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Abstract. This study sought to ascertain the factors that drive the demand for credit
among businesses in the high-density markets in Kampala (Uganda) and its
suburbs and draw implications for innovations and application of digital lending.
A combination of qualitative and quantitative approaches was applied to profile
end retailers and businesses in the high-density markets located in Kampala and
its suburbs and to assess the demand for credit at these markets. The market for
credit in the high-density market in Kampala and its suburbs can sufficiently
support innovation and application of digital lending. Most business owners
enthusiastically intended to grow their businesses and are looking for affordable
financing opportunities. Drivers of demand for credit arise from the need for
inventory management, debtor management and to pay for operating expenses.
Short business cycles mean high turnover, hence opportunities for uptake of
credits in small amounts and shorter repayment periods. It is recommended for
fintechs to improve product features as well as shorten their delivery channels,
thereby enhancing convenience in accessing credit. Further studies should
explore business models and partnerships for providing affordable credit.
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1. INTRODUCTION

Enhancing the access to credit for businesses and individuals is good for both development and welfare
as well as for performance of financial markets (Kumar, 2013; Rom, 2014). Businesses with access to finance
are resilient and more productive (George & Henthorne, 2017). From an economic perspective, growth in
production and productivity leads to increases in GDP. Improving access to financial services such as
savings and credit, for businesses run by women, who are generally considered excluded allows for owners
of such businesses to be part of a financial system (Rosen, 2010), thereby, enhancing development of an
inclusive society as well as enhances building of an inclusive financial system (Rom, 2014). There is also a
reverse relationship between improvements in socioeconomic status of poor people and uptake of financial
services. A study conducted in India (Kumar, 2013) on financial inclusion and its determinants found that
socioeconomic set up shapes banking and uptake of financial services.

According to FinScope (2018), Uganda has witnessed an incremental growth in financial inclusion. In
2009, 70% of the local individuals were financially included. This currently stands at 78%. The number of
adults who are formally included have also increased from 28% in 2009 to 58% in 2018. Comparing 2013
and 2018 data indicates that, although the percentage of adults who are financially included stayed constant
at 78%, there have been other significant changes. Formal inclusion increased from 52% to 58% of the
adults and dependency on informal inclusion decreased from 26% to 20% of the adults.

Financial technology (fintech) innovations in Uganda is pervasive, a replication of global fintech trends.
The average annual growth rate of the fintechs in Uganda has been approximately 35% over the past two
years. The most common areas of fintech application in Uganda is payments, lending, investments and
savings, insurance and banking. According to a fintech study commissioned by Financial Sector Deepening
Uganda (CAAF, 2018), payments (47%) constitute the largest area of fintech activity in Uganda. Transaction
volume in the payments space was approximately USD 4.7 bln back in 2016. The next largest fintech sectors
in Uganda are banking infrastructure (23%), investment and savings (16%), and lending (7%). In 2017, the
total market volume of fintech companies in Uganda was approximately USD 16 mln. There are
opportunities for increasing fintech activities in the lending space.

On the international scale, technology adoption varies drastically, both in degree and scope (George &
Rogers, 2018). Organizational system maturity is another factor in technology adoption (Mensah & George,
2015). The fintech industry in Uganda is still in its infancy. However, there exists a huge potential for fintechs
to have more impacts on digital financial inclusion through a number of pathways. One of such pathways
is providing digital credit. Digital credit and peer-to-peer lending allows low- and middle- income
populations to borrow without any hassle and the need for collateral. This, in turn, helps low- and middle-
income populations to manage their lifecycle events as well as meet working capital demand arising from
their businesses.

High-density markets tend to have high concentration of businesses, operating close to each other and
also high concentration of potential customers. High-density markets combine properties of wet and dry
markets in the sense that fresh meat, fish, produce, and other perishable goods as well as durable goods
such as fabric and electronics are sold in there. In East Africa, the examples of such high-density markets
include Owino, Nakawa, Kalerwe markets in Kampala and Wakulima, Kangemi, Gikomba and Toi markets
in Nairobi, Kariako, Manzese, Temeke and Mbagala markets in Dar es salaam.

Although there has been a marked improvement in financial inclusion in Uganda, many individuals
and businesses continue to rely on credit from friends, family and informal sources. Informal sources of
financing can only provide smaller amounts of credit, which may be inadequate to finance growth. This
study sought to ascertain the demand for credit in high-density markets in Kampala and suburbs along with
the factors that drive demand for credit among these businesses and draw implications for innovations and
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applications of digital credits. More specifically, this study has generated insights regarding high-density
markets and their attributes, including market size, market sectors, business cycles, profit margins and credit
products preferences.

2. LITERATURE REVIEW

2.1. Theoretical perspectives and underpinnings of the study

Ouma, Odongo and Were (2017) and Kar, Nazlioglu and Agir (2011) documents theoretical link
between economic growth and financial development. These studies build on from earlier studies (Hermes,
1994; Levine, 1997; Khan & Senhadji, 2003; Trew, 2006). According to Kar, Nazlioglu and Agir (2011),
views on relationships between economic growth and financial development falls into two categories. The
first view can be traced to the work of Schumpeter (1911), which stresses the relevance of financial services
in enhancing economic growth. According to Schumpeter (1911), financial institutions can proactively
inspire invention and stimulate potential progress by identifying and allocating resources to finance
investments which are productive. The role of financial institutions is in funding increases in aggregate
production and GDP. The second view expresses a reverse relationship between financial services and
economic growth. This view is traceable to the work of Robinson (1952) who viewed access to finance as a
somewhat insignificant element in the process of growth. In particular, Robinson (1952) contended that the
demand for financial services will increase as output increase. In this case output growth has an effect on
financial development. This view that financial growth follows growth in output growth is echoed in part,
in a recent study conducted in India (Kumar, 2013), on financial inclusion and its determinants. Kumar
(2013) found that socio-economic set up and changes in such set up, shapes banking habit and uptake of
financial services. From the theoretical perspectives reviewed, there is ample evidence to support the
argument that the relationship between economic growth and access to financial services is bidirectional.

Theoretical perspectives related to behavioural economics also explains behaviours of consumers
(Kozuka, & Nottage, 2009) of digital credit. Postulations of behavioural economics are found in the works
of Laibson and List (2015); Bhargava & Loewenstein (2015), Lafevre and Chapman, (2017). According to
Latevre & Chapman (2017) behavioural problems of consumers are manifested when making decisions
concerning consumption of financial products and hence insights from behavioural economics can be used
to protect consumers, especially where consumers have to make decisions in the midst of complex
circumstance. Unpredictability in patterns of how consumers make decisions may affect the way a market
works. Behavioural economics postulates concepts and consumer biases relevant for financial services (de
Avila, de Oliveira, de Melo Silva Avila, & Malaquias, 2016). Behavioural economics advances choice
architecture and framing as being mechanisms to protect consumers of financial services. Choice
architecture and framing (Thaler & Sunstein, 2008; Lafevre & Chapman, 2017) refers to the environment
under which one decides when there is a likelihood of such a person to be influenced by many features,
noticed and unnoticed.

Behavioural economics are applicable to explain fraud in digital lending (LexisNexis, 2019), default
(Hertzberg, Liberman & Paravisini, 2015), credit behaviour (Carlsson, Larsson, Svensson, & Astrom, 2017)
and bankruptcy (Sanchez, 2018). LexisNexis (2019) posits that fraud in digital lending are financially
detrimental to smaller banks and non-bank lenders more than market competitions that such landers face.
Livshits (2015), advanced approaches to modelling credit markets of consumers.

According to Catlsson, Larsson, Svensson, and Astrém, (2017) digitisation affects an individual’s
financial behaviour. The works of Carlsson, et al. (2017), relates to and can be applicable to explain young
people’s vulnerability to digital credits and the rising incidence of gambling using digital credit and youth
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indebtedness (MSC, SPTF, Smart Campaign & AFD, 2019). According to Catlsson, et al, (2017), financial
counselling can limit effects of digital credit on youth. However, counselling should be informed by
awareness of levels of vulnerability of young people as consumers of digital financial services. In addition,
counselling should be informed by the level of perception of financial services, including perception of a
digital society. According to Sanchez (2018), technology has rapidly increased household borrowing,
resulting to bankruptcy.

Theories of transaction costs economics (TCE) advanced by Coase (1937, 1998) and Williamson
(1989,2008) ate applicable to explain credit market imperfections (Matsuoka & Shibata, 2012), choice of
rating technology and loan pricing (De Silva, Dockner, Jankowitsch, Pichler & Ritzberger, 2014; Matsuoka
& Shibata, 2012), information acquisition (Banerjee, 2005), information sharing in credit markets (Pagano
& Jappelii, 1993) and the relevance of technology in breaking information barriers in digital credit (Beck,
Ioannidou & Schifer, 2018; Sedunov, 2017). Transaction cost is the variance in the cost of conducting
transactions for resources in a marketplace. Imperfect knowledge of the products and services and their
properties drives up transaction costs in the markets for financial services. Transaction costs manifests in
the form of bounded rationality, opportunism (rent seeking), maladaptation and information asymmetry.
Foss and Webber (2016) expanded the transaction costs economics literature, by including in the transaction
costs assumptions heuristic and cognitive biases.

A system for rating customers helps to overcome information asymmetry and improves a bank’s
competitiveness. According to De Silva, et al. (2014) banks can price and manager loan portfolios using
rating systems, however, should invest in technology for rating hence a trade-off that banks have to make.
According to Matsuoka and Shibata (2012) a good technology would help curb imperfections in the credit
market, which arise from credit bubbles. They (Matsuoka & Shibata, 2012) noted that there can exist
numerous points of stability in the credit market, but credit bubbles may cause slumps and low-level traps
by averting the adoption of highly productive technology.

According to Banerjee (2005), technology is relevant to screen customers and help select productive
borrowers, also screen out unproductive borrowers. This attribute of technology has effects on incentives
to acquire customers and the nature of information available for sharing between lenders. Banerjee (2005),
posits that there is a level of uncertainty concerning the quality of superior technology. This uncertainty
affects incentives for information acquisition. In a study on adverse selection, Hertzberg, Lieberman and
Paravicini (2015) found that adverse selection is potentially induced by longer loan maturity and that longer
loan maturity period attracts less creditworthy borrowers. Pagano and Jappelii (1993) posits that lenders'
motivations for information sharing, especially motivation for sharing information about borrowers are
related to how borrowers can move from one lender to another, the differences in the information about
borrowers, the size of the credit market, and to the attribute or robustness of information technology. The
incentive to share information are dampened by the trepidation of competition posed by potential entrants
to the credit or lending market. Information sharing may increase lending volumes when adverse selection
is high, and borrowers abscond from the market.

Beck, Ioannidou and Schifer (2018) investigated the relevance of contract design and credit scoring
models to enable lenders steer across information asymmetry arising from physical distance between lender
and borrower. Beck, et al, (2018) found that foreign banks navigate through their little knowledge of the
market through a combination of tight contract design and credit records. Foreign banks tend to demand
collateral as opposed to or in addition to credit scoring. Foreign banks are also more likely to base their
pricing on internal credit rating. Domestic or local banks are likely to price credit according to their
relationships with clients. Sedunov (2017) studied the effect that technology has on soft-information lending
and unravelled that banks engage in less soft-information lending when back-office bank technology is more
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productive. Banks engage in less soft-information lending when they own interactive web technology. Also,
competition, lending decisions, and bank size are the primary drivers of technological development.

2.2 Relevance and importance of credit access and digital credit

Many studies (Abdallah, 2016; Bjorkegren & Grissen, 2018; Catrera, 2019; Carlsson, Larsson, Svensson
& Astrom, 2017; Deininger & Goyal, 2012; Gatsi & Gbettey, 2019; Van Loo, 2018) document that
enhancing access to credit for individuals and businesses leads to increased financial inclusion. According
to Gatsi and Gbettey (2019), increasing financial inclusion is relevant in policy discussions because increased
financial inclusion leads to economic growth and development. Access to credit enhances financial inclusion
especially if credit providers develop products that respond to the needs of lower-income consumers. On
the other hand, digital credit is said to worsen welfare of its consumers (Carlsson, Larsson, Svensson &
Astrém, 2017). According to Catlsson, et al. (2017) when consumers access digital credit, their behaviours
change. According to Carrera (2019) investment in digital tools by financial services providers boost
customers’ access to services. Carrera (2019) and Deininger and Goyal (2012), also reported that digital
channels and how such channels facilitate convenience and security drive increases in accessing of credit
and other financial services. Notably, digital credit enables financial services providers to extend services to
reach low-income markets (Deininger & Goyal, 2012). Digital credit demonstrates potential for banking the
poor (Bjorkegren & Grissen, 2018), especially using mobile phones as a channel for distribution.

Also, access to credit increases affordability of technology, thereby enhancing adoption of such
technologies. Abdallah (2016) provided evidence to justify that credit market inefficiencies reduces adoption
of technologies in agriculture especially in Africa. Abdallah (2016) acknowledges the role of microfinance
in enhancing access to credit. Bjérkegren and Grissen (2018) discusses the role of mobile phones in helping
people access digital credit. They (Bjorkegren & Grissen, 2018) noted that the digitization of developing
economies has expanded the space of feasible designs for consumer financial products.

2.3 Drivers of demand for digital credit

There has been more and more market deployment of digital credit in the recent past (Hwang, & Tellez,
2016). Edoardo, Totolo and Gubbibs (2018) revealed that the formal lending segment in Kenya was
witnessing higher growth in demand for digital credit, as opposed to the informal segment. Between 2016
and 2019, uptake of digital credit issued by MINO-facilitated banks registered the largest increase within the
formal lending segment. Best, Cloyne, Ilzetzki and Kleven, (2015) found that beliefs about the future,
uncertainty, risk aversion, discount factors and present bias affect demand and repayment. According to
Hertzberg, Liberman & Paravisini (2015), adverse selection affects demand for credit and credit repayment.
Karlan & Zinman, 2018 postulate that demand for credit is elastic, and more so over the longer run.

Digital credit attributes such as speed and convenience (Hwang, & Tellez, 2016; Chen, Greg & Rafe
Mazer, 2016) and the fact that no security is required, drive its demand. A study by MSC, SPTF, Smart
Campaign, and AFD (2019) postulate that low incomes of household drive and sustain demand for digital
credit. On the other hand, youth demographics drive the adoption of digital channel predominantly used to
access digital credit. Drivers of digital credit include some of its features such as eligibility being enabled by
existing digital access, loan decisions being automated and leveraged on non-traditional digital data, loans
being smaller, shorter-term, and the fact that customer relations, repayments, and collections are managed
remotely (Hwang, & Tellez, 2016). According to Chen, Greg, and Mazer (2016), digital credit being instant
also drives its adoption.
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2.4 Digital credit, lending and financial technologies.

Digital credit attributes of speed and scale create risks (Mazer & Fiorillo, 2015). Persistent expansion
in unsecured consumer lending in Japan, lead to increasing over-indebtedness (Kozuka, & Nottage, 2009).
In the USA, the information technology (IT) revolution and the transformation of unsecured credit market
increased households' borrowing as well as bankruptcy filings (Sanchez, 2018). Izaguirre, Kaffenberger and
Rafe Mazer (2018) report late repayment and defaults. They also report usage of digital credit for
discretionary consumption. In developing countries, digital credit also affects household’s livelihood. Some
users of digital credit reduced food purchase in order to pay loans (Mazer & Fiorillo, 2015). Risks such as
over-indebtedness (Kozuka, & Nottage, 2009) and bankruptcy (Sanchez, 2018); inability to meet household
needs for food (Izaguirre, et al, 2018) calls for a need to protect consumers (Mazer & Fiorillo, 2015;
Izaguirre, et al, 2018) of digital credit. Financial technology is relevant to address concerns related to
behaviours of consumers of credit products and services (Kozuka, & Nottage, 2009; LexisNexis, 2019;
Hertzberg, Liberman & Paravisini, 2015; Livshits, 2015; Carlsson, Larsson, Svensson, & Astrom, 2017) as
well as concerns related to transaction economics (Coase, 1937, 1998; Williamson, 1989; Matsuoka &
Shibata, 2012; De Silva, Dockner, Jankowitsch, Pichler & Ritzberger, 2014; Banerjee, 2005; Pagano &
Jappelii, 1993; Beck, loannidou & Schifer, 2018; Sedunov, 2017). Nonetheless, human “touch” in digital
lending practices tends to reduce defaults (MSC, SPTF, Smart Campaign & AFD, 2019). This has
implication on design of business model for providing digital credit services. Fintechs are distorting the
credit market (Wisniewski, 2018), and are reducing market shares of banks in lending (Crosman, 2019;
Peters, 2019). Many factors drive the application of financial technologies in lending. These include;
digitalisation and applications of relevant infrastructures (GieBmann, 2018) that paved way for innovation
(Van Loo, 2018). Financial technology is evidence in Artificial intelligence credit risk prediction (van Thiel,
& van Raaij, 2019), credit rating and loan pricing (De Silva, et al., 2014 ; addressing constraints with credit
market imperfection (Banerjee, 2005; Matsuoka & Shibata, 2012; Pagano & Jappelii 1993), enhancing
efficiencies in credit disbursement and lending and reducing costs of service provision (Fuster, Plosser,
Schnabl & Vickery, 2019; Van Loo, 2018) addressing consumer credit behaviour (Catlsson et al., 2017 ) risk
predictions (van Thiel, & van Raaij, 2019; Brighi, Lucarelli & Venturelli, 2019; Song & Zhang, 2018; PR
Newswire,2019), revival and recovery in the market for financial services (Hoffman, Gibson, Scarpati &
McConchie, 2008), enhancing transparency and relationships among lending partners (Angori, Aristei, &
Gallo, 2019), credit availability (Ferri, Murro, Peruzzi, & Rotondi, 2019), enhance market segmentation
(Bartoli, Ferri, Murro & Rotondi,2013; Berger & Black, 2011; Dunn, Castleberry, Massey, Crider, Beuoy, &
Zarzecki, 2019); enhance competition in lending (Niinimaki, 20106), and presents opportunity for trading in
global markets (McDowell, 2017).

Fintech holds great potential for both financial inclusion and economic development. McKinsey
Global Institute (2016) highlighted that digital finance has the potential to provide access to financial
services to 1.6 billion people in emerging economies by 2025, with more than half of them being women.
The report also highlights that the widespread use of digital finance could boost the annual GDP of all
emerging economies by USD 3.7 trillion. Technological innovations in financial services have also changed
how consumers interact with and receive financial products and services. This, together with the disruptive
and fast-paced nature of Fintech, presents both opportunities and challenges for regulators and
policymakers.
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3. METHODOLOGY

A mixed method, consisting of both qualitative and quantitative approaches was adopted to profile
end retailers and businesses in high density markets located in KKampala and its suburbs and ascertain factors

that drive demand for credit among these businesses.

3.1 Population and sampling

The market study estimates the average number of end retailers per market is 6,266 with the majority
(72%) engaged in agri-trade as indicated in the table below.

Table 1

Average end retailers and nature of businesses

Items traded Proportion of traders No. of traders

Agri-Traders

Food stuffs 42% 2,632
Fruits and vegetables 17% 1,065
Grains and pulses 4% 251
Meat products 9% 564
72% 4,512
Non Agri-Traders
Clothes 2% 125
Charcoal 3% 188
Retail 3% 188
Restaurants 1% 63
Second-hand clothes 5% 313
Others! 14% 877
28% 1,754
Total 100% 6,266

To establish the end retailers dealing in the selected Fast Movable Consumer Goods (FMCGs), the
team conducted interviews with the staff at the selected multinational companies to identify the distributors
covering the territory. Subsequent interviews with the distributors enabled the team to establish the number

of end retailers served within the catchment areas.

Table 2
Average end retailers and nature of businesses

Category Number of distributors Average number of end retailers
Unilever 5 2,489

Nile Breweries 4 476

Uganda Breweries Limited 10 650

Crown Beverages 34 200

Century/Coca cola 33 624

Total 86 4,439

! This category consists of end retailers dealing in diverse items like car spare parts,
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Quantitative Interviews
The market research obtained views on demand and supply of unsecured working capital credit from
end retailers operating in 18 high-density markets in Kampala and its neighbouring districts of Wakiso,
Mpigi, and Mukono. The end retailers in the markets were broadly categorised into two groups as follows:
a) Five Specific FMCGs category: These consisted of alcohol/beer; beverages; homecate and
beauty products by Unilever. The alcohol/beet supply chains included in the study were
Uganda Breweries Ltd and Nile Breweries whereas the beverages consisted of Century
Bottling Company and Crown Beverages.
b) The General traders: consisted of the rest of the end retailers not engaged in the 5 FMCGs
above. The end retailers in this category were classified into two:
1. Agri-traders: end retailers dealing in agricultural commodities such as fruits and
vegetables, food stuff, meat, grains and pulses
2. Non agri-traders: end retailers dealing in the rest of the merchandise traded in the
high-density markets

Qualitative Interviews

The qualitative interviews included focus group discussions and key informant interviews. Up to 12
FGDs were conducted with end retailers in 12 markets. For each value chain, the team conducted one Key
Informant Interview (KII) with the company and at least one core distributor to enable identification of
margins along the supply chains, working capital requirements and other important metrics. In total, 36 Key
Informant Interviews were conducted with; Matket chairpersons/secretary /Defence, Trader associations,
heads of market saving groups and distributers of the 5 FMCG.

1.3.2 Data Collection Tools

The team developed research tools to collect all the information and varying views, from the end
retailers as well as key players, on demand and supply of unsecured working capital financing among MSMEs
operating in the identified high-density markets. The tools included:

i Structured business owners’ tool The structured quantitative tool was developed and used to

collect information from individual end retailers in the high-density markets

. Key Informant Interview Guide: This guide was developed and used to conduct interviews and
consultative meetings with market leaders in each of the identified high-density market and
distributors of FMCG in the research area.

iti.  Focus Group Discussion (FGD) Guide: the FGDs provided a good platform for brainstorming
on the demands, attitudes, and business dynamics of micro/small business traders in high-
density markets.

4. EMPIRICAL RESULTS AND DISCUSSION

4.1 Descriptive Summary

The majority of the end retailers in the high-density markets are female at 59.5%. 38.5% of the end
retailers are youths aged below 30 years while 73.6% of the end retailers are aged below 40 years. The
educational level of the end retailers varied significantly between the general trade and FMCG retailers. The
highest formal educational level attained by 51% and 15% of the general trade retailers and FMCG
respectively was completion of primary school. The proportion of the FMCG retailers who had at least
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completed secondary education is 62%. The educational level notwithstanding, overall 70% of the end
retailers can read and write in English. The end retailers have personal financial goals that they are pursuing
and as such view their businesses as a means to reaching these goals. The financial goals of the end retailers
in both categories were largely similar. Many of the end retailers have formally registered their businesses
with the various authorities. 94.7% (144) of the 152 FMCG businesses haven been registered while 73.3%
(189) of the 258 business are registered. The average weekly sales for all the end retailers was § 493. The
average weekly sales for the FMCGs, Agri-traders and Non Agri-traders was $ 603, $§ 329 and § 493
respectively. The proportion of end retailers with weekly sales below $ 410 is 288 representing 70.3%. The
proportion of agri-traders, non-agri-traders and FMCG retailers with weekly sales below § 411 is 80.3%,
64.1% and 67.1% respectively.

4.2 Drivers of demand for Working Capital Credit

4.2.1 Inventory Management

The value of inventory purchases

The majority of agri-traders (83.6%) each time purchase goods worth at most $ 274 while the weekly
cumulative purchases of 79.7% was at most $548. Similarly, 76.2% of the non-agri traders each time
purchased inventory of at most $ 274 while 64.6% indicated weekly purchases of at most 548. Up to 73%
of the FMCG retailer each time purchase inventory worth at most § 274 as well as a cumulative weekly
purchase of at most $ 548. The aggregated weekly inventory purchases of all the end retailers is § 282,466.

Weekly inventory turnover

The average weekly inventory turnover for all the end retailers was three. 80.4% of the agri-traders had
a stock turnover of between 1 to 3 times a week and 69.3% for the non-agti-traders. 80.9% of the FMCGs
end retailers had a weekly stock turnover of between 1 to 3 times. The weekly inventory turnover average
of three implies the end retailers on average sell all their respective stock purchases within two days of
purchase. 23.8% of the non-agri-traders had an inventory turnover of between six and seven implying that
they purchased and sold out their inventory on a daily basis.

Given the competitive prices of the end retailers in the high-density markets, the high inventory
turnover enhances the overall profitability of the businesses.

Inventory days

The average inventory days for all the end retailers was 3 days during the peak period when demand is
highest. Even in the slow days when demand is low, all the traders still sold their respective inventories
within a week with the exception of Unilever and non-agti traders who spent 10 and 11 days respectively.
This inventory turnover is still fair for the business given that the pricing strategy in the high-density market
requires higher turnover for the business to remain profitable.

Source of funds for purchase of inventory

Most of the end retailers used internal funds to finance inventory purchases. In addition to the internal
funds, some end retailers also used loans and supplier credit to finance the purchase of inventory. 2.6% and
8.1% of FMCG and general traders respectively entirely depended on external sources of financing to
purchase inventory. This mainly entailed getting supplier credit provided for three days during which the
traders sell off the goods and are therefore able to pay off the suppliers using cash receipt from the sale of
goods.

The leading providers of supplier credit are the agricultural commodity dealers especially during the
harvest periods when their inventory levels are high. Owing to the highly perishable nature of most
agricultural produce, the dealers mitigate the risk of incurring losses by disposing off their inventory to the
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end retailers with whom they have a business relationship on credit. On the other hand, the distributors of
the FMCG also provided credit to the retailers especially during the month end periods when they seek to
meet the monthly sales targets set by the multinational companies. The provision of credit facilities also
depends on the personal relationship between the distributors and end retailers.

Supplier credit was the second highest means of inventory purchases financing followed by loans in
third place. The abundance of agricultural produce particularly during the harvest seasons can potentially
lead to significant losses due to their highly perishable nature. To mitigate this risk, the agricultural produce
dealers offer credit to the agri-traders in order to dispose of their inventory. Considering that the agti-traders
account for an average of 72% of the end retailers supplier credit constitute a significant source of funds
for inventory purchases and reduces the demand for loans from this market segment particularly during the
harvest period. In addition, the dealers do not levy any charges to the end retailers for any supplier credit
provided. However, supplier credit for the agri-traders is low during the off-seasons since there is no risk
of loss given the inventory levels, which in turn drives up demand for loans.

Other reasons for preference of supplier credit include; convenience of access, the retailers do not risk
any funds since the end retailer only pays the supplier once the goods are sold, which is usually after three
days for most of the end retailers. However out of the 410 end retailers, only 164 (40%) are able to get stock
on credit implying that the majority do not access this service.

Seventy end retailers used loans to finance inventory purchases and the amounts varied with the FMCG
end retailers borrowing the highest amounts, followed by the non-agri traders and lastly agri-traders. 56.3%,
62.9% and 70.3% of the FMCG, non-agri traders and agri-traders respectively borrowed a maximum loan
amount of § 411.

The interest rates charged on the loans varied with the least being 1% per month. 29 of the 70
borrowers were charged a minimum interest rate of 5% per month as showed in the Table below.

Table 3
Number of borrowers and the Interest charged by institution category

1% per 2% per 3% per 4% per 5% per More than 5%

month month month month month per month

(n=7) (n=17) (n=10) (n=7) (n=20) (n=9)
Bank 0 4 2 2 9 0
SACCO 2 5 7 1 6 6
Credit Institution 2 4 0 0 1 0
Money lenders 0 1 1 0 0 3
Family 2 0 0 0 0 0
MDI 0 2 0 2 1 0
VSLA/ROSCA 1 1 0 2 2 0
Others 0 0 0 0 1 0

The highest loan tenure was a year and shortest period two weeks. The majority of the end retailers,
however, borrowed for one month. Considering that the inventory days were on average 3 days, the loan
period is appropriate with the exception of the 1-12 months period.
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Table 4

Number of borrowers and the Interest charged by institution category

Loan Total

Period >$139 $ 139 to $ 416 $ 416 to § 694 $694t0$ 1,111 <$ 1,111

2 Weeks 4 2 2 - - 8
1 Month 13 5 4 - 1 23
2 Months 4 5 3 - - 12
3 Months 1 2 2 1 - 6
4 Months - - - - 1 1
6 Months - 6 3 - 3 12
8 months - 1 - - - 1
1 Year - - - 2 5 7

Stock out

111 (27%) end retailers reported having stock out days, which resulted in missed sales opportunities
thereby affecting their profitability. 81 general traders and 30 FMCG retailers reported stock out days largely
due to lack of money to finance inventory purchases.

The end retailers attribute the stock out days to various reasons that include inadequate working capital,
diversion of cash due to personal challenges, delays in accessing credit and supplier delays amongst others.
The stock out days have invariably affected the overall business profits due to missed sales opportunities.
The end retailers believe additional working capital financing will help them address most of the causes of
the stock out days.

Out of the 111 end retailers who experienced stock out, 20 (18%) eventually accessed loans to purchase
inventory which resulted in an improvement in the weekly sales as illustrated in the table below.

Table 5
Change in weekly sales after stock out
Category Borrowed after stock out Did not borrow after stock out
$ $
Beverages 623 341
Alcohol 1,943 418
Agri Traders 1,359 420
Non Agti Traders 834 547

Additional working capital financing from loans will certainly help the end retailers to improve their
business performance in addition to further growing the business as demonstrated in the table above.

4.2.2 Debtor management

The customers of the end retailers are mainly individuals/ households that buy goods for domestic
consumption, hotels/ restaurants and schools that buy mainly agricultural produce. The end retailers sell
their inventories in an average of 3 days and then replenish their inventory from their respective suppliers.

The majority of the end retailers sell their merchandise on a cash basis; however, some end retailers
also offer credit to some of the customers to boost sales and enhance their overall profitability. The credit
customers are mainly institutional customers like hotels/ restaurants, schools and a few selected individuals.
The end retailers indicate the credit sales decision depends on the length of their trading relationship as well

as past payment behaviours.
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Credit Sales (Value)
The average total credit sales by the general traders is $ 133.47 with 72.9% indicating credit sales of

less than $55. The small credit value is attributable to the need to minimize default as well as liquidity
challenges especially since some traders faced stock out days as well as the need for more working capital
to grow their businesses. The credit sales for the FMCG end retailers is higher at $ 166.71 due to the higher
working capital. From the working capital management perspective, the low levels of credit sales enable the
businesses to maintain adequate liquidity levels thereby easily procuring more inventory for sale as and when
needed.

The credit sales for both the FMCG and General traders represented 23% of their respective total
weekly sales.

Credit days

The average debtor days is 3 days with 55.6% and 60% of the FMCGs and general traders respectively
offering at most 3 days. The average 3 days credit period is adequate especially when viewed against the
average inventory days. The implications is therefore the debtors settle their obligations in time for the end
retailers to replenish their inventory levels.

Effects of selling on credit

Whereas some traders have indicated credit sales have increased their overall sales volumes, there has
been some undesirable effects. These include delays in repurchasing stock, which reduces the sales turnover
levels and overall business profitability. Only 15% and 7% of the general traders and FMCGs respectively
indicated credit sales never had any effect on their businesses. It’s worthwhile pointing out that all these
challenges can be addressed with an additional working capital injection.

4.2.3 Operating Expense

For the businesses to continue in operational existence requires settling operating expenses in a timely
mannet. The end retailers in the high-density markets pay operating expenses on a cash basis, which strains
the liquidity situation of the businesses thereby requiring significant investment in working capital.

Weekly operating expenses

The average weekly operating expenses for end retailers range from $ 45 for the Unilever products

retailers to § 80 for the alcohol retailers. Table 10 below presents the average operating expenses category

of business/products.
Table 6
Average weekly operating expenses
Item Alcohol Beverages Unilever Agri Traders Non-Agri Traders
$ 3 3 $ $
Rent 25 22 20 7 15
Salary 38 24 12 9 20
Transport 6 5 4 5 6
Lunch 7 6 6 6 6
Market Dues 2 2 1 2
Security 1 1 1 1 1
Total 80 60 45 29 50

Past borrowing for operating expenses
Only 13.6% and 9.8% of the general trade and 5 FMCGs end retailers respectively borrowed to pay
for operating expenses. The rest of the retailers use profits generated from their business operations to meet
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their operating expense needs. Considering that the business cycle is three days, this is a prudent decision.
Notably, 57.1% and 53.4% general traders and FMCG traders respectively borrowed a maximum of § 164.38
to meet their operating expenses requirements as shown in the figure below.
Business Cycle
The business cycle is the period it takes the retailers to purchase goods, sell the goods and receive cash
from the sales. The average business cycle for all the end retailers is 2 days for the peak periods when
demand is high. The business cycle consists of 2.8 average creditor days, 3 average inventory days and 1.8
debtor days.
Business cycle = (Inventory days- Creditor days) + Debtor days
= (3-2.8) +1.8
=2 days
The low business cycle days implies that the retailers will be able to purchase and sell inventory multiple

times thereby maximising their business profits within the loan tenure

Profit Margins

Profit margins are computed based on the average inventory purchases for the retailers. The highest
margins is earned on sale of beverages (sodas) and the lowest on alcohols. The beverages are the most
profitable products and have the shortest inventory days of only 2. Unilever products attract lowest margin
of 10% and has longer inventory days of 3 during the peak period and 5 during the slow periods.

Table 7
Gross profit margin for each inventory purchase
Item Gross sales Inventory Cost Gross profit Profit margin
$ $ $ %
Alcohol 535 483 52 10%
Beverages 211 159 52 25%
Unilever 331 282 48 15%
Agti Traders 257 212 45 17%
Non-Agti Traders 549 429 120 22%

Preferred features of credit products

The main financial goal of the end retailers is growing their businesses, which requires additional
working capital financing. In addition, the end retailers have also suffered stock out days and subsequently
missed sales due to inadequate working capital. Out of the 410 end retailers interviewed, 253 (61.7%)
expressed willingness to access working capital loans using mobile phone. The average loan amount for all
the end retailers was § 348. The FMCGs retailers needed the highest average loan amount at § 428 followed
by the non-agri traders at § 338 and lastly the agri-traders at § 248.

Of those that were willing to access loans, most (91.7%) preferred an interest rate of between 1% and
3% per day with 39.9% preferring 1% per day. The study reveals that majority 53.7% preferred loans below
$ 274 indicating that the target market needs small loans. Figure 30 presents the product features preferred
by end retailers in high-density markets.

The average working capital loan amount needed by the retailers willing to borrow varied depending
on the trade categories. The highest average loan was § 410 for the FMCG retailers and the lowest was §
274 for the agri-traders. Considering the average number of retailers in the 18 markets was 6,266, the
projected total loan amount for the general traders consisting of the agri-traders and non-agti-traders is

$1,260.
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Projected demand for working capital finance

Table 8

Desired Proportion Number of end
average loan willing to retailers in the Projected retailers  Projected total loan

amount borrow market willing to borrow amounts demanded
Agti $ 284 68.0% 4,512 3,068 $ 871,993
Traders
Non Agti $ 338 65.4% 1,754 1,147 $ 388,226
Traders
FMCG $ 428 53.3% 4,439 2,352 $ 1,006,639
Total $ 1,059 10,705 6,567 $ 2,266,859

The average loan term for the loan projects in the table above is 2.8 months (11 weeks). The end
retailers envisage the business will generate sufficient revenues to cover their loan service obligations
without adversely affecting business operations. A shorter loan period may result in using the existing

working capital to service the loan obligations.

4.3 Discussions of findings

Theories of economic growth and financial market development ( Ouma, Odongo & Were, 2017,
Hermes, 1994; Levine, 1997; Khan & Senhadji, 2003; Trew, 20006) posits a relationship between economic
growth and financial development. This theory links financial inclusion to improvement of welfare of those
who are included. On the other hand, theoties related to behavioural economics (Best, Cloyne, Ilzetzki, &
Kleven, 2015; Hwang, & Tellez, 2016; Chen, et al., 2016) points to the dangers of digital credit to worsen
welfare of its youthful customers. Studies from Tanzania show that some users of digital credit reduced
food purchase in order to repay loans (Kozuka & Nottage, 2009). This study found that overall, the age of
most traders in the high-density market ranges from 18 to 40 years. In addition, about 60% of retailers are
women. Therefore, there is a huge potential to create an impact on youth and women who are
predominantly owners of businesses in the high-density markets by enhancing their access to credit.
Postulations of studies on digital credit (Best, Cloyne, Ilzetzki, & Kleven, 2015; Hwang, & Tellez, 2016;
Chen, et al.,, 2016) show that digital credit can worsen welfare of its youthful customers. This calls for the
relevance of protecting consumers and responsible lending. This study adds voice to the call for responsible
lending.

TCE theories (Coase, 1937, 1998; Williamson, 1979,1989,1992) and related studies (Crook. et al, 2013;
Foss & Webber, 2016; Hertzberg, et al., 2015; Matsuoka & Shibata, 2012) advanced credit market
imperfections and the relevance of technology in dealing with such imperfections, respectively. This study
found that retailers are optimistic to grow the businesses and are enthusiastically looking for affordable
sources of finance. This finding of the study serves to amplify the need for a lender to be cautious of
information asymmetry that may be driven by the dire desire of the borrower to access credit. This study
also highlights potential application of technology to enhance risk prediction (van Thiel & van Raaij, 2019)
and application of technology in loan pricing (De Silva, et al., 2014).

This study revealed insights of the features of the high-density markets which forms the basis for
enhancing customer experience. The study revealed preferred product features and income levels of
potential borrowers. Potential borrowers prefer convenience in accessing loans and a willingness to access
credit on mobile phones. Potential borrowers prefer interest rates of 1% to 4% per day. Also, the target
market needs small loans of about § 274 per business cycle averaging 2-3 days. These findings present
opportunities for enhancing transaction-based lending and using credit scoring, built on trails of mobile
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money transactions. These findings also present opportunities for enhancing customer experience through
making credits conveniently accessible through their phones.

5. CONCLUSION

Estimated demand for working capital in the 18 high density markets totals to over § 2 million.
Potential market is constituted by more than 10,000 retailers. Of these, over 6,000 traders are willing to
borrow. Most business owners are enthusiastic and would like to grow their businesses. In fact, such
business owners are looking for opportunities to access financing for business growth. Drivers of credit
demand arise from the need for inventory management, debtor management as well as the need to pay for
operating expense.

In the case of inventory management, businesses surveyed have shorter inventory turnover periods
varying from once to thrice a week hence such businesses need continuous financing in order to keep
adequate amount of inventory. Inventory days averages 3 days when demand is highest to about a week.
Most retailers used internal funds to finance purchase of inventory. Supplier credit was the second highest
means of financing purchase of inventory because it is convenient. Most common length of supplier credit
is a week. Also, a third of retailers experienced stock out days, resulting in missed sales, thereby affecting
their profitability. Debtor management is not the main driver of demand for credit as most end retailers sell
their inventories within 3 days. Majority sell their merchandise on a cash basis, a few offer credits to their
customers to boost sales and increase profitability. Limited credit sale is driven by the need to minimize
default and the need to manage liquidity challenges. Operating expenses such as rent, staff salary, transport,
meals, market dues and security are paid on a cash basis, hence requiring the trader to maintain high liquidity.
Most traders use profits generated by the business to pay for operating expenses.

Businesses have short cycles. The period it takes a trader to purchase and sell goods and receive cash
from the sale of merchandise is 2 days, implying an opportunity for the businessperson to purchase and sell
multiple times hence maximising their profitability. Short business cycles present opportunities for quick
turnover for small sized credit. Profit margin range from 10% in the case of alcohol to 25% for beverages.
This implies that businesses in the high-density markets have strong capacities to repay loans, thus
presenting an opportunity for such businesses to form a formidable market for credit. Preferred products
should be conveniently disbursed through channels that make it quick to access. Loan amount should be
small, averaging § 300 attracting an interest rate of 1% to 3% per day. Preferred loan tenure varies from 1
to 3 months. End-retailers were more sensitive to convenience, interest rates, collateral and good loan
repayment terms.

It is recommended for Fintechs to improve product features to take care of preferred product features,
hence driving adoption and harnessing commercial benefits of providing digital credit. In addition,
awareness regarding digital credit is still low. Sensitization of distributors of FMCG, end retailers and
stockists are recommended. Further studies should explore business models and partnerships for providing
affordable credit. Such studies should explore partnerships which are effective in enhancing consumer
protection while also driving down the cost of credit, hence making digital credit affordable.
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