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Seven years since the launch of the first digital credit offering, the following key
changes were observed:

Kenya has seen remarkable progress on e In the past two years, the number of e Compared to 2016, digital loans issued
financial inclusion in the past decade. digital loans issued has approximately have increased by 1.9 times in 2018. Yet
This has largely been fueled by the doubled *. Between 2016 and 2018, 86% despite the entry of almost 50 fintechs in
mobile money revolution that has of the loans taken by Kenyans were the past four years, bank and MNO-
expanded the access to and use of digital in nature. This trend continues facilitated products still dominate the
financial services beyond payments. with traditional players, such as banks. market, amounting to 97% of supply.
Digital credit products, such as M -Shwari Now, approximately half of the loans

and KCBM-Pesa from MNGQGfacilitated issued are digital .

banks are already popular in the market.

Among borrowers in Kenya, 2.2 million e The percentage of non-performing loans?
individuals have non -performing loans 1! is approximately three times higher  for
for digital loans taken between 2016 digital loans (16%) compared to
and 2018. About half (49%) of the traditional products (5%). An analysis of
digital credit borrowers  with non - non-performing loans in the same period,
performing loans have outstanding however, suggestsan encouraging trend
balances of less than USD 10. with a 15% decrease in the past two
years.

Notes:
1. The supply-side data reflects data shared by 14 digital credit providers, including three fintechs that are not mandated but cho ose to share data. However, these 14 players contribute to the vast majority of the

digital credit supply.
2. Non-performing loans are those loans for which the outstanding balances have not been paid for more than 90 days. *
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There are eight key demand -side insights:

OFor most borrowers, digital eThe gender gap among eCUStomerS have a low eProviders seek to drive product

credit is an important borrowers is at 26% The LIS B s s knowledge through regular
. o information shared by providers .

addlltlonal tool to manage majority of users are young in terms of (1) pricing, (2) terms marketlng ar]d

business and consumption males aged under 35 years. and conditions, and (3) how communications. However,

expenses. Customers Most women who borrow do so their personal data is shared. low -income and women

appreciate the convenience for household and business Customers reported rarely paying customers in particular rely

and immediacy of the product. needs and on average take aBtéle;;gggto ttehr;ns agﬂ;r%rhc:mn; heavily on peer networks for

This also explains why despite smaller loans than men. information is key, as customer information and use them to

the fairly high interest rates loyalty appears to lie with guide their decisions .

associated with digital credit, products with clear information in

the product still sees an simple language.

increasing demand.

eMuItiple borrowing is eDue to the nature of the eCustomers understand what eThe prevalence of sports

common, with 62% of product, however, most drives loan limit increases on betting is a worrying trend
borrowers having more than defaults are still on very small subsequent loans and apply and is partly fueled by easy
one digital loan . This could loan amounts of less than USD several approaches . These access to digital credit. The
reflect the low loan limits that 10. Moreover, the hassles of include regular savings, digital borrower segment that
fail to fulfill needs and the negative listing that include in - frequent borrowing, and early is male, young, and low - and
short tenures that increase person requests at the CRB and repayment to boost their credit moderate -income is at the
pressure on repayment and a considerable fee of USD 22 scores and loan limits i with greatest risk.
require a new loan to repay the have been turning away some business owners seeing the
previous one. potentially reliable customers. greatest success.
1. This amount is equivalent to approximately a fifth of the average Kenyan household income for a month. v

MSC
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key issue for suppliers. Rapid loan
approvals and the ease of acquiring
personal data in Kenya are the key

drivers to this . Our analysis of supply-side

data shows that 26.4% of borrowers have

taken Otwo consecuti ve

d a y between 2016-18. Such behavior is

commonly referséeacttio nge

a definite indicator of identity fraud.

Clear guidelines for privacy
protection and sharing client data
are still lacking . An expected
legislation on data -sharing currently
being debated in Kenya could change
this.

There are six key supply -side insights:

o Increasing incidences of identity fraud is a e Regular borrowers seamlessly shift

between lenders, and loyalty to a
single provider appears to be limited
This aligns with the finding on multiple
borrowing. With increased comfort
with the product, borrowers show
greater confidence in experimenting
with a newer and broader set of
providers.

e The digital divide is a relevant concern

and digital credit still serves a specific
and to a large extent already empowered
customer segment. Factors, such as the
guality of smartphones, data coverage,

high mobile data price sensitivity among

low-income users, and to some extent
lower digital literacy for women and
rural customers further risks excluding
these customers who are already
underserved.

e The supply-side comprises avariety of

players who are not equally regulated
While fintechs currently contribute to a
small percentage of digital credit supply,
this is expected to increase continually.
However, they are not regulated and are
not mandated to report to the credit
bureau. A small group of fintechs has
established the Digital Lenders
Association, whose members abide by
responsible lending guidelines.

The lower costs of delivering digital
credit at scale have not trickled

down to customers . The interest rates

offered by the variety of digital
lenders vary considerably. However,
these are generally not lower than
the interest rates offered by
traditional FSPs, whose pricing has
been moderated by the interest rate
effected in 2016.

All rights reserved. This document is proprietary and confidential.

MSC



2.0 Calls to action

In Kenya, the demand for digital credit as a substitute for both informal
and formal financial services is strong. Significant financial inclusion and
commercial benefits for the demand side and supply side respectively can
be harnessed. There is room to enhance customer experience and protect
well-being. Additionally, current ambiguities in regulation as well as an
unequal access to data between the variety of providers have an impact
on competition and by extension ensures that quality of service, fair
prices, and consumer protection standards are upheld.

This section highlights key recommendations made to global providers and
regulators based on the lessons from Kenya. In sections 3,4, and 5 of this me

report, we provide detailed analysis, insights, and implications for digital S PT F MS smart

credit in Kenya. These also form the basis for each of the premerag e 4 o campaign
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recommendations that we have highlighted in this section.



Call to action
Regulators

Issues Recommendations

A Anational identity system can help. For example, i n April 2019, a nationwide registration exercise for the National Integrated Identity
Identity fraud Management System (NIIMS)or'Hu d u ma Na mb a & h a sin thearg, this Uingue identifier dould help to address identity fraud but
essentially even with a common digital ID system, regulations should stipulate that photo verification is part of the KYC pro  cess.

Lack of level A Bring all providers of digital credit under the regulatory framework.

playing field A Ensure fair competition in the sector.

Data privacy A Enact data protection into law. This will clarify the rules and standards to be met by all parties that hold, access and use customer data,
and protection including digital credit lenders.

Transparency A Promote a more transparent and comparable publication of interest rates and fees.

A Avoid negative listing for very small loans. Smart Campaign recommends to negatively report only those loans that have an out  standing
balance higher than the equivalent of 5% of the per month value of gross national income per capita.
A Set-up a dashboard to monitor provider -wise digital credit performance based on CRB data and impose penalties on those who fail to meet
Defaults of very the set performance standards.
low-value loans A Enforce guidelines for providers to inform customers at least 30 days before the status update of negative listing.
A Require providers to establish measures that prevent customer over -indebtedness, for instance through more flexible repayment terms or
more extensive verification and credit checks.
A Run national information campaigns on the consequences of negative listing and the available precauti ons and measures.

Curbing high A Consider developing a threshold value for NPLs as a percentage of the total portfolio. Providers that consistently exceed this threshold may
defaults be punished by a fine or may eventually lose their license.

A Specify internal checks and balances by suppliers to cross-verify loan information, such as listing status, outstanding amounts, and days past
due before submission to CRBs, and impose penalties otherwise.

Data reporting A Upgrade the system of reporting towards real -time for data to better reflect the short-term nature of digital credit and associated risks. For
example, introduce a common API (not specific to each bureau) that will automatically retrieve data on borrowers from the pro vider 6 s sler
on a more real-time basis. This will reduce the errors that result from manual compiling  or entry of data by the providers.

N
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https://twitter.com/StateHouseKenya/status/1113069063855620101

Call to action
Digital credit suppliers and market facilitators

Issues Recommendations

A Combine traditional identity verification methods (including  CRB checks)with advanced risk analytics to make real -time security decisions fi
this technique utilizes a variety of checks, including real -time account checking, ID document capture , and biometric verification.

A Use machine learning algorithms to identify potential cases of fraud among the applications they receive

A Consider using a photo of the ID as part of the verification process

Identity fraud

Accessibility of loans

A Optimize apps for low -cost phones with limited processing power. We expect that while smartphones will be the norm in the next five years,
most phones in use will likely to be the cheaper, basic models.

A Remove the requirements to sign in with Facebook and M -PESA account

Gapsin user experience
Digital A Make interfaces visually appealing by using colors and icons to communicate meaning and by removing heavy text. Given that 21% of the
exclusion population is illiterate, consider user interfaces that accommodate  oral habits and practices .

A Streamline and simplify the registration process while complying with KYC requirements

Appropriate product design

A Adopt a more mass-market approach to product development with products that serve the majority segments of the population to avoid
further exclusion, for example, farmers and women. Suppliers who are already operating at scale should endeavor towards greater customer
segmentation and develop appropriate products and services. Niche players who are committed to this goal deserve more support

A Move towards risk-based pricing policy fi the lower -touch model of digital credit should translate to lower prices for customers, r  eflecting the
digital I ending algorithmés capacity to | earn.

A Arisk-based pricing policy can be effected by designing products with an interest rate range, where the actual interest ratesa  pplied are
based on customer risk profile and repayment behavior.

Pricing

MSC
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Call to action
Digital credit suppliers and market facilitators

Issues Recommendations

Data privacy and protection
A Accessto contacts and other personal data that does not affect the lending decision but used to blackmail or threaten customers sho  uld be
barred

Transparency

A Simplify and communicate T&Cs better. For example, use summary displays before customers accept the loan and after the loan, making the
disbursement accessible within the app, rather than by following a link away from the session

A Aspart of ethical standards for the industry, providers should strive for more transparent and comparable publication of intere st rates and

fees
Customer
protection Mechanisms to resolve complaints
A Increase (i) awareness about how to use and (ii) comfort with using these mechanisms by making this function easily identifia ble and easy to
use

A When it comes to customer engagement, specific segments, such as rural people do not find social media channels to be intuitive, as they
still prefer human interaction. Providers can consider running campaigns to increase the inclusivity of products
A Include at least one channel that features relatively higher -touch, for instance, a customer care number that has a human elemen t

Fair and respectful treatment
A Constant hasslingor intimidation of customers in debt collection is futile.
A If third -party debt collectors are used, suppliers should have more control and monitor their practices regularly.

MSC
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Call to action
Digital credit suppliers

Issues Recommendations

A All providers should use CRB data as part of the loan decision process.
A Track the uptake of multiple loans from multiple carriers  and introduce additional steps to increase friction before approval of the Nth loan
(as defined by the regulator and industry). For example, answering additional questions before approval of the Nth loan.

Over- A Consider adding friction to the process of loan approval and distribution for loans that are associated with a higher risk of default; for
indebtedness example, analyze factors, such as frequent requests late at night and type of account for loan disbursal

and A Offer customers the option of self -exclusion functions?, for example, a PIN shared with another individual, such as the spouse for loan
delinquency application

prevention A Inform defaulters of risk of negative listing at least a month before it is effected

On defaults of very low -value loans
A Providers could consider incorporating a tool or tutorial product testing that is intuitive and user ~ -friendly for first -time users.

A All providers, regardless of whether they are regulated, should report to the credit bureaus. This is particularly relevant g iven the growing
reach of non-traditional lenders, such as fintechs. This also helps to build a credit file for unbanked customers.
A The existing credit reporting templates need to be updated such that they are consistent with digital credit product features , such as loan

duration. In view of the above, we suggest the following:
- Move the reporting system towards real -time for data to better reflect the short  -term nature of digital credit and associated ris ks
- Implement a common API that is not specific to a bureau that will automatically retrieve borrower's data from providers serve ron a more
real-time basis. This will reduce the errors that occur due to manual compiling  or entry of data by the providers.
A Progress gradually towards APtbased reporting to CRB, which would be real -time. This also requires suppliers to invest in more sophisticated
back-end technology as products and processes become increasingly digital.

Data reporting
and quality

1. Self-exclusion refers to an established approach to combat gambling and other addictions, where an individual can choose to excl ude him/herself from online betting services for example. This could also be
applied to digital credit for customers by adding friction to the process, particularly where customers acknowledge a pattern of impulse -triggered borrowing and resulting stress due to over -indebtedness. ‘,

MSC
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3.0 State of Digital Credit
In Kenya

This section discusses the current context of financial inclusion in Kenya i - ' J
and gaps therein, the key drivers for digital credit uptake, and the policy ! .
and regulatory environment in the country.

It is built on the foundation of insights from a larger body of secondary
research and is supplemented with supply -side insights and analytics of
usage data from 2016 to 2018.

35PTF MSCY Loman
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The digital credit revolution is spurred by specific supply

We discuss six key digital credit trends in Kenya

-side trends

o r

n

h e

Pt = = =
o 1% 0 & 3 E9 R 5 g 6
c One-size-fits -all Partnerships Credit scoring Alternative data types Technology and Data privacy and
}G:" product design product bundling transparency

Lenders continue to Lenders have The majority of lenders The majority of lenders Lenders generally offer Lenders have been obtaining

offer one -size-fits -all partnered with banks, use their own model their credit scoring products through a single customer s inf

products rather than a non-banks, mobile customized scoring using some or all of six tech platform. A few offer non-transparent manner with
large variety of credit network operators algorithms. Others use types of data, namely: products via two platforms. little disclosure if any on use,
products designed to (MNOs), retailers and | third -party off -the- A Mobile money data For example, M-Shwatri is storage, and sharing. Some
meet the varying investment firms. shelf solutions. Many A Data scraped from the offered through both SIM lenders acquire data from the
needs of clients. For fintechs in the market mobile phone toolkit and an android -based | cl i ent s phone
S instance, the Kenyan claim to not use CRB A Online activity and app. Most providers offer informed consent.
43_ market lacks a product data in making their social media single unbundled products.
S that specifically credit assessments A Credit history with the However, instances of Others, such as MPESA have
o | targets farmers or lender lenders offering more than commoditized t
3 rural borrowers. A Traditional financial one product, and sometimes transaction or lending
Digital credit serves The credit scoring history; and bundling products are history. Okash, Tala, and

Lenders are shifting to over 35% of the models currently in A Other personal emerging in the market. Fuliza hide important

targeted lending number of adults use are unproven and information. contract information in long

differentiated by who own a mobile are still being refined. and complex T&Cs.

segment. phone (FSDK, 2018).

Musoni, a digital MFlis | KCB& s p ar t n|elwessmartphone app 0 Af r i kaankwolending | Stawiloan, a new product Kopa Leo shames defaulters
$ testing its digital with Safaricom has lenders, Tala and platform additionally endorsed by CBK, ispricedat | on t he default
o | agricultural financing resulted in 90% of its Branch use their own relies on a live phone a 9% interest rate plus extra media wall. Okash calls
& | product through USSD | loan volumes customized credit interview with the hidden charges. Fuliza is people from th
‘Q and app channels. disbursed through the | scoring. customer before lending. bundled to the M -PESA contact list to ask them to
Ll KCB MPESA digital payments platform. push the defaulter to pay.

platform.

e r

Source: MSC analysis

13

All rights reserved. This document is proprietary and confidential.

MSC

\ 4

ma

(@]
w



Developments in digital infrastructure have enabled the rapid uptake of digital services

These include increased mobile and internet subscriptions, improved GSM network coverage, increased access to electricity,
and increased smartphone penetration and mobile app content.

Over 60% of
Kenyans are

smartphone
E ((l’ A8 owners and
&&5 have access
to 30,000

mobile apps
46.6 million 29.8 million mobile 3G coverage for 42.2 million with local

mobile subscribers  money subscribers 85% of the internet content
population subscribers

Digital credit hasevolved with the digital disruption. It hasled to the emergence of the digital lending era, which non-traditional players,
such as MNOsand fintechs, have largely capitalized . Traditional financial service providers have also been transforming their models to
remain relevant. In Kenya, lending by traditional providers is now predominantly through their digital channels.

Source: Communications Authority of Kenya, GSMA ‘,
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https://ca.go.ke/wp-content/uploads/2018/12/Sector-Statistics-Report-Q1-2018-2019.pdf
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Incumbent lenders dominate the market compared to app
Leading app -based lenders (such as Tala and Branch) still account for less than 10% of the market

-based fintech lenders

(million USD)

Approximate daily loans

Loan portfolio (million USD)

Players M-Shwari KCB MPESA MCaoop Cash Eazzy Loan Tala Branch
Summary of model Telco-facilitated bank Bank + Mobile Fintech
virtual network (Android app focused)
operator (MVNO)
Total subscribers (million) 20.10 9.80 3.30 1.60 0.77 0.75
OB El el 83.30 15.40 2.80 4.20 1.80 1.50
(million)
Value of loans disbursed 2080 482 g7 570 35 20

80.0 24.0 8.6 38.0 7.8 4.0
Liofl? nitetess cus el 7.5% 3.66% 3.66% 3.66% 15% 1-149%
Loan size range (USD) 1 6500 10 61,000 20 6500 2.5 0500

Source: Orange Digital Ventures Africa at https://bit.ly/2Tvl4yS

. These figures are reported by the supply-side actors reflected here. Figures as on October 2018

1. Branch offers varying interest rates based on a number of factors, including repayment history with Branch, and the cost of lending for Branch

15
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Regulation lags behind innovation in Kenya but the country has been moving toward

principle -based! regulation

While initially uncoordinated, planned reforms and interventions enable the move towards a more centralized and regulated
sector. Though piecemeal, regulation has begun to take shape with the emergence of clear guidelines

A

used. CBK issued MPESA with a ne
objection letter but did not provide a
license to operate.

¥ A comprehensive approach to digital
finance or credit regulation is missing

addressed different aspects related to
mobile money and digital financial
services.

W Regulators react to the more pressing
issues as the need arises through
circulars, public notices, and guidelines.
In 2009, CBK released astatement to
mitigate negative publicity about digital

W Test-and-learn approaches started being

Responses from CBK and CAK in the form
of circulars, public notices and guidelines

W The foundational digital rails  for digital
payments and credit have been laid. For
example, the establishment of the
national payments systems regulation in
2014

W Regulators continue to reactively
address pressing issues. In 2014,
Safaricom was mandated to open its
network to licensed players in the banking
and communication ecosystem; in 2015,
CBK offered clarifications on Bitcoin and a
public notice on the use of digital
currencies.

W Collaboration with private sector and
development partners has increased
For example, guideline number
CBK/PG/15 came into place and allowed
agency banking to be developed

1 Emergence of mobile money 2 Evolution of mobile finance 3 Growth of digital credit

W No fintech regulations are in place yet but

CMA launched a sandbox for fintechs. While
digital lenders are currently not included, it
reflects the need for robust testing that can
inform the subsequent realities of fintech
operations.

Regulatory appetite for establishing mobile
money interoperability has grown . CAK and
CBK have worked together since 2017 to
develop cross-network transfer systems.

A clear move towards principle -based
regulation is noted . The banking charter of
2019 has guidelines on disclosure and consent
for digital products.

Coordinated efforts are in place to reform

the regulatory architecture governing

digital finance and credit . These include the
introduction of data -protection draft bills for

payments. collaboratively with the private sector in legislation in July, 2018 and the reform of
2010. credit data reporting templates.
2007 - 2012 2011- 2015 2016-2019 i

1. Principle -based regulation refers to the use of a broad set of guidelines of conduct which are left to regulated parties to d

don'ts.
Source: MSC analysis

ecide how to most appropriately implement them, as opposed to a rule book of dos and

16

All rights reserved. This document is proprietary and confidential.

MSC


https://www.centralbank.go.ke/images/docs/media/2009/Zain-Mobile Phone Transfer Service Release 260109.pdf
https://www.centralbank.go.ke/images/docs/legislation/GUIDELINE ON AGENT BANKING-CBK PG 15.pdf

Forward -looking regulatory interventions have started to emerge

No regulations exist yet on lending limits and operational standards. Regulators are, however, implementing forward -looking
policy guidelines such as sandboxes by CMA

Regulatory issues Description

Governance requirements A DFSlenders are encouraged through non-binding guidelines to introduce systemsthat enhance reporting with regard to transparency
and compliance with regulatory guidelines.

Product disclosure A Section 31A of K e n y Badking Amendment Act of 2015 requires banks and other financial institutions to disclose all loans, fees,
and chargesto a borrower before granting a loan. The Banking Charter of 2019 specifically requires disclosure to be done via USSD
channels, among others.

Lending prohibitions A No regulatory guidelines exist to cap either the maximum or minimum loan amounts. However, since May, 2019, lenders are bound
by the KenyaBanking Charter 2019to disclose T&C.

Privacy and confidentiality A Disclosure of confidential customer information is prohibited, except when requested by law. However, third -party arrangements
raise questions on breach of privacy
A All bank providers must report both positive and negative credit information to the ¢ o u n t €RBs (CBBRegulations, 2013, sect.
18).
A Third parties are permitted but not required to submit information .

Operational requirements A None noted
Regulatory sandboxes A CMAsandbox established a sandboxregime and launched it on 26" March. 2019. The sandboxis currently accepting applications.
Rates and pricing A Section 33B of K e n y Bafiking Amendment Act (2015) establishes an interest rate ceiling and floor, but not all lenders adhering to

the maximum interest rate capped at 4%above the CBK ®enchmark rate.

Consumer overindebtedness A Consumerprotection guidelines by CBKexist, however, consumer indebtedness is not covered.

Complaints resolution A Lenders are obligated to have a working complaints-handling and customer grievance mechanism within six months of commencing
mechanism operations.

AML/CFT regulatory A The Crime and Anti-Money Laundering Regulations (2013) obligate lenders to verify customer identity, maintain customer records,
framework and report suspicioustransactions.

Source: Blechman, 2016; Central Bank of Kenya, 2012; Central Bank of Kenya, 2013; Central Bank of Kenya, 2016; Odero, 2016; The Economist, 2016; The Republic of Kenya, 1998; The Republic of Kenya, 2010;
The Republic of Kenya, 2012; MSC analysis ‘
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The lack of a comprehensive regulatory framework has led to risky market practices
The effect of the uncoordinated regulatory environment in the Kenyan market reflects in the four main areas below:

1. Data management and

privacy

2. Product disclosure

3. Consumer over -indebtedness

4. Cost of credit

AConcerns around access to,
use, storage, and sharing of
alternative data obtained
from consumers are on the
rise. For instance, consumer
data has been reportedly
surrendered to third parties
without their consent.

AProviders use algorithms to
exclude certain groups of
consumers, which raises
concerns around equity.

ADigital credit regulations
require providers to disclose
the costs of conducting
transactions to consumers.

ALimited disclosure of costs and
increasing rates of default are
some of the most pressing
market conduct issues in the
market currently.

APredatory practices and
aggressive marketing force
consumers into debt traps.

AThe proliferation of digital credit
providers offers customers a wide
variety of easy-to-access loans.

AThis has made consumers more
vulnerable to over -borrowing due to
the lack of restriction on borrowing
across multiple platforms. This is
coupled with incomplete information
on the extent of borrowing as most of
the new fintechs lenders do not report
to the CRB.

AConsiderable supply-side concerns
persist on identity fraud, which
contributes to the perception of over -
indebtedness due to negative listing of
customers whose stolen identities have
been used for digital borrowing.

AThe interest cap guidelines do not affect non -
bank DFS providers, which can andstill do
charge high-rates.

AM-Shwari chargesa fee of 7.5% of the loan
value for a 30-day loan. However, this rate
doubles if the loan is not paid in one month
and effectively translates to an APR of 90%.

AEqui ty B amcksiomersionl®d per
monthi despite the interest rate cap at 13%
per annum. Most of EQqLl
lending is through its MVNO channel.

AK C B 8-BESMoffers a 6% rate on a 3day
term but deducts the cost of borrowing
upfront.

ity

Source: MSC analysis
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The greater effi ci
Interest rates for clients

Usurious pricing models are still observed. The MNO

enci es of t he odi t al o

gl

-facilitated model currently offers the cheapest digital loans.

del

* A - A
branch BRANCH
and TALA FULIZA
V% TaLa 121-180% APR FULIZA 550 arr
s
Above
100% !
M-*Shwari I\/ISOHWARI
$ stowi IR 90% APR
s 75% APR . App based |
The interest rates pp based loan . '
P charged by banks charge close to Safaricom enjoys a
WOP -quiteL g iz varies widely 200% APR monopoly in this area
Equitel (2% APR  gacus 73.9% APR and charges 148.5%
o KCB MPESA charges Some like Kopa APR for its Fuliza
Dlglta_l loans the lowest rate in Chapaa Charge overdraft faC|||ty
are highly the market an usurious
expensive 621% APR
KCB MPESA
44% APR
13.5% ]
Traditional loans are capped at 13% interest per annum

Banks

1. Branch has a
Source: MSC analysis

vary

ing

APR due t

Banks + MNOs Fintechs MNOs

a range of interest rates offered along with the | oan
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A highlight of key events in the past 18 months in digital credit and regulatory reactions

Digital lending access

rates increase rapidly A

especially to micro,
small and medium
enterprises as well as
households at the
bottom of economic
pyramid in urban and
peri-urban areas.

>

Equity Bank, the leading M-Shwari

institution by depositors, disburses USD 2.3

now disburses USD 0.57 billion since 2012

billion via the Equitel >

platform by March Concerns grow louder

> over usurious interest

KCB, the largest lender by rates and exclusion as
asset size, now provides 90% digital credit fails to
of its loans through its KCB reach everyone

>

M-PES }

Before Beyond
Commercial Pyramid schemes At least 49

banks issue posing as genuine digital lending

their own mobile app lenders apps now lend

digital credit emerge. between 5-500

products. USD

Source: MSC analysis

CBK, CMA, IRA, RBA and SASRA
publicly express concerns over the
increasing number of unlicensed and
unregulated financial products.

The sector at large sees a
growing concern about the
lack of a credit pricing model.

July, 2018 : The draft of the Data Protection
and Privacy Bill is introduced in the national
parliament.

August, 2018 : CBK cautions that while Kenya
boasts of advancements in developing financial
technology solutions, a lack of adequate
guidelines has opened the room for rogue
players.

March, 2019 : (1) The formation of Digital
Lendersd Association of
initiated with a code of conduct. The DLAK will
help members and fintechs, in particular, to be
better positioned in engaging the CBK as a
collective body; (2) The Data Protection and
Privacy Bill is due for discussion at the Senate

for its third reading.

May, 2019: (1) CBK released the Kenya Banking
Sector Charter 2019 which for the first time
makes it mandatory for digital products users to
be informed about T&C via USSD platform; (2)
CBK receives a parliamentary resolution
requesting the regulator to develop regulatory
guidelines for digital lenders.

20
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The number of digital loans has not only increased, but it has far surpassed that of traditional
loans

While the total value of traditional credit is still higher than digital credit, the number of digital loans has increased
substantially across all provider categories.

The majority of loans and formal borrowers in Kenya are digital, which reflects the wider accessibility and reach ! of digital credit for
borrowers in Kenya. Around 75% of formal borrowers have taken a mobile banking loan or digital lending app loan 2.

From 2014 to 2018, the percentage of digital loans has increased from 42% to In Kenya, 77% of borrowers 2 have taken only digital loans
91%

= Only digital loans

= Only traditional Loans

= Both digital and traditional loans

2014 2015 2016 2017 2018

m Digital Loans ™ Traditional Loans

2014 and 2015 figures are from TransUnion data
1. Our demand-side research does suggest a preference for digital loans, although many borrowers would like more human touch.
2. Source: FinAccess Household Survey report 2019
3. Borrowers here refer to customers who have borrowed from regulated FSPs and the three currently unregulated fintechs  that report to the CRB and as captured in the dataset for FY 2016 -18. It does not
reflect any informal loans taken. ‘,
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https://www.centerforfinancialinclusion.org/uniting-tech-and-touch-why-centaur-products-are-better-for-consumers-and-providers-evidence-from-kenya
https://fsdkenya.org/publication/finaccess2019/

4. 0 Suppli
and key challenges

This section discusses the current supplier landscape and key supply-side
challenges, particularly from the perspective of customer protection.

It is built on insights from 15 supply -side actors and observers consulted
as part of this study and is further supplemented by supply -side trends
from data analytics of credit reports from 2016 to 2018.




