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ABSTRACT

This study sought to determine the effects of digital credit on the financial inclusion of
the youth in Kangemi, Nairobi County, Kenya. The study was guided by three specific
objectives: to determine the direct effects of digital credit on financial inclusion of the
youth in Kangemi, Nairobi county; to establish the positive spillover effects of digital
credit on financial inclusion of the youth in Kangemi, Nairobi County; and, to investigate
the negative spillover effects of digital credit on financial inclusion of the youth in

Kangemi, Nairobi County. .

These objectives were attained by applying a descriptive research design and quantitative
research approach. The population of the study was drawn from 152,000 past and current
users of digital credit within Kangemi, Nairobi County. Using stratified random sampling
and Gill and Johnsons formula a sample size of 384 respondents was selected for
inclusion in the study. Collected data was analyzed using SPSS and MS Excel
worksheets. Descriptive statistics of frequency distributions, means and standard

deviations were generated. Analyzed data was depicted using tables and figures.

The study found that majority of the youth engaging in digital borrowing were male and
aged between 18 and 25 years. In addition, digital credit use was rampant among youth
who had attained an advanced level of education having at least completed secondary
education. Most digital users were keen on bank-owned digital credit services directly
linked to their mobile phone service providers with KCB-M-pesa and Mshwari being the

most popular product names.

Majority of the respondents opined that digital credit had generated positive spillover
effects on the financial inclusion of the youth in Kenya. Most youth who are borrowers of
digital loans were of the perception that these digital credit facilities had increased their
access to financing. The study found out that the digital credit had led to creation of
employment opportunities, reduction of poverty and increased financial independence
among the youth. Also, the study found that digital credit had boosted the relationship

between lenders and borrowers.

This study further established that digital credit had negative spillover effects on the

financial inclusion of the youth in Kenya. 39% of the respondents had two or more digital

iv



loans. Moreover, most of the individuals interviewed were listed in the Credit Reference
Bureau as a result of defaulting on digital loans. Easy access to digital credit often
resulted in over indebtedness and inability for youth to access further credit in cases
where they were listed in a Credit Reference Bureau due to default. Digital credit has led
to reckless financial behavior with many users regularly using digital loans to finance
expensive lifestyles or participate in varied gambling activities. Most of the respondents

were aware of the fact that the interest rates on digital loans was very high.

The study concluded that digital credit had a direct impact on financial inclusion of the
youth in Kangemi. It has granted the youth easy access to erstwhile difficult to get to
loans, friendly credit appraisal practices and a greater ability to cope with fluctuations in
income and personal emergencies. Further, digital loan services have assisted their clients

to generate credit history data, which is key to future access to credit.

The study recommended that providers of digital credit services keep up with the use of
innovation and social media platforms to facilitate provision of financial services to
unbanked youth. These service providers should also reduce the possibility of operational
risk in relation to the failure of loan disbursement channels, paused by the use of a single
money transfer platform, Mpesa. The study also recommended the introduction of
financial literacy plans for the youth as a way of influencing the responsible use of digital

credit.
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CHAPTER ONE

1.0 INTRODUCTION
1.1  Background of the Study

Digital credit is emerging as the new frontier of financial inclusion (Biscaye, Callaway,
Greenway, Anderson, Klawitter & Reynolds, 2017). The features of digital credit include
instant, remote approval and disbursement of credit based on non-traditional information
sources such as social media data, mobile phone activity, digital payments and mobile
banking history (Reynolds, Klawitter, Anderson, Biscaye, Callaway, Greenway, Lunchic-
Seymour, McDonald & Hayes, 2017). Lending institutions utilize these digital data
records to rate the creditworthiness and eligibility of a loan applicant over a mobile
device without face to face interaction (Consultative Group to Assist the Poor (CGAP),

2016).

Digital credit is driven by recent developments in the world of technology known as Big
Data. Runciman and Gordon (2014) define Big Data as huge sets of data whose size
surpasses the typical databases or ordinary computers’ processing capability. Marshall,
Mueck and Shockley (2015) observe that Big Data when managed effectively in its huge
volumes provide opportunity for lenders to conduct real time analysis. This is based on
what is depicted from these huge data volumes. It also enables the lender to react

accordingly, in real time.

Big Data has revolutionized the practice of credit scoring and by extension, financial
intermediation. Credit scoring has shifted from the exclusive use of traditional data.
Lenders now utilize innovative yet economical data such as social media activities, online

purchasing patterns and digital trail to infer credit risk (Onay and Oztiirk, 2018).

According to Dubey and Gunasekaran (2015), big data analytics work through the
integration of large amounts of data and technology. Through big data analytics, banks
are able to integrate, analyze and report all data that is available through sorting,
correlating, and exposing insights not attainable through the use of past data technologies.
Because of these features and capabilities, digital credit is becoming increasingly popular

among the financially excluded, in emerging and developing economies. Digital credit is



especially at the frontline of rapid financial inclusion in Sub-Saharan Africa, with a
market potential of over 300 million registered accounts by the year 2017 (Alliance for

Financial Inclusion, 2018).

In North America, specifically the US, Fintech companies spearhead digital finance.
These include a host of banks and non-financial institutions offering technologically
enabled financial and related services. In these countries, less than 50% of the populations
have taken up digital financial services and usage is mainly limited to savings and money
transfer. Digital credit is restricted to Peer-to-Peer platforms and short-term online loan

providers (EY Fintech Adoption Index, 2017).

Peer-to-Peer (P2P) lending has developed into a key channel for digital finance in the US.
P2P platforms gained popularity following the 2007-8 financial crisis. They offer cost-
friendly and intermediary-free opportunity to both lender and borrower. Institutional
investors control the P2P market in the US (Derayah Financial, 2017). Prosper.com, like
many big players in the US P2P space were fraught with challenges as start-ups. They
experienced high default rates and underfunding. The lending products were limited to
low-value unsecured short-term loans offered to individuals. (Yum, Lee and Chae, 2012).
The industry has however evolved rapidly over the years and now offers high returns to
the investors. Product offerings now include business and consumer secured loans with a

longer tenure (Derayah Financial, 2017).

In Latin America and the Caribbean, financial services deepening is increasing due to
interoperable systems that can function in line with traditional financial services. The
interoperability aspect is vital in that it creates competition and promotes innovation that
will ensure financial inclusion especially in provision of digital credit (Marrakech, 2017).
However, the use of digital finance is approximated as at less than 10% which is lower
than the global average of 17%. Most of the people in these regions prefer to use
traditional services like debit cards and use of traditional banking services. The report
further suggests that innovations like mobile banking are increasing financial inclusion
and should be encouraged because most of the people have access to mobile devices

(Global Financial index 2014).



Stapleton (2013) posited that Brazil is among countries, which have strengthened use of
innovative ways like internet as a way to create financial inclusion. The internet for
example as a tool for increasing financial inclusion is preferred given that it is perceived

as secure, convenient and can be done easily like through the mobile phones.

In Europe, particularly the UK, Fintechs also lead in digital finance. Individual investors
dominate the digital finance market in the UK (Derayah Financial, October 2017).
Komarova and Gonzalez (2015) found that, P2P lending advances financial exclusion.
The current irrational competitive behavior and the less than perfect information sources
associated with credit risk assessment coupled with unavailability of soft information
leads to eventual failure of the lenders and financial exclusion of otherwise viable

borrowers.

In Germany, the uptake of Fintech for borrowing has been surprisingly high compared to
the rate of adoption of savings and money transfer products (EY Fintech Adoption Index,
2017). Stewart and Jiirjens (2018) concluded that the uptake of Fintech by the German
people is low when compared to other European countries such as the UK. Germans are
sensitive about data security and their privacy online. Recent hacking of bank systems
and violation of data privacy has held them back from embracing digital finance and by
extension, digital credit. Borrowers in the developed world access digital credit via the

internet.

In Asia, financial inclusion among Pakistanis is increasing due to the adoption of mobile
banking by customers of financial service providers. Kazi and Mannan (2013) Digital
services are preferred due to easy access to these services as compared to traditional

channels like banking halls and credit cards.

Thakur and Srivastava (2013) outline the digital finance landscape in India. Majority of
the population possess mobile phones and hence have the potential to participate in digital
finance. The value of retail m-commerce sales across India grew from USD 6 billion to
USD 24 billion between 2015 and 2018. This is similar to the trend in other countries
with low banking penetration. The uptake of digital financial services via mobile

platforms has also been far-reaching.



In the Philippines, mobile phone subscription rates are very high at 128% (based on the
number of post-paid prescriptions and active pre-paid accounts used over the past three
months (Lim, Bool & Lim, 2017)). Active internet and social media use penetration
stands at almost 50% of the registered mobile phone users. Quick online loans are popular
in the Philippines. These providers normally issue low-value, short-term loans. Poor
internet connectivity, fear of security breaches and perceived high costs are some of the
factors that have inhibited the growth of mobile commerce in the Philippines (Lim et al,
2017). In 2016, the government embarked on an ambitious project aimed at providing
wi-fi facilities in all public places across the country (The Information and
Communications Technology Office of the Department of Science and Technology

(DOST-ICTO) Free Wi-Fi Internet Access in Public Places Project).

In Ghana, four of the six mobile operators offer mobile money transfer services across
providers. These companies have partnered with third party agents to offer accessible
avenues for converting digital money to cash and vice-versa. Though mobile phone
penetration was at about 12% in 2015, the use of mobile money transfers is fast growing
Cobla and Osei-Assibey (2018). In Nigeria, Karpowicz (2014) posited that financial

inclusion has been mainly hindered by inadequate innovations.

In Southern Africa especially in Mozambique, the availability of innovative financial
services like mobile money is increasing financial inclusion. This is partly as a result of
high adoption of mobile phones as well as availability of financial services from non-
traditional providers like telecommunication companies. There is also use of mobile
money for both savings and effecting remittances and substitution of accessing financial
services like loans, savings and deposits from traditional channels to more innovative

methods like mobile money and the internet (Batista and Vincente, 2013).

In Zimbabwe, use of innovative methods to offer financial services is increasing access to
financial services among people in the rural parts of the country. The most popular
financial services include sending and receiving remittances. These are people who have
not been banked before but as a result of availability of mobile money, they can now
access some form of financial services. On average the use of mobile financial services
by people who have no other form of banking is very high although digital credit is not as
popular as it is in East Africa (Thulani, Chitakunywe and Chummum, 2014). The study
4



also recommended that there should be supportive regulatory frameworks and

infrastructure to deepen financial services provision in African countries.

Mago & Chitokwindo (2014) examined the impact of mobile banking in Zimbabwe in as
far as financial inclusion is concerned. The study posited that there is need to address the
issue of financial inclusion given the high number of people without access to financial
services. The low income and unemployed citizens have been marginalized due to access
barriers. However, these marginalized people are willing to adopt cheaper and easier

ways to access financial services that they find convenient.

East Africa takes the lead on the growth of digital credit. According to Global System for
Mobile Association (GSMA) (2016), the number of mobile money accounts in Sub-
Saharan Africa has long surpassed the number of bank accounts. Mobile money transfers
are widely used in East Africa. Interoperability among the various mobile providers
within Tanzania and Kenya has been implemented, making money transfers convenient

yet cheaper. Tanzania currently has one digital credit product whereas Uganda has four.

According to Dabla Norris, Yan and Filiz (2015), diverse financial contacts have a
differential effect across Uganda with the country’s particular attributes having a big part
in determining the trade-offs and linkages between key economic indicators. The study
used firm level data from the World Bank Enterprise survey for nations that are at

different stages of financial advancement.

In Tanzania, Ndulu (2013) contends that the Central Bank of Tanzania has set up the
National Financial framework that shows how vital financial inclusion is to the country’s
economy as it helps alleviate poverty among those without access to financial services.
Further, financial inclusion provides growth of small businesses that stimulate growth of

other sectors of the economy.

According to InterMedia (2013), the rate at which mobile communication services have
been adopted by many households in Tanzania could potentially expand the money
market. 66% of households have access to a mobile phone Out of theses, 35% have
access to some form of mobile money and this highlights how potentially beneficial

mobile money is in providing access to financial services.



Duanne, O'Reilly, and Andreev (2014) posited that even though a lot of access to use of
mobile phones by those excluded financially is more cost effective way of financial
inclusion, there need to be regulations that will cater for frameworks and interoperability
issues using mobile money. In East African countries, regulations that allow mobile
network led operations are more successful than in those countries like Nigeria that use

bank led operations as far as financial inclusion is concerned.

According to the Organisation for Economic Co-operation and Development (OECD)
(2018), enterprises set-up by the youth in East Africa make a significant contribution to
overall employment creation. These enterprises create more than double the number of
jobs that other enterprises that do not fit within the definition of youth enterprises. These
enterprises ride on digital financial platforms such as mobile banking to spur productivity

and job creation.

Further, Alliance for financial inclusion (2018) asserted that use of innovative credit
assessment in East Africa has resulted to high growth of digital credit and offers low cost
of lending. The lenders use information like credit usage, airtime bundles, and call history
to determine credit worthiness of potential borrowers and thus reduce risk of exposure to

bad debts.

Kenya is arguably the most developed digital credit market in the region, with a
remarkable rise in financial inclusion as accessibility grew by nearly 300 percent over the
last decade (Ndungu, Morales, & Ndirangu, 2016). This innovation in the financial sector
has become very popular with consumers. Recent statistics suggest that 1 in every 5
people used digital credit products in the year 2015 (Francis, Blumenstock, & Robinson,
2017). Kenya now has over twenty digital credit products and the number grows
consistently (Evans School Policy Analysis and Research Group (EPAR), 2017). Unlike
borrowers in other markets, Kenyans use a variety of channels to access digital credit
services. These include SIM toolkits, apps, websites, app-based payroll lending,
Unstructured Supplementary Service Data (USSD), Sim toolkit utilities and airtime
platforms. The loans range in amount from Kes 50 to Kes 1 million. Repayment periods
range from seven days to one year. Annualized percentage interest rates (APR) charged
on these loans range from between 12% and 621% per annum (Kaffenberger & Chege,

2016).



M-Shwari, a digital loan product by Safaricom and the Commercial Bank of Africa made
its entry into the digital finance market in the year 2012. Since then, it has disbursed over
Ksh.200 million loans. Kenya Commercial Bank, which is Kenya’s largest bank in terms
of asset base, disburses 90 percent of its loans digitally through a mobile platform called

KCB Mpesa (Alliance for Financial Inclusion, 2018).

Digital credit is therefore becoming an attractive model for deepening financial inclusion
(Wright, 2017). However, many of the digital credit products are very recent and
therefore, their impact on the consumer market remains to be seen even when widespread
use appears to be evident (Anderson, Klawitter, & Reynolds, 2017). Furthermore, in spite
of the dramatic rise in uptake of digital credit products in Kenya, a high default rate on
digital loan has been reported, with an estimated 2 million people, representing close to
50 percent of digital credit consumers having been blacklisted in credit reference bureaus
(Francis, Blumenstock & Robinson (2017). Concerns have arisen over how borrowers use
these loans, consumer protection practices and the risk that such products may pose to
borrowers (Kaffenberger & Chege, 2016). There have been disagreements among
scholars regarding the best approach to digital credit provision for financial inclusion and

this is largely attributable to lack of compelling research evidence (Wanjiru, 2016).

A digital credit survey report published by FSD Kenya (2018) revealed that the youth —
defined as those within the age group of 18 to 35 years, were more likely to be digital
borrowers than other age groups. This signals that digital credit is potentially reaching out
to the young segment of the population, which has hitherto been excluded from financial
services. The youth account for the majority of Kenya’s population. Therefore, they form

a key market segment for financial services.

1.2 Statement of the Problem

The youth are important to Kenya’s economy as they play a key role in the development
of the financial industry. Their inclusion in the financial market can spur economic
growth and development of the nation. However, there is limited evidence of how digital
credit has impacted on them in terms of financial inclusion and the few studies done thus
far report contradictory findings. Michelle (2016) studied the effect of digital finance on

financial inclusion. Contrary to expectations though, results showed that digital financing



had no effect on financial inclusion. In contrast, a study by Kithinji (2017) reported that
the effect of digital banking on financial inclusion was positive. This signals the need for
more empirical studies in this area. The study sought to explore the direct and spillover

effects of digital credit on financial inclusion of the youth in Kangemi, Nairobi County.

1.3 General Objective
This study determined the direct and spillover effects of digital credit on financial

inclusion of the youth in Kangemi, Nairobi County.

1.4 Specific Objectives

The study was guided by three specific objectives:

1.4.1 To determine the direct effect of digital credit on financial inclusion of the youth
in Kangemi, Nairobi County.

1.4.2 To assess the positive spillovers of digital credit on financial inclusion of the
youth in Kangemi, Nairobi County.

1.4.3 To investigate the negative spillovers of digital credit on financial inclusion of the

youth in Kangemi, Nairobi County.

1.5  Importance of the Study

Digital credit is a recent innovation in the global financial market. Knowledge of its
sustainability and impact is just burgeoning. This study provided evidence base upon
which to initiate policies on financial inclusion of the youth in Kenya. The study offered
insights and market intelligence on the youth segments in terms of how digital credit is
transforming their economic lives. This will help to identify gaps in digital credit
provision that need improvement. The study was of significance to the following

stakeholders:
1.5.1 Digital Financial Service Providers

The study provided insights and market intelligence on the youth segments in terms of
how digital credit is transforming their economic lives. This will help identify gaps in
digital credit provision. The industry players can draw important lessons on how to

repackage their services in order to serve the youth segment better.



1.5.2 Digital Credit Consumers

This study provided a platform for giving valuable feedback to digital lenders and
financial service providers in order to improve their product and service offering. As a
result, digital credit consumers will enjoy better services that accrue from the
improvements made through the feedback analyzed in this study. These may include new

service innovations, service improvements or financial inclusion.
1.5.3 Policymakers

Policy makers such as the Central Bank of Kenya and other financial regulatory
authorities and agencies can use the study as an evidence base upon which to develop
progressive policies to protect digital credit consumers, lenders and the society at large

from negative spillovers of digital credit provision.
1.5.4 Academia

This research will advance knowledge on the provision of digital credit with respect to the
youth segment. The study also suggested future research directions that could be
explored. Future academicians and researchers wishing to extend studies on the subject of

digital credit can use the report as reference material.

1.6 Scope of the Study

The research targeted the approximately one million Safaricom Mshwari digital credit
consumers within the age group of 18 to 35 years in Kangemi, Nairobi County. Using
stratified random sampling based on gender, a representative sample size was selected for
inclusion in the study. Inferences were drawn from self-reports of current and past
consumers of digital credit within this age group. The age group of 18 to 35 years was
chosen because it fits into the legal definition of youth in Kenya. The study was

undertaken in Spring, 2020.

1.7 Definition of Terms

1.7.1 Big data

Big Data refers to huge sets of data whose size surpasses the typical databases or ordinary

computers’ processing capability (Runciman & Gordon, 2014).



1.7.2 Digital credit

This is the provision of financial loans over a mobile device characterized by instant,
remote approval and disbursement based on non-traditional information sources such as
social media data, mobile phone activity, digital payments and mobile banking history
(Reynolds, Klawitter, Anderson, Biscaye, Callaway, Greenaway, Lunchick-Seymour,

McDonald, & Hayes, 2017).

1.7.3 Financial inclusion

This is the access to useful and affordable credit and other financial products and services

that meet the needs of consumers (Consultative Group to Assist the Poor (CGAP), 2016).

1.7.4 Financial intermediation

This is the process of linking depositors with borrowers whereby banks take funds from

the depositors and lend it to borrowers (Michelle, 2016).

1.7.5 Spillover effects

These are the unrelated socioeconomic effects that are felt in society as a result of the
activities and actions related to digital credit (Biscaye et al. 2017).

1.8  Chapter Summary

This chapter has set the scene by providing background to the study and stating the
problem. The chapter has also outlined the general objective of this study, which was to
determine the direct and spillover effects of digital credit on financial inclusion of the
youth in Kangemi, Nairobi County. It has also outlined the specific objectives of the
study.

Chapter two will review related theoretical and empirical literature. Chapter three will
entail a description of the research methodology that was used. Relevant appendices such
as the data collection instrument will also be included. Chapter four will present and
interpret the results and findings of the study. Finally, chapter 5 will discuss the research
findings, detail the conclusions drawn from the study and give recommendations for

improvements in the field of digital credit as well suggestions for future studies.
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CHAPTER TWO

2.0 LITERATURE REVIEW

2.1  Introduction

This chapter presents a critical review of the theoretical and empirical literature on digital
credit and its effect on financial inclusion. The chapter is presented in three sections. The
first section outlines the direct effects of digital credit on financial inclusion. The second
and third sections present a discussion of the positive and negative spillovers of financial
inclusion, respectively. A summary of the literature review is presented at the end of the

chapter.

2.2 Direct Effects of Digital Credit on Financial Inclusion

Financial inclusion of the youth means that the youth have access to useful and affordable
financial products and services that meet their personal and business needs. These needs
include transactions, payments, savings, credit and insurance, must be delivered in a
dependable and sustainable way (Singh, 2017). Digital credit can have direct and
spillover effects on the financial inclusion of marginalized populations including the
youth (Agola, 2017). In this study, direct effects of digital credit encompass the outcomes
of digital credit on the youth in terms of access, operating capital, and credit history.

These direct effect dimensions are discussed in turn as follows:

2.2.1 Access to Credit

Access to credit is the likelihood that the youth can get financial services such as loans,
insurance and other related services without price or non-price barriers (Muguchu, 2013).
Access to credit is one of the key determinants of the provision of small loans and is
known as the second bottom-line objective for the microfinance sector (Pati and Roy,
2018). Access to credit has been identified as a challenge to the youth for a myriad of
reasons including the perception that many youth are high risk, lack experience and do
not possess collateral (Agola, 2017). These are just but a sample of what is referred to by
Muguchu (2013) as price and non-price barriers. The onset of digital finance has
presented the prospect to connect many youth with financial intermediation providers
(Michelle, 2016). Digital finance platforms have allowed the use of non-conventional

data as a source of information. This information is handy in facilitating novel ways of
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credit scoring. Bypassing of price and non-price barriers such as collateral or credit
history guarantees the extension of credit to many youth (Francis, Blumenstock, &

Robinson, 2017).

There is a correlation between improved access to credit and the Technology Acceptance
Model (TAM) developed by F.D Davis in 1986. TAM proposes two technology
acceptance measures; usefulness and the ease of use of a given technology and explains
how attitude and perceptions influence adoption of new technologies Monyoncho (2015).
According to Hannig and Jasen (2010), financial inclusion is illustrated by appearance of
new clients into the formal financial arena. The digital credit system has eased the
borrowing process by among other practices, precluding the need for preceding credit
history or collateral assets, as a prerequisite to accessing loans. Consequently,
opportunities for the youth who were hitherto unable to access traditional loans, have

unfolded (Blechman, 2016).

Hwang & Telez, (2016) conducted a study aimed at interrogating the growing penetration
of digital credit. The study was done using 10 case examples, 5 of who were located in
Sub-Saharan Africa. The study found that digital credit is serving an important role in
widening financial inclusion. Further, it has created an avenue through which the poor

can be provided with much needed financial services outside of digital payments.

Ndungu, Morales, and Ndirangu, (2016) assessed the nature and effect of the exponential
growth of digital finance in Africa. The study explored the sector in Kenya, Uganda,
Tanzania, Rwanda, Zambia and Nigeria. The conclusions of the study showed that
financial inclusion in the Kenyan context is not merely limited to providing cheap credit
to people. In fact, financial inclusion mainly hinges on granting excluded populations

access to financial services.

Some empirical studies contradict the view that access to digital finance services impacts
financial inclusion. Michelle (2016) studied the effect of digital finance on financial
inclusion in the banking industry in Kenya. In this study, digital financial services
comprised of agency banking, mobile banking and internet banking while financial

inclusion was measured by credit penetration. The study targeted 13 banking institutions
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in Kenya, which offer all of the three digital financial services. The findings of the study
led to the conclusion that digital finance had no correlation with financial inclusion in
Kenya’s banking sector. The researcher observed that banks adopt digital financial
services to lower operating costs thereby improving profitability and financial
performance. However, the study was arguably pre-mature because digital credit is a

relatively new innovation, which by the time of her study, was barely two years old.

2.2.2 Operating Capital

Operating capital is defined as the money that finances the activities undertaken during
the daily management of a business. The youth are urged to engage in entrepreneurship
and income generating projects. These efforts to promote self-employment among the
youth have yielded many youth start-up businesses. Some business opportunities have
such a short lifespan that those who are equipped with the requisite resources are the only
ones who are able to exploit them in a timely manner. Digital credit can offer a source of
immediate financing to seize unanticipated opportunities. Throughout the life of a
business, income may not always correspond with expenses incurred and the youth may
thus resort to digital credit as a bridge of the chasm emanating from a mismatch of
inflows and outflows. Such businesses require working capital — the funding needed to

support running the business from day-to-day (Agarwal, 2013).

FSD-Kenya carried out an assessment of the growth of digital credit in the Kenyan
market. The scope of the study encompassed a population of 3,150 digital credit users.
The results of this study revealed that the most prevalent use of digital credit among

Kenyans is to finance business activities (Tololo, 2018).

Agola (2017) researched access to M-Shwari loans for youth-owned micro and small
enterprises in Ongata-Rongai, Kenya. Safaricom’s Mshwari has disbursed 230 million
loans since inception in 2012; with the youth forming the majority of M-shwari users.
The results showed that that access to the loan was vital in restocking of businesses,
bridge finance and generally boosting levels of working capital in youth-owned Medium

and Small-sized Enterprises.
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Kiiti and Hennink (2016) studied the perceptions and experiences of Jua Kali (informal
traders) with the digital lending platform, M-pesa. A mixed method triangulating
quantitative and qualitative data was used. In-depth interviews, focus group discussions,
and a demographic survey were administered in eight Study Sites across four regions of
Kenya. The study found that though the users considered M-shwari loans beneficial in

boosting their businesses, these loans were punitively priced.

Gubbins and Tololo (2017) investigated the evolution of digital lending in Kenya. They
sought to establish among other facts, the purposes for which Kenyans in various
population sub-groups procured digital credit. Data for the study was drawn from a
sampling frame of 6,710 adults who had been interviewed during a previous survey. The
conclusions of the study included the observation that business owners are 66% more
likely than employed adults to use digital loans for production rather than personal

consumption.

2.2.3 Credit History

Traditional lending models by their very nature bring about the exclusion of many youth
from credit access. This is due to the fact that the youth lack credit history, a key basis for
appraisal of one’s credit rating (Kidwell, Blackwell, Sias, & Whidbee, 2016). The
dilemma over lending to the youth, a significant proportion of the financially excluded, is
being tackled by analyzing their digital finance behavioural patterns. To this end,
algorithms are applied to customers’ mobile money transaction histories (International
Telecommunication Union (ITU), 2016). This is particularly relevant in developing
countries, where a majority of the youth do not have credit scores, due in part to the lack
of documented financial transactions that a lender can exploit (Francis, et al, 2017).
Digital transaction details are based not only on savings and loan repayment history, but
also on a multitude of activities that form one’s digital footprint. These include mobile

money transactions and the purchase of airtime (Alliance for Financial Inclusion, 2018).

A study by Biscaye et al. (2017) concluded that even unassuming actions such as
including surnames in one’s phone contact list, the number of calls a person makes,
whom they call, texting patterns, occupation, their level of education, and group of

friends determines the likelihood of loan repayment. Consequently, the previously
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financially excluded populations are now able to generate a transaction history based on
airtime and mobile money activity. This, in turn, provides a basis for lenders to evaluate

their creditworthiness (Alliance for Financial Inclusion, 2018).

Berg, Burg, Gombov and Purin (2018) analyzed the relationship between the digital
footprint and forecasting a borrower’s repayment patterns. A data set consisting of an
estimated 250,000 surveillances from an E-Commerce company located in Germany was
utilized. The results revealed that even the most basic forms of digital footprint match or
surpass the information content of credit bureau scores and are thus reliable for purposes

of establishing creditworthiness.

Costa, Deb, and Kubzansky (2015) examined the motivation, behaviours and experiences
of “early adopters” of BDSC (Big Data, Small Credit) users in Kenya and Colombia. The
data collection process involved in-depth interviews administered to 10 participants in
each country. The researchers found that, the value proposition occasioned by the use of
alternative credit scoring offerings employed by digital lenders was very significant. In
fact, the participants’ willingness to divulge personal information so as to access digital

credit overrode their concerns for the safety of said data.

Goodluck and Mori (2017) questioned the impact that the credit history and growing
inducements of clients of informal lenders exert on loan repayment patterns. Specifically,
the researchers examined multiple borrowing and progressive lending. Data was obtained
from 835 borrowers from a lending institution in Tanzania. The study used descriptive
analysis and econometric models to determine the relationship between the variables. The
findings showed that clients who had procured more than one loan simultaneously were
prone to poor repayments patterns. In contrast, clients who were beneficiaries of
progressive lending models did in fact pay their loans within the agreed timelines.
Progressive lending therefore aids in the accumulation of repayment performance that can

be used to assess credit limits and bridge existing information deficits.

2.3  Positive Spillovers of Digital Credit on Financial Inclusion
Positive spillover effects are those externalities that occur and have an inadvertent

favourable bearing on third parties (Husted & Allen, 2010). Maltz, Thompson and
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Ringold (2011) argue that externalities come into play when private costs or benefits do
not match social costs or benefits. Positive externalities occur when digital credit yields
benefits to others without them paying. Positive spillovers are understood as welcome

externalities that accrue to third parties from the provision of digital credit.

2.3.1 Employment Creation

Youth unemployment has and continues to be one of the most persistent challenges in
many developing nations and, in Kenya, the problem is exceptionally grave (United
Nations Development Programme, 2013). Digital credit plays a role in addressing the
youth unemployment challenge in Kenya. It empowers young entrepreneurs through
increased access to credit, which can then promote job creation and employment. This is
because digital credit is a system of microfinance that supports self-employment projects
thereby enabling the youth to not only employ themselves, but also generate employment

prospects for fellow youth (Ali, Abu-Hadi, & Sheikh, 2013).

Gasperin, Rotondi and Stanca (2019) explored the role of mobile money in improving
financial inclusion and, by extension, employment outcomes, especially in areas where
adequate financial infrastructures are lacking. Data was drawn from individuals in 8
developing countries. The results of the study indicated that compared to non-users,
individuals who use mobile money are more likely to become self-employed and to

access regular renumeration.

Agrawal (2016) carried out an empirical research with a bid to investigate the impact of
mobile money of those living at the bottom of the pyramid in India. The research was
based on secondary data collected from vast publically available resources. The results
indicated that mobile money not only an increase in e-commerce, it also boosts creation

of jobs.

Plyler, Haas and Nagarajan (2010) conducted a studay in Kibera, Murang’a and Kitui,
Kenya. The goal of the study was to determine how mobile money usage via M-pesa
affected local economic expansion. Local economic expansion included among other
parameters, an increase in local businesses, employment opportunities and cash

circulation. The data set ensured a fair representation in terms of geographical location,
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urban/rural setting and distribution of M-pesa agents. A deep-dive methodology was used
to collect data with qualitative data covering the bulk of information soughtt. Quantitative
data was limited. The researchers concluded that the use of M-pesa did have an effect on
the economy within communities in Kenya and that it had a direct bearing on improved

and increased employment opportunities.

Certain studies however, challenge the above views. Agola (2017) investigated the effects
of access to M-Shwari loan on youth-owned micro and small enterprises in Ongata-
Rongai, Kenya. Conclusions drawn from this study indicate that the impact of M-shwari
loan access on employment creation in youth owned micro and small enterprises is not
significantly high. Results showed that access to M-shwari loans facilitated but a few
youth owned MSES in providing employment opportunities. This finding challenges the
confidence that has characterized the emergence of digital credit as a financial inclusion

inducing innovation (Agola, 2017).

2.3.2 Financial Literacy

Financial literacy refers to the knowledge and understanding of financial concepts and
risks, coupled with the skills, motivation and confidence to apply such knowledge in
order to make effective financial decisions towards the improvement of financial
wellbeing of oneself and society (Saeedi & Hamedi, 2018). Most authors use financial
literacy, financial capability and financial knowledge or education interchangeably.
Knowledge about effective use of money for personal finance and business is an

important aspect of leading a healthy financial life (Michelle, 2016).

Budgeting basics, understanding of finance costs especially impact of interest costs,
identity theft and interests, importance of savings and the prudent use of credit
(Braverman, 2015). Financial literacy influences responsible use of digital credit for
personal financial management measures such as maintaining savings, income and/or

consumption smoothing and emergency coping.

According to a 2016 world development report by the World Bank Group (2016), the

provision of digital credit can increase the incentive to save through automatic deposits,
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text reminders or default options. The report found that texted reminders led to a 16

percent increase in savings among digital credit users in the Philippines, Peru and Bolivia.

Apiors and Suzuki (2018) carried out a study in Ghana with the purpose of establishing
how use of mobile money affects savings. The investigation used individual-level data
from the Ashanti region. The study population included both users and non-users of
digital money services. The stratified sampling method was used to arrive at the required
data set and the survey tool of choice was a questionnaire. Data was analyzed using linear
regression. The findings of the study indicated that mobile money users were likely to

save larger amounts as compared to non-users.

Research conducted in Kenya by Suri, Jack and Stoker (2012) concluded that access to
mobile money agents within a 1-km radius of households boosts household’s savings

between 2-3%.

The Kenya Commercial Bank allows digital credit borrowers the option to lock the
deposits held in their KCB M-PESA account as a term deposit for such specified
duration, interest rate and other terms as may be agreed between them and the Bank.
Term deposits range from 1 month to 12 months. The bank gives incentives to save
through earnings on fixed deposit. Depositors can save up to Ksh.1,000,000 in term
deposits using this digital credit platform (KCB, 2018). Similarly, Mshwari promotes a
savings culture by offering digital savings and loan products. A report released by the
Commercial Bank of Africa indicates that females are utilizing the savings product more
and older males are saving at a higher rate. This is facilitated through Mshwari Lock, a
flexible fixed deposit account that allows digital credit borrowers to make short-term

savings.

Digital credit can provide a relief for financial pressure and demanding monetary needs
during times of urgent need and where income smoothing is needed. Income smoothing
refers to the balancing of in-flows of money, such that the number and depth of major
dips in income during the year is reduced (Dunford, 2012). According to Financial Sector

Deepening Kenya (2016), many Kenyan youth face fluctuating income levels.
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Mobile loans have been branded as the fastest loan application and underwriting model in

the history of financial intermediation (Blechman, 2016).

Sife, Kiondo and Macha (2017) evaluated the effect of mobile on rural livelihoods and
poverty reduction in Morogoro region of Tanzania. The study sample included 310
households, 74 focus group participants and 22 key informants. Data was collected
through questionnaire, focus group discussions and key informant interviews. The results
confirmed that the use of mobile phone services contribute to helping people overcome

their vulnerabilities by improving their ability to deal with emergencies.

Bharadwaj, Jack and Suri (2017) studied the impact of M-shwari, a credit product off-
shoot of the Kenyan mobile money service, M-PESA. The study used a mixture of
administrative data from a sample of active M-shwari clients whose accounts were at
least two years old. The data collected indicated that in the 6 months preceding the study,
approximately 90% of the subjects in the sample had experienced negative shocks that
typically lead to the relinquishing of expenditures. The findings of the research revealed
that M-shwari loans bolster resilience by ensuring that borrowers were 6.3% less likely to
forgo certain expenses stemming from negative shocks. The study further concluded that
the level of resilience offered by M-shwari loans is not a solution to substantial credit

market failures.

24 Negative Spillovers of Digital Credit on Financial Inclusion

Negative spillovers of digital credit on financial inclusion of the youth occur when
production or consumption of digital credit products imposes uncompensated costs on
other parties (Maltz et al., 2011). The Asymmetric Information theory is anchored in the
fact that one party to a financial contract might be having more information about the
subject matter than the other party. The theory was originally put forward by Akerlof in
1970. It holds that in provision of financial services like funding, it may be difficult to
distinguish between good and bad borrowers. This situation according to Richard (2011)
may bring up issues of moral hazard and adverse selection challenge. When conducting a
financial transaction, and one party to the contract has more information about the

business at hand, he/she is in a superior position to negotiate even for favorable terms in
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that transaction than the other party. This situation makes the other party disadvantaged

when it comes to making decisions regarding the financial contract at hand.

2.4.1 Moral Hazard

Moral hazard is a problem in financial intermediation that arises when a borrower’s
incentives to default on their debt obligations outweighs prospective consequences of
default (Shahchera, Arbabian, & Shadrokh, 2014). Even though financial inclusion
through digital credit is expected to advance the well-being of the youth, it also exposes
lenders to moral hazards which could have a widespread bearing on the financial stability
of the banking sector (World Bank, 2018). One of the major challenges faced in lending
to the youth, particularly via personal unsecured loan products is that the youth are highly
risky since they are generally low net-worth individuals with little or no collateral that can
be acquired by the bank in the event of default (Wanjiru, 2016). Thus, digital credit
default risk is borne by the lender (Anderson et al., 2017). Because of this, borrower
behavior may change significantly for better or worse due to instant access to credit
(Karlan, Kendall, Mann, Suri, & Zinman, 2016). The study by Totolo (2018) in Kenya,
for instance, revealed that digital borrowers were almost twice as likely to have tried

mobile-based betting at least once in their lifetime.

The ease of obtaining mobile credit, coupled with insistent advertising influences the
occurrence of moral hazard as it can well turn such loans into impulse purchases
(Blechman, 2016). Empirical studies have shown that those whose financial knowledge is
wanting may also be tempted to take out complex and/or needless loans and by extension,
fail to understand the damaging implications of defaulting on those loans (Blechman,
2016 ; Fancis et al., 2017). A study by Totolo (2018) in Kenya revealed that lack of
proper planning was the third prevalent reason for late loan repayment. It therefore means
that unless accompanied by consumer education, digital credit provision can lead to high
default among the youth that can cause instability in the financial system or even possible

market failure.

Mwadime (2017) assessed the impact of sports betting, a form of gambling, in Kenya.
Using descriptive research design and the quantitative research approach a sample size of

100 respondents was selected from a population of 2 million individuals who were
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engaged in sports betting. The study revealed that that majority of the individuals
engaging in sports betting were employed male of the ages below 40 years and above 21
years. Further, mobile money had an influence on sports betting in Nairobi as it
encouraged sports betting due to seamless integration of mobile money wallets and sports

betting platforms, privacy, reliability, consistency and ease of use.

Cobla and Osei-Assibey (2018) investigated how the use of the mobile money technology
among students in Ghana affects their spending behaviour. Data was collected from a
random sample of 506 students attending the University of Ghana and analyzed using the
least squares regression technique. The findings suggested that consistent use of mobile
money services has major implications on students spending behaviour. The students
tended to spend more money and save much less than those who were not using mobile
money. The study concluded that the use of mobile encouraged negative practices such as

indiscriminate spending.

Whereas digital credit can in principle be useful to cash-strapped youth by providing
liquidity in times of high need, it may also be detrimental, causing over-indebtedness
thereby making it hard to fulfill debt obligations (Francis, et al, 2017). Over-indebtedness
is described as a situation characterized by unrelenting inequity between loan obligations
and income needed to repay debt in a timely manner. This failure to meet loan obligations

leaves the youth in a constant state of debt distress (Ssebagala, 2017).

Over-indebtedness is a problem commonly related to the issuance of microcredit (Wilson,
2016). In the case of M-Shwari, for example, overdue loans are automatically rolled over
for further 30-day cycle under the same terms, and borrowers are alerted via text
messages and calls from customer service agents (Hwang & Telez, 2016). The report by
Totolo (2018) revealed that over a third (35%) of digital borrowers had engaged multiple
digital lenders, and that 14 percent of borrowers were juggling loans from several digital

lenders at the time of the study.

Many borrowers in the report by Totolo (2018) reveal that they slashed expenditure and
even drew from their savings to settle digital loans. Many youth make spending decisions

disregarding material restrictions, resulting in overwhelming levels of debt.
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Fanta and Makina (2019) explored the relationship between over-indebtedness and
poverty in 15 sub-Saharan African countries. The data collected was analyzed using the
binary logistic regression technique. The results indicated that over-indebtedness was
caused by multiple borrowing and poor levels of financial literacy among borrowers. The
researchers further found that over-indebtedness impoverished borrowers rather than

benefit them.

Malwatta, Amaratunga and Withanawaswan (2016) studied over-indebtedness the Sri
Lankan gold loan market. The data set comprised of 60 gold loan clients from Colombo.
The data was subjected to regression analysis. The study found that over-indebtedness
was rife among clients who borrowed from purposes of consumption, rather than

investment.

2.4.2 Punitive Consequences of Default

Mazer and McKee (2017) suggest that many youth at the bottom of the pyramid are
largely ignorant of loan costs and the penalties of default. This is aggravated by interface
constraints, such as short menus and small screens; impulsive and instant borrowing
decision making; and the ease of renewal of high-cost loans. These can cause the youth to
take expensive loans, borrow imprudently, struggle with timely loan repayment, and
paying the penalty of delinquent loans through blacklisting in the credit reference
bureaus. Typically, annualized interest rates of digital credit are very high compared to
interest rates charged on most conventional consumer or microfinance credit products.
Most digital credit products featured charge monthly interest rates of between 2 percent
and 10 percent (Hwang & Telez, 2016). Blechman (2016) cautions that if nonpayment of
digital loans is reported to credit references bureaus, unsuspecting youth may be
blacklisted for not fulfilling settlement conditions that they did not understand, or were

incapable of meeting.

An empirical study by Carlson (2017) sought to explore the way in which dynamic
incentives in lending influence the loan repayment behavior of digital credit borrowers.
The research was conducted using 83,000 customers of a mobile loan provider in sub-
Saharan Africa. These customers had borrowed a total of 340,000 loans. These loans were

small, short-term and relatively expensive. The study noted that most borrowers took out
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loans in quick succession. The findings showed that first time borrowers who received
large loan amounts were more likely to default as compared to repeat borrowers.
Borrowers were therefore dedicated to repaying their loans as this helped them obtain
larger loan amounts over time. Moreover, the lender’s policy recommended blacklisting

borrowers in case of default.

Notwithstanding the spectacular rise in the uptake of digital credit products in Kenya, a
high default rate on digital loans has been reported, with an estimated 2 million people,
representing close to 50 percent of digital loan consumers having been blacklisted in
credit reference bureaus (Francis et al., 2017). For instance, an estimated 2 million people
have been reported to the Kenyan Credit Reference Bureau for M-Shwari default, many
for immaterial amounts of a few shillings (Francis et al, 2017). Hwang and Telez (2016)
observe that those who do not honor the loan deadlines are negatively reported to the
credit bureau. Additionally, the negative information remains on record for many years

following the fulfillment of the relevant debt obligations.

2.4.3 Data Security Breach

The theory of financial innovations helps us understand how new innovations such as
digital credit in the financial sector enhance allocation of scarce resources, enhance
financial markets liquidity and improves accessibility to upcoming prospects and this
activities lead to deepening of financial inclusion Blach (2011). The very nature of digital
credit, characterized by fast, automated, and off-site access can however, cause consumer
protection risks that are distinct from those of more conventional consumer and
microenterprise credit models (Mazer & McKee, 2017). The youth are an especially
susceptible group given their lack of experience and awareness of these issues, limited
alternatives and the challenges they have in articulating grievances effectively (Wyman,

2017).

The World Bank (2017) warns that while digital loans can profit borrowers by enhancing
access to credit, they have a related array of unconventional risks. In an overview of the
current state of digital credit in Kenya, Francis et al, (2017) that though most individuals

would regard the data ordinarily employed on digital credit systems as private, it was not
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evident that borrowers altogether understood how such data was applied in ascertaining

loan eligibility.

Access to digital credit may carry the risk of violation of data privacy rights. Karlan,
Kendall, Mann, Pande, Suri and Zinman (2016) express concerns over the protection of
client welfare and point out unethical practices on the part of credit providers. The ITU
(2016) raises the concern that digital lenders are in an advantageous position that allows
them to store a considerable amount of consumer data and manipulate its exploitation.
The onus is on lenders therefore to provide enlightening content on prudent borrowing
behaviour, and the possible consequences of loan default (Mazer & McKee, 2017). These
authors observe that lenders do not explicitly relay information regarding the personal
information or data they are gathering from consumers, how they or their partners use it
to make digital credit offers, and whether consumers are able to access, correct, and

restrict the sharing of their data (Mazer & McKee, 2017).

An evaluation of various digital loan products by the International Finance Corporation
and the Mastercard Foundation (2017) observed that one provider’s terms and conditions
included the lender’s right to blacklist their names online. In cases such as this, customers
may be ignorant of the fact that they are agreeing to temporarily forfeit their privacy
rights for the duration they have defaulted. Similarly, a study by Kaffenberger, Totolo and
Soursourian. (2018) revealed that majority of the 8.2 million Kenyans who had digital
loans as of May, 2018 likely did not entirely comprehend the terms and conditions of the
digital loans they procured. Rather than boost their credit ratings, half of all digital
borrowers in the country are now ‘negatively listed,” branded as defaulters and prohibited

from accessing further credit.

Empirical studies have highlighted the predatory nature of the credit scoring mechanisms
employed by some digital loan providers. Bruckner (2019) and Francis et al, (2017)
singled out the case of Lenndo, a Singapore based credit rating agency. Lenndo’s
algorithms overtly but shrewdly use information on borrowers’ social networks. Lenddo
asks its borrowers to select a “Trusted Network" of at least three people. When a
borrower defaults, this “Trusted Network's” Lenddo scores suffer and they become less

likely to qualify for a loan with Lenddo.
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2.5 Chapter Summary

This chapter has examined the empirical literature on digital credit and it’s direct as well
as spillover effects on financial inclusion of the youth. The literature has explored the
theories that underpin the issues discussed and have been presented in line with the
specific objectives of the study. In the next chapter, a description of the research

methodology that guided the undertaking of the current research will be presented.
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CHAPTER THREE

3.0 RESEARCH METHODOLOGY

3.1 Introduction

This chapter presents the research methodology that guided the research process.
Research methodology is a description of the steps and procedures to be followed
throughout the research endeavor. The chapter comprises a discussion of the research
design, the study population and sampling design, methods of data collection, research

procedures and data analysis techniques.

3.2 Research Design

Research design is defined as the arrangements related to the strategy that will inform the
collection and analysis of data towards the achievement of the research objective with
economy (Easterby-Smith, Thorpe, & Jackson, 2015). A cross-sectional survey design
was used. In a cross-sectional study, data was collected on a series of variables at a single
point in time so that patterns of association can be detected from a body of quantifiable
data (Bryman & Bell, 2015). This quantification and measurement provides researchers
with a consistent benchmark (Bryman, 2016). This research design was suitable for this
study because data was collected at a specific point in time (Spring, 2020). A survey
design was therefore relevant because the target population (youth of Kangemi, Nairobi)
are a mostly homogenous group found in one geographical area. In fact, Bryman (2016)
uses the term ‘survey’ to refer to research that adopts a cross-sectional design whereby
data is collected using questionnaires. This research design was employed in this study
through the completion of questionnaires aimed at collecting information that enabled the
researcher to describe the direct and spillover effects that the youth associate with their

use of digital credit.
3.3  Population

Population is defined as the complete group of people upon which the researcher wishes
to undertake a study (Denscombe, 2014). The population of interest was the youth in
Kangemi, Nairobi County. For the purpose of this study, the youth included people who
had attained 18 years of age but had not reached the age of 35 years as per the
Constitution of Kenya (2010). In Kangemi, there are approximately 152,000 people

(Marube, 2009). This was used as the target population. This estimate is in line with
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population estimates inferred from the Independent Electoral and Boundaries
Commission (IEBC) data detailing the number of registered voters in the Kangemi area of
61,000 voters. Since registered voters make up approximately 40% of Kenya’s

population, we can then assume a total population of 152,000 people in Kangemi.

3.4 Sampling Design

To obtain a relevant sample for consideration and inclusion in the research, a meaningful
number of individuals were selected from the population. The validity of the study results
is dependent on the relevance of the sampling design (Blanche, et al, 2006). The sampling

design includes the sampling frame, the sampling technique and the sample size.

3.4.1 Sampling Frame

A sampling frame refers to a list of objects from which the sample is drawn (Rubin &
Babbie, 2010). The study’s sampling frame comprised former and present users of digital
credit aged between 18-35 years, residing in Kangemi. The list was obtained from the
Independent Electoral and Boundaries Commission’s (IEBC) voter register for Kangemi

Ward.
3.4.2 Sampling Technique

Sampling technique refers to the method used to select research participants that
constitute the sample (Easterby-Smith et al., 2015). Stratified random sampling technique
was used. According to Denscombe (2014), stratified sampling allows for the inclusion of
categories of respondents in proportion to their existence in the large population in order
to ensure that all population groups are represented in the sample. In this study, the
criterion for stratification was gender. The technique was appropriate because it ensured
adequate representation of both genders into the study. Within each gender, a simple
random approach was used to identify the research participants. Individuals at the
Kangemi shopping centre were interviewed. The location was chosen because it was a

convenient place from which to find survey participants.
3.4.3 Sample Size

Sample size refers to a representative proportion of the population from which data is
collected (Denscombe, 2014). In this study, the sample size was determined using a

formula recommended by Gill and Johnson (2010) as follows:
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N = P(1-P)Z’
E2
Where:
N is the required sample size.
P is the proportion of occurrence of a state or condition

E is the maximum error required, typically set at 5% margin of error.

Z is the z value corresponding to level of confidence required, representing the degree to
which a research is sure the characteristics of the population have been accurately
estimated by the sample. This was set at 95 percent (z= 1.96).

P(1-P) represents the variance of a proportion where;

P is the proportion of a sample having a characteristic. According to Gill and Johnson
(2010), 0.5 should be used as an estimate of P, in order to achieve a maximum sample
size.

Substituting for the formula, the sample size will be determined as follows:

nj

0.5(1-0.5)1.96>
0.05°

0.9604
0.0025

= 384

Therefore, 384 respondents were targeted. The distribution of the sample size is presented

in Table 3.2. The proportion per gender is calculated as follows:

n; = (n+N) x N;j

Table 3.1 Sample Size Distribution

Category (Gender) | Population (n) Sample size(n;) Percent
Female 67,500 173 45%
Male 82,500 211 55%
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Total 150,000 384 100%

Source: Author (2018)

3.5 Data Collection Methods

Data was collected using a structured questionnaire. This is an instrument for the
collection of data that provides a structured and objective set of questions to gain insights
from respondents concerning the subject of study (Ekinci, 2015). The advantage of a
structured questionnaire that made it the preferred method for data collection in this study
is that it was effective for the collection of data from large number of research
participants (Denscombe, 2010). The structured questionnaire consisted of open and
closed-ended questions. The order of questions was divided into four sections. Section
one contained questions seeking to establish the general information from the respondents
such as gender, age, level of education, number of digital borrowing and number of
digital lenders borrowed from. Section two comprised Likert scale statements for the
evaluation of direct effects of digital credit on the youth. Similarly, sections three and
four also contained a set of Likert scale statements for measuring the positive and

negative spillover effects of digital credit on financial inclusion of the youth.

3.5  Research Procedures

The researcher commenced by seeking approval from the National Commission for
Science, Technology and Innovation (NACOSTI) and an introduction letter from the
university, was then attached to each questionnaire. The questionnaires were first pilot-
tested among digital borrowers who were youth residing in neighboring Kiambu County.
The pilot study enlisted 20 participants with equal gender representation. The data from
the pilot study was first analyzed to determine whether the instrument was robust and the
content adequate and relevant for the collection of data towards the achievement of the
study objectives. Any ambiguity in the questionnaire was eliminated and the final

questionnaire refined and improved on before the actual data collection began.

The questionnaire was administered face-to-face among the youth who were digital
borrowers in Kangemi. The researcher recruited qualified research assistants who were
trained to assist with data enumeration. Each research assistant was assigned a designated

location where they met their targets everyday. As part of the quality control procedure,
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the researcher undertook random back-checking to authenticate the data collected. The

entire exercise took three weeks.

3.6  Data Analysis Methods

Data analysis is the process of summarizing, visualizing, interpreting and making sense of
the data collected (Denscombe, 2014). The process of analyzing the data commenced
with coding and entering the data into the Statistical Package for the Social Sciences
(SPSS Version 24). The data was then counter-checked for any data entry errors and
omissions and corrections effected before the analysis of data began. The data was then
subjected to descriptive analysis. Descriptive statistical techniques applied included
generation of frequencies and percentages, mean and standard deviations of the dataset.

The findings were presented in figures and tables.

3.7  Chapter Summary

This chapter has presented an outlay of the process and procedures that were followed in
undertaking the study. It has described the research design, discussed the population and
sampling design, including sampling frame, sampling technique and sample size. The
chapter has also explained the data collection method used, the research procedures that
were followed and the data analysis methods applied. The next chapter will present and

interpret the results and findings of the study.
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CHAPTER FOUR
4.0 RESULTS AND FINDINGS OF THE STUDY

4.1 Introduction

This chapter presents the results of this study. The first section details the relevant
demographic and digital credit information of the segment of youth who are digital users
within Nairobi. The second section explores the direct effects of digital credit on users.
The third section will look at the positive spillover over effects of digital credit on the
segment of users under study. The penultimate section assesses the negative spillover
effects of digital credit on the users. The last section provides a summary of the chapter’s

contents.

A total of 384 questionnaires were administered to the respondents and 278 were
correctly filled and found fit for analysis. The response rate of 72.4% is deemed sufficient
when compared to the response ratings put forth by Mugenda and Mugenda (2008).
Response rates of 50%, 60% and 70% are classified as adequate, good and very good,
respectively. The data was collected in the Spring of 2020.

To ensure that the questionnaire used to collect data was reliable, a pre-test was done on
the respondents. Mugenda and Mugenda (2008) pointed out that to arrive at the number
of questionnaires that are adequate for pilot testing, the researcher should use between 1-
10% of the questionnaires and this will be adequate for yielding reliable data for gauging
the reliability of the instruments. This study pretested 5% of the questionnaires on the
youth in Kikuyu market, Kiambu. The pilot study results were subjected to Cronbach ‘s
Alpha test to determine the internal consistency or average correlations of items in the
research instrument. The results revealed an alpha figure of 0.7, which indicated that the

research instrument used was reliable.

4.2 General Information
The section outlines the findings of the general demographic and relevant digital credit

dynamics of the study population.

4.2.1 Gender
The respondents’ gender was analyzed and Figure 4.1 presents the findings of the study.
Majority of those interviewed were men (56.1%) while women comprised of 43.9% of

the total respondents.
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Gender

W male
M female

Figure 4.1: Gender

4.2.2. Age

The study examined the age distribution of the individuals who actively participate in
digital borrowing. Figure 4.2 below indicates the age profiling of the study’s respondents.
The younger segment of the youth aged between 18 to 25 years dominates the digital
credit landscape at 67.63% of the respondents, while only 32.37 % of the respondents

were between 26 to 34 years of age.

Age

[J18-25years
M 26-34years

Figure 4.2: Age of the respondents

4.2.3 Highest Education Level
The study also analyzed the education level of the respondents and the results are

presented in the Figure 4.3 below.
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Education

Education

Percent

Figure 4.3: Education level

Majority (38.5%) of the respondents held a college certificate while 31.7% had attained
university education. Those who had achieved a secondary education were 25.5% while
those who had primary education were just 4.3%. The findings imply that advancement in

education plays a key role in influencing the use of digital credit.

4.2.4 Digital Loans Used

Digital.loans.used

Percent

[ 1397 | [ 3s10 ]

T T
Mshwari Kch mpesa Equity eazzy Tala Mcoop cash Cthers

Digital.loans.used

Figure 4.4: Digital loans used

The most popular digital loan used by the respondents were the bank-owned platforms
which were directly linked to mobile service providers Safaricom’s M-pesa interface.

53.4% opted for NCBA Bank’s Mshwari and 18% borrowed via KCB Bank’s KCB
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Mpesa. Other digital loans taken were mostly based on Mobile phone applications. Tala
dominated this category with 16.2% of respondents drawing credit using the Tala App

whereas Equity Eazzy, Mcoop Cash and others jointly comprised less than 5% of loans

accessed.

4.2.5 Current Outstanding Digital Loans

Those with current outstanding digital loans were also analyzed and results presented in

figure 4.5 below.

Outstanding.loans

M ves
ENo

Figure 4.5: Outstanding loans

Majority (63.3%) of the respondents were found to have a digital loan at the time of the
study.

4.2.6 Number of Digital Loans Taken

Number.of.loans

Percent

One Two Three More than Four

Number.of.loans

Figure 4.6: Number of loans
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The study further analyzed the number of digital loans that the respondents had. Most
(60.7%) of the respondents had only one digital loan and 27% had two digital loans.
Those who had more than two loans were 12.36%. This indicates that majority of
borrowers preferred to service one loan at a time and avoided managing debt from

multiple providers concurrently.

4.2.7 Frequency of using Digital Loans

Frequency

EEvery month

Three or four

I:ltimes a year
Once or twice
a year

Figure 4.7: Frequency of taking loans

The study also sought to establish how frequently the respondents used digital loans and

the results are presented in Figure 4.7 above.

It was established that majority (61.2%) of the respondents use a digital loan every
month. Those who use a digital loan thrice or four times a year were 28.1% while those

who only use digital loans once or twice a year were 10.8%.

4.3 Direct Effects of Digital Credit on the Financial Inclusion of the Youth in
Kangemi

The study sought to establish the direct effects of digital credit on financial inclusion of
the youth in Kenya. All the data relating to the three research objectives in this study was
collected using a five point Likert scale whose responses were: 1-strongly disagree, 2-
agree, 3-Neutral, 4- agree and 5-strongly agree. This was then analyzed using mean and
standard deviation. According to Boone and Boone (2012), descriptive statistics including
mean, mode and standard deviation are appropriate for analyzing Likert scale data. The

results are presented in Table 4.1.
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Table 4.1: Direct effects of digital credit

Attribute Mean | Std. Deviation
1. Digital credit has enabled me to access a loan which I | 4.11 1.110
was not able to access through the bank
2. Digital loan is the first loan I have ever borrowed from | 4.06 1.086
a bank

3. With digital credit, I don’t need to have prior bank | 4.16 .700
account to qualify

4. 1 believe that digital credit has sped up the access to | 4.34 S71
financing in a manner that could not have been possible
with traditional banking

5. I find digital credit effective in helping me cope with | 4.14 781
fluctuations in income

6. With digital credit, I am more able to cope with | 4.30 927
emergencies such as illnesses

7. 1 use digital credit as a source of operating capital for | 3.03 1.511
my business

8. Digital credit has enabled me to take advantage of | 3.14 1.498
business opportunities that I would otherwise have lost

9. Digital credit has enabled me to build a credit history | 4.07 .834
which is helpful for future access to loans

Source: research data (2019)

The study established that the respondents were in agreement that: digital credit had
enabled them to access loans which they were previously unable to access through the
traditional banking services (M=4.11,SD=1.110), the digital loan was the first loan they
had ever borrowed (M=4.06, SD=1.086), with digital credit they didn’t need transactional
history documentation by way of an existing bank account to qualify for a digital loan
(M=4.16, SD=0.700), that digital credit had sped up access to financing in a manner that
could not have been possible with traditional banking (M=4.34, SD=0.571), digital credit
was effective in helping them cope with fluctuations in income (M=4.14,SD=0.781),
digital credit enhanced their ability to cope with emergencies such as illnesses (M=4.30,
SD=0.927) and that digital credit had enabled them to build a credit history which has
been helpful for future access to loans (M=4.07, SD=0.834). However, it was established

that the respondents were not sure if: they used digital credit as a source of operating
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capital for their businesses (M=3.03, SD=1.511) or if digital credit had enabled them to
take advantage of business opportunities that they would otherwise have lost (M=3.14,

SD=1.498).

4.4 Positive Spillover Effects of Digital Credit on the Financial Inclusion of the

Youth in Kangemi

This study aimed to establish the positive spillover effects of digital credit on financial
inclusion of the youth. The results are presented in Table 4.2 below.

According to majority of the respondents in this study, digital credit had: led to job
creation for the youth (M=4.12, SD=0.927), reduced the cost of loans (M=4.14,
SD=0.781), contributed to poverty reduction amongst the youth (M=4.18, SD=0.892), led
to efficiency in the financial industry (M=4.17, SD=0.888), enhanced transparency
between lenders and borrowers (M=4.24, SD=0.746), made the banking sector more
competitive thereby bringing down interest rates charged by banks (M=4.61, SD=0.596),
caused an increase in personal savings among borrowers (M=4.36, SD=0.876), reduced
dependency of the youth on family and friends for help in times of financial
distress(M=4.17, SD=0.939), contributed positively to economic growth of the country
(M=4.20, SD=1.010) and led to a better understanding of credit products and especially
how loans work (M=4.28, SD=0.774). However, the respondents were uncertain if digital
credit had enabled them to be self-employed (M=3.17, SD=1.509) and or if digital credit
had helped them start income-generating projects that were earning them a livelihood

(M=3.44, SD=1.475).

Table 4.2: Positive spillovers of digital credit

Attribute Mean | Std.
Deviation

10. Digital credit has enabled me to employ myself 3.17 1.509

11. Digital credit has led to job creation for the youth 4.12 927

12. Digital credit has enabled me to start an income- | 3.44 1.475

generating project which is earning me a livelihood

13. Digital credit has reduced the cost of loans 4.14 781
14. Digital credit contributes to poverty reduction among | 4.18 .892
the youth
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15. Digital credit has led to efficiency in the financial | 4.17 .888
industry

16. Digital credit has enhanced transparency between | 4.24 746
lenders and borrowers

17. Digital credit has made the banking sector more | 4.61 .596
competitive and this has brought down interest rates
charged by banks

18. Digital credit has led to an increase in personal savings | 4.36 878
among borrowers

19. Digital credit has reduced dependency of the youth on | 4.17 939
family and friends for help in times of financial distress.

20. I believe that digital credit has contributed positively to | 4.20 1.010
economic growth of the country

21. I believe digital credit has led to a better understanding | 4.28 774
of credit products and especially, how loans work

Source: Research data (2019)

4.5 Negative Spillover Effects of Digital Credit on the Financial Inclusion of the

Youth in Kangemi

The third objective of the study was to determine the negative spillovers of digital credit

on financial inclusion of the youth.

The results are presented in Table 4.3.

Table 4.3: Negative Spillovers of digital credit

Attribute Mean | Std.
Deviation

22. Financial fraud has increased since the introduction of | 3.07 1.302
digital credit in Kenya

23. Digital credit policies infringe on my privacy 3.04 1.275

24. Since I started taking digital credit, I am always in debt 4.10 1.298

25. My family has suffered financially because I took digital | 1.39 770
credit

26. I have been blacklisted in a Credit Reference Bureau as a | 4.29 1.119
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result of defaulting on a digital loan

27. Digital credit has left me more miserable than I was before | 1.74 1.081
I took credit

28. At one point, I have taken a digital loan to finance my | 4.10 1.202
lifestyle e.g. taking a holiday, paying a restaurant bill

29. I routinely use digital credit to finance my lifestyle 4.03 1.327

30. At one point, I have taken a digital loan to finance sports | 4.23 1.084
betting or other gambling activities

31. I often use digital loans to finance sports betting or other | 2.12 1.379
gambling activities

Source: research data (2019)

This study found that majority of the respondents agreed that: since they started taking
digital credit, they were always in debt (M=4.10, SD=1.298), they had been blacklisted in
a Credit Reference Bureau as a result of defaulting on a digital loan (M=4.29, SD=1.119),
they had taken a digital loan to finance their lifestyle e.g. taking a holiday, paying a
restaurant bill (M=4.10, SD=1.202), they routinely used digital credit to finance their
lifestyle (M=4.03, SD=1.327) and had taken a digital loan at some point to finance sports
betting or other gambling activities (M=4.23,SD= 1.084). However, the findings revealed
that the respondents were irresolute as to whether; financial fraud had increased since the
introduction of digital credit in Kenya (M=3.07, SD=1.302) or digital credit policies
infringed on their privacy (M=3.04, SD=1.275). Lastly, the respondents disagreed with
the statements that; their families had suffered financially because they took digital credit
(M=1.39, SD=0.770), digital credit had left them more miserable than they were before
they took it (M=1.74, SD=1.081) and that they often used digital loans to finance sports
betting or other gambling activities (M=2.12, SD=1.379).

4.6 Preferred Changes to Digital Credit

In addition, respondents were asked the most crucial change they would prefer made to
the digital credit industry. The analysis of the study results revealed that majority (33.5%)
of the respondents would prefer that interest rates on digital loans be reduced. Other
changes proposed by the respondents included; an increase in the loan amounts accessed

(19.2%), education on digital loan use (16.9%), extension of the repayment period
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(16.5%) and more lenient action around the listing of digital loan defaulters with the

Credit Reference Bureaus (13.8%).

The findings are presented in Table 4.4

Table 4.4: Preferred changes to digital credit

Attribute Responses
Percent
Leniency in CRB listing of loan defaulters 13.8%
Repayment period increased 16.5%
Interest rate reduction 33.5%
Larger loans offered 19.2%
Education on loan use 16.9%
Total 100.0%

Source: research data (2019)

4.7 Chapter Summary

This chapter has presented the results of the study based on the research objectives.
Results relate to data collected and analysed using SPSS and Excel spreadsheets.

The following chapter covers the summary and discussion of findings, conclusions and

recommendations of the study.
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CHAPTER FIVE
5.0 DISCUSSIONS, CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction
In this chapter, the findings of the study are discussed and compared to the study findings
of similar studies. The chapter also outlines the deductions of the study and

recommendations for future studies.

5.2 Summary

This study’s overall purpose was to establish the effects of digital credit on financial
inclusion of the youth in Kangemi. The specific objectives of the study were to assess the
direct, positive spillover and negative spillover effects on the financial inclusion of the

youth surveyed in Kangemi.

The study adopted a descriptive research design with the use of a quantitative research
approach, cross-sectional survey. The population for the study consisted of users of
digital credit based in Kangemi, Nairobi county. In total, it was estimated that 150,000

people in Kangemi were potential users of digital credit.

The study found that majority of the youth engaging in digital borrowing, were males
aged between 18 and 25 years. Moreover, digital credit use was dominant in individuals
who had an advanced level of education, having at least completed secondary education.
Most digital users were keen on bank-owned digital credit services linked to their mobile
service provider Safaricom’s M-pesa interfaces such as M-shwari and KCB M-pesa.
Digital credit users generally avoided servicing several loans concurrently and borrowed

at least once a year.

The study determined that digital credit had significant multiple direct effects on financial
inclusion of the youth in Kangemi. Digital credit has enabled access to loans, which were
hitherto out of reach for the youth. Relaxed regulations around credit approval such as
discounting evidence of credit history patterns and evidence of an existing bank account
have made access to credit easy. Consequently, digital platforms are now a hub for initial
loan uptakes among the youth. The speed with which digital credit is disbursed has been

effective in helping them cope with fluctuations in income and personal emergencies.
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Further, digital loan service providers have assisted their clients to build a credit history,

which is helpful for future access to loans.

Majority of the respondents were of the opinion that digital credit had generated positive
spillover effects on the financial inclusion of the youth in Kenya. The study found out that
the respondents were in agreement that digital credit had led to creation of employment
opportunities, reduction of poverty and increased financial independence among the
youth. In addition, the study found that digital credit had enhanced transparency between
lenders and borrowers and generally improved the quality and efficiency of financial

services and products.

Many users of digital credit acknowledged that digital credit had negative spillover
effects on the financial inclusion of the youth in Kenya. The study findings revealed that;
digital credit resulted in perpetual debt entrapment as well as to loss of future access to
any legitimate credit platforms in cases where defaulters were blacklisted in a Credit
Reference Bureau. Digital credit also seemed to influence irresponsible financial behavior
with a considerable number of users regularly accessing digital credit to finance excessive

lifestyle choices, participate in sports betting or engage in other gambling activities.
5.3 Discussion

5.3.1 Direct Effects of Digital Credit on the Financial Inclusion of the Youth in
Kangemi

This study examined the direct effects of digital credit on the financial inclusion of the
youth in Kangemi by scrutinizing parameters that affected the individual digital user’s
ability to access a satisfactory amount of credit in a timely manner. The study concluded
that provision of digital loans had increased the ability to access and use of credit. The
findings of the study thus concluded that digital credit has tangible direct effects of digital
credit on financial inclusion of the youth in Kangemi. These findings are in line with a
study done by Roy (2018) where it was noted that access to credit is a key determinant for
provision of loans in small amounts like in case of digital credit. Further, Hwang & Telez,
(2016) found that digital credit is serving an important role in broadening financial
inclusion and it had created an opportunity through which the poor can be provided with
much needed credit related financial services. Muguchu (2013) studied the relationship

between access to credit and financial performance of small and medium enterprises in
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Kenya. The study concluded that the unbanked youth could gain access to financial

services like loans if innovative technologies in finance like mobile loans are embraced.

The results of the study also revealed that digital credit has reduced the time it takes to
access finance. This implies that the increased speed with which funds can be accessed
made digital credit effective in helping the respondents cope with income fluctuations and
emergencies such as illness. The findings were in tandem with those of Totolo (2018)
who noted that most digital credit borrowers use credit to finance every day requirements.
Similarly, Langat et al (2017) found out that digital credit can provide a relief for

financial pressure and demanding monetary needs during times of urgent need.

This study determined that the elimination or bypassing of traditional barriers to access of
credit such as collateral, bank account ownership and documented testaments of credit
history by digital credit providers had increased access to financing for the youth. These
findings are similar to those of Francis et al (2017) who asserted that price and non-price
barriers such as security or credit history guarantees the extension of credit to many
youth. Likewise, Blechman (2016) found that the digital credit system had eased the
borrowing process by among other practices, precluding the need for preceding credit
history or collateral assets, as a prerequisite to accessing loans. Consequently,
opportunities for the youth who were hitherto unable to access traditional loans, became

available.

It was further established that digital credit helps the youth build a credit history, which is
helpful for future access to loans and other financial services. This deduction resonates
with a study by Kidwell et al (2016), which noted that credit history is central to the
appraisal of one’s credit rating that the many credit appraisal models still rely on.
Similarly, Ali et al (2013) found that digital credit can increase the capacity of the youth
to repay loans, which boosts their chances of increasing their credit scores and subsequent

access to digital credit.

Due to a high level of uncertainty on the part of the respondents, the study was unable to
establish if and how digital credit had impacted business working capital cycles and the

ability to harness business opportunities.
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5.3.2 Positive Spillover Effects of Digital Credit on the Financial Inclusion of the
Youth in Kangemi

In this study, it is evident that there are positive spillover effects of digital credit that have
a significant influence on deepening the financial inclusion of the youth in Kenya. The
findings of the study concluded that the use of digital credit had led to creation of
employment opportunities for the youth. The findings of the study are comparable to
those of a study by the United Nations Development Programme, (2013) which found that
digital credit plays a role in addressing the youth unemployment challenge in Kenya as it
empowers young entrepreneurs through increased access to credit, which can then
promote job creation and employment. OECD (2018) concluded that youth empowerment
projects developed by financial institutions through provision of digital credit help them

employ themselves and also generate more jobs for other youth.

It was established that majority of the youth included in this study agreed that digital
credit contributes to poverty reduction and has reduced dependency of the youth on
family and friends for help in times of financial distress. Ali et al (2013) noted that digital
credit plays a vital role in addressing the youth unemployment challenge in Kenya as it
empowers the youth with access to credit that can be used as a source of capital to create
business ventures that can create employment. It also empowers those already in business
to expand and escape the poverty cycle. Asongu and Odhiambo (2019) explored the
relationship between mobile banking and poverty. They concluded that promoting mobile

banking applications would be key in dealing with poverty in developing countries.

The study revealed that digital credit has reduced the cost of loans, improved efficiency in
the financial industry, increased financial awareness and enhanced transparency between
lenders and borrowers. These findings are echoed by Francis et al (2017). Their study
concluded that digital finance applications use a person’s digital footprint to determine
their credit worthiness. This leads to faster speed of growth of digital credit usage and
eventually lowers the cost of lending in most established digital credit markets like in
case of Kenya. Okiya (2016) further observed that access to information on youth from
various digital data sources reduces information asymmetry and this leads to lower

interest rates for loans and there is efficient allocation of digital loans.
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This study found that digital credit has had a positive impact on the growth of personal
savings among borrowers. This assertion is in tandem with KCB (2018) report that
indicated that KCB-Mpesa a form of digital platform where you can access financial
services gives the borrowers the option to lock deposits for a specified period of time and
pays them interest rate as an incentive for the same. Mshwari also promotes a savings
culture through Mshwari Lock, which is a fixed deposit account that gives digital
borrowers a chance to make short-term savings. A report by the World Bank, World Bank
Group (2016), indicated that provision of digital credit could spur savings through
deposits as a result of push marketing elements such as reminders from digital

applications.

The findings of the study supported the fact that digital credit has contributed positively
to economic growth of the country. These findings are similar to those of Wayman (2017)
who did a study on accelerating financial inclusion in Asia with digital finance. The study
established that digital credit is important in enhancing financial inclusion thereby
yielding positive spillovers in terms of economic growth. For instance, the study found
that digital credit could address about 40% of the volume of unmet demand for payments
services and 20% of the unmet credit needs. This reduced cost of financial intermediation
thereby driving economic growth in a country. A study by Maina and Mungai (2019)
found that mobile loans had a positive impact on the performance of tier one commercial

banks in Kenya.

5.3.3 Negative Spillover Effects of Digital Credit on the Financial Inclusion of the
Youth in Kangemi

This study established that majority of the youth who use digital credit, are inclined to be
in a constant state of indebtedness. This finding was in line with those of Wilson’s (2016)
study that noted over indebtedness to be a great challenge that is experienced in relation
to issuance of microcredit. Wayman (2017) further observed that the youth are vulnerable
to always be in debt due to lack of knowhow on handling issues and grievances. Also, the
issuance of loans without reliable evaluation of the borrower’s ability to repay leads to

indebtedness and eventually, financial instability.
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It was revealed that most of the youth who use digital credit had been black listed in a
credit reference bureau as a result of defaulting on digital loan payments. Mazer and
McKee (2017) similarly observed that many youth do not realize that annualized interest
rates of digital loans are more expensive than the cost of conventional bank loans. They
thus end up paying higher rates and are subsequently vulnerable to default on loan
repayments and thus risk blacklisting by the credit bureaus. According to a study by
Francis et al (2017), there is a high default rate of digital credit with approximately over
two million persons who represent about 50% of the digital loan clients having at one
time being listed in Kenya for defaulting on loans acquired via the M-shwari platform.
This, despite the fact that many of those listed had immaterial amounts of loans of a few

shillings.

The study found that digital loans are often borrowed with the intention of financing
lifestyle goals such as taking a holiday or paying a restaurant bills. Moreover, digital
credit is used to facilitate sports betting or other gambling activities. Similar findings
Blechman (2016) showed that due to availability of easily accessible digital credit, the
youth can resort to expensive lifestyles, impulse buying of needless items and this may
affect their ability to repay loans and negatively influence their lives. According to
Francis et al (2017), lack of proper education on loan use can lead to use of digital credit
to finance gambling and other non-essential items because of how easily it is to access

digital loans.

The results of this study noted that frequent use of digital credit did not impact the users
and their families financially or psychologically. These findings seem to be in
contradiction to other results from the study that indicated the respondents’ recurrent use
of digital loans to finance sports betting or other gambling activities. Similarly, a study by
Blechman (2016) indicated that youth without sufficient financial knowledge are at a risk
of incurring unnecessary digital loans to finance unplanned consumption activities
without realizing how damaging implications of default can be. Mazer and McKee (2017)
noted that most youth are oblivious of the true cost of digital credit products and the
punitive consequences of default. This is exacerbated by ease of access to and renewal of
digital loans, questionable judgment by youth and ignorance of actual annualized cost of

digital loans.
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5.4 Conclusions

5.4.1 Direct Effects of Digital Credit on the Financial Inclusion of the Youth in
Kangemi

This study established that digital credit has direct effects that significantly influence
financial inclusion of the youth. The association between digital access of loans and
financial inclusion is boosted by among others, the ease of accessing of loans that the
youth could not previously procure from banks and faster access to credit enabling youth
cope with income fluctuations and emergencies. Other factors include the emergence of
credit rating models that disregard the need for requirements such as bank account
ownership, credit history and collateral that are out of reach for the youth as well as the

ability of digital credit to build a credit history.

The study further concludes that whereas users of digital credit are able to relate it’s
importance to their personal daily financial transacting, they do not demonstrate the
capacity to perceive digital credit as an value-creation avenue in terms of facilitating
financial stability for business enterprises and by extension, allowing the individual to

obtain a higher quality of life through improved livelihoods.

5.4.2 Positive Spillover Effects of Digital Credit on the Financial Inclusion of the
Youth in Kangemi

Youth who are users of digital credit have accumulated savings as a result of using this
financing platform. In addition, the study found that these youth rely less on their parents

and friends support in times of financial distress.

The study further concludes that digital credit has led to improved service levels from the
various providers of these products. Further, the cost of procuring credit facilities has

reduced for the youth due to the competitive nature of the industry.

5.4.3 Negative Spillover Effects of Digital Credit on the Financial Inclusion of the
Youth in Kangemi
This study concludes that access to digital credit has led to irresponsible financial

behavioural patterns and punitive consequences thereof. These negative behaviours
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include over indebtedness, use of digital loans to finance unaffordable lifestyles and

financing gambling activities resulting in widespread credit reference bureau blacklisting.

Finally, the study concludes that despite their rampant engagement in negative financial
behavior such as gambling, the youth of Kangemi carry the perception that digital credit

does not affect their financial well-being and that of their families.

5.5 Recommendations

5.5.1 Recommendations for Improvement

5.5.1.1 Direct Effects of Digital Credit on the Financial Inclusion of the Youth in
Kangemi

The study recommends that providers of digital credit services continue to maximize the
use of innovative ways like digital credit provision to the presently unbanked youth with
no prior access to financial services and who otherwise could not access the same services
through traditional banking channels. Granting unbanked youth access to financial
services will help them cope with income fluctuations and emergencies and build a credit
history that will help them access financial services anywhere else. In addition, it is
recommended that these providers mitigate their operational risk by diversifying their
loan disbursement channels as most of them currently use the M-pesa money transfer

platform.

It is further recommended that the providers of digital credit make use of popular social
media platforms to promote their services and also educate the youth about various
aspects and uses of the products they offer. Social media discussions can help the digital
providers understand their clients better and adjust their products and services,

accordingly.

5.5.1.2 Positive Spillover Effects of Digital Credit on the Financial Inclusion of the
Youth in Kangemi

The youth in Kangemi link the use of digital credit to meeting personal financing needs
such as coping with emergencies and financing day-to-day expenses. Consequently, this

study recommends that financial service providers work with government to provide the
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youth with education on the use of digital finance to build income-generating ventures.
The study also recommends that the youth embrace use of digital banking as it will help
them reduce poverty by using digital loans to create employment and generate income by

financing micro businesses using this credit.

Lastly, this study recommends that digital credit providers lower the cost of loans
advanced through digital platforms as it is more efficient and has the capability to harness

volumes by reaching many unbanked youth.

5.5.1.3 Negative Spillover Effects of Digital Credit on Financial Inclusion of the
Youth in Kangemi

The study recommends provision of education on loan use amongst the youth to avoid the
current rampant displays of negative financial behaviour. Issuance of digital loans should
be preceded by training on how to use borrowed funds and how to go about repayment of
the same to avoid default, misuse, indebtedness and black listing by credit reference

bureaus.

5.5.2 Recommendations for further research

This study recommends quantitative analysis of the impact of digital credit on the youth
and the Kenyan economy in general. If digital credit is utilized to meet working capital
requirements of and take advantage of unexpected viable commercial opportunities in
micro business enterprises, what influence does it have on economic growth? Do the
stakeholders in this industry, especially the government, need to influence change to the
current perception of the importance of digital credit so that the youth understand that it

could be crucial to the growth of economic enterprise and not just individual needs?

The study further recommends investigation into the relationship between financial
behavior and the usage of digital credit by the youth. Do the youth have adequate
financial education to manage their personal and business finances? Are the youth able to
formulate and implement value-creation based personal financial plans? Do they have a
savings culture, live within their means, exercise prudent investment and debt
management practices? What factors, if any, make the youth vulnerable to negative

financial behavior more so when dealing with digital credit?
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APPENDICES

APPENDIX I: INTRODUCTION LETTER

Dear Participant,

RE: RESEARCH QUESTIONNAIRE

I am a graduate student at the United States International University-Africa (USIU)
pursuing a Masters of Business Administration (MBA) degree. I am currently undertaking
an academic research titled “Effects of Digital Credit on Financial Inclusion of the Youth
in Kangemi, Nairobi County”. This is in partial fulfillment of the requirements of the
MBA program at USIU. I request your participation in the study by filling in this

questionnaire.

The questionnaire contains four short sections that should take only a moment of your
time. Please respond by ticking (v') in the appropriate box or filling in the blanks
provided as accurately and as comprehensively as possible. Your participation will be

kept strictly confidential and the findings used for academic purposes only.

For further concerns, please feel free to contact: 0722 308 649 (Principal Investigator),

United States International University-Africa

Yours faithfully,

Frida N. Wathome

CELL: +254722308649
EMAIL: fwathome@gmail.com
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APPENDIX II: QUESTIONNAIRE

Effects of Digital Credit on Financial Inclusion of the Youth in Kangemi

SECTION A: GENERAL INFORMATION

1. What is your gender? Male U
FemaleU
2. What is your age bracket? 18-25 years U

26-34 years U

3. What is your highest level of education?
Primary u
Secondary U
College u
University U

4. Which of the following digital loan products have you ever used?
Mshwari d

KCB Mpesa U
Equity Eazzy U
Tala a

MCoop Cash U
Others (Please specify)?

5. Do you have any outstanding digital loan(s)?
Yes U
No a

6. If your answer is Yes to Q5 above, how many outstanding loans do you have with a
digital lender currently?
One U
Two O
Three U
Four+ 1

7. How frequent do you borrow digital loans?
Frequently (nearly every month) a

Occasionally (three or four times a year) u

Rarely (once or twice a year) a
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SECTION B: DIRECT EFFECTS OF DIGITAL CREDIT ON FINANCIAL
INCLUSION OF THE YOUTH

In this section, please tick against the answer that closely represents your view regarding
how digital credit has led to financial inclusion of the youth.

Key: 1= Strongly disagree; 2=Disagree; 3=Not sure; 4=Agree; 5 Strongly agree.

Direct effect items 1 (2 |3 |4 |5

8. Digital credit has enabled me to access loan which I was not
able to access through the bank

9. Digital loan is the first loan I have ever borrowed from a
bank

10. With digital credit, I don’t need to have prior bank account to
qualify

11.1 believe that digital credit has sped up the access to
financing in a manner that could not have been possible with
traditional banking

12.1 find digital credit effective in helping me cope with
fluctuations in income

13. With digital credit, I am more able to cope with emergencies
such as illnesses

14. 1 use digital credit as a source of operating capital for my
business

15. Digital credit has enabled me to take advantage of business
opportunities that I would otherwise have lost

16. Digital credit has enabled me to build a credit history which
is helpful for future access to loans

17. What would you say is the greatest financial and non-financial benefits you have
gained from using digital credit? Please explain:

1) Financial benefit

i) Non-financial benefit
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SECTION C: POSITIVE SPILLOVERS OF DIGITAL CREDIT ON FINANCIAL
INCLUSION OF THE YOUTH

In this section, please tick against the answer that closely represents your view regarding
the positive spillovers of digital credit on financial inclusion of the youth.

Key: 1= Strongly disagree; 2=Disagree; 3=Not sure; 4=Agree; 5 Strongly agree.

Positive spillover items 1 (2 (3 (4 |5

18. Digital credit has enabled me to employ myself

19. Digital credit has led to job creation for the youth

20. Digital credit has enabled me to start an income-generating
projects which is earning me livelihood

21. Digital credit has reduced the cost of loans

22. Digital credit contributes to poverty reduction among the
youth

23. Digital credit has led to efficiency in the financial industry

24. Digital credit has enhanced transparency between lenders and
borrowers

25. Digital credit has made the banking sector more competitive
and this has brought down interest rates charged by banks

26. Digital credit has led to an increase in personal savings
among borrowers

27. Digital credit has reduced dependency of the youth on family
and friends for help in times of financial distress.

28.1 believe that digital credit has contributed positively to
economic growth of the country

29.1 believe digital credit has led to a better understanding of
credit products and especially, how loans work
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SECTION D: NEGATIVE SPILLOVERS OF DIGITAL CREDIT ON FINANCIAL
INCLUSION OF THE YOUTH

In this section, please tick against the answer that closely represents your view regarding
the negative spillovers of digital credit on financial inclusion of the youth.

Key: 1= Strongly disagree; 2=Disagree; 3=Not sure; 4=Agree; 5 Strongly agree.

Negative spillover items 1 (2 (3 (4 |5

30. Financial fraud has increased since the introduction of digital
credit in Kenya

31. Digital credit policies infringe on my privacy

32. Since [ started taking digital credit, [ am always in debt

33. My family has suffered financially because I took digital
credit

34.1 have been blacklisted in a Credit Reference Bureau as a
result of defaulting on a digital loan

35. Digital credit has left me more miserable than I was before I
took credit

36. At one point, I have taken a digital loan to finance my
lifestyle e.g taking a holiday, paying a restaurant bill

37. I routinely use digital credit to finance my lifestyle

38. At one point, I have taken a digital loan to finance sports
betting or other gambling activities

39.1 often use digital loans to finance sports betting or other
gambling activities

40. If you would change one thing about digital credit, what would it be?

Thank you for your time and cooperation
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APPENDIX III: IMPLEMENTATION SCHEDULE

Activity January |February IMarch April May |June

Proposal Writing X X X

Construct Data Instruments X X

Pre-test the Questionnaire X
Data collection X

Data Analysis

Report Writing/Submission
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