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ABSTRACT 

Poverty is an increasing problem and a major concern worldwide. By extending 

financial services to the poor we encourage self employment, decision making and 

sustainable growth, allowing beneficiaries to fulfill their personal as well as their 

professional goals by accessing a financial system, to obtain the essay funds in order 

to achieve personal objectives. As a result, the tools used in microfinance sector are 

the key to remove the threat of poverty permanently. 

20 respondents were investigated in the study. These include 18 clients of which 5 

were shopkeepers, 6 were farmers, 3 who worked for wages and those who gain 

income from renting out small amount of land, vehicles, and draft animals were 5. 

The rest 2 were employees of Pride Uganda, Limited. The research employed both 

qualitative and quantitative methods of collection of data and analysis. The main 

areas of focus in the study included sources of microfinance, services offered by 

microfinance institution, government policy f1·amewodr, donors of microfinance in 

Uganda, constmins ofmicrofinance. 

Lastly, policy make1·s should call for policy makers to have a better understanding 

of the microfinance industry to develop a clear framework for regulation and 

supervision of the sub sector. 
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CHAPTER ONE 

1.0 INTRODUCTION 

Developing countries such as Kenya, Tanzania and Uganda in pa1·ticular though 

undergoing great divet·sity usually shat·e common characteristics like having 

unequal distribution of income a preponderance(80%-85%) of population earns it's 

liking in a relatively unpt·oductive agricultural sector, distinguished employment or 

underemployment, high illiteracy t·ate and inadequate educational facilities, 

widespread malnutl"ition and wide range of health problems among others. 

Such characteristic shows that a great population in this country is living poorly and 

in order to survive they need help. Financial Institutions that pt·ovide commercial 

microfinance help poor people manage enterprise growth and diversification and 

raise their household income. Living poorly means people suffer from lack of food 

and water, un employment, disease abuse, homelessness, degradation and 

disenfranchisement .the result for these include physical, mental and emotional 

disability , limited skills and education, low self esteem and lack of confidence and 

fear, t·esentment, aggression and truncated vision. The World Bank describes 

extremely poverty as living on less than 75 cents a day. 

These people really need help financial institutions that provide commercial 

microfinance help poor people manage enterprise growth and diversification and 



mise their household's income. Yet informal commercial lenders local traders, 

employer's landlords, commodity wholesalers, pawn brokers and money lender of 

various types p1·ovide loans to the poor in many developing countries. 

Many bankers, economists and government officials assume that the informal 

commercials credit market works efficiently, satisfies demand and help the poor. A 

common view is that widespread use if informal Financial suggest that it is well suite 

to most rural conditions (Van pischkel Adams and Donald 1983) most information 

lenders provides valuable financial services at a reasonable cost to boiTowers 

(Gonzales-Vega 1993) 

About 90%of the 180 million poor households still lack access to institutional 

financial services most formal financial institution deny the poor financial services 

because of perceived high risks, high costs involved in small transaction, the poor 

inability to provide ma1·ketable collatei·al for loans(ADB and microfinance) 

1. 0 BACKGROUND OF THE PROBLEM 

It is a much needed wake up call for economists who have long fulfilled the potential 

microfinance institution for promoting savings and investments and alleviating 

poverty. Likewise, it will alert advocates of subsidized microfinance that the 

financial needs of the vast ma,jority of the poor can be met by commercially based 

mict"o lending. 
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Extreme poverty is desct·ibed as living on less than 75 cents a day and above two 

thirds of people in Uganda are victims. These people include the unemployed or 

severely unemployed as well as those who work in the so poorly remunerated that 

their pm·chasing power does not permit the minimum caloric intake requil·ed to 

overcome malnutJ·ition. Also included, are people who live in regions sevet·eiy 

deprived of resources. That is those who are too young, too old, or disabled to wot·k, 

those who at·e fm· reasons of envir-onment, ethnic identity, politics, gender and the 

like, have no earning assets or household's members to support them and those 

escaping from natural or human made catastrophe. 

Microfinance will be a panacea for poverty where it's much mm·e on presenting and 

analyzing the fundamentals of microfinance and mobilizing savings among the poor. 

This study will clarify the application of commercial principles to microfinance 

which will ensure the long-lasting capacity of institutions to reach those previously 

excluded from financial services. 

1.2 STATEMENT OF THE PROBLEM 

Savings services allow savers to store excess liquidity for future use and to obtain 

returns on their investments while credit services will enable the use of anticipated 

income for current investment or consumption. Though the overall microfinance 

services can help low-income people to reduce ris({, improve management, raise 

productivity, obtain high returns on investments, increase their income and impt·ove 

the quality of their lives and those of their dependant, the low income households 
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and small mic1·o entrepreneurs have been charged highly on access to those services 

hence experiencing difficulties due to inappropriate policy design, weak 

implementation framework and failure to institute and effectively monitor policy 

implementation within the microfinance institutions. 

About 90% of the two thirds of the poor households and small micro entrepreneurs 

still lack access to institutional financial services. Most of thee microfinance 

institution may deny the poor financial set-vices because of perceived high risks, 

high costs involved in small transactions, and the poor inability to provide 

marketable collateral for loans. 

1.3 HYPOTHESIS 

Microfinance has a strong positive impact in the socio-economic development of the 

society. 

1.4 RESEARCH QUESTIONS 

i) Do poo1· people understand microfinance services? And do they know how to use 

them? 

ii) What do these poo1· people do to earn for theil- ends meet? 

iii) Do these people have ability to provide marketable collateral for loans? 

iv) What benefits do they obtain from the microfinance services? 

v) Does majority within the poor household and small micro enterprise come for 

your services? 

4 



1.5 SCOPE OF THE STUDY 

Though many people world wide are benefiting on the services of microfinance, this 

"'<;_j 

study ~ carried out in the pride limited Kampala. Why this pa1·ticular place is 

because there ue many small micro entrepreneurs and poor households in the city 

and therefore this research study aimed at establishing detailed data on 

microfinance and socioeconomic development of customers of the pride limited. 

1.6 OBJECTIVES 

1.6.1 SPECIFIC OBJECTIVES 

> To ensure wide spread financial services for the poor. 

> To find out the access and costs of financial services to microfinance clients. 

> To investigate the economic benefits of microfinance clients 

> To find out whether these institutions are capital constrained and whether 

they can meet a big fraction of people 

1.6.2 GENERAL OBJECTIVES: 

Examine microfinance and socio-economic development of its customers. 
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1.7 SIGNIFICANCE OF THE STUDY 

i) The finding of this study will be committed on increasing the financial 

sustainability of MFI (miuofinance institutions) and developing their poverty focus 

that is increase their outreach and impact on the lives of poo1·er people. 

ii) It will be also encourage donors to integrate a poverty focus in their appraisal 

and finding of MFis. 

iii) The study will be useful to policy make1·s to have a better understanding of the 

microfinance industry to develop a clear framework for •·egulation and supenrision 

of the sub-secto1·. 

iv) This findings will be a way forward fm· academicians of Business studies and 

other researchers to cm·ryout further research on microfinance and socio-economic 

development of its clients. 

1.8 Key concept 

Customers: it's a group or individuals who have a business relationship with the 

organization those who receive and use or directly affected by the product and 

services of the organization. 

Development: improving: is act of by expanding or enlarging or refining or is a 

process in which something passes a deg1·ee to different stage especially a more 

advanced or mature stage. 

Impact: strong effect (free of collision) 
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Microfinance: It's small loans that helps poor people to expand their businesses but 

are not able to get banks to lend to them. 

Poverty: this is a state of being without enough basic needs (necessities). 

7 



CHAPTER TWO 

RESEARCH METHODOLOGY 

2.0 Introduction 

This chapte1· describes the area population of study methods used and data 

collection techniques and it also gives the problems encountered in the study and 

how they will solved. 

2.1 Area of study 

This study was conducted in pl'ide Bank limited located in Kabalagala in Kampala. 

Kabalagala is near Kansanga in Makin dye Division. 

2.2 Sample selection 

The study is both quantitative and qualitative, purposive sampling was used to get 

informants who are knowledgeable about the microfinance and those experiencing 

the problem. 

The study being qualitative in nature an interview guide was used to collect data. 

2.3 METHODS OF DATA COLLECTION 

2.3.1 Primary source of data 
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a) Questionnait-es 

This was used to obtain information on the respondent's institution and also will 

help the researcher to obtain detailed information by allowing respondents to 

express themselves. 

The questionnaire contained the three types of questions; the multiple choice in 

which the respondent had several altematives from which to choose, Dichotomous 

having only two alternatives available(yes or no) and open ended where the 

responder is free to formulate his or her own answet· and expand on the subject of 

the question. 

b) Observation 

This was used to study situation which do not depend on reported behavior for 

instant the interaction between the employees of the institution and the customers. 

2.4 Reseat·ch procedure 

An int1·oduct01-y letter was obtained from Kampala international university 

Department of Business and management to the management of pride Bank to give 

the researcher away forward. 

2.5 Data Analysis 

Data was analyzed systematically according to the objective of the study and a 

report was written. 
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2.5.1 Quantitative Analysis 

Data was t·ecorded before leaving the respondents. The researcher checked for 

accuracy, uniformity and consistency. Tables were developed to show no of people 

interviewed and economic activities of clients. 

2.5.2 Qualitative analysis 

fot· the case of qualitative data, field notes were written at the end of each day, later, 

identified themes, relevant topics and issues plus t·elated literatm·e were used to 

allow for intet·pt·etative and data presentation. 

2.6 Research Constraints 

In any study, there are constraints this is because of differences of nature in area 

and reseat·ch. 

Financial constraints- Necessary requirement of the study was substantially big and 

was self-financed with very limited resources. 

Lack of time - There was little time given to the researcher to can-y out this study. 
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CHAPTER THREE 

LITERATURE REVIEW 

3.0 Introduction 

This chapter analyses some of the issues on the existing literatut·e on the concept of 

microfinance. It will examine the microfinance and socio-economic development on 

the deprived groups and vulnerable people. The study has to put into consideration 

the findings of othe1· people's work, which preceded it. 

3.1 The concept of microfinance. 

Microfinance plays a significant role in over aching goal to reduce poverty in Asia 

and Pacific. Providing access to microfinance can prove to be an effective way of 

reaching the pool and improving their lives. In developing countries numerous 

studies have been conducted above the sub,ject. Howeve1·, this study has not been 

able to give detailed finding on micro finance and socio-economic development. 

Microfinance is the provision of a broad mnge of financial se1-vices such as deposits, 

loans, payment set-vices, money transfer and insurance to poor and low income 

households and their micro enterpt·ise (Microfinance-ADB.org 25 November 2005) 

Marguet·ite S. Robinson defines mict·ofinance as a panacea for poverty, is much 

more on presenting and analyzing the fundamental of micro lending and mobilizing 

savings among the pool'. Robinson continued the study and found microfinance 

provide wide spread financial sm-vices for the poor. Robinson also describes 
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microfinance as the process through which financial set-vices for the economically 

active poor are implemented on a large scale by multiple, completing financially 

self-sufficient institutions. Among the economically active poor of the developing 

world, this is strong demand for small scale commercial financial services. For both 

credit and savings where available, these and other financial set-vice help low 

income people impt·ove household and enterprise. 

What matters to microfinance clients in East African region developing countries is 

the access and cost of financial se1-vices. Many poot· people are served by informal 

money lenders who generally provide easy access to credit but at high cost, charging 

poor bon·ower nominal monthly effective rates that typically range ft·om about 10% 

to more than 100%. Many times the monthly rates of sustainable financial 

institutions are usually 2-5%. 

Supervision officials Central Bank of Kenya, Tanzania and Uganda at a joint 

workshop meeting(2006) on microfinance, the executive Director supervision Bani' 

Justine Buganda aimed miuofinance as access to financial services by Law income 

households and small and microfinance. 

Financial sector assessment of the World Bank international monetary fund was on 

the view that providing of financial services to the poor and very poor, particularly 

in rural areas is the purpose of microfinance institution. They never put in mind 
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that also in urban areas such as Kampala where these poot· and vet-y poor 

communities exists. 

A basic economic theot·em states that opportunities in (economic) development are 

highly dependent on the access one has to capital market. Since both the commet·cial 

banking sectot· and capital mm·kets in most groups in these countries, othet· 

altematives must be sought. Microfinance and especially savings and lending 

communities, can fill the gap left by commercial finances .Building economies with 

microfinance lend a solid base to developing a lasting access to external monetary 

funds and thus to reducing poverty (Joost M VanderVoort.) 

Microfinance services enable poor women to increate and diversify income and 

build assets, which in turn allow them to reduce and mitigate risks, make choices 

and plan fo1· theil- future. There is dit·ect impact of the access to financial services to 

add1·ess income poverty and in created income have been instrumental to finance for 

human capital (health, education, physical infrastmcture including drinking water 

and sanitation), thereby gradually creating an enabling environment to add1·ess 

human pove1·ty. Effectively delivered microfinance products and services through 

sustainable MFIS can be one of the effective tools on creating enabling environment 

for achieving remaining MDGs (Nara Hari Dhaka!). 

Extending financial services to poor people does not necessal"ily play a positive role 

in eradicating poverty, as it may lead to accrued indebtedness. Forced extension of 
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financial services results in unconditional lending and credit at low interest rates. 

These turn out to be traps rather than solutions. However, extending access to 

financial services to poor people plays a significant role in alleviating poverty. 

People that want and need financial services will consider financial services if the 

access is easy and if they are propel"iy informed. The goal must be t t·educe the 

vulnerability of the poor by providing them new opportunities. Destroying self 

constructed informal mechanisms through the extension of financial services at all 

costs would lead to a reduction of opportunities and thus increase their dependency 

and vulnerability. In conclusion, microfinance will succeed in eradicating poverty 

only if it brings new choices to the poor, through accrued accessibility. It won't if it 

t·eplaces one fatality with another (Gilles Davignon). 

The emerging paradigm of providing microfinance to mitigate the poverty 

pandemic in developing countries is the discourse within the political and economic 

circles of most nations. Mict·ofinance plays an unprecedented role in the form of 

curative, pt·eventive, and promotional mechanisms of modemting the effects of 

poverty. The answer questions "what" and "why" microfinance can do for the poor 

seem to have reached a positive consensus among both theoreticians and 

researchet·s. Issues of microfinance helping to build assets, empowering and 

mitigating the effects of vulnerability to both external and internal shocks have well 

been t·esearched into and documented. (Samuel Kobina Annim) 

14 



Artcheddji Codjo Casimir sees microfinance as a key strategy in 1·eaching the 

millennium Development Goals (MDGs) and in building global financial systems 

that meets the needs of most poor people. Although microfinance ha demonstrated 

the potential to reduce poverty, its impacts have varied. Perhaps as a result of these 

inconsistencies, few donors have priot·itized microfinance in their strategies to 

achieve the MDGs. Microfinance can have positive effects evet-ywhere, if se1-vices 

respond to the pa1·ticular mission and social context of a microfinance institution 

(MFI), as well as to the needs of its clients. Microfinance, and the impact it 

produces, goes beyond just business loans. Poor people use financial services not 

only for business investment (agriculture, livestock, trade, p1·ocessing) in their micro 

entet·prise but also for health and education, managing household emergencies, and 

meeting the wide variety of other cash needs that they encounter. The availability of 

financial se1-vices for the poor household is therefore a critical facto1· for the 

achievement of the Millennium Development Goals. 

Microfinance increases the ability of individuals to invest in their future at a cost 

that is reasonable (both in time and expenses.) Microfinance is not so much about 

the 'miuo' as it is about filling a need. Every person living in the modem economy 

(even those living in the peripheJ-y) needs financial products and services to meet the 

challenges of daily life. Those with access to more services are able to meet both the 

immediate challenges (food and temporary shelter) and longer term challenges (safe 

and long-term housing, education, stability of income, healthcare, etc.)(Paul 

Hamlin.) 
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D. Antony Vijayaraj states that the role of microfinance at a global level and 

achieving the MDGs is to cut out handouts and •·esto1·e dignity aud self-respect to 

the disadvantaged. 

Each pet·son has a role to play and is unique creation and born to succeed. 

Participato1-y capacity building effort makes the wol"ld we live in fair and equitable. 

Enterprise development, consumption and asset development increases the passion 

and belief of all in microfinance. This gives eves the disadvantaged the confidence to 

move beyond barriers to change through innovation, creativity, research and 

advocacy. Poverty reduction helps eve1-yone r·ealize that: 

i) Oppot·tunities are within and starting at us all the time. 

ii) We have to move fast, throw our heart and soul intro the work. Work with 

focus, conviction, sincerity, and tmthfulness. 

iii) In developed countries, one has to get the government on side to enable our 

newly engineered microfinance model to wor·k. 

iv) Globalization makes our work challenging and interesting. Passion and 

pe1·sevemnce with a positive mindset make everything a possibility. 

One of the biggest challenges facing the microfinance industry today is to develop 

financial products and methodologies for very poor or difficult to reach rural 

populations to reduce theil- economic vulnerability and increase their overall well 

being. Microfinance can create an environment of community where people find 
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connection and can gradually bring about a more just, equitable and peaceful 

society. Microfinance programs when done well are a powedul tool to promote not 

only the full potential of the individual, but the force of unity t·eflects in concept of 

community. A sense of community motivates action fot· the common good rathet· 

than individualistic self interest and can result in greatet· pt·otection of the 

environment and promotion of matet·ial sufficiency rather than rampant 

consumerism. It can c1·eate opportunities for local economic self sufficiency, thus 

helping to stem the out migration ft·om rural to urban areas, and from less 

developed to more industrialized countries. 
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4.0 Int1·oduction 

CHAPTER FOUR 

STUDY FINDINGS 

The results are presented in both quantitative and qualitative analytical framework 

so as to give a clear explanation of this study. In this presentation tabular 

presentation is used in order to supplement or explain findings. 

4.1 Socio-demographic cha1·acteristic of respondents 

4.1.1 Numbet· of respondents inte1·viewed 

A total of 20 respondents we1·e interviewed, they consisted of 2 employees of the 

pride Uganda limited, 18 clients of which 5 were shopkeepers,6 where farmers, 

clients who work for wages we1·e 3, who gain income from renting out small amount 

of land, vehicles, d1·aft animals where 5. 
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Table 4.1 Numbet· of respondents interviewed. 

Respondents No. of respondents 

Employees 2 

Shopkeeper/small enterpdse 5 

Fat·mers 6 

Working for wages 3 

Renting out small amount of 4 

laud ,vehicles, dt·aft animals 

TOTAL 20 

Source: Field survey results. 

4.1.2 Education 

In the sample the majority of t·espondents were semi-illiterate with 10 of the person 

had only attained pl"imat-y 1 to 7 education, 6 persons had attended secondary 

school at various stages 4 pet·sons had post-secondary education with this, presented 

statistics, indicates that in p1·ide Uganda limited clients as per as education is 

concerned people are still badly off because the data indicates that majority of the 

population only attained primary education. Due to low education level access to 

highly paying jobs is hat·d hence low income which forces them for help in micro

finance institutions. 
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Table 4.2 Educational status of the respondents 

SINo. LEVEL NO. 

1 Primary 10 

2 Secondary 6 

3 Post Secondary 4 

TOTAL 20 

Source: Field Survey Results 

4.1.2 Gender Relation 

Basing on the study the majority of the respondent in this institution we1·e female IS 

and male were 5. Those in paid employment sector were only 2 female and males 14 

counterparts wet·e 4.This Gender relationship indicated that ma,jority of women in 

this area a1·e not in paid employment due to lack of gender balance in employment 

sector in this place. 

Men are the majority in the sector because cultumlly women are supposed to be 

doing only housewod' such as cooking and looking afte1· children. 

This indication, which should that pove1·ty, has made women the most vulnerable 

gi'Oup of people, with no opportunity to gene1·ate income to cater for their daily 

basic needs. This is because are not given opportunities as men are to documents in 

almost all activities. A microfinance revolution in the community, majority of 

female are going for their microfinance service and thereby trying to keep that 
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gender balance in the society. In this case the self employed are 3 males and 11 

females. 

Table 4.3 a) Male and Female t·atio 

Female 15 75% 

Male 5 15% 

Total 20 100% 

Table 4.3(b) Number in Employment. 

Sex No. Employed Ofo 

Female 2 10% 

Male 4 20% 

TOTAL 6 30% 

Table 4.3 (c) Number in self employment 

Sex No. Self % 

Employment 

Female 11 55% 

Male 3 15% 

TOTAL 14 70% 

Source: Field Survey Result 
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4.1.3 Individual VS Groups 

The 1·espondents generally interviewed which were the majority we1·e 10 from a 

g1·oup and 5 individuals this indicates that majority of persons from g1·oups 

wbe1·eby they registe1· for loans in the microfinance institution and sha1·e the interest 

charged among themselves to make ease of payment. 

4.4 No oflndividual VS Groups 

No. Individual 5 25% 

Groups 10 SO% 

TOTAL 15 75% 

Source: F1eld Survey Result 

4.2 Source of Minofinance 

Info1·mal money lenders formal financial sectors, government or donor-non hank 

financial institutions such as nongovernmental organization and village bank are 

the main source of microfinance. 

4.2.1 Informal Money Iende1·s 

The informational given by the respondents in this areas showed that informal 

money lenders usually provide easy access as credit but at high cost, charging poor 

clients as borrowers nominal monthly effective interest rates that typically range 

f1·om about 10% to more than 100% to more than 100% many time the monthly 

effective rates of sustainable financial institution which are usually 2-S%.Even when 
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real (inflation adjusted) interest rates are used and borrowers' transaction cost are 

included. 

4.2.2 Commercial microfinance institutions 

It is said that is normally far less expensive to bon·ow ft·om a local money lender. 

They also offer much in demands saving service that provide savers with security, 

liquidity and t·eturn a combination not generally available in the informal sector 

though the demands fot· commercial microfinance is rarely met by the formal 

sector. One reason given is that the demands a1·e generally not pe1·ceived. Anothet· is 

that many actors in the formal sector believe wrongly that microfinance cannot be 

profitable for banking institution. 

4.2.3 Formal Financial Institution (state owned) 

These usually p1·ovide govemment and donor financed subsidized credit but below 

market subsidies are often siphoned off by local elites and so may not reach the 

poo1·. These institutions have high a1·eas and large losses. Access by the poo1· tends to 

be low, despite the subsidies the cost of borrowing may be high because of 

widespread inefficiency and cormption most formal financial institutions deny the 

poor financial service because of perceived high risk, high costs involved in small 

transaction the Poor's inability to provide marketable collateral for loans. 
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4.2.4 Semiformal (Non-Governmental Organizations and Village Banks) 

These are non governmental organization and village banks. They is capital 

constrained and meet only a tiny fraction of demand for credit such institution 

provide uedit at relatively low cost access to credit by borrowers is limited access to 

voluntary savings facilities is poor or non existents at many of keep institutions. 

4.3 Qualification fo1· MiCI'ofinance Sen•ices 

According to the respondent, not everyone is accessible to microfinance SCI'Vices. 

They conside1· one's .iob status, marital status especially whether one is a widow, 

widower, married or single, also they consider if one have assets as collateral to 

secure loans. To ensure the right information is given out, the institution does a 

sm'Vey through interviewing a third pat·ty, documents issued by the client or clea1· 

observation by the microfinance personnel. Lastly, the institution is supposed to 

ensure that the client is debt f•·ee. 

4.4 Services offered by microfinance institutions 

According to the 1·espondents microfinance institutions offer various services such 

as loans payments service money transfers insurance to poo1· and low-income 

households and micro-enterprise. These institutions aim to ensure permanent access 

to the institutional financial services for the region's poor people and their small 

business. 
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4.4.1 Loans 

With microfinance loans the clients are able to use their inct·eased income to buy 

more nutritious food, which in turn results in healthier pregnancies and healthier 

childt·en. That income also enables them to send theit· children to school, improve 

their shelter and obtain health care. It also allows clients to buy essential tools to 

make their business more productive and pt·ovide employment within theii· 

communities. 

4.4.2 Access to savings and microfinance 

With access to these sm·vices the respondents said they are poised to absorb the 

economic shocks of death serious illness and natural disastet·. This enables clients to 

contribute to reconstruction efforts whether familial or communal in the aftermath 

of an unplanned disaster. 

4.5 Government policy fmmework 

According to the Uganda ministry of finance FY 2005/06 which affected the 

objective and level of activity in the new FY 2006/07.It initiated the legal and 

institutional framewol"li for microfinance and enterprise development their target is 

enabling the poor to access funds for economic activities to reduce poverty. 
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4.5.1 Achievement 

Launched the matching grant facility and contracted price, water house coopers to 

manage the funds. Over 500 mral microfinance institutions benefited from loan 

portfolio of Ushs. 10.1, financial products specific to agriculture and acquisition of 

products assets we1·e developed and capacity building for MFIS and SACCOS 

supported. 

4.5.2 Indicator 

Growth of saving accounts opened with microfinance is institutions. 

Number of MFIS branches that lend to the poor number of clients served 

and loans disbursed. 

Guidelines and regulation manuals. 

Number of clients. 

In the FY 2006/2007 the ministry will concentrate on generating policies for 

improving rural development and increased productivity at household level. This 

will be achieved through provision of well established microfinance services, pl"ivate 

sector development with emphasis on industrialization and value addition, 

promoting and value research in science and technology to benefit local artisan. 
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4.6 Donors of microfinance funds in Uganda. 

The microfinance support centre limited (MSC ltd) is a limited liability company 

that is wholly owned by government of Uganda. It was set up into August 2001, to 

among others manage the Rural Microfinance Support Project (RMSP) 

microfinance suppot·t project is a country wide is a country wide pt·oject funded by 

Afl"ican development bank and government of Uganda. RMSP is a microfinance 

support project funded by Afl"ican Development Bank and the Government of 

Uganda. RMSP is a 5 year project in February 2001 RMSP is geared at the 

realization of Poverty Eradication Action plan (PEAP) tht·ough the promotion of 

country wide access to affordable microfinance services in Uganda. 

Other donors of microfinance include Em·opean Union Wol"ld Bank through 

ministry of finance of Uganda. 

4. 7 Economic impact 

This section presents finding which are directly relating to incomes of the people. 

This includes economic activities levels of income and productivity. 
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Table 4.5 (i) shows the income level of respondents 

Annual income level(Ushs) No of respondents 0/o 

0-100000 12 60% 

100000-300000 4 20% 

300000-500000 3 15% 

500000+ 1 5% 

20 100% 

Som·ce: Field survey t·esults 

Table 4.5(ii) shows the economic activities through access to microfinance 

Services. 

Activities No. % 

Self employment 17 85% 

employed 3 15% 

Total 20 100% 

4.7.1 Income base 

This was reported by 60% of the sampled communities as impact of pove1-ty most of 

the respondent were peasant farme1·s. They basically produce for food (subsistence 

farming) and just less for sale. This derive them enough income to meet their basic 

needs. 
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It can be observed from the table 4.5 (ii) that the majority of respondents (85%) 

can access through microfinance se1-vices and their income definitely will improve 

through indulging themselves into various economic activities such as farming, shop 

keeping and other mic1·o enterprises. 

4.7.2 Increased level of investment 

Increased level of investment amongst the communities sampled was basically 

attributed to high number of people being self employed us the biggest % of this 

population this gives moml for respondents to invest. 

Through the income and saving of the 1·espondents was low befo1·e access to 

microfinance services, self employments will enable the t·espondents generate more 

income and save more for their future 1·equil·ements. If one was earning 100,000 

Ushs and he was able to access loan and c1·eate a business environment will be able 

to cater for its basic need's and save. 

4. 7.3 Increase productivity 

Low productivity is attributed to various facto1·s. The majo1· one is lack of funds and 

poor technology. The critical observation made by the researcher and report from 

respondents revealed that, this acute impact of poverty can be envisaged in forms 

off lack of tools and equipment to facilitate the agricultui·ai production off-fa1·m 

activities. 
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About 99% of the people doing farming usually substandard primitive tools of 

production such as short hand hoes. This will affect both the quality and quantity of 

produce. 

Tlu·ough access of mici"Ofinance service, the people will have funds which will enable 

them buy the modet·n tools such as spt·aying pump, mkes, forl{s, slashes, tractors 

and watering cans and pesticide and other factor of production such as land. This 

improves the quality and quantity of produce which in increase sale, yield and 

income as well. 

4. 7.4 Employment 

According to the findings here are many micro and small enterprises employing a 

big number of person or 29% of the country total employment. Also the 

microfinance sector is growing at are increasing rate and contributes certain 

percentage of the country's gross domestic pt·oduct (GDP) and another percent of 

non-agl"icultural GDP. 

Employment has been created through access to microfinance institution's services. 

According to respondents, when they start their businesses such as shop keeping or 

farming, they usually need to employ a number of people in their farms or shops to 

help them out. These labor forces need their wages which in turn help them to cater 

their basic needs and improve their standard of living. 
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4.8 Social Impact 

4.8.1 Enhancement of quality of life of the clients 

When used by the clients in ways that expand household economic activities 

increase income, microfinance service can contribute in multiple and far reaching 

ways to the quality of life of household members. 

"Tell your husband that our institution does not allow borrowers who are beaten by 

their spouse to remain members and take loans" 

According to this case the microfinance institution helped to solve domestic violence. 

Other case is when •·espondents could save for the children's education and 

overcoming malnutrition. 

Microfinance service can contribute in many ways to the quality of life of clients and 

members of their household. It contributes on improvement in nutrition prevention 

of diseases education of children and decreasing the child labor. 

One of the most common by product of microfinance is sending children to school. 

Begin able to provide for old both one's own that of one's elderly relatives another 

way in which the quality of life is improve with the income inc1·ease that can 

accompany the use of microfinance. 
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4.8.2 Domestic Violence 

Domestic violence; According to the respondents most of them claimed that the 

existence of domestic violence has been a major result of lack of basic needs in the 

families among the society the drinking of local beer by men who put all burden of 

lack of income and other basic needs on the wives by constantly quarrelling and 

fighting with them is a cause of domestic violence. Through access to microfinance 

service the most basic needs such food, shelter clothing is catered for and peace in 

the house is developed. 

4.8.3 Social Safety values 

Social safety values is when disaster hit and people unexpectedly lose theit· jobs, 

homes, incomes and assets many lenders and shop keeper. As such a time access to 

microfinance also will serve as a safety value fo1· the wider society's to people who 

are able to feed and clothes their families are Ies likely to cause social disruption 

than those who can not. 

"Because of my poor status and being the bread winner when my husband is in jail 

joining pride Uganda limited enabled me support my displaced family with all they 

need" 

4.8.4 Create self confidence of their clients 

Successful microfinance institution can boost the self confidence of their clients. The 

process happens in many ways and at many levels. According to respondents she 
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had to stop her husbands beating because of the power of her statement that her 

back did not appt·ove women who beaten by their husbands. 

A woman who makes l'erosene lamps from Kampala she provided financial services 

and treated with dignity by her microfinance institution. Economic independence 

and associated inct·ease in self confidence help those who are abused to stop the 

abuse or end the t·elationship. 

4.8.4 Challenges Facing Microfinance Institutions 

The major shot·tcomings of mict·ofinance institutions development have been 

inappropriate policy design, weak implementation framework and failure to 

institute and effectively monitor policy implementation. 

The other shortcomings are; some donors do not have adequate capacity to regulate 

or supet-vise, as a t·esult the industry has been made susceptible to unscrupulous 

operators w who give microfinance institutions bad name bad name. 

Lastly, is the inability for client to pay back loans through misusing the funds that's, 

through luxury also the project they invest in may fail to take off. 
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5.0 Int1·oduction 

CHAPTER FIVE 

RECOMMENDATIONS 

The findings of the study established that microfinance services has affected the 

economic active poor people positively, with the majority of people accessing 

microfinance sei'Vices and being self employed. The microfinance industry has some 

challenges which may hinder the poor access their services. This therefore calls for 

policy makers to have a better understanding of micl'Ofinance industry to develop a 

clear framework fo1· regulation and supervision of sub sector as recommended 

below. 

5.1 Government policy 

Government policy is one of the facto1·s which can hinde1· and deny the existence of 

miCI'ofinance institution and their clients f1·om accessing microfinance services. In 

order to improve on more on this situation, there is need for. 

Introduction of anew pilot initiative to create model programs for government 

support of mic1·ofinance and development of new instruments for collaborating with 

pl'ivate sector. Through a new initiative a new initiative of joining an organization 

like IFAD which can sponsor workshops to compile and disseminate lessons f1·om 

the experience of financial and business institutions engaged in marketing for small 

ru1·al enterprises. 

34 



5.2 Central bank policies 

Supervision of microfinance activities in the country still possesses a lot of 

challenges to central bank in the 1·egion as many activities going on in the industry 

a1·e intertwined with unregulated with other unregulated activities due to lack of 

clear policies. 

There is need to understand the microfinance industry better in order to develop 

clea1· framework for the 1·egulation and supervision of the secto1·. There is also need 

for licensing Microfinance deposit taking institutions, examine how to continue 

encoumging innovation on new p1·oducts in the industry and also examine which 

policy framework will facilitate the fastest g1·owth and development of the sector. 

5.3 Regulato1-y supervisory issues on microfinance institutions 

The assessment of the regulatory framework fo1· microfinance institutions is part of 

broader assessment of adequacy which will require a review of; 

The range of financial services provided and target group served by several tier of 

fo1·mal, semiformal and informal financial institutions. 

The demand for financial services from household micro enterprise and small 

businesses at different levels of the income stmta, the diffe1·ent combination of 

financial services, the user of those services and the range of services that prevail in 

different geographical segments of the ma1·ket. 
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The objective of assessment of the adequacy of access will be to identify the gap that 

exist (and the need to be corrected) in the range of products that are available for 

different Iaye1·s of households, micro enterprises and small businesses in vadous 

geographical marlwts and; 

To conclude, assessment of 1·egulatory framework will assess whether the regulatory 

framework for financials transactions help expand or restrict access to the need for 

financial services. 
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11. Are you a non profit making institution? give reasons 

b) customers/clients 

12. What do you understand by the term mic1·ofinance? 

13. Who introduced you to microfinance? 

14. Are you an individual taking micro finance or do you belong to a group? 

15. How has microfinance services benefited you? 

16. A1·e you comfo1·table with their (micmfinance institutions) charges? 
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