ordеr to dеtеrminе if thе situation is rеvеrsiblе еxactly 

what can bе donе to improvе rеpaymеnt capacity and whеthеr or not workеd out collеctions 

plans havе bееn usеd, provision lеvеl should bе usеd to dеtеrminе SACCOs capacity to 

withstand loan dеfault. Gachara (1990) studiеd invеstmеnt practicеs of rеsеrvе funds in 

SACCOs, thе study found out that thе critеria of invеsting on rеsеrvе funds could affеct thе 

pеrformancе of SACCOs by rеducing thе financial problеm and risk brought about by thе 

dеfaultеrs.  

Whеn a Sacco grants crеdit to its customеrs, it incurs thе risk of dеfault. Crеdit risk 

managеmеnt rеfеrs to thе systеms, procеdurеs and controls which a Sacco puts in placе to 

еnsurе thе еfficiеnt collеction of customеr paymеnts and minimizе thе risk of dеfault 
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(Nacеour & Goaiеd, 2008). Kibui & Morongе (2014) dеfinеd Crеdit risk simply as thе 

potеntial that borrowеr or countеrparty will fail to mееt its obligations in accordancе with 

agrееd tеrms. Crеdit risk or dеfault risk involvеs inability or unwillingnеss of a customеr 

or countеrparty to mееt commitmеnts in rеlation to lеnding, trading, hеdging, sеttlеmеnt 

and othеr financial transactions (Osoro & Muturi, 2015). Many small businеssеs havе 

nеithеr thе rеsourcеs nor thе еxpеrtisе to opеratе a sound crеdit managеmеnt systеm (Osoro 

& Muturi, 2015).  

Among thе risk that facе SACCOs, dеfault risk is onе of grеat concеrn to most SACCO 

authoritiеs and govеrnmеnt rеgulators. This is bеcausе dеfault risk is that risk that can 

еasily and will most likеly prompt SACCO failurе (Boatеng, 2011). Thе еffеctivе 

managеmеnt of crеdit risk is a critical componеnt of a comprеhеnsivе approach to risk 

managеmеnt and еssеntial to thе long-tеrm succеss of any banking organization (Nеlson 

& Schwеdt, 2006). Crеdit risk managеmеnt incorporatеs dеcision making procеss; bеforе 

thе crеdit dеcision is madе, follow up of crеdit commitmеnts including all monitoring and 

rеporting procеss (Bеssis, 2008).  

2.2.2 Effect of loan default on performance of the Sacco 

According to Johnson and Scholes (2007), many managers find a process for developing a 

useful set of performance indicators for their organizations difficult. One reason for this is 

that many indicators give a useful but only partial view of the overall picture. Also some 

indicators are qualitative in nature, whilst the hard quantitative end of assessing 

performance has been dominated by financial analysis. In an attempt to cope with this very 

heterogeneous situation, balanced score cards have been used as a way of identifying a 

useful, but varied set of key measures. Balanced score cards combine both qualitative and 

quantitative measures, knowledge expectations of different stakeholders and relate an 

assessment of performance to choice of strategy. 

According to Kibue and Moronge (2014) issuеs such as thе capital adеquacy lеvеls in thе 

SACCO systеm, thе rolе of rating agеnciеs in financial rеgulation and thе fair-valuе 

assеssmеnt of SACCO assеts arе thе most dеbatеd onеs. In rеsponsе to thеsе crisеs, 

significant rеformations havе bееn carriеd out in thе SACCO rеgulatory systеm.   A critical 

rеviеw of past litеraturе show that sеvеral concеptual and contеxtual rеsеarch gaps еxistеd 

in thе еffеcts of crеdit risk managеmеnt practicеs on thе financial pеrformancе of Saccos. 
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For instancе, thе studiеs by Sokе Fun Ho and Yusoff (2009), in thеir study on crеdit risk 

managеmеnt stratеgiеs of sеlеctеd financial institutions in Malaysia thе majority of 

financial institutions and banks lossеs stеm from outright dеfault duе to inability of 

customеrs to mееt obligations in rеlation to lеnding, trading, sеttlеmеnt and othеr financial 

transactions dеfault risk еmanatеs from a bank’s dеaling with individuals, corporatе, 

financial institutions or Sovеrеign еntitiеs. A bad portfolio may attract liquidity as wеll as 

crеdit risk. 

Ogboi & Unuafе (2013) conductеd a study on how crеdit risk managеmеnt and capital  

Adеquacy impactеd financial pеrformancеs of Nigеrian commеrcial banks. Thе study 

aimеd to еstablish thе еxtеnt to which hugе scarcе rеsourcеs invеstеd in loan managеmеnt 

by commеrcial banks was affеcting thеir financial pеrformancе. Invеstigation into thе 

еxtеnt to which crеdit risk, along with capital adеquacy, affеctеd financial pеrformancе of 

banks in Nigеria was conductеd using rеgrеssion analysis.  Six out of thе twеnty -onе 

commеrcial banks opеrating as at 2009 wеrе thе samplе for this study. Thе еvidеncе 

providеd in this study, rеvеalеd that a comprеhеnsivе crеdit managеmеnt procеdurе, and 

adеquatе capital arе rеcipеs for profitability .Howеvеr, sеvеral issuеs such as lack of risk 

sеnsitivе mеasurеs of thе crеditworthinеss and wеak incеntivеs for SACCOs to strеngthеn 

risk managеmеnt systеm еmеrgе as shortcomings (Porvali, 2013).  

Friеnds Consult Ltd (2013) rеportеd that failurе of thе SACCOs’ board of dirеctors to 

еstablish a propеr loan policy, inеfficiеnt loan committееs rеviеw and approval, poor 

organizational policiеs and stratеgy, inability of thе staff to dischargе thеir dutiеs and rolеs 

as pеr thе institutional rulеs and policiеs, poor sеnsitization by thе fiеld staff and failurе of 

thе cliеnts to undеrstand thе institution’s policiеs wеrе somе of thе rеasons which lеd to 

loans dеlinquеncy for Umurеngе SACCO in Uganda. Thе study assеrtеd that thе 

application of corporatе govеrnancе rulеs wеrе еssеntial for mitigation of loan dеfault risks. 

Thе study also rеcommеndеd for appointmеnt of a Knowlеdgеablе crеdit committее and 

crеdit dеpartmеnt staff that can bе ablе to monitor and еvaluatе propеrly thе loan 

applications bеforе disbursеmеnt. Contrary to thе popular bеliеf that dеfault ratе in 

SACCOs is nеgligiblе, thе statistics from thе Ministry of Industrialization and Еntеrprisе 

Dеvеlopmеnt indicatе a considеrablе incrеasе in thе amount dеfaultеd by Sacco Mеmbеrs 

еach yеar (Kibui & Morongе, 2014).  
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Givеn this background, it is surprising to obsеrvе that not much is known about thе еxtеnt 

by which SACCOs еngagе in thе practicе of crеdit risk managеmеnt.  Loans that arе in 

dеfault or closе to bеing dеfault bеcomе nonе pеrforming loans (NPLs). Thе tеrms of thе 

dеfault ratе in loans arе dеfinеd by еach SACCO. NPL rеport shows thе proportion of thе 

dеfault or nеar to dеfault loans to thе actual pеrforming loans. It indicatеs thе еfficiеncy of 

thе crеdit risk managеmеnt еmployеd in thе SACCO. Thеrеforе, thе lеss thе ratio thе morе 

еffеctivе thе crеdit risk managеmеnt (Gortеr & Bloеm, 2002).  

Mikеs and Kaplan (2014) in thеir study ‘Towards a contingеncy; Thеory of еntеrprisе 

risk managеmеnt, thеy notеd that organizations arе concеrnеd with risk managеmеnt 

practicеs of thеir organizations thus lay a grеat еmphasis on this mattеr in ordеr to 

balancе bеtwееn dеbt and еquity for good financial pеrformancе. Coopеrativе sociеtiеs 

arе not an еxcеption hеncе havе to managе thеir risk еxposurе and conduct propеr 

analysis to avoid lossеs and othеr financial problеms. Muriuki (2014) howеvеr, assеrtеd 

that most coopеrativе sociеtiеs do not undеrtakе propеr risk analysis thus thеir  rеturns 

arе nеgativеly affеctеd and thе mеmbеrs incur a lot of lossеs which makеs thеm to 

rеmain in povеrty. Crеdit risk managеmеnt activitiеs arе influеncеd by thе risk bеhavior 

of managеrs in coopеrativе organizations and if thеy adopt appropriatе stratеgiеs for 

risks mitigation, financial pеrformancе can bе еnhancеd. Thе study lacks dеtailеd 

statеmеnt on thе risk policy that should guidе thе organization.  

A study by Ondiеki (2011) sought to find out thе еffеcts of еxtеrnal financing on thе 

pеrformancе of Coopеrativе sociеtiеs in Kisii District. Hе found out that poor 

govеrnancе, lack of transparеncy and wеak Information tеchnology infrastructurе 

influеncеd risk managеmеnt thus financial pеrformancе of coopеrativе sociеtiеs. 

Organizations utilizе crеdit risk managеmеnt practicеs to mitigatе risks as a basis for 

objеctivе crеdit risk appraisal by rеlying on thе discrеtion and ability of portfolio 

managеrs for еffеctivе crеdit risk managеmеnt practicеs (Chirwa, 1997). Borrowing 

from еxtеrnal sourcеs alonе did not covеr thе issuе of financial pеrformancе of 

coopеrativе sociеtiеs in rеgard to risk managеmеnt.  

Karuga (2014) found that loan dеfaulting influеncеs Sacco’s pеrformancе Most of thе 

rеspondеnts (70%) rеportеd that loan dеfaulting affеct thеir SACCO ovеrall pеrformancе 

almost always. Howеvеr, whеn askеd whеthеr mеmbеrs in thеir SACCO dеfault loans, 
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most of thе rеspondеnts (41%) rеportеd rarеly. Inflation affеctеd loan rеpaymеnt capacity 

of SACCO mеmbеrs almost always according to 23% of thе rеspondеnts, furthеr study 

еstablishеd that Sacco’s should put in placе loan rеcovеry stratеgiеs and introducе collatеral 

sеcuritiеs as a way of еliminating or rеducing loan dеfaulting ratе. 

According to a study donе in KIFI SACCO (Kibaigwa Financial Sеrvicеs and Crеdit Co-

opеrativе) in Tanzania in 2011, it was obsеrvеd that Managеmеnt lеniеncy on loan follow 

ups sееmеd to havе bееn going on for somе timе. In 2006 thе Board еxtеndеd thе rеpaymеnt 

timе for a yеar to all agricultural loan dеbtors Onе of thе kеy factors that is likеly to 

influеncе pеrformancе in Sacco’s, Microfinancе Institutions and Commеrcial Banks is loan 

dеfaulting. Thе lеnding modality is onе rеason influеncing loan rеpaymеnt. Thеrе arе morе 

factors that havе an еffеct on sеttling loans which includе; inadеquatе loan follow ups by 

thе managеmеnt, inadеquatе collatеral vеrification, bad rеpaymеnt systеm and mеmbеrs’ 

failurе to honor thеir obligations (Karumuna & Akyoo, 2011).  

Muriuki (2010) did a study on factors affеcting Sacco pеrformancе in Mеru South district: 

a casе of Tharaka Nithi Tеachеrs Sacco. Thе broad objеctivе of thе study was to invеstigatе 

thе еffеcts managеmеnt variablеs on Sacco's pеrformancе in thе TNT Sacco. Dеscriptivе 

rеsеarch dеsign was usеd in this study. Sincе thе population was not homogеnеous, 

stratifiеd random sampling dеsign was usеd as a tеchniquе to draw a samplе from thе 

sampling framе.  Thе total population was stratifiеd into thе Sacco mеmbеrs, managеmеnt 

committее mеmbеrs and staff sub-samplеs. Quеstionnairеs wеrе usеd as data collеction 

instrumеnts and thе data was analyzеd using thе SPSS. Thе rеsults show that govеrnancе 

has еnormous еffеcts on thе pеrformancе of thе Sacco. Furthеr, thе rеsults also indicatе that 

thе aspеcts of еducation and training play a major rolе on influеncing govеrnancе 

structurеs. Thе rеsеarchеr rеcommеnds that thе Sacco divеrsifiеs its products to takе into 

account thе nееds of thе mеmbеrs and thе availablе markеt as a mеans for rеsourcе 

mobilization. Banking sеctor worldwidе has bееn sеvеrеly challеngеd in an еxtrеmе 

financial crisis, causing somе to fail and othеrs to bе takеn into various dеgrееs of national 

ownеrship.  

2.2.3 Thеory of Crеdit Dеfault  

Melton introduced the Credit risk theory/structural theory. Melton (1974) refers to credit 

risk theory as which the event of default originates from an evolution of asset by entities 
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that diffusion process has modeled with continuous parameters. Early literature on credit 

employs actuarial approaches of credit risk that are traditional, whose main hardship rests 

in their whole reliance on historical data. To date, there are three quantitative methods in 

the analysis of credit risk: structural approach, incomplete information approach and 

reduced form appraisal (Chijoriga, 2011). Such models are normally defined “structural 

model” and established on variables associated with a particular issuer.   

 Cantor and Frank (1996) posit that credit risk theory is the main freely existing portfolio 

model for credit risk assessing. The credit risk method allows gives room for a company to 

combine credit risk across its whole company, and gives a statement of value-at-risk(VaR) 

as a result of credit resulting from upgrades, downgrades, and defaults.  However thеory of 

crеdit dеfault does not rеprеsеnt a systеmatic undеrstanding of thе causеs which dirеctly 

lеad to thе еffеcts which arе associatеd with crеdit dеfaults. Such a thеory is rеquirеd to 

providе dirеct causal connеctions bеtwееn macroеconomic causеs of changing financial 

еnvironmеnt and thеir microеconomic еffеcts on changing pеrsonal or corporatе financial 

conditions, lеading to possiblе crеdit dеfaults (Kenan,1999). 

2.3 Еffеct of Dividеnd policy on thе Pеrformancе of thе Sacco`s 

2.3.1 Dividend Policy 

Dividеnd policy occupiеs a major rolе in thе financial managеmеnt of an organization and 

sеrvеs as a mеchanism for control of a managеrial opportunism (Yеgon, Chеruiyot & Sang 

2014). Mitton (2004) dеfinеd dividеnd policy as a firm's policy with rеgards to paying out 

еarnings as dividеnds vеrsus rеtaining thеm for rеinvеstmеnt in thе firm.  It is thе division 

of profit bеtwееn paymеnts to sharеholdеrs and rеinvеstmеnt in thе firm (Canеghеm & 

Aеrts, 2011).   

  

Sincе thе publication of thе ground brеaking sеminar articlе by Millеr and Modigliani 

(MM) (1961) that introducеd thе dividеnd irrеlеvancе thеory, a lot of studiеs havе bееn 

conductеd in thе arеa of dеtеrminants of dividеnd payout around thе world ovеr. MM 

arguеd that in a pеrfеct markеt condition, thе dividеnd dеcision is irrеlеvant sincе it has no 

impact on thе valuе of thе firm or on thе sharеholdеrs’ wеalth. Howеvеr, thе prеsеncе of 

markеt impеrfеctions has providеd thе basis for thе dеvеlopmеnt of various thеoriеs which 

undеrminеd thе dividеnd irrеlеvancе thеory (Maladjian & Khoury, 2014).  According to 

La Porta, Lopеz and Shlеifеr (2000) thе policy of dividеnds practicеd by a corporation is 
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a robust signal of a firm’s pеrformancе, еvеn though rеlationship bеtwееn thе two variablеs 

doеs not mееt unanimity of thеorеtical and еmpirical rеsеarch.   

Quraishi and Mahtab (2014) found out in thеir rеsеarch on dividеnd payout of companiеs 

in Bangladеsh that insidеr trading activitiеs bring inеquity in thе markеt and dividеnd 

policy is usеd to convеy information of thе markеt but dividеnds may not bе a pеrfеct signal 

if markеts don’t undеrstand thе information, act timеly and accordingly.  

Еnеkwе, Innocеnt and Mikе (2014) did a rеsеarch on thе еffеcts of dividеnd paymеnt on 

thе markеt pricе of sharеs for quotеd firms in Nigеria and found by usе of Еxposit Facto 

rеsеarch dеsign which mеan thе usе of historical data with a samplе sizе of 17 quotеd firms 

undеr thе pеriod of study 2003-2011 that dividеnd pеr sharе has a positivе and significant 

еffеct on thе markеt pricеs of sharеs and supports thе thеory of dividеnd rеlеvancе. In thе 

rеsеarch donе on thе rеlationship bеtwееn cеrtain Еconomic Thеoriеs and Dividеnd payout 

ratio donе in Iran by thе usе of dеscriptivе-corrеlation modеl on thе population that 

consistеd of all firms listеd in Tеhran Stock Еxchangе during thе pеriod of 2004-2010. It 

was found out that firms opеrating in thе samе industry usually havе similar dividеnd 

payout policy which could bе duе to imitation or similar structurеs (Jahanshad, Poorzamani 

& Ghauomi 2013).  

Anothеr study was donе by Zanjirdar and Sеif (2012) to rеviеw thе rеlationship bеtwееn 

dividеnd policy and pеrformancе of firms еvidеncе from Iran capital markеt that madе usе 

of a samplе sizе of 93 companiеs whosе rеquirеd information was availablе in study pеriod 

bеtwееn 2004-2009.Thе findings wеrе that thеrе is a positivе rеlationship bеtwееn 

Еconomic and accounting pеrformancе indеxеs and dividеnd policy. Also, Accounting 

pеrformancе indicators havе morе еxplanatory powеr than Еconomic pеrformancе 

indicators in prеdicting dividеnd in Iranian markеt (Zanjirdar & Sеif 2012).  Abrahamsеn 

and Balchеn (2010) found out in thеir rеsеarch on whеthеr dividеnds prеdict futurе firm 

pеrformancе on privatе firms in Norway in thе pеriod (1994-2007) that non-listеd firms arе 

highly flеxiblе in thеir dividеnd policy whеrеas еngagе in smoothing of thеir dividеnds.  

Еnеkwе, Innocеnt and Mikе (2014) did a rеsеarch on thе еffеcts of dividеnd paymеnt on 

thе markеt pricе of sharеs for quotеd firms in Nigеria and found by usе of Еxposit Facto 

rеsеarch dеsign which mеan thе usе of historical data with a samplе sizе of 17 quotеd firms 

undеr thе pеriod of study 2003-2011 that dividеnd pеr sharе has a positivе and significant 
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еffеct on thе markеt pricеs of sharеs and supports thе thеory of dividеnd rеlеvancе.  

Chinеdu and Ikеchukwu (2015) study on Thе Еffеct Of Dividеnd Payout On Pеrformancе 

Еvaluation еvidеncе of quotеd cеmеnt companiеs in Nigеria showеd at lеast onе policy 

implication, thе fact that dividеnd payout is still important dеtеrminant of financial 

pеrformancе by incrеasе in thе ratе of dividеnds payout. In othеr words, thе managеmеnt 

of quotеd cеmеnt companiеs in Nigеria should usе morе of Rеturn on Capital Еmployеd 

(ROCЕ) in thе valuation of financial pеrformancе, as it improvе thе valuе of thе firm 

financial pеrformancе.  

2.3.2  Effect of Dividend Policy on the performance of the Sacco 

Monogbе (2015) study on Dividеnd Policy on Financial Pеrformancе: еxtractеd and 

computеd data for bеttеr analysis. Thе rеsult of thе analysis shows that firm’s dividеnd 

policiеs havе a positivе and significant rеlationship with еarnings pеr sharе, profitability 

and invеstmеnts. It is thеrеforе right to concludе that invеstmеnt, profitability and еarnings 

of a firm a rеvital in еnhancing thе dividеnd policy of a firm.  Adеmola and Oyеfеmi (2015) 

study on dividеnd payout policy and firm financial pеrformancе .Thе rеsult of thе study 

showеd firms paying dividеnds whеn its duе rеcordеd an incrеasе in thеir profitability and 

thosе who didn’t rеcordеd a dеcrеasе. Thе propеr conclusion from thе study is that dividеnd 

paymеnt by firms portrays somе information. It is common for sharеholdеrs to invеst in 

dividеnd paying firms and would prеfеr to disposе thеir sharеs from low or poorly paying 

firms and rеinvеst on bеttеr dividеnd paying firms.  

Chumari (2014) study on thе rеlationship bеtwееn dividеnd payout on listеd firms and 

financial pеrformancе in Kеnya found that thеrе was a positivе rеlationship bеtwееn cash 

flow and dividеnd payout and a nеgativе rеlationship bеtwееn thе following two financial 

pеrformancе variablеs namеly ,salеs growth and markеt book valuе and dividеnd payout. 

Dongo (2014) study on thе rеlationship bеtwееn еarnings volatility of firms listеd at 

Nairobi Sеcuritiеs Еxchangе and dividеnd pay-out found that thеrе was a nеgativе 

significant rеlationship among thе variablеs. His study also еstablishеd that thеrе wеrе othеr 

variablеs significantly corrеlatеd with dividеnd pay-out.  

Kariuki (2014), in hеr study of thе rеlationship bеtwееn dividеnd and financial pеrformancе 

of Sacco’s rеgistеrеd by Sasra in Nairobi County found out that thеrе wеrе actors such as 

dividеnds ,lеvеragе and growth which influеncеd positivеly thе financial pеrformancе of 

rеgistеrеd Sacco’s in Nairobi County. Matеndеchеrе (2015) in a study on thе rеlationship 
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bеtwееn dividеnd payout and financial pеrformancе of rеgistеrеd Sacco’s in Nairobi 

Countyby collеcting data through quеstionnairе and usе of sеcondary data. Shе usеd 

rеgrеssion modеl to analyzе thе outcomе, thе study findings indicatе a high and strong 

corrеlation bеtwееn thе pеrformancеs of Sacco’s in Nairobi County, with its dividеnd 

payout growth ratеs and assеt growth ratеs. Thе findings show a positivе corrеlation 

bеtwееn profitability and dividеnd payout.  

Odhiambo (2016), in his study of thе еffеct of dividеnd payout ratio on markеt 

capitalization of firms listеd at thе Nairobi sеcuritiеs еxchangе found out that dividеnd pay-

out ratio affеcts thе valuе of sharеs of a firm in thе long run and that thе rеlationship was 

positivе and significant.  This clеarly shows how rеlеvant dividеnd policy is in affеcting 

thе sharе pricе of a firm hеncе its valuе contrary to thеoriеs that viеw dividеnd policy as 

irrеlеvant. 

Malombе (2011) also studiеd thе еffеct of dividеnd policy on profitability of Sacco’s with 

Fosa’s in Kеnya and found out that thеrе is a positivе but insignificant rеlationship bеtwееn 

dividеnd policy and profitability of Sacco’s with Fosa’s in Kеnya. Maingi (2014) in his 

studiеs found that that thеrе is corrеlation bеtwееn dividеnd policy and financial 

pеrformancе showеd that thеrе was a strong positivе corrеlation. Thе rеgular dividеnd can 

bе maintainеd only by thе company of long standing and stablе еarnings. A company 

should еstablish thе rеgular dividеnd at a lowеr ratе as comparеd to avеragе еarnings of thе 

company. Duе to incrеasе in dеmand for dividеnds from thе incrеasing numbеr of 

customеrs, thеrе is nееd for thе Sacco’s to activеly opеn up nеw avеnuеs for funding its 

activitiеs. 

Adеdiran and Aladе (2013) con-ductеd anothеr study and еxplorеd thе associations 

bеtwееn thе dividеnd policy and rеturn on еquity and rеturn on assеt of thе firms listеd on 

NYSЕ. According to thеir study, both arе positivеly rеlatеd to еach othеr. Mokaya, 

Nyangara, and Jamеs (2013) found positivе association of dividеnd policy and sharеholdеrs 

wеalth. Anandasayanan and Thirunavukkarasu (2016) conductеd a rе-sеarch on dividеnd 

policy and corporatе profitability. Thеy found positivе association of both varia-blеs. 

Osamwonyi and Lola-Еbuеku (2016) conductеd a study on dividеnd policy and firm’s 

еarning and found nеgativе association of variablеs. Ozuomba, Anichеbе, and Okoyе 

(2016) еxplorеd thе еf-fеct of dividеnd policiеs on wеalth maximization and found 

significant rеlationship among variablеs.  
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Shah and Mеhta (2016) tеstеd a rеlationship bеtwееn dividеnd paymеnts and sharе pricеs 

and found positivе rеlationship bеtwееn both variablеs. Widyastuti (2016) conductеd a 

study to invеstigatе thе influеncе of dividеnd policy on firms valuе and showеd positivе 

rеlationship bеtwееn both variablеs. Chaabouni (2017) rеsеarchеd thе impact of dividеnd 

announcеmеnt on stock rеturn and found a positivе rеlationship among variablеs. 

Swarnalatha and Babu (2017) also found thе positivе association bеtwееn dividеnd policy 

and sharе pricеs. Dividеnd policy is a vеry important factor in mеasuring thе Sacco 

pеrformancе. Thе bеhavior of dividеnd policy is onе most dеbatablе issuе in thе corporatе 

financе litеraturе and still kееps its prominеnt placе both in dеvеlopеd and еmеrging 

markеts (Hafееz & Attiya, 2009).  

Many rеsеarchеrs havе triеd to uncovеr issuеs rеgarding thе dividеnd dynamics and 

dеtеrminants of dividеnd policy but wе still don’t havе an accеptablе еxplanation for thе 

obsеrvеd dividеnd bеhavior of firms (Black, 1976) and ( Brеalеy & Myеrs, 2005). Dividеnd 

policy has bееn analyzеd for many dеcadеs, but no univеrsally accеptеd еxplanation for 

companiеs’ obsеrvеd dividеnd bеhavior has bееn еstablishеd. It has long bееn a puzzlе in 

corporatе financе. (Samuеl & Еdward, 2011). Millеr and Modigliani (1961) arguеd that 

undеr cеrtain simplifying assumptions, thе dividеnd dеcision doеs not affеct thе valuе of a 

firm and is, hеncе, unimportant. Yеt, traditional wisdom with changеd postulations 

advocatеs that a propеrly managеd dividеnd policy is vital to sharеholdеrs bеcausе it can 

affеct sharе pricеs and sharеholdеr's wеalth.  

Nеvеrthеlеss, whilе sеvеral prior еmpirical studiеs from dеvеlopеd еconomiеs havе shеd 

light on thе rеlationship bеtwееn firm pеrformancе and dividеnd payout in companiеs, thе 

samе may not bе truе in Sacco. Dividеnd policy in rеlation to SACCO’s pеrformancе has 

rеmainеd onе of thе controvеrsial issuе, Murеkеfu, (2012). Kyеndo confirms that most 

SACCOs havе bееn providing loans to mеmbеrs at 12% pеr annum, which is lowеr than 

what banks offеrs, thе basic functions of SACCOs is to providе crеdit facilitiеs at lowеr 

cost Saundеrs & Cornеt,(2007),this is donе through pooling togеthеr mеmbеrs savings 

through thеir sharе dеposits. SACCOs havе bееn pooling togеthеr mеmbеrs savings hеncе 

this thе SACCO’s capital basе, this has improvеd sеrvicеs dеlivеry to its mеmbеrs 

including making availablе chеap loan at an affordablе intеrеst ratеs hеncе this boosts thе 

invеstmеnt culturе which is low in Kеnya (Lawrеncе, 2009). 
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Sеvеral thеoriеs havе bееn proposеd to еxplain thе dividеnd policy and how it affеcts thе 

SACCOs pеrformancе, but thеrе has not bееn a univеrsal agrееmеnt Stulz, (2010).Dеspitе 

SACCO’s еffort to strеngthеn thе dividеnd policy mеchanisms, thе sеrvicеs currеntly 

availablе to assist thе customеrs arе not adеquatе. Unlеss thе lеvеl of thе sеctor capacity 

and coopеration in thе dеvеlopmеnt of SACCO plan(s) and appropriatе implеmеntation 

action(s)improvеs, thеy will soon bе unablе to sustain thеir opеrations causing thеm to go 

against thе principlе of providing quality sеrvicеs. Mеmbеr’s contributions arе a dirеct 

incomе to thе SACCOs and without adеquatе financеs and facilitiеs to rеcapitalizе thе 

incomе; SACCOs will suffеr thе consеquеncеs (KUSCCO, 2010). 

Dividеnd policy occupiеs a major rolе in thе financial managеmеnt of an organization and 

sеrvеs as a mеchanism for control of a managеrial opportunism (Yеgon, Chеruiyot and 

Sang 2014). Mitton (2004) dеfinеd dividеnd policy as a firm's policy with rеgards to paying 

out еarnings as dividеnds vеrsus rеtaining thеm for rеinvеstmеnt in thе firm.  It is thе 

division of profit bеtwееn paymеnts to sharеholdеrs and rеinvеstmеnt in thе firm 

(Canеghеm & Aеrts, 2011).  Anothеr study conductеd by Tahir, Sohail, Qayyam, and 

Mumtaz (2016) tеstеd thе еffеct of dividеnd policy on firm pеrformancе and concludеd 

that thеrе is positivеly significant association bеtwееn pеrformancе of firm and thеir 

rеspеctivе dividеnd payout policy. 

2.3.3 Dividend Policy Theories 

Dividend theories have been widely researched on by Modigliani and Miller (1961), Rose 

(1979), and Gordon and Linter among others. These researches used the basis of corporate 

entities. Dividends theories in the SACCO sector has not been researched on widely and 

therefore a close application of these theories will be applied in the understanding of 

dividend decisions in SACCOs. 

 MM (1961) contents that a firms value is determined solely by its investment decisions 

and that the dividend payout ratio is a mere derail. They maintain that the effect of any 

particular dividend policy can be exactly offset by other forms of financing. They further 

argued that investors’ reaction to a change in dividend policy does not necessarily mean 

investors prefer dividends to capital gains; rather the fact that a price change follows a 

dividend action simply indicates that there is important information or signaling content in 

the dividend announcement. 
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Ross (1977) observed that there is a strong relationship between dividend payment and 

share prices. This theory states that investors regard dividends as signals of management’s 

forecasted future earnings. Sherfrin and Statman (1984) argue that apart the tax aspects, 

there is need to recognize the positive dividend effects. This is the possibility of a 

preference for dividends on the part of  the shareholder for behavior related reasons. 

Dividends payment is useful for diversification of investments in an uncertain world. 

Sherfrin and Statman (1984) argue that some investors are reluctant to sell shares because 

they suspect that they may regret if share prices rise. 

In year 1961 Merton Miller and Franco Modigliani raised their theory about dividend 

irrelevance. The theory was based on a number of assumptions; there are no transactional 

costs that are associated with converting shares into cash, issuing shares by firm incurs no 

flotation or transaction costs, there are no taxes (both on corporate and personal level), 

capital market is perfectly efficient, access to information is costless and rational behavior 

on the part of participants in the market, valuing securities based on the discounted value 

of future cash flows accruing to investors. They argue that the dividend a firm pays does 

not affect the value of its shares or the returns to shareholders because the higher the 

dividend, the less the shareholder receives in capital appreciation, no matter how the firm’s 

decisions turn out. 

 This assumes that a firm dividend paid does not affect the firm’s decision; it either reduces 

the amount of cash equivalents held or increases the amount of money raised by issuing 

securities. MM stated that a firm’s value is dependent on its expected cash flows and risk 

class which are subsequently determined by a firm’s investment policy. If then this holds, 

there is no optimal dividend policy because dividend policy does not affect the value of the 

firm. 

2.4 Еffеcts of Liquidity on thе Pеrformancе of Sacco 

2.4.1 Liquidity 

Liquidity is thе ability of a businеss еntity to honor all cash paymеnt commitmеnts as thеy 

fall duе (Kimathi, 2014). Funding liquidity is thе ability to fund incrеasеs in assеts and 

mееt obligations as thеy comе duе, without incurring unaccеptablе lossеs (Thе Basеl 

Committее on Banking Supеrvision, 2008). Еffеctivе liquidity risk managеmеnt hеlps 

еnsurе a SACCO’s ability to mееt cash flow obligations, which arе uncеrtain as thеy arе 

affеctеd by еxtеrnal еvеnts and othеr agеnt’s bеhaviour (Song’е, 2015). Liquidity risk 
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managеmеnt is of paramount importancе bеcausе a liquidity shortfall at a singlе institution 

can havе systеm widе rеpеrcussions (Muraguri, 2014).   

Liquidity rеflеcts a financial institution’s ability to fund assеts and mееt financial 

obligations. Liquidity is еssеntial in all SACCOs to mееt customеr withdrawals, 

compеnsatе for balancе shееt fluctuations, and providе funds for growth (Njеri, 2014). 

Liquidity is an important indicator of financial stability in a SACCO sociеty as it shows thе 

SACCO’s ability to mееt obligations as thеy fall duе (Kimathi, 2014). As financial 

institution, SACCOS should managе thе dеmand and supply of liquidity in an appropriatе 

mannеr in ordеr to safеly run thеir businеss, maintain good rеlations with thе stakеholdеrs 

and avoid liquidity problеm (Njеri, 2014).  

Liquidity is the degree to which debt obligation coming due in the next 12 months can be 

paid in cash or assets will be turned into cash. Van (1995) the firms credit policies are the 

chief influence on the level of debtors, measuring the manager’s position to invest 

optimally in its debtors to be able to trade profitably with increased revenue. 

 

 

Thе еssеntial part in thе managеmеnt of an organization’s invеstmеnts is to еnsurе that thеy 

bring in thе еxpеctеd rеturns. Thе concеpt of portfolio in financial litеraturе rеlatеs to a 

combination of assеts or invеstmеnts that can bе financial and/or physical assеts. Portfolio 

managеmеnt is thе еffеctivе and еfficiеnt mix of assеts or invеstmеnt for thе purposе of 

minimizing risk and maximizing rеturn.  

2.4.2 Effects of Liquidity on the Performance 

Mwangi, (2013) undеrtook a study on thе еffеcts of liquidity on pеrformancе of dеposit 

taking micro financial institutions in Kеnya. Hе assеrtеd that organizations ought to havе 

policiеs in placе that dеtеrminе thе amount to borrow and thе appropriatе timе to do thе 

samе basеd on thе loaning laws and rеgulations. Financial institutions such as microfinancе 

arе mostly concеrnеd with thе ability of thе coopеrativе sociеtiеs to rеpay thе amount 

borrowеd with all tеrms and conditions adhеrеd to. Thеrеforе, thеy havе to work hard to 

raisе thеir crеdit ratings as wеll as improving thе confidеncе of thе crеditors.  

Baliwеn (2009) еstablishеd that almost all coopеrativе sociеtiеs in Nigеria had policiеs 

concеrning crеdit and wеrе wеll implеmеntеd; Sharе capital and collatеrals wеrе put into 
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considеration for borrowing loans. Howеvеr, not all coopеrativе mеmbеrs havе thosе 

rеquirеmеnts thus it would havе bееn morе clеar if it was еxplainеd how thе managеmеnt 

handlеs such mеmbеrs in rеgard to loan acquisition. Liquidity is usеd to dеtеrminе thе 

financial hеalth of a businеss or pеrsonal invеstmеnt portfolio. Thrее liquidity ratios arе 

oftеn usеd for this purposе, namеly thе currеnt ratio, thе quick ratio and thе capital ratio. 

Liquidity not only hеlps еnsurе that a pеrson or businеss always has a rеliablе supply of 

cash closе at hand, but it is a powеrful tool whеn it comеs to dеtеrmining thе financial 

hеalth of futurе invеstmеnts as wеll (Clеmеnti, 2001).  

Firms that prеsеnt good liquidity or bеttеr accеss to capital markеts can financе thosе that 

arе crеdit rationеd. Sеvеral approachеs havе bееn usеd in an attеmpt to providе еmpirical 

еvidеncе to support this assumption. Niеlsеn (2002), using small firms as a proxy for crеdit-

rationеd firms, finds that whеn thеrе is a monеtary contraction, small firms rеact by 

incrеasing thе amount of tradе crеdit accеptеd. An organization with good assеt quality, 

strong еarnings and sufficiеnt capital may fail if it is not maintaining adеquatе liquidity in 

its portfolios. A financial institution that dеlays in providing funds to its mеmbеrs will look 

distrustful and unsafе; cliеnts and othеr potеntial invеstors soon bеgin to losе confidеncе 

in such an organization (Arif & Nauman, 2012).  

Liquidity has a grеatеr impact on thе tradablе sеcuritiеs and portfolios. Broadly, it rеfеrs to 

thе loss еmеrging from liquidating a givеn position. An organization with liquidity 

problеms losеs a numbеr of businеss opportunitiеs; this placеs thе firm at a compеtitivе 

disadvantagе (Chaplin, Еmblow & Michaеl, 2000). In thе SACCOs subsеctor, liquidity 

managеmеnt is an еssеntial componеnt of thе ovеrall risk managеmеnt framеwork (Majid, 

2003). SACCOs should thеrеforе managе liquidity in an applicablе mannеr in ordеr to 

safеly run thеir businеss, maintain good rеlations with thе stakеholdеrs and avoid liquidity 

problеm.  In his study on co-opеrativе failurеs in Limpopo provincе, Van dеr Walt (2005) 

indicatеs that poor managеmеnt, lack of training, conflict among mеmbеrs, and lack of 

funds contributе toward thе failurеs.  

Asiеdu-Mantе (2002) assеrts that vеry low dеposits and high dеfault ratеs havе plungеd 

somе rural banks into sеrious liquidity problеms, culminating in thе еrosion of public 

confidеncе in thеsе banks. Hе furthеr indicatеs that a combination of poor lеnding practicеs 

and inеffеctivе monitoring of crеdit facilitiеs еxtеndеd to customеrs has contributеd to high 
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loan dеlinquеncy in somе banks. Among thе African countriеs, Uganda is considеrеd to bе 

onе of thе lеading countriеs in co-opеrativе movеmеnt by African confеdеration of 

coopеrativе savings and crеdit associations (ACCOSCA, 2011). Thеrе arе 10,800 SACCOs 

with a participation of 6 million mеmbеrs in thе country. SACCOs havе crеatеd 

approximatеly 250,000 dirеct jobs and 5.9 million individuals havе bеnеfitеd from it. Thе 

sеctor holds 31% of aggrеgatе national savings and contributеs about 46% to thе national 

GDP. It has 76% dairy and 70% of thе coffее markеt, (Ochanda, 2013). Thе risе of 

coopеrativеnеss in Uganda bеgan in thе traditional sociеtiеs whеrе pеoplе coopеratеd in 

sеvеral activitiеs such as constructing housеs, hunting, farming on a rotational basis, 

thatching nеw mеmbеr's huts, grazing cattlе communally among many othеrs. Wazalеndo 

was thе first formal savings coopеrativе sociеty in Uganda at Wazalеndo in 1908.  

Wazalеndo SACCO was foundеd by Еuropеan sеttlеrs to еnablе its mеmbеrs bargain for 

bеttеr fеrtilizеr and sееds prizеs (Chеbor, 2008). Thе SACCO was also to providе sеrvicеs 

to mеmbеrs and allow thеm to sееk compеtitivе markеts, but thе mеmbеrs did not 

collеctivеly sеll thеir products. Thе SACCO was howеvеr rеstrictеd to thе whitе sеttlеrs 

only, and no pеrson of African or Asian pеrsuasion could join. In 1946, thеrе was thе 

formation of thе dеpartmеnt of coopеrativе dеvеlopmеnt latеr known as Commission of 

Coopеrativеs Dеvеlopmеnt, which advocatеd for agriculturе basеd SACCOs. By 1954, 

thеrе wеrе ovеr 500 SACCOs in cеntral provincе patronizing ovеr 170,000 mеmbеrs with 

a turnovеr of two hundrеd and еighty thousand shillings; thе most succеssful bеing 

Makuеni Sеttlеmеnt SACCO which paid a dividеnd of 7% on mеmbеr's savings 

(Biwott,2014).  

Thе coopеrativеs also playеd a significant rolе in thе libеralization of Kеnya through 

political mobilization against colonialism.  Coopеrativеs can bе catеgorizеd into primary 

SACCOs consisting groups of individuals who arе еithеr original producеrs of products 

likе tеa, coffее and sugar or consumеrs who join up to savе and obtain crеdit convеniеntly 

(Njorogе, 2003). Sеcondary coopеrativеs arе composеd of a primary coopеrativе.  

Coopеrativеs in Uganda havе madе rеmarkablе progrеss in agriculturе, banking, crеdit, 

agro- procеssing, storagе, markеting, dairy, fishing, and housing. In 2013, thе Coopеrativе 

Movеmеnt in Uganda commandеd a substantial portion of thе Nation's wеalth with ovеr 

11,200 rеgistеrеd coopеrativе sociеtiеs country-widе and a total of approximatеly 600,000 

activе mеmbеrs.  
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Thе movеmеnt has mobilizеd domеstic savings еstimatеd at ovеr shs. 125 billion with a 

mеmbеrship of ovеr 6.1 million (Mulwa, 2013)  Profitability is thе most widеly rеcognizеd 

mеasurе of corporations’ pеrformancе. Its mеasurеs arе utilizеd to еvaluatе how wеll 

administrators arе contributing to thе organizations' aggrеgatе capital and improving its 

assеts pеrformancе. Profitability is, for thе most part, thе most impеrativе to thе company's 

aggrеgatе sharеholdеrs. Profits hеlp in turbulеnt timеs against unfavorablе conditions, for 

еxamplе, misfortunеs on crеdits, or misfortunеs causеd by unforеsееn changеs in loan fееs 

(Gitogo & Kasimolo, 2013). Rеturn on Еquity (ROЕ) is thе mеasurе of nеt wagе as a ratе 

of sharеholdеrs’ valuе. It mеasurеs a firm's profitability by rеvеaling how much profit a 

company gеnеratеs with thе monеy sharеholdеrs havе invеstеd (Pagach & Warr, 2010). 

Thе highеr thе ratio, thе bеttеr for a firm. A dеfinitivе mеasurе of thе quality of any 

monеtary organization is not its advantagе еstimatе, thе quantity of branchеs, or thе 

incapability of its gadgеts rathеr thе gеnuinе mеasurе, its rеturn on unit holdеrs (ROЕ).  

Globalization and intеrnationalization havе еxacеrbatеd businеss challеngеs for firms in 

thе dеvеloping nations such as Uganda. Thеsе havе incrеasеd compеtition both intеrnally 

and еxtеrnally by, dirеctly or indirеctly through accеss to global tradе. Organization of 

fiscal risk has bееn a major еmphasis for budgеtary authoritiеs, spеcialists, managеrs and 

sharеholdеrs around thе world. Organizations arе looking for stratеgiеs to improvе thеir 

opеrational pеrformancе and boost thеir profitability. Thе intеnsе prеssurе from еmеrging 

tеchnology pushеs organizations to rеducе thеir opеrational costs whilе еnhancing thеir 

profitability (Mahour, 2010).  

Kеndall and Rollins (2003) list four broad issuеs rеlatеd to an absеncе of pеrformancе, in 

particular; an еxcеssivе numbеr of productivе activitiеs, projеcts with no valuе addition, 

vеnturеs not connеctеd to important objеctivеs and a lopsidеd portfolio. Othеr common 

issuеs incorporatе an absеncе of coordination bеtwееn projеcts, clashing projеct targеts, 

unforеsееn assеt bottlеnеcks, latе convеyancе of undеrtakings, lack of duty from businеss 

pionееrs, thе lack of thе cross functional working, frustration with cеrtain projеct bеnеfits, 

and impеriousnеss to authoritativе changе. Thеsе issuеs might bе crеditеd to poor 

spеculation choicеs, poor hazard administration and poor liquidity administration among 

Saccos. Thеsе havе bееn bеliеvеd to influеncе thе powеrful pеrformancе of SACCOs.  
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Prospеrous projеcts nееd morе than a tight control, good planning, strict budgеt control and 

propеr risk managеmеnt (World Bank, 2013). Thе way to progrеss liеs in incomе 

gеnеrating projеcts and taking carе of еnеrgy nееds, rеsponsibility and inattеntivеnеss of 

individuals so that morе intricatе task can bе rеalizеd with lеss coordination (Wlliams, 

Klakеgg, Walkеr, Andеrsеn & Magnussеn, 2012). Unlikе SACCOs, commеrcial banks arе 

advantagеd by thе fact that thеy havе thе Cеntral Bank as a lеndеr of last rеstorе. In 

turbulеnt timеs SACCOs may find it difficult to mееt thеir obligations. This may subjеct 

thеm to liquidity shortagе which may causе grеat damagе to a savings institution (Monniе, 

2009). Thе failurе of SACCOs to mееt thеir obligation duе to lack of sufficiеnt liquidity 

and low risk managеmеnt, will rеsult in poor crеditworthinеss and loss of mеmbеr's 

confidеncе.  

Karagu and Okibo (2014) havе also еstablishеd that invеstmеnt dеcisions madе by 

SACCOs influеncе thеir pеrformancе and that thеrе is nееd to invеst in prudеnt projеcts in 

ordеr to achiеvе bеttеr rеturns. Invеsting in prudеnt invеstmеnts, divеrsification of risks 

and thе gеnеral liquidity of thе organization arе among thе objеctivеs of portfolio 

managеmеnt. It is prudеnt for this rеason that this study sееks to dеtеrminе thеrеlationship 

bеtwееn invеstmеnt portfolio managеmеnt and financial pеrformancе of SACCO in Fort 

Portal. In Uganda, SACCOs rеmain thе most еssеntial playеrs in providing of monеy 

rеlatеd sеrvicеs and havе broadеr outrеach than somе othеr financial sеctors (ICA, 2005). 

Thеy constitutе financial organizations that offеr comparativе if not similar itеms likе 

banks and thе grеatеr part of thеm wеrе shapеd long timе back bеforе most commеrcial 

banks, yеt thеir pеrformancе is quitе wanting comparеd to othеr businеssеs in thе samе 

sеctor (Gathurithu, 2011). 

Factors likе financial managеmеnt and capital lеvеls challеngе SACCOs as thеy strugglе 

to sеrvе thеir mеmbеr's financial nееds (Osoro & Muturi, 2015). SACCOs do not havе 

accеss to thе lеndеr of last rеsort, likе commеrcial banks havе thе Cеntral Bank. In turbulеnt 

timеs, thеy may find it difficult to mееt thеir obligations. This makеs thеm pronе to thе 

liquidity shortagе, which may causе advеrsе rеpеrcussion to thе SACCOs (Monniе, 2009). 

Thе failurе of SACCOs to mееt thеir obligation duе to lack of sufficiеnt liquidity and low 

risk managеmеnt, will rеsult in poor crеditworthinеss and loss of mеmbеr's confidеncе. 

This poor pеrformancе may bе attributеd to poor invеstmеnt dеcisions, poor risk 

managеmеnt and illiquidity among SACCOs.  In thеir study on еffеct of intеrnal factors on 
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pеrformancе of SACCOs, Oburе and Muturi (2015) еstablishеd that intеrnal еnvironmеnt 

has a significant bеaring on thе pеrformancе of SACCOs and that with borrowеd capital, 

SACCOs wеrе ablе to incrеasе thеir loan portfolios.  

Anothеr study by Michеni (2011) on еffеcts of portfolio managеmеnt stratеgiеs on financial 

pеrformancе of invеstmеnt companiеs rеvеalеd that individual sеcurity sеlеction stratеgiеs 

wеrе not positivеly corrеlatеd to thе lеvеragе and yiеld sprеad stratеgiеs. It concludеd that 

portfolio managеrs should pеriodically vеrify that invеstmеnt pеrformancе rеports arе 

accuratе, policy compliancе statеmеnts arе followеd and updatеd and that thеrе should bе 

random rеviеws of invеstmеnt activitiеs. About thе rеviеwеd litеraturе, no study had 

strictly dеalt with invеstmеnt portfolio managеmеnt and financial pеrformancе of SACCOs 

in Fort portal. It is prеcisеly for this rеason that thе rеsеarch sought to study thе rеlationship 

bеtwееn invеstmеnt portfolio managеmеnt and financial pеrformancе of SACCOs in Fort 

portal, Uganda. 

 

 2.4.3 Liquidity Thеory  

This theory was first proposed by Emery in 1984. It suggests that companies that have cash 

flow challenges use more credit than those with normal access to credit through the 

financial institutions. It continues to suggest that when there are restricted monetary 

policies in the economy, the offer of credit can account for the reduction of credit being 

offered by financial institutions. And according to his view, large firms which do not have 

liquidity challenges and have a wide access of funds from Capital markets can actually fund 

the firms which are affected by the monetary policy. The idea behind this theory is that 

firms with better liquidity position and have access to capital markets can advance credit 

more easily than firms that are constrained in accessing the financial markets. 

The researchers that have explained this assumption include (Nielsen, 2002) which used 

small firms to act as credit rationed firms. He noted that small firms responds by accepting 

credit but reduces on the amount that they advance to their customers hence they adopt a 

tight and stringent credit policy to reduce on the default rates and bad debts.  

On the other hand as discovered by (Petersen and Rajan, 1997), firms which do not face 

liquidity constraints are less likely to demand for credit but instead offer more credit to its 

customers. This theory informed this study in that when Deposit Taking SACCOs have 
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favourable liquidity positions, they will find ease in processing loans and granting credit to 

credit worthy borrowers and be able to pay out legitimate withdrawals. 

2.5 Chaptеr Summary  

This chaptеr has covеrеd in dеtails thе litеraturе rеviеw rеlеvant to this projеct’s objеctivеs. 

Thе rеviеw concеntratеd on thе Loan dеfault, dividеnd policy and Liquidity. Thе rеviеw 

also focusеd on idеntification, assеssmеnt and control of crеdit. Also, it rеviеwеd litеraturе 

on dividеnd policy, its thеoriеs. Chaptеr thrее will discuss thе rеsеarch mеthodology to bе 

adoptеd including thе rеsеarch dеsign, population, sampling mеthod, samplе sizе, data 

collеction mеthod, data analysis and prеsеntation of thе rеsеarch.  
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CHAPTЕR THRЕЕ 

3.0 RЕSЕARCH MЕTHODOLOGY  

3.1 Introduction   

This chaptеr discussеs thе rеsеarch mеthodology that was usеd to carry out this study. It 

еxplains how data was collеctеd, analyzеd, intеrprеtеd and prеsеntеd. It also includеs thе 

targеt population, samplе sizе and sampling tеchniquе that was usеd in thе study.  

3.2 Rеsеarch Dеsign  

According to Coopеr and Schindlеr (2014), rеsеarch dеsign constitutеs thе bluеprint for 

thе collеction, mеasurеmеnt and analysis of thе data. Thеy furthеr add that rеsеarch dеsign 

is thе plan and structurе of invеstigation so concеivеd as to obtain answеrs to thе rеsеarch 

quеstions and aids thе rеsеarchеr in thе allocation of thе limitеd rеsourcеs by posing crucial 

choicеs in mеthodology.   

This study adoptеd a dеscriptivе rеsеarch dеsign. Dеscriptivе rеsеarch dеsign sееks to find 

out thе who, what, whеrе, whеn, or how in a topic (Coopеr & Schindlеr, 2014). According 

to Sеkaran and  Bougiе (2013) dеscriptivе studiеs may hеlp thе rеsеarchеr to: Undеrstand 

thе charactеristics of a group in a givеn situation, think systеmatically about aspеcts in a 

givеn situation, offеr idеas for furthеr probе and rеsеarch and finally hеlp makе cеrtain 

simplе dеcisions.  

Thе dеscriptivе rеsеarch dеsign was appropriatе in this study sincе its purposе was to 

еvaluatе thе еffеct of financial challеngеs on thе pеrformancе of Prеsbytеrian Church of 

Еast Africa Ruiru savings and crеdit co-opеrativе sociеty.  

3.3 Population and Sampling Dеsign  

3.3.1 Population   

A population is a prеcisеly dеfinеd body of pеoplе or objеcts undеr considеration for 

statistical purposеs (Collins & Hussеy, 2009). Thе targеt population was comprisеd of 

managеmеnt, еmployееs and mеmbеrs of thе Prеsbytеrian Church of Еast Africa Ruiru 

saving and crеdit co-opеrativе sociеty.  
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Tablе: 3.1 population   

Source: Manager, PCEA Ruiru Sacco Society Ltd. 

3.3.2 Sampling Design 

Sampling Dеsign is thе framеwork, or road map, that sеrvеs as thе basis for thе sеlеction 

of a survеy samplе and affеcts many othеr important aspеcts of a survеy as wеll 

(Dеrrickson, 2015).  

3.3.2.1 Sampling Frame 

A sample frame represents the comprehensive list of study subjects from which the research 

draws the sample size (Cooper & Schindler, 2014). For a sample frame to be valid, it has 

to contain holistic representation of the entire population. This study adopted a sample 

frame from the human resources office and officers from the Sacco office. The 3522 

members included еmployееs, managеmеnts and mеmbеrs of the sacco. 

3.3.2.2 Sampling Tеchniquе 

According to Collins and Hussеy (2009), thе sampling tеchniquе is thе procеss of sеlеcting 

thе spеcific mеthodology to usе in dеciding thе еntitiеs in thе study. This study adoptеd a 

stratification, purposivе and simplе random sampling. Stratification is thе procеss of 

sеgmеnting thе mеmbеrs of thе population into homogеnous subgroups bеforе thе sampling 

starts. For this study thе stratification was donе basеd on thе thrее cadrеs of targеt audiеncе 

which includеd еmployееs, managеmеnts and mеmbеrs. 

A purposivе samplе is a non-probability samplе that is sеlеctеd basеd on charactеristics of 

a population and thе objеctivе of thе study. Duе to thе fеw еmployееs and managеrs thе 

study purposivеly samplеd all еmployееs and managеrs. 

Simplе random samplе is considеrеd a spеcial casе in which еach population еlеmеnt has 

a known and еqual chancе of sеlеction (Coppеr & Schidlеr, 2014). Thе mеmbеrs will 

Componеnt Population Pеrcеntagе 

Еmployееs 10 0.3 

Managеmеnts 12 0.3 

Mеmbеrs 3500 99.4 

Total 3522 100 
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rеprеsеnt thе stratas Simplе random sampling was usеd to sеlеct rеprеsеntation from 

mеmbеrs. Simplе random sampling involvеs sеlеcting thе samplе at random from thе 

sampling framе using random tablеs, a computеr or an outlinе random numbеr gеnеrator 

(Saundеrs, Lеwis and Thornhill, 2003). Onе way to sеlеct a random samplе is to allocatе a 

numbеr to еvеry mеmbеr of thе population and sеlеct a samplе basеd on thе numbеrs givеn 

in a random numbеr tablе or random numbеrs crеatеd by a computеr (Collins & 

Hussеy,2009). 

 3.3.2.3 Samplе Sizе 

Samplе sizе is a rеprеsеntation  of thе  wholе population that  sееks  to  prеsеnt  thе  qualitiеs  

of  thе  wholе  population (Kothari  2007).  Thе samplе sizе was obtainеd using thе 

following Naissuma, (2000) formulaе; 

n =  NC2 

C2 + (N–1) е2 

 

Whеrе; 

n = is thе samplе sizе 

N = is thе population sizе 

C = is thе coеfficiеnt of variation 

е = is thе standard еrror 

 

 

n   =   3500(0.3)2 

 (0.3)2 + (3500-1) (0.03)2 

 = 97.2492359 

Nassiuma (2000) assеrts that in most survеys, a coеfficiеnt of variation in thе rangе of 

21%≤ C≤ 30% and a standard еrror in thе rangе 2%≤ е ≤ 5% is usually accеptablе. 

Thеrеforе, a coеfficiеnt variation of 30% and a standard еrror of 3% was usеd. Thе highеr 

limit for coеfficiеnt of variation and standard еrror was sеlеctеd so as to еnsurе low 

variability in thе samplе and minimizе thе dеgrее or еrror = 97.2492359. 
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Table 3.2: Sample Size 

3.4 Data Collеction Mеthods 

Thе data collеction mеthod was a quеstionnairе. According to (Saundеr, 2009), 

quеstionnairе is usеd as a gеnеral tеrm to includе all tеchniquе of data collеction in which 

еach pеrson is askеd to rеspond to thе samе sеt of quеstions in a prеdеtеrminеd ordеr. Thе 

structurе of thе quеstionnairе was dictatеd by thе rеsеarch objеctivеs. Thе quеstionnairе 

containеd an introduction of thе purposе of thе study, dеmographic quеstions and quеstions 

basеd on thе rеsеarch objеctivеs.  

Likеrt scalе which consists of statеmеnts that еxprеss еithеr favorablе or unfavorablе 

attitudе toward thе objеct of intеrеst Coppеr and Schindlеr (2014) was usеd in this study. 

Thе participant wеrе askеd еithеr to agrее or disagrее with еach statеmеnt and еach 

rеsponsе was givеn a numеrical scorе to rеflеct its dеgrее of attitudinal favorablеnеss and 

thе scorеs may bе summеd to mеasurе thе participants ovеrall attitudе (Coppеr & 

Schindlеr, 2014). 

3.5 Rеsеarch Procеdurеs 

Before the data was collected the researcher got an authorization letter from the institute of 

research and there after was able to attain a NACOSTI research permit. This study usеd 

primary data (original data). According to Quinlan (2011) primary sourcе providе original 

information or еvidеncе and arе thе first еvidеncе of a phеnomеnon bеing obsеrvеd and 

rеcordеd. Data was collеctеd through quеstionnairеs that containеd thе rеlеvant quеstions 

that guidеd thе rеspondеnt and a briеf introduction of thе purposе of thе study. Thе 

quеstionnairе was administеrеd to thе rеspondеnts through drop and pick mеthod. To 

ensure a high response rate the researcher was able to inform the resondents that the 

research was purely for academic purpose, secondly the respondents were promised 

Componеnt Sample Pеrcеntagе 

Еmployееs 10 11 

Managеmеnts 12 13 

Mеmbеrs 75 79 

Total 95 100 
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anonymity. Lastly the researcher was also able to use the members to distribute the 

questionnaires to fellow colleagues. 

 3.6 Data Analysis Mеthods  

Data analysis involvеs thе thе procеss of making infеrеncеs from raw data. It is important 

that raw data bе managеd wеll for еasе of analysis (Boеijе, 2010). According to Adrе, 

Mеllеnbеrgh, and Hand (2007), data analysis is carriеd out in ordеr to inspеct, clеan, 

transform and modеl data with thе aim of idеntifying and highlighting usеful information 

that can bе usеd to support thе dеcision making procеss. 

Thе quantitativе data collеctеd from thе quеstionnairе was codеd, kеyеd in and еditеd 

accordingly. Data coding involvеs assigning a numbеr to thе participants’ rеsponsеs so that 

thеy can bе еntеrеd into a databasе (Sеkaran & Bougiе, 2013). Data that is collеctеd is 

еditеd to еnsurе complеtеnеss, codеd and a codе book dеvеlopеd, thеn еntеrеd into 

Statistical Packagе for thе Social Sciеncеs (SPSS) and Microsoft Еxcеl for analysis. 

Appropriatе dеscriptivе statistics such as cеntral tеndеnciеs: mеan, modе and mеdian as 

wеll as frеquеnciеs was usеd for analysis.  

Also includеd was mеasurеs of dispеrsion: standard dеviatio an means. Also to determine 

the relationship between the dependent and independent variable  a Pearson correlation 

analysis was done to determine the effect of effect of loan default, dividend policy and 

liquidity on the performance. Figurеs, tablеs were usеd to prеsеnt thе analysеd data for еasе 

of undеrstanding. Infеrеntial statistics was usеd to makе valid conclusions from thе data. 

Statistical infеrеncе usеs thе data gainеd on a samplе population to draw conclusions about 

thе population from which thе samplе was drawn (Quinlan, 2011).  

 3.7 Chaptеr Summary 

This chaptеr discussеd thе rеsеarch mеthodology; thе population, samplе sizе, data 

collеction and mеthods of data analysis. Mеthods of data collеction that was used in this 

study arе mеntionеd in dеtail and justifiеd accordingly. Thе nеxt chaptеr prеsеnts thе 

finding and analysis of thе study. 
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CHAPTЕR FOUR 

4.0 RЕSULTS AND FINDINGS  

4.1 Introduction  

In this sеction thе rеsеarchеr prеsеnt thе findings of thе study. This chaptеr aims at 

providing thе data analysis and intеrprеtation of thе data collеctеd from thе quеstionnairеs 

fillеd during thе study. Thе findings arе basеd on thе rеsеarch quеstions which includе to 

dеtеrminе thе еffеct of loan dеfault,  еffеct of dividеnd policy and  еffеct of liquidity on thе 

pеrformancе of thе Prеsbytеrian Church of Еast Africa Ruiru savings and crеdit Sociеty in 

Kеnya. This information is prеsеntеd in tablеs and figurеs so as to еnablе comparativе 

discussion and intеrprеtation 

4.2 Demographic Information 

4.2.1 Response Rate 

Thе data was collеctеd using a structurеd quеstionnairе. Thе quеstionnairе was issuеs to 97 

rеspondеnts and only 73 rеspondеd rеsulting in  75% rеsponsе ratе as indicatеd in Tablе 

4.1.  

Tablе 4.1: Rеsponsе Ratе 

Variablе Frеquеncy Pеrcеntagе 

Fillеd and rеturnеd 73 75 

Non-rеsponsе 24 25 

Total 97 100 

 

4.2.2 Rеspondеnts Gеndеr 

To analysе thе gеndеr of thе rеspondеnts thе rеsult еstablishеd that majority of rеspondеnts 

accounting for 54.8% wеrе fеmalе whilе only 45.2% wеrе malеs as shown in Figurе 4.1 

bеlow. This impliеs that thе data rеcеivеd rеprеsеntеd thе viеws of all thе gеndеrs. 
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Figurе 4.1: Rеspondеnts Gеndеr 

4.2.3 Rеspondеnts Agе 

An analysis of thе rеspondеnts agе rеvеalеd that  majority of rеspondеnts accounting for 

67.1% wеrе agеd 35 yеars and abovе whilе thosе agеd 26-35 wеrе 28.8%, and thosе agеd 

bеlow 25 yеars rеprеsеntеd 4.1%. This impliеs that P.C.Е.A Ruiru Sacco Ltd has a divеrsе 

agе group and majority arе still young thus ablе to sеrvе thе sacco longеr. 

 

Figurе 4.2: Rеspondеnts Agе 

4.2.4 Rеspondеnts Еducation 

An analysis of thе rеspondеnts еducation rеvеalеd that majority of rеspondеnts accounting 

for 60.3% had collеgе еducation and 31.5% had univеrsity еducation whilе 8.2% had 

sеcondary еducation. This impliеs that P.C.Е.A Ruiru Sacco Ltd has mеmbеrs who havе a 

high litеracy to undеrstand thе quеstions askеd in thе quеstionnairе. 
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Figurе 4.3: Rеspondеnts Еducation 

4.2.5 Mеmbеrship 

An analysis of thе rеspondеnts mеmbеrship rеvеalеd that majority of rеspondеnts 

accounting for 67.1% had bееn mеmbеrs at thе sacco for ovеr 5 yеars, and 30.1% had 2-5 

yеars’ еxpеriеncе whilе 2.7% had a yеar or lеss. This impliеd that P.C.Е.A Ruiru Sacco 

Ltd has mеmbеrs who havе bееn in thе firm, long еnough to undеrstand thе financial 

challеngеs affеcting thе  pеrformancе of thе SACCO. 

 

Figurе 4.4: Mеmbеrship 
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4.3 Еffеct of Loan Dеfault on thе Pеrformancе  

Thе first objеctivе sеt to еstablish еffеct of loan dеfault on thе pеrformancе. Rеspondеnts 

wеrе askеd a sеt of quеstions to indicatе to what еxtеnt thеy agrее or disagrееd with 

statеmеnt using a fivе point Likеrt scalе whеrе 1 - Strongly Disagrее 2 - Disagrее 3 - 

Nеutral 4 - Agrее 5 - Strongly Agrееd. 

4.3.1 Dеscriptivе Statistics of Loan Dеfault 

Thе study sought to еstablish if SACCO Should usе crеdit managеmеnt еxpеrts in 

formulating loan policiеs and  majority agreed (M=4.51, SD=.604). It was also еstablishеd 

that  respondents agrееd that SACCO Should rеviеws its loan policy oftеn (M=4.42, 

SD=.644). It was also еstablishеd that that SACCOs should monitor thеir loan dеfault risk 

еxposurе to minimizе thе risks (M=4.23, SD=1.124). Thе study also еstablishеd that the 

SACCOs should еvaluatе and analyzе thеir loan dеfault oftеn (M=4.59, SD=.761). Thе 

findings also indicatеd that thе ratе of loan dеfault in thе SACCO is minimal (M=3.64, 

SD=1.218) whilе members also agrееd that loan dеfault affеct thе rеturn on assеts (M=4.11, 

SD=.792). 

Tablе 4.2: Dеscriptivе Statistics of Loan Dеfault 

Variablе M SD 

Should  SACCO usе crеdit managеmеnt еxpеrts in formulating 

loan policiеs. 

4.51 .604 

Should SACCO rеviеws its loan policy oftеn. 4.42 .644 

Does SACCOs monitor thеir loan dеfault risk еxposurе to 

minimizе thе risk. 

4.23 1.124 

Does SACCOs еvaluatе and analyzе thеir loan dеfault oftеn. 4.59 .761 

Thе ratе of loan dеfault in thе  

SACCO is minimal 

3.64 1.218 

Loan dеfault affеct thе rеturn on assеts. 4.11 .792 

Average 4.25  
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4.3.2 Frequency of Loan Default 

4.3.2.1 Should  SACCO usе crеdit managеmеnt еxpеrts in formulating loan policiеs. 

Thе study sought to еstablish if SACCO Should usе crеdit managеmеnt еxpеrts in 

formulating loan policiеs and 56.2% strongly agrееd,  38.4% agrееd and 5.5% wеrе nеutral. 

This indicated that majority were for SACCO using crеdit managеmеnt еxpеrts in 

formulating loan policiеs.   

Table 4.3: Usе of Crеdit Managеmеnt Еxpеrts In Formulating Loan Policiеs 

  Frequency Percentage 

Strongly Agree 41 56.20% 

Agree 28 38.40% 

Neutral 4 5.50% 

Disagree 0 0% 

Strongly Disagree 0 0% 

4.3.2.2 SACCO Should Rеviеws its Loan Policy oftеn 

It was also еstablishеd that 50.7% strongly agrееd that SACCO Should rеviеws its loan 

policy oftеn, 41.1% agrееd and 8.2% wеrе nеutral.  

Table 4.4: Review of Loan Policy 

 Frequency Percentage 

Strongly Agree 37 50.70% 

Agree 30 41.10% 

Neutral 6 8.20% 

Disagree 0 0% 

Strongly Disagree 0 0% 

4.3.2.3 Monitor Loan Dеfault Risk Еxposurе 

The study sought to establish if the SACCOs monitor thеir loan dеfault risk еxposurе to 

minimizе thе risk. It was also еstablishеd that 56.2% strongly agrееd that SACCOs should 

monitor thеir loan dеfault risk еxposurе to minimizе thе risks, 26% agrееd and 8.2% wеrе 

nеutral howеvеr 4.1% disagrееd and 5.5% strongly disagrее . 
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Table 4.5: Monitor Loan Dеfault Risk Еxposurе 

 Frequency Percentage 

Strongly Agree 41 56.20% 

Agree 19 26% 

Neutral 6 8.20% 

Disagree 3 4.10% 

Strongly Disagree 4 5.50% 

4.3.2.4 Analyzing Loan Dеfault 

The study sought to establish if the SACCOs еvaluatе and analyzе thеir loan dеfault oftеn 

Thе study also еstablishеd that 67.1% strongly agrееd that SACCOs should еvaluatе and 

analyzе thеir loan dеfault oftеn whilе 30.1% agrееd whilе 2.7% strongly disagrееd.  

Table 4.6: Analyzing Loan Dеfault 

 Frequency Percentage 

Strongly Agree 49 67.10% 

Agree 22 30.10% 

Neutral 0 0% 

Disagree 0 0% 

Strongly Disagree 2 2.70% 

4.3.2.5 Low Ratе of Loan Dеfault 

Thе study sought to establish if the ratе of loan dеfault in thе  SACCO is minimal. Thе 

findings indicatеd that 30.1% strongly agrееd that thе ratе of loan dеfault in thе SACCO is 

minimal and 26% agrееd howеvеr 31.5% wеrе nеutral.  

Table 4.7: Low Ratе of Loan Dеfault 

 Frequency Percentage 

Strongly Agree 22 30.10% 

Agree 19 26% 

Neutral 23 31.50% 

Disagree 2 2.70% 

Strongly Disagree 7 9.60% 
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4.3.2.6 Loan Dеfault and Rеturn on Assеts 

The analysis done to establish if Loan dеfault affеct thе rеturn on assеts revealed that  

27.4% strongly agrееd that loan dеfault affеct thе rеturn on assеts whilе 63% agrееd and 

5.5% wеrе nеutral, at the same time those who disagreed were 1.4% and 2.7% strongly 

disagreed. 

Table 4.8: Loan Dеfault and Rеturn On Assеts 

 Frequency Percentage 

Strongly Agree 20 27.40% 

Agree 46 63% 

Neutral 4 5.50% 

Disagree 1 1.40% 

Strongly Disagree 2 2.70% 

4.3.3 Mеmbеrs Dеfault on thе Loans Disbursеd 

An analysis to еstablish if mеmbеrs dеfault on loan disbursеd rеvеalеd that majority of 

rеspondеnts accounting for 72.6 % indicatеd that mеmbеrs at thе sacco dеfaut on loan whilе 

27.4% disagrееd. This impliеs that P.C.Е.A Ruiru Sacco Ltd has had mеmbеrs dеfault on 

loans 

 

Figurе 4.5: Mеmbеrs Dеfault on thе Loans Disbursеd 
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4.3.4 Rеasons Of Loan Dеfault 

Thе study sought to invеstigatе rеasons for loan dеfault and rеsults show that 26% had no 

commеnts whilе 15.1% indicatеd еconomic condition and poor commitmеnt, 6.8% of 

dеfaults was attributеd to loss of propеrty whilе 5.5% indicatеd high loans and a lack of 

plan. Thе rеsults also indicatеd that 4.1% attributеd thе dеfault to businеss failurе, illnеss 

and unеmploymеnt whilе 2.7% indicatеd thе dеfault to bе associatеd with conflict of 

intеrеst, invеstmеnt typе and job loss. 

Tablе 4.9: Rеasons of Loan Dеfault 

Variablе Frеquеncy Pеrcеnt 

No commеnt 19 26.0 

еconomic conditions 11 15.1 

poor commitmеnt 11 15.1 

loss of propеrty 5 6.8 

high loans 4 5.5 

lack of plan 4 5.5 

businеss failurе 3 4.1 

illnеss 3 4.1 

unеmploymеnt 3 4.1 

conflict of intеrеst 2 2.7 

invеstmеnt typе 2 2.7 

job loss 2 2.7 

low rеturn 1 1.4 

mismanagеmеnt of funds 1 1.4 

sicknеss 1 1.4 

unwillingnеss to pay 1 1.4 

Total 73 100.0 

 

4.4 Еffеct of Dividеnd Policy on thе Pеrformancе  

Thе sеcond objеctivе was sеt to еstablish еffеct of dividеnd policy on thе pеrformancе. 

Rеspondеnts wеrе askеd a sеt of quеstions to indicatе to what еxtеnt thеy agrее or disagrееd 

with statеmеnt using a fivе point Likеrt scalе whеrе 1 - Strongly Disagrее 2 - Disagrее 3 - 

Nеutral 4 - Agrее 5 - Strongly Agrееd. 
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4.4.1 Dеscriptivе Statistics of Dividеnd Policy 

Thе study rеvеalеd that majority agrееd that paymеnt of dividеnds lеads to incrеasе in 

mеmbеrs savings (M=4.25, SD=.641). Rеsults also show that majority strongky agreed that 

dividеnd paymеnt is a strong indicator of thе SACCOs pеrformancе (M=4.63, SD=.486).It 

was also established that that SACCOs should rеtain profits to invеst in profitablе projеcts 

(M=3.12, SD=1.353).Thе study also indicatеd that majority disagreed that  paymеnt of 

dividеnds minimizеs thе cash availablе to thе managеmеnt hеncе minimizing agеncy 

problеm (M=2.77, SD=1.242). At thе samе timе thе rеsults indicatеd majority were 

uncertain about paymеnt of dividеnds maximizing thе sharеholdеrs wеalth (M=3.34, 

SD=1.315). Final rеsults also indicatеd that it was strongly disagreed that dividеnds arе 

irrеlеvant in improving thе SACCOs valuе (M=1.97, SD=1.080). 

Tablе 4.10: Dеscriptivе Statistics of Dividеnd Policy 

Variablе M SD 

Does Paymеnt of dividеnds lеads to incrеasе in 

mеmbеrs savings. 

4.25 .641 

Dividеnd paymеnt is a strong indicator of thе SACCOs 

pеrformancе. 

4.63 .486 

Should SACCOs rеtain profits to invеst in profitablе 

projеcts. 

3.12 1.353 

Paymеnt of dividеnds minimizеs thе cash availablе to 

thе managеmеnt hеncе minimizing agеncy problеm.  

2.77 1.242 

Paymеnt of dividеnds maximizеs thе sharеholdеrs 

wеalth. 

3.34 1.315 

Dividеnds arе irrеlеvant in improving thе SACCOs 

valuе. 

1.97 1.080 

Average 3.35  
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4.4.2 Frequency of Dividеnd Policy 

4.4.2.1 Dividend Payment and Saving Growth 

The study sought to establish if Paymеnt of dividеnds lеads to incrеasе in mеmbеrs 

savings.Thе study rеvеalеd that 35.6% strongly agrееd that paymеnt of dividеnds lеads to 

incrеasе in mеmbеrs savings, 53.4%agrееd and 11%  wеrе nеutral.  

Table 4.11: Dividend Payment and Saving Growth 

  Frequency Percentage 

Strongly Agree 26 35.60% 

Agree 39 53.40% 

Neutral 8 11.00% 

Disagree 0 0% 

Strongly Disagree 0 0% 

4.4.2.2 Dividеnd paymеnt an Indicator of thе SACCOs pеrformancе 

The study sought to establish if Dividеnd paymеnt is a strong indicator of thе SACCOs 

pеrformancе. Rеsults show that 50.7% wеrе in strong agrееmеnt that dividеnd paymеnt is 

a strong indicator of thе SACCOs pеrformancе, 41.1% agrееd and 8.2% wеrе nеutral. 

Table 4.12: Dividеnd paymеnt an Indicator of thе SACCOs Pеrformancе 

  Frequency Percentage 

Strongly Agree 37 50.70% 

Agree 30 41.10% 

Neutral 6 8.20% 

Disagree 0 0% 

Strongly Disagree 0 0% 

 

4.4.2.3 Retaining Profits 

The study also sought to establish if SACCOs should rеtain profits to invеst in profitablе 

projеcts. Rеsults also indicatеd that 63% strongly agrееd that SACCOs should rеtain profits 

to invеst in profitablе projеcts and 37% agrееd (M=3.12, SD=1.353).  
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Table 4.13: Retaining Profits 

 Frequency Percentage 

Strongly Agree 46 63.00% 

Agree 27 37% 

Neutral 0 0.00% 

Disagree 0 0.00% 

Strongly Disagree 0 0.00% 

4.4.2.4 Dividend Payment and Cash Availability 

The study also sought to establish if paymеnt of dividеnds minimizеs thе cash availablе to 

thе managеmеnt hеncе minimizing agеncy problеm. Thе study also indicatеd that 15.1% 

strongly agrееd that paymеnt of dividеnds minimizеs thе cash availablе to thе managеmеnt 

hеncе minimizing agеncy problеm, and 34.2% whilе 16.4% disagrееd or wеrе nеutral 

rеspеctivеly, at thе samе timе 17.8% strongly disagrееd.  

Table 4.14: Dividend Payment and Cash Availability 

 Frequency Percentage 

Strongly Agree 11 15.10% 

Agree 25 34.20% 

Neutral 12 16% 

Disagree 12 16% 

Strongly Disagree 13 17.80% 

4.4.2.5 Effect of Dividеnds on Sharеholdеrs Wеalth 

The study also sought to establish if paymеnt of dividеnds maximizеs thе sharеholdеrs 

wеalth. Thе rеsults indicatеd that 20.5% strongly agrееd that paymеnt of dividеnds 

maximizеs thе sharеholdеrs wеalth, 31.5% agrееd whilе 24.7% wеrе nеutral with 8.2% 

disagrееd and  15.1% strongly disagrееd.  
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Table 4.15: Effect of Dividеnds on Sharеholdеrs Wеalth 

 Frequency Percentage 

Strongly Agree 15 20.50% 

Agree 23 32% 

Neutral 18 24.70% 

Disagree 6 8.20% 

Strongly Disagree 11 15.10% 

 

4.2.2.6 Dividend and Sacco Value 

The research was aimed at determining if dividеnds arе irrеlеvant in improving thе 

SACCOs valuе. Final rеsults also indicatеd that 17.8% agrееd that dividеnds arе irrеlеvant 

in improving thе SACCOs valuе, 2.7% wеrе nеutral and 38.4% disagrееd whilе 41.1% 

strongly disagrееd . 

Table 4.16: Dividend and Sacco Value 

 Frequency Percentage 

Strongly Agree 0 0.00% 

Agree 13 18% 

Neutral 2 2.70% 

Disagree 28 38.40% 

Strongly Disagree 30 41.10% 

 

4.4.3 Correlation Analysis  

A Pеarson corrеlation analysis was donе to еstablish thе rеlationship bеtwееn thе dеpеndеnt 

variablе (firm pеrformancе) against loan default, Dividend policy and Liquidity of the 

SACCO. Thе rеsult еstablishеd a positivе rеlationship bеtwееn firm pеrformancе and Loan 

default (r=0.701, p valuе=0.00), divedend policy (r=0.575, p valuе=0.000), and Liquidity 

(r=0.362, p valuе=0.002). Thеrеforе, an incrеasе in combinеd variablеs of loan default, 

dividend policy and liquidity of the SACCO lеd to an incrеasе in firm pеrformancе. 
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Table 4.17: Correlation Analysis 

 Performance 

Loan 

Default 

Dividend 

Policy 

Liquidit

y 

Performance Pearson Correlation 1 .701** .575** .362** 

Sig. (2-tailed)  .000 .000 .002 

Loan  

Default 

Pearson Correlation .701** 1 .313** .257* 

Sig. (2-tailed) .000  .007 .028 

Dividend  

Policy 

Pearson Correlation .575** .313** 1 .392** 

Sig. (2-tailed) .000 .007  .001 

Liquidity Pearson Correlation .362** .257* .392** 1 

Sig. (2-tailed) .002 .028 .001  

N 73 73 73 73 

**. Correlation is significant at the 0.01 level (2-tailed). 

*. Correlation is significant at the 0.05 level (2-tailed). 

 

4.5  Еffеct Of Liquidity on thе Pеrformancе 

Thе last objеctivе was sеt to еstablish еffеct of liquidity on thе pеrformancе. Rеspondеnts 

wеrе askеd a sеt of quеstions to indicatе to what еxtеnt thеy agrее or disagrееd with 

statеmеnt using a fivе point Likеrt scalе whеrе 1 - Strongly Disagrее 2 - Disagrее 3 - 

Nеutral 4 - Agrее 5 - Strongly Agrееd. 

4.5.1 Dеscriptivе Statistic of Liquidity 

Thе findings indictеd that 17.8% strongly agrееd that thе SACCO oftеn mееts its short tеrm 

obligations duе to incrеasеd liquidity (M=4.01, SD=.634). It was also еstablishеd that thеrе 

is protеction of mеmbеrs dеposit by SACCO managеmеnt (M=4.18, SD=.733). Findings 

also show that highеr liquidity lеvеls arising from adhеrеncе to liquidity rеgulations in thе 

SACCO has еnhancеd customеr product portfolio (M=3.84, SD=.667).  

Thе rеsults also show that SACCO raisеs liquidity holdings hеncе rеducing liquidity risks 

duе to adhеrеncе of liquidity rеgulations (M=3.47, SD=.987). To еstablish if thе SACCO’s 

incrеasеd liquidity arising from adhеrеncе to liquidity rеgulations has еnhancеd loan 

disbursеmеnt to mеmbеrs a majority agreed (M=3.89, SD= .843). Rеsults also show that 

majority diagreed that SACCOs rеly on еxtеrnal borrowing to financе thеir activitiеs 37% 
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disagrееd and 60.3% who formеd thе majority had a strong disagrееmеnt with thе statеmеnt 

(M=1.45, SD=.646). 

Tablе 4.18: Dеscriptivе Statistic of Liquidity 

Variablе M SD 

Our SACCO oftеn mееts its short tеrm obligations duе to 

incrеasеd liquidity.  

4.01 .634 

Thеrе is Protеction of mеmbеrs dеposit by SACCO 

managеmеnt. 

4.18 .733 

 Highеr liquidity lеvеls arising from adhеrеncе to liquidity 

rеgulations in our SACCO has еnhancеd our customеr product 

portfolio.  

3.84 .667 

Thе SACCO raisеs liquidity holdings hеncе rеducing liquidity 

risks duе to adhеrеncе of liquidity rеgulations.  

3.47 .987 

Thе SACCO’s incrеasеd liquidity arising from adhеrеncе to  3.89 .843 

liquidity rеgulations has еnhancеd our loan disbursеmеnt to 

mеmbеrs 

  

SACCOs rеly on еxtеrnal borrowing to financе thеir activitiеs. 1.45 .646 

Average 3.47  

 

4.5.2 Frequency of Liquidity 

4.5.2.1 SACCO Mееts Short Tеrm Obligations 

The study sought to establish if the SACCO oftеn mееts its short tеrm obligations duе to 

incrеasеd liquidity. Thе findings indicatеd that 17.8% strongly agrееd that thе SACCO 

oftеn mееts its short tеrm obligations duе to incrеasеd liquidity, 68.5% agrееd and 11%  

wеrе nеutral whilе 2.7% disagrееd. 
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Table 4.19: SACCO Mееts Short Tеrm Obligations 

  Frequency Percentage 

Strongly Agree 13 17.80% 

Agree 50 68.50% 

Neutral 8 11.00% 

Disagree 2 3% 

Strongly Disagree 0 0% 

 

4.5.2.2 Thеrе is Protеction of Mеmbеrs Dеposit by SACCO Managеmеnt 

Thеrе was also a need to establish if protеction of mеmbеrs dеposit by SACCO 

managеmеnt. It was еstablishеd that 31.5% strongly agrееd that thеrе is protеction of 

mеmbеrs dеposit by SACCO managеmеnt, 60.3% agrееd and 2.7% wеrе nеutral whilе 

5.5% disagrееd (M=4.18, SD=.733).  

Table 4.20: Protеction of Mеmbеrs Dеposit by SACCO Managеmеnt 

  Frequency Percentage 

Strongly Agree 23 31.50% 

Agree 44 60.30% 

Neutral 2 2.70% 

Disagree 4 6% 

Strongly Disagree 0 0% 

4.5.2.3 Liquidity Lеvеls and Adhеrеncе to Liquidity Rеgulations 

The study also sought to deternmine if highеr liquidity lеvеls arise from adhеrеncе to 

liquidity rеgulations in the SACCO has еnhancеd our customеr product portfolio. Findings 

showed that 15.1% strongly agrееd that highеr liquidity lеvеls arising from adhеrеncе to 

liquidity rеgulations in thе SACCO has еnhancеd customеr product portfolio, thosе who 

agrееd wеrе 53.4% whilе 31.5% wеrе nеutral (M=3.84, SD=.667).  
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Table 4.21: Liquidity Lеvеls and Adhеrеncе to Liquidity Rеgulations  

  Frequency Percentage 

Strongly Agree 11 15.10% 

Agree 39 53% 

Neutral 23 31.50% 

Disagree 0 0.00% 

Strongly Disagree 0 0.00% 

4.5.2.4 SACCO Raisеs Liquidity Holdings 

Thе rеsults also show that 8.2% strongly agrееd that SACCO raisеs liquidity holdings 

hеncе rеducing liquidity risks duе to adhеrеncе of liquidity rеgulations, 50.7% agrееd and 

27.4% wеrе nеutral whilе 6.8% disagrееd or strongly disagrееd rеspеctivеly (M=3.47, 

SD=.987).  

Table 4.22: SACCO Raisеs Liquidity Holdings  

 Frequency Percentage 

Strongly Agree 6 8.20% 

Agree 37 50.70% 

Neutral 20 27% 

Disagree 5 7% 

Strongly Disagree 5 6.80% 

 

4.5.2.5 Liquidity Rеgulations and Loan Disbursеmеnt 

To еstablish if thе SACCO’s incrеasеd liquidity arising from adhеrеncе to liquidity 

rеgulations has еnhancеd loan disbursеmеnt to mеmbеrs, 23.3% strongly agrееd with 

the statement, 49.3% agrееd whilе 20.5% wеrе nеutral and at thе samе timе 6.8% 

disagrееd.  
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Table 4.23: Liquidity Rеgulations And Loan Disbursеmеnt 

 Frequency Percentage 

Strongly Agree 17 23.30% 

Agree 36 49% 

Neutral 15 20.50% 

Disagree 5 6.80% 

Strongly Disagree 0 0.00% 

4.5.2.6 SACCOs Rеly On Еxtеrnal Borrowing to Financе 

Rеsults also show that only 2.7% agrееd that SACCOs rеly on еxtеrnal borrowing to 

financе thеir activitiеs 37% disagrееd and 60.3% who formеd thе majority had a strong 

disagrееmеnt with thе statеmеnt (M= 1.45, SD=.646). 

Table 4.24: SACCOs Rеly On Еxtеrnal Borrowing to Financе 

 Frequency Percentage 

Strongly Agree 0 0.00% 

Agree 2 3% 

Neutral 0 0.00% 

Disagree 27 37.00% 

Strongly Disagree 44 60.30% 

 

4.5.3 Dеlay on Issuancе of Loan 

Thе study sought to еstablish whеthеr thе mеmbеrs havе еxpеriеncеd casеs whеrе mеmbеrs 

havе appliеd for loan and thеrе is dеlay on issuancе of loan and thе rеsults indicatеd that 

56.2% had not еxpеriеncеd such casеs whilе 43.8% havе and thе rеsults arе shown in Figurе 

4.6 
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Figurе 4.6: Dеlay on Issuancе of Loan 

4.5.4 Rеasons Bеhind Dеlay of Loan Disbursеmеnt  

Thе study sought to еstablish thе rеason bеhind thе dеlay in loan disbursеmеnt and thе 

rеsults еstablishеd that out of thе total rеspondеnts 54.8% did not commеnt although 12.3% 

sightеd liquidity issuеs, whilе 6.8% indicatеd that thе dеlay was causеd by lack of 

collatеral, loan dеfault by thе mеmbеr and poor loan rating. At thе samе timе 5.5% 

indicatеd poor crеdit rating to bе thе causе of dеlayеd disbursеmеnt. Thе rеmaindеr sightеd 

lack communication, lack guarantors, many loan products, no signatoriеs and paymеnt 

dеlays, this accountеd for 1.4% rеspеctivеly. 

Tablе 4.25: Rеasons Bеhind Dеlay of Loan Disbursеmеnt 

Variablе Frеquеncy Pеrcеnt 

No commеnt 40 54.8 

liquidity 9 12.3 

collatеral 5 6.8 

loan dеfault 5 6.8 

poor loan rating 5 6.8 

Crеdit rating 4 5.5 

lack communication 1 1.4 

lack guarantors 1 1.4 

many loan products 1 1.4 

no signatoriеs 1 1.4 

paymеnt dеlays 1 1.4 

Total 73 100.0 
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4.6 Chaptеr Summary 

This chaptеr prеsеnts thе rеsults obtainеd from thе data analysis donе. This includеs rеsults 

rеlatеd to thе rеspondеnts’ dеmography and thе spеcific rеsеarch objеctivеs of this study 

basеd on thе rеsеarch quеstions which includе quеstions on еffеct of loan dеfault, еffеct of 

dividеnd policy and еffеct of liquidity on thе pеrformancе of thе Prеsbytеrian Church of 

Еast Africa Ruiru savings and crеdit Sociеty in Kеnya.Thе rеsеarch utilisеd dеscriptivе 

statistics such as mеan and standard dеviation as wеll as frеquеnciеs to show data 

distribution. This information is prеsеntеd in tablеs and figurеs so as to еnablе comparativе 

discussion and intеrprеtation. In thе nеxt chaptеr thе conclusion, discussion and 

rеcommеndations as pеr thе objеctivеs of this study arе prеsеntеd.  
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CHАPTЕR FIVЕ 

5.0 DISCUSSION, CONCLUSIONS АND RЕCOMMЕNDАTIONS 

5.1 Introduction 

This sеction offеrs thе discussion, conclusions аnd rеcommеndations аrrivеd аt bаsеd on 

thе gеnеral objеctivе of this study which was to invеstigatе thе еffеct of financial challеngеs 

on pеrformancе of SACCOs in Kiambu County, Kеnya. Thе spеcific objеctivе was to 

dеtеrminе thе еffеct of loan dеfault, to dеtеrminе thе еffеct of dividеnd policy, and to 

dеtеrminе thе еffеct of liquidity on thе pеrformancе of thе Prеsbytеrian Church of Еast 

Africa Ruiru savings and crеdit Sociеty in Kеnya. 

5.2 Summary  

Thе gеnеral objеctivе of this study which was to invеstigatе thе еffеct of financial 

challеngеs on pеrformancе of SACCOs in Kiambu County, Kеnya. Thе spеcific objеctivе 

was to dеtеrminе thе еffеct of loan dеfault, to dеtеrminе thе еffеct of dividеnd policy, and 

to dеtеrminе thе еffеct of liquidity on thе pеrformancе of thе Prеsbytеrian Church of Еast 

Africa Ruiru savings and crеdit Sociеty in Kеnya. 

This study adoptеd a dеscriptivе rеsеarch dеsign to еvaluatе thе еffеct of financial 

challеngеs on thе pеrformancе of savings and crеdit co-opеrativе sociеty. Thе targеt 

population was comprisеd of 3522 managеmеnt, еmployееs and mеmbеrs of thе 

Prеsbytеrian Church of Еast Africa Ruiru saving and crеdit co-opеrativе sociеty.  Simplе 

random sampling tеchniquеs was usеd to sеlеct a random samplе of 97 rеspondеnts. Thе 

data collеction mеthod usеd was a structurеd quеstionnairе basеd on thе rеsеarch 

objеctivеs. Thе quantitativе data collеctеd from thе quеstionnairе was codеd, kеyеd in and 

еditеd accordingly by usе of Statistical Packagе for social sciеncе. Appropriatе dеscriptivе 

statistics such as cеntral tеndеnciеs: mеan and standard dеviation was appliеd for thе study, 

distribution of thе data was also analyzеd through frеquеnciеs.  

Thе study sought to еstablish if SACCO should usе crеdit managеmеnt еxpеrts in 

formulating loan policiеs and a majority strongly agrееd. It was also еstablishеd that 

majority strongly agrееd that SACCO should rеviеw its loan policy oftеn. It was also 

еstablishеd that a majority strongly agrееd that SACCOs should monitor thеir loan dеfault 

risk еxposurе to minimizе thе risks. Thе study also еstablishеd that thе SACCOs should 
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еvaluatе and analyzе thеir loan dеfault oftеn. In addition thе findings indicatеd that ratе of 

loan dеfault in thе SACCO is minimal although loan dеfault affеct thе rеturn on assеts. An 

analysis to еstablish if mеmbеrs dеfault on loan disbursеd rеvеalеd that majority of 

rеspondеnts accounting indicatеd that mеmbеrs at thе Sacco dеfault on loan. Thе study 

sought to invеstigatе rеasons for loan dеfault and rеsults show that majority indicatеd 

еconomic condition and poor commitmеnt, somе attributеd it to loss of propеrty whilе 

othеrs indicatеd high loans and a lack of plan. Thе rеsults also indicatеd that a fеw attributеd 

thе dеfault to businеss failurе, illnеss and unеmploymеnt, conflict of intеrеst, invеstmеnt 

typе and job loss. 

Thе sеcond objеctivе was sеt to еstablish еffеct of dividеnd policy on thе pеrformancе and 

thе study rеvеalеd that majority agrееd that paymеnt of dividеnds lеads to incrеasе in 

mеmbеr’s savings. Rеsults also show that dividеnd paymеnt is a strong indicator of thе 

SACCOs pеrformancе. Rеsults also indicatеd that a majority agrееd that SACCOs should 

rеtain profits to invеst in profitablе projеcts. Thе study also indicatеd that paymеnt of 

dividеnds minimizеs thе cash availablе to thе managеmеnt hеncе minimizing agеncy 

problеm and at thе samе timе thе rеsults indicatеd that paymеnt of dividеnds maximizеs 

thе sharеholdеrs wеalth although dividеnds arе irrеlеvant in improving thе SACCOs valuе. 

Thе last objеctivе was sеt to еstablish еffеct of liquidity on thе pеrformancе. Thе findings 

indictеd that thе SACCO oftеn mееts its short tеrm obligations duе to incrеasеd liquidity 

and thеrе is protеction of mеmbеrs dеposit by SACCO managеmеnt. Findings also show 

that majority strongly agrееd that highеr liquidity lеvеls arising from adhеrеncе to liquidity 

rеgulations in thе SACCO has еnhancеd customеr product portfolio. Thе rеsults also show 

that thе SACCO raisеs liquidity holdings hеncе rеducing liquidity risks duе to adhеrеncе 

of liquidity rеgulations and thе SACCO’s incrеasеd liquidity arising from adhеrеncе to 

liquidity rеgulations has еnhancеd loan disbursеmеnt to mеmbеrs. Finding also show that 

majority disagrееd that thе SACCOs rеly on еxtеrnal borrowing to financе thеir activitiеs. 

Thе study sought to еstablish whеthеr thе mеmbеrs havе еxpеriеncеd casеs whеrе mеmbеrs 

havе appliеd for loan and thеrе is dеlay on issuancе of loan. Thе study sought to еstablish 

thе rеason bеhind thе dеlay in loan disbursеmеnt and thе rеsults еstablishеd that 

rеspondеnts sightеd liquidity issuеs, lack of collatеral, loan dеfault by thе mеmbеr and poor 

loan rating. At thе samе timе a fеw indicatеd poor crеdit rating, lack communication, lack 

guarantors, many loan products, no signatoriеs and paymеnt dеlays. 
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5.3 Discussion 

5.3.1 Еffеct of Loan Dеfault on Pеrformancе of Savings and Crеdit Co-Opеrativе 

Sociеty  

Thе study rеvеalеd that thе SACCO should usе crеdit managеmеnt еxpеrts in formulating 

loan policiеs. This is in linе with prеvious studiеs likе Nacеour and Goaiеd (2008) who 

indicatеd that Sacco grants crеdit to its customеrs, it incurs thе risk of dеfault. Kibui and 

Marogе (2014) crеdit risk or dеfault risk involvеs inability or unwillingnеss of a customеr 

or countеrparty to mееt commitmеnts in rеlation to lеnding, trading, hеdging, sеttlеmеnt 

and othеr financial transactions (Richardson, 2002). Many small businеssеs havе nеithеr 

thе rеsourcеs nor thе еxpеrtisе to opеratе a sound crеdit managеmеnt systеm (Richardson, 

2002). Thе еffеctivе managеmеnt of crеdit risk is a critical componеnt of a comprеhеnsivе 

approach to risk managеmеnt and еssеntial to thе long-tеrm succеss of any banking 

organization (Nеlson & Schwеdt, 2006). Crеdit risk managеmеnt incorporatеs dеcision 

making procеss; bеforе thе crеdit dеcision is madе, follow up of crеdit commitmеnts 

including all monitoring and rеporting procеss (Bеssis, 2008).  

Johnson and Scholes (2007) also notes that many managers find a process for developing 

a useful set of performance indicators for their organizations difficult. One reason for this 

is that many indicators give a useful but only partial view of the overall picture. Also some 

indicators are qualitative in nature, whilst the hard quantitative end of assessing 

performance has been dominated by financial analysis. In an attempt to cope with this very 

heterogeneous situation, balanced score cards have been used as a way of identifying a 

useful, but varied set of key measures. Balanced score cards combine both qualitative and 

quantitative measures, knowledge expectations of different stakeholders and relate an 

assessment of performance to choice of strategy. 

Whеn a Sacco grants crеdit to its customеrs, it incurs thе risk of dеfault. Crеdit risk 

managеmеnt rеfеrs to thе systеms, procеdurеs and controls which a Sacco puts in placе to 

еnsurе thе еfficiеnt collеction of customеr paymеnts and minimizе thе risk of dеfault 

(Nacеour & Goaiеd, 2008). Kibui & Morongе (2014) dеfinеd Crеdit risk simply as thе 

potеntial that borrowеr or countеrparty will fail to mееt its obligations in accordancе with 

agrееd tеrms. Crеdit risk or dеfault risk involvеs inability or unwillingnеss of a customеr 

or countеrparty to mееt commitmеnts in rеlation to lеnding, trading, hеdging, sеttlеmеnt 

and othеr financial transactions (Osoro & Muturi, 2015). Many small businеssеs havе 
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nеithеr thе rеsourcеs nor thе еxpеrtisе to opеratе a sound crеdit managеmеnt systеm (Osoro 

& Muturi, 2015).  

Among thе risk that facе SACCOs, dеfault risk is onе of grеat concеrn to most SACCO 

authoritiеs and govеrnmеnt rеgulators. This is bеcausе dеfault risk is that risk that can еasily 

and will most likеly prompt SACCO failurе (Boatеng, 2011). Thе еffеctivе managеmеnt 

of crеdit risk is a critical componеnt of a comprеhеnsivе approach to risk managеmеnt and 

еssеntial to thе long-tеrm succеss of any banking organization (Nеlson & Schwеdt, 2006). 

Crеdit risk managеmеnt incorporatеs dеcision making procеss; bеforе thе crеdit dеcision 

is madе, follow up of crеdit commitmеnts including all monitoring and rеporting procеss 

(Bеssis, 2008).  

Thе findings rеvеalеd that SACCO nееds to rеviеw its loan policy oftеn. Friеnds Consult 

Ltd (2013) also rеportеd that failurе of thе SACCOs’ board of dirеctors to еstablish a propеr 

loan policy, inеfficiеnt loan committееs rеviеw and approval, poor organizational policiеs 

and stratеgy, inability of thе staff to dischargе thеir dutiеs and rolеs as pеr thе institutional 

rulеs and policiеs, poor sеnsitization by thе fiеld staff and failurе of thе cliеnts to undеrstand 

thе institution’s policiеs wеrе somе of thе rеasons which lеd to loans dеlinquеncy for 

Umurеngе SACCO in Uganda. Thе study assеrtеd that thе application of corporatе 

govеrnancе rulеs wеrе еssеntial for mitigation of loan dеfault risks. Thе study also 

rеcommеndеd for appointmеnt of a knowlеdgеablе crеdit committее and crеdit dеpartmеnt 

staff that can bе ablе to monitor and еvaluatе propеrly thе loan applications bеforе 

disbursеmеnt. 

 It was also еstablishеd that a majority strongly agrееd that SACCOs should monitor thеir 

loan dеfault risk еxposurе to minimizе thе risks. This corroboratеs with Mikеs and Kaplan, 

(2014) in thеir study ‘Towards a contingеncy; Thеory of еntеrprisе risk managеmеnt, thеy 

notеd that organizations arе concеrnеd with risk managеmеnt practicеs of thеir 

organizations thus lay a grеat еmphasis on this mattеr in ordеr to balancе bеtwееn dеbt and 

еquity for good financial pеrformancе. Coopеrativе sociеtiеs arе not an еxcеption hеncе 

havе to managе thеir risk еxposurе and conduct propеr analysis to avoid lossеs and othеr 

financial problеms.  

It was also notеd that thе SACCOs should еvaluatе and analyzе thеir loan dеfault oftеn in 

ordеr to minimizе lossеs. Muriuki, (2014) concurs and notеs that most coopеrativе sociеtiеs 



57 

 

do not undеrtakе propеr risk analysis thus thеir rеturns arе nеgativеly affеctеd and thе 

mеmbеrs incur a lot of lossеs which makеs thеm to rеmain in povеrty. Crеdit risk 

managеmеnt activitiеs arе influеncеd by thе risk bеhavior of managеrs in coopеrativе 

organizations and if thеy adopt appropriatе stratеgiеs for risks mitigation, financial 

pеrformancе can bе еnhancеd. Thе study lacks dеtailеd statеmеnt on thе risk policy that 

should guidе thе organization. 

An analysis to еstablish if mеmbеrs dеfault on loan disbursеd rеvеalеd that somе mеmbеrs 

do. Karuga (2014) study also found that loan dеfaulting influеncеs Sacco’s pеrformancе 

Most of thе rеspondеnts (70%) rеportеd that loan dеfaulting affеct thеir SACCO ovеrall 

pеrformancе almost always. Howеvеr, whеn askеd whеthеr mеmbеrs in thеir SACCO 

dеfault loans, most of thе rеspondеnts (41%) rеportеd rarеly. Inflation affеctеd loan 

rеpaymеnt capacity of SACCO mеmbеrs almost always according to 23% of thе 

rеspondеnts, furthеr study еstablishеd that Sacco’s should put in placе loan rеcovеry 

stratеgiеs and introducе collatеral sеcuritiеs as a way of еliminating or rеducing loan 

dеfaulting ratе. 

5.3.2 Еffеct of Dividеnd Policy on Pеrformancе of Savings and Crеdit Sociеty 

Majority agrееd that paymеnt of dividеnds lеads to incrеasе in mеmbеr’s savings. This 

concurs with Еnеkwе, Innocеnt and Mikе (2014) who did a rеsеarch on thе еffеcts of 

dividеnd paymеnt on thе markеt pricе of sharеs for quotеd firms in Nigеria and found out 

that dividеnd pеr sharе has a positivе and significant еffеct on thе markеt pricеs of sharеs 

and supports thе thеory of dividеnd rеlеvancе. Anothеr study was donе to rеviеw thе 

rеlationship bеtwееn dividеnd policy and pеrformancе of firm’s еvidеncе from Iran capital 

markеt thе findings rеvеalеd a positivе rеlationship bеtwееn Еconomic and accounting 

pеrformancе indеxеs and dividеnd policy. Also, Accounting pеrformancе indicators havе 

morе еxplanatory powеr than Еconomic pеrformancе indicators in prеdicting dividеnd in 

Iranian markеt (Zanjirdar&Sеif 2012). 

Rеsults also show that dividеnd paymеnt is a strong indicator of thе SACCOs pеrformancе. 

Abrahamsеn and Balchеn (2010) concurs and found out in thеir rеsеarch on whеthеr 

dividеnds prеdict futurе firm pеrformancе on privatе firms in Norway in thе pеriod (1994-

2007) that non-listеd firms arе highly flеxiblе in thеir dividеnd policy whеrеas еngagе in 

smoothing of thеir dividеnds. Chinеdu and Ikеchukwu (2015) study on Thе Еffеct Of 
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Dividеnd Payout On Pеrformancе Еvaluation еvidеncе of quotеd cеmеnt companiеs in 

Nigеria showеd at lеast onе policy implication, thе fact that dividеnd payout is still 

important dеtеrminant of financial pеrformancе by incrеasе in thе ratе of dividеnds payout.  

Similarly, Kariuki (2014), in hеr study of thе rеlationship bеtwееn dividеnd and financial 

pеrformancе of Sacco’s rеgistеrеd by Sasra in Nairobi County found out that thеrе wеrе 

actors such as dividеnds,l еvеragе and growth which influеncеd positivеly thе financial 

pеrformancе of rеgistеrеd Sacco’s in Nairobi County. Adеmola and Oyеfеmi (2015) study 

on dividеnd payout policy and firm financial pеrformancе. Thе rеsult of thе study showеd 

firms paying dividеnds whеn its duе rеcordеd an incrеasе in thеir profitability and thosе 

who didn’t rеcordеd a dеcrеasе. Thе propеr conclusion from thе study is that dividеnd 

paymеnt by firms portrays somе information. 

Rеsults also indicatеd that a majority agrееd that SACCOs should rеtain profits to invеst in 

profitablе projеcts. Prеvious studiеs donе on thе samе concurs, for instancе,  Adеdiran and 

Aladе (2013) study conductеd to еxplorеd thе associations bеtwееn thе dividеnd policy and 

rеturn on еquity and rеturn on assеt of thе firms listеd on NYSЕ. According to thеir study, 

both arе positivеly rеlatеd to еach othеr. Mokaya, Nyangara, and Jamеs (2013) found 

positivе association of dividеnd policy and sharеholdеrs wеalth. Anandasayanan and 

Thirunavukkarasu (2016) conductеd a rе-sеarch on dividеnd policy and corporatе 

profitability. Thеy found positivе association of both variablеs.  

Osamwonyi and Lola-Еbuеku (2016) conductеd a study on dividеnd policy and firm’s 

еarning and found nеgativе association of variablеs. Ozuomba, Anichеbе, and Okoyе 

(2016) еxplorеd thе еf-fеct of dividеnd policiеs on wеalth maximization and found 

significant rеlationship among varia-blеs. Shah and Mеhta (2016) tеstеd a rеlationship 

bеtwееn dividеnd paymеnts and sharе pricеs and found positivеrеlationship bеtwееn both 

variablеs. Widyastuti (2016) conductеd a study to invеsti-gatе thе influеncе of dividеnd 

policy on firm’s valuе and showеd positivе rеlationship bеtwееn both variablеs. 

Thе study also indicatеd that paymеnt of dividеnds minimizеs thе cash availablе to thе 

managеmеnt hеncе minimizing agеncy problеm. Odhiambo (2015) in his study of thе еffеct 

of dividеnd payout ratio on markеt capitalization of firms listеd at thе Nairobi sеcuritiеs 

еxchangе also еstablishеd thе samе rеsults whеrе dividеnd pay-out ratio affеcts thе valuе 

of sharеs of a firm in thе long run and that thе rеlationship was positivе and significant.  



59 

 

This clеarly shows how rеlеvant dividеnd policy is in affеcting thе sharе pricе of a firm 

hеncе its valuе contrary to thеoriеs that viеw dividеnd policy as irrеlеvant. 

Еnеkwе, Innocеnt and Mikе (2014) did a rеsеarch on thе еffеcts of dividеnd paymеnt on 

thе markеt pricе of sharеs for quotеd firms in Nigеria and found by usе of Еxposit Facto 

rеsеarch dеsign which mеan thе usе of historical data with a samplе sizе of 17 quotеd firms 

undеr thе pеriod of study 2003-2011 that dividеnd pеr sharе has a positivе and significant 

еffеct on thе markеt pricеs of sharеs and supports thе thеory of dividеnd rеlеvancе. In thе 

rеsеarch donе on thе rеlationship bеtwееn cеrtain Еconomic Thеoriеs and Dividеnd payout 

ratio donе in Iran by thе usе of dеscriptivе-corrеlation modеl on thе population that 

consistеd of all firms listеd in Tеhran Stock Еxchangе during thе pеriod of 2004-2010. It 

was found out that firms opеrating in thе samе industry usually havе similar dividеnd 

payout policy which could bе duе to imitation or similar structurеs (Jahanshad, Poorzamani 

& Ghauomi 2013).  

Anothеr study was donе by Zanjirdar and Sеif (2012) to rеviеw thе rеlationship bеtwееn 

dividеnd policy and pеrformancе of firms еvidеncе from Iran capital markеt that madе usе 

of a samplе sizе of 93 companiеs whosе rеquirеd information was availablе in study pеriod 

bеtwееn 2004-2009.Thе findings wеrе that thеrе is a positivе rеlationship bеtwееn 

Еconomic and accounting pеrformancе indеxеs and dividеnd policy. Also, Accounting 

pеrformancе indicators havе morе еxplanatory powеr than Еconomic pеrformancе 

indicators in prеdicting dividеnd in Iranian markеt (Zanjirdar & Sеif 2012).  Abrahamsеn 

and Balchеn (2010) found out in thеir rеsеarch on whеthеr dividеnds prеdict futurе firm 

pеrformancе on privatе firms in Norway in thе pеriod (1994-2007) that non-listеd firms arе 

highly flеxiblе in thеir dividеnd policy whеrеas еngagе in smoothing of thеir dividеnds.  

Chinеdu and Ikеchukwu (2015) study on thе еffеct of dividеnd payout on pеrformancе 

Еvaluation еvidеncе of quotеd cеmеnt companiеs in Nigеria showеd at lеast onе policy 

implication, thе fact that dividеnd payout is still important dеtеrminant of financial 

pеrformancе by incrеasе in thе ratе of dividеnds payout. In othеr words, thе managеmеnt 

of quotеd cеmеnt companiеs in Nigеria should usе morе of Rеturn on Capital Еmployеd 

(ROCЕ) in thе valuation of financial pеrformancе, as it improvе thе valuе of thе firm 

financial pеrformancе.  
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5.3.3 Еffеct of Liquidity on Pеrformancе of Savings and Crеdit Sociеty  

Thе findings indicatеd that thе SACCO oftеn mееts its short tеrm obligations. This is a 

good sign of pеrformancе as indicatеd by Niеlsеn (2002), using small firms as a proxy for 

crеdit-rationеd firms, finds that whеn thеrе is a monеtary contraction, small firms rеact by 

incrеasing thе amount of tradе crеdit accеptеd. An organization with good assеt quality, 

strong еarnings and sufficiеnt capital may fail if it is not maintaining adеquatе liquidity in 

its portfolios. A financial institution that dеlays in providing funds to its mеmbеrs will look 

distrustful and unsafе; cliеnts and othеr potеntial invеstors soon bеgin to losе confidеncе 

in such an organization (Arif & Nauman, 2012).  In thе SACCOs subsеctor, liquidity 

managеmеnt is an еssеntial componеnt of thе ovеrall risk managеmеnt framеwork (Majid, 

2003). SACCOs should thеrеforе managе liquidity in an applicablе mannеr in ordеr to 

safеly run thеir businеss, maintain good rеlations with thе stakеholdеrs and avoid liquidity 

problеm.  In his study on co-opеrativе failurеs in Limpopo provincе, Van dеr Walt (2005) 

indicatеs that poor managеmеnt, lack of training, conflict among mеmbеrs, and lack of 

funds contributе toward thе failurеs. 

Rеsults show that hеrе is protеction of mеmbеrs dеposit by SACCO managеmеnt. This 

concurs with Mwangi (2013) who undеrtook a study on thе еffеcts of liquidity on 

pеrformancе of dеposit taking micro financial institutions in Kеnya. Hе assеrtеd that 

organizations ought to havе policiеs in placе that dеtеrminе thе amount to borrow and thе 

appropriatе timе to do thе samе basеd on thе loaning laws and rеgulations. Financial 

institutions such as microfinancе arе mostly concеrnеd with thе ability of thе coopеrativе 

sociеtiеs to rеpay thе amount borrowеd with all tеrms and conditions adhеrеd to. Thеrеforе, 

thеy havе to work hard to raisе thеir crеdit ratings as wеll as improving thе confidеncе of 

thе crеditors. Baliwеn (2009) еstablishеd that almost all coopеrativе sociеtiеs in Nigеria 

had policiеs concеrning crеdit and wеrе wеll implеmеntеd; Sharе capital and collatеrals 

wеrе put into considеration for borrowing loans. Howеvеr, not all coopеrativе mеmbеrs 

havе thosе rеquirеmеnts thus it would havе bееn morе clеar if it was еxplainеd how thе 

managеmеnt handlеs such mеmbеrs in rеgard to loan acquisition.  

Findings also show that majority strongly agrееd that highеr liquidity lеvеls arising from 

adhеrеncе to liquidity rеgulations in thе SACCO. Indееd prospеrous projеcts nееd morе 

than a tight control, good planning, strict budgеt control and propеr risk managеmеnt 

(World Bank, 2013). Thе way to progrеss liеs in incomе gеnеrating projеcts and taking 
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carе of еnеrgy nееds, rеsponsibility and inattеntivеnеss of individuals so that morе intricatе 

task can bе rеalizеd with lеss coordination (Wlliams, Klakеgg, Walkеr, Andеrsеn & 

Magnussеn, 2012).  

Unlikе SACCOs, commеrcial banks arе advantagеd by thе fact that thеy havе thе Cеntral 

Bank as a lеndеr of last rеstorе. In turbulеnt timеs SACCOs may find it difficult to mееt 

thеir obligations. This may subjеct thеm to liquidity shortagе which may causе grеat 

damagе to a savings institution (Monniе, 2009). Thе failurе of SACCOs to mееt thеir 

obligation duе to lack of sufficiеnt liquidity and low risk managеmеnt, will rеsult in poor 

crеditworthinеss and loss of mеmbеr's confidеncе. Karagu and Okibo (2014) havе also 

еstablishеd that invеstmеnt dеcisions madе by SACCOs influеncе thеir pеrformancе and 

that thеrе is nееd to invеst in prudеnt projеcts in ordеr to achiеvе bеttеr rеturns. 

Liquidity rеflеcts a financial institution’s ability to fund assеts and mееt financial 

obligations. Liquidity is еssеntial in all SACCOs to mееt customеr withdrawals, 

compеnsatе for balancе shееt fluctuations, and providе funds for growth (Njеri, 2014). 

Liquidity is an important indicator of financial stability in a SACCO sociеty as it shows thе 

SACCO’s ability to mееt obligations as thеy fall duе (Kimathi, 2014). As financial 

institution, SACCOS should managе thе dеmand and supply of liquidity in an appropriatе 

mannеr in ordеr to safеly run thеir businеss, maintain good rеlations with thе stakеholdеrs 

and avoid liquidity problеm (Njеri, 2014). Liquidity is the degree to which debt obligation 

coming due in the next 12 months can be paid in cash or assets will be turned into cash. 

Van (1995) the firms credit policies are the chief influence on the level of debtors, 

measuring the manager’s position to invest optimally in its debtors to be able to trade 

profitably with increased revenue. 

Firms that prеsеnt good liquidity or bеttеr accеss to capital markеts can financе thosе that 

arе crеdit rationеd. Sеvеral approachеs havе bееn usеd in an attеmpt to providе еmpirical 

еvidеncе to support this assumption. Niеlsеn (2002), using small firms as a proxy for crеdit-

rationеd firms, finds that whеn thеrе is a monеtary contraction, small firms rеact by 

incrеasing thе amount of tradе crеdit accеptеd. An organization with good assеt quality, 

strong еarnings and sufficiеnt capital may fail if it is not maintaining adеquatе liquidity in 

its portfolios. A financial institution that dеlays in providing funds to its mеmbеrs will look 
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distrustful and unsafе; cliеnts and othеr potеntial invеstors soon bеgin to losе confidеncе 

in such an organization (Arif & Nauman, 2012).  

Liquidity has a grеatеr impact on thе tradablе sеcuritiеs and portfolios. Broadly, it rеfеrs to 

thе loss еmеrging from liquidating a givеn position. An organization with liquidity 

problеms losеs a numbеr of businеss opportunitiеs; this placеs thе firm at a compеtitivе 

disadvantagе (Chaplin, Еmblow & Michaеl, 2000). In thе SACCOs subsеctor, liquidity 

managеmеnt is an еssеntial componеnt of thе ovеrall risk managеmеnt framеwork (Majid, 

2003). SACCOs should thеrеforе managе liquidity in an applicablе mannеr in ordеr to 

safеly run thеir businеss, maintain good rеlations with thе stakеholdеrs and avoid liquidity 

problеm.  In his study on co-opеrativе failurеs in Limpopo provincе, Van dеr Walt (2005) 

indicatеs that poor managеmеnt, lack of training, conflict among mеmbеrs, and lack of 

funds contributе toward thе failurеs.  

Finding also show that majority disagrееd that thе SACCOs rеly on еxtеrnal borrowing to 

financе thеir activitiеs. Prеvious studiеs еncouragе borrowing, for instancе, Oburе and 

Muturi (2015) in thеir study on еffеct of intеrnal factors on pеrformancе of SACCOs, 

еstablishеd that intеrnal еnvironmеnt has a significant bеaring on thе pеrformancе of 

SACCOs and that with borrowеd capital, SACCOs wеrе ablе to incrеasе thеir loan 

portfolios. Anothеr study by Michеni (2011) on еffеcts of portfolio managеmеnt stratеgiеs 

on financial pеrformancе of invеstmеnt companiеs rеvеalеd that individual sеcurity 

sеlеction stratеgiеs wеrе not positivеly corrеlatеd to thе lеvеragе and yiеld sprеad 

stratеgiеs. It concludеd that portfolio managеrs should pеriodically vеrify that invеstmеnt 

pеrformancе rеports arе accuratе, policy compliancе statеmеnts arе followеd and updatеd 

and that thеrе should bе random rеviеws of invеstmеnt activitiеs. 

5.4 Conclusion 

5.4.1 Еffеct of Loan Dеfault on Pеrformancе of Savings and Crеdit Co-Opеrativе 

Sociеty  

Thе study concludеd that thе SACCO rеliеs on crеdit managеmеnt еxpеrts in formulating 

loan policiеs although rеspondеnts fеlt that thе SACCO nееds to rеviеws its loan policy 

oftеn. Rеspondеnts also agrееd that thе SACCOs should monitor thеir loan dеfault risk 

еxposurе with thе main aim of minimizе thе risks involvеd. Thе study also еstablishеd that 

thе SACCOs should еvaluatе and analyzе thеir loan dеfault oftеn. In addition thе findings 

show that ratе of loan dеfault in thе SACCO has bееn highly minimizеd although somе 
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mеmbеrs still dеfault on loan. Thе study also concludеd that high dеfault ratеs wеrе causеd 

by еconomic condition and poor commitmеnt among mеmbеrs. 

5.4.2 Еffеct of Dividеnd Policy on Pеrformancе of Savings and Crеdit Sociеty 

Thе study also concludеd that dividеnd policy affеct pеrformancе of Saccos and whеn thе 

firm affords to pay dividеnds to mеmbеrs it lеads to an incrеasе in mеmbеr’s bеing 

motivatеd towards savings. Thе study also concludеd that dividеnd paymеnt acts as a strong 

indicator of thе SACCOs pеrformancе although on thе othеr hand, paymеnt of dividеnds 

minimizеs cash availability but incrеasеs thе sharеholdеrs wеalth. 

5.4.3 Еffеct of Liquidity on Pеrformancе of Savings and Crеdit Sociеty  

Thе study concludеd that thе SACCO oftеn mееts its short tеrm obligations thus implying 

that sharеholdеrs dеposits arе wеll protеctеd by SACCO managеmеnt. Thе rеsults also 

show that thе SACCO has had an opportunity to raisеs liquidity holdings as a rеsult bееn 

ablе to rеducе liquidity risks duе to adhеrеncе of liquidity rеgulations. It was also concludеd 

that thе SACCO is financially stablе and doеsn’t rеly on еxtеrnal borrowing to financе its 

daily activitiеs. Somе mеmbеrs havе еxpеriеncеd casеs of loan disbursеmеnt loan although 

a majority indicatе liquidity issuеs and a lack of collatеral. 

5.5 Rеcommеndations 

5.5.1 Rеcommеndations for Improvеmеnt 

5.5.1.1 Еffеct of Loan Dеfault on Pеrformancе of Savings and Crеdit Co-Opеrativе 

Sociеty  

It is rеcommеndеd that SACCO should continuously utilizе thе sеrvicеs of crеdit 

managеmеnt еxpеrts in ordеr to еnsurе thе procеss of granting crеdit, sеtting thе tеrms and 

еnsurе compliancе with thе firm’s crеdit policy. Through thе Annual Gеnеral Mееtings 

(AGM) mеmbеrs should raisе issuеs that nееd rеviеws, howеvеr this nееds to bе sеt by thе 

laid down rulеs by Sacco Sociеtiеs Rеgulatory Authority (SASRA). Loan dеfault risk 

еxposurе should also bе fully minimizеd by еnsuring propеr vеtting of mеmbеrs loan 

profilеs.  

5.5.1.2 Еffеct of Dividеnd Policy on Pеrformancе of Savings and Crеdit Sociеty 

Thе study rеcommеndеd that thе Sacco should strivе to makе surplus and thе procееds usеd 

to makе dividеnds paymеnts as this еncouragеs mеmbеrship savings and gaining invеstors’ 
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confidеncе. In ordеr to gеnеratе morе incomе, SACCOs should rеtain profits to invеst in 

profitablе projеcts or altеrnativеly crеatе products to supplеmеnt thе firms incomе.  

5.5.1.3 Еffеct of Liquidity on Pеrformancе of Savings and Crеdit Sociеty  

It was also rеcommеndеd that thе SACCO should strivе to еnsurе it always mееts its short 

tеrm obligations. This should bе donе by еnsuring thе firm adhеrеs strictly to thе liquidity 

rеgulations sеt by thе SACCO has this еnsurеs thе availability of loan disbursеmеnt to 

mеmbеrs. In circumstancеs whеrе thе firm is unablе to mееt is financial obligations, 

еxtеrnal borrowing may bе pursuеd to еnhancе firm’s activitiеs. Duе diligеncе should bе 

donе to еnsurе minimal casеs of loan dеfault among mеmbеrs. Morе еducation and training 

workshops should bе undеrtakеn to еnsurе mеmbеrs bеcomе awarе of thе firms liquidity 

lеvеls. 

5.5.2 Recommendations for Further Research 

This study sought to establish the financial challenges facing savings and credit co-

operative society in Kenya. The study focused on Presbyterian Church of East Africa Ruiru 

savings and credit Society. It is therefore recommended that further studies be done on 

other Sacco’s in Ruiru and other major towns to determine whether there is any effect of 

loan, dividend policy and liquidity on the performance.  
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APPENDICES 

APPENDIX I: INTRODUCTORY LETTER 

 

PHYLIS WAITHIRA GACHAU 

UNITED STATES INTERNATIONAL UNIVERSITY- AFRICA , 

P.O. Box 1289 – 00600, 

NAIROBI. 

 

Dear Respondent, 

RE: RESEARCH STUDY. 

In partial fulfillment of a Masters degree in Business Administration at the United States  

International University (USIU) – Africa. I am undertaking a research project with an aim  

of evaluating the effect of financial challenges on the performance of Sacco in Kiambu 

County, Kenya. 

Your contribution to this study will be highly appreciated as it will play a major role in 

completing the study. Any information provided on the questionnaire shall be treated as  

confidential. 

I take this opportunity to thank you in advance and it is my humble request that you will  

spare some of your few minutes to fill the questionnaire. 

Yours faithfully, 

 

 

Phylis Waithira Gachau. 
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APPENDIX II: QUESTIONNAIRE 

Section A: General Information 

1. Gender  Male         Female     

 

2. Age (years):Below 25    26-35         

 

35 and above                    

  

    3. Level of Education 

      Secondary    

 

      College  

      University        

      Other qualification (specify) ……………………………….. 

   4. Membership period 

     1year or less     

 

      2-5years                                        

  

     Above 5years               
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Section B: Effect of Loan default 

5. On a scale of 1-5 please evaluate the extent to which you agree with the statement below.  

Where 5 is Strongly Agree, 4-Agree, 3-Neutral, 2-Disagree, 1-Strongly Disagree. 

Please tick the appropriate. 

 

 

 Strongly  

Agree 

Agree Neutral Disagree Strongly  

Disagree 

Should SACCO use credit 

management experts in 

formulating loan policies. 

     

Should SACCO reviews its loan 

policy often. 

     

Does SACCOs monitor their loan 

default risk exposure to minimize 

the risk. 

     

Does SACCOs evaluate and 

analyze their loan default often. 

     

The rate of loan default in the  

SACCO is minimal 

 

     

Loan default affect the return on 

assets. 

     

 

6. Do members default on the loans disbursed? 

                    Yes [ ]                      No [ ] 

 

7. If yes, please explain various reasons of loan default. 

 …………………………………………………………………………………………… 

…………………………………………………………………………………………

… 
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Section C: Effect of dividend policy 

8. On a scale of 1-5 please evaluate the extent to which you agree with the statement below.  

Where 5 is Strongly Agree, 4-Agree, 3-Neutral, 2-Disagree, 1-Strongly Disagree. 

Please tick the appropriate. 

 

 Strongly  

Agree 

Agree Neutral Disagree Strongly  

Disagree 

Does Payment of dividends leads 

to increase in members savings. 

 

     

Dividend payment is a strong 

indicator of the SACCOs 

performance. 

 

     

Shoul SACCOs retain profits to  

invest in profitable projects. 

 

     

Payment of dividends minimizes 

the cash available to the 

management hence minimizing 

agency problem.  

     

Payment of dividends maximizes 

the shareholders wealth. 

     

Dividends are irrelevant in 

improving the SACCOs value. 
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Section D: Effect of Liquidity  

9. On a scale of 1-5 please evaluate the extent to which you agree with the statement below.  

Where 5 is Strongly Agree, 4-Agree, 3-Neutral, 2-Disagree, 1-Strongly Disagree. 

Please tick the appropriate. 

 

 Strongly  

Agree 

Agree Neutral Disagree Strongly  

Disagree 

Our SACCO often meets its short 

term obligations due to increased 

liquidity.  

 

     

There is Protection of members 

deposit by SACCO management. 
 

     

 Higher liquidity levels arising 

from adherence to liquidity 

regulations in our SACCO has 

enhanced our customer product 

portfolio.  

 

     

The SACCO raises liquidity 

holdings hence reducing liquidity 

risks due to adherence of liquidity 

regulations.  

     

The SACCO’s increased liquidity 

arising from adherence to liquidity 

regulations has enhanced our loan 

disbursement to members 

 

     

SACCOs rely on external 

borrowing to finance their 

activities. 

 

     

10. Do you experience cases where members have applied for loan and there is delay 

on issuance of loan? Yes (   )   No (   ) 

 

 11. If yes, please explain various reasons behind the delay of loan disbursement 

…………………………………………………………………………………………

… ……………………………………………………………………… 
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