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Abstract

Predatory lending has emerged as a significant challenge within Kenya'’s rapidly expanding informal and digital
credit markets. While these markets enhance credit accessibility, particularly for low-income households and
informal sector workers, they are increasingly characterized by exploitative practices such as excessive interest
rates, opaque terms, and coercive recovery mechanisms. This study investigates the impact of predatory lending
on household financial health in Kenya using a sequential explanatory mixed-methods approach. Quantitative
data were obtained from a cross-sectional survey of 400 households across five counties, while qualitative insights
were drawn from in-depth interviews with 20 purposively selected participants. The findings reveal that
households exposed to predatory lending experience significantly higher debt-to-income ratios, elevated loan
default rates, increased incidences of asset liquidation, and frequent disruptions in meeting essential needs such
as healthcare, education, and food. Qualitative analysis further highlights the psychological and social
consequences of exploitative borrowing, including stress, stigma, and deteriorating household cohesion. These
results suggest that predatory lending not only erodes household economic stability but also threatens Kenya'’s
financial inclusion objectives. The study recommends enhanced regulation, expansion of ethical credit
alternatives, increased financial literacy, and stronger consumer protection measures to address this growing
financial and social risk.
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I.  Introduction

Access to credit is a cornerstone of financial inclusion and household economic empowerment, enabling
consumption smoothing, entrepreneurial activity, and long-term asset accumulation (Beck, Demirgiic-Kunt, &
Levine, 2007). However, when credit is offered under exploitative conditions—such as excessively high interest
rates, opaque terms, or coercive recovery mechanisms—it can harm rather than help vulnerable borrowers. This
form of unethical credit extension, widely referred to as predatory lending, disproportionately affects low-income
households with limited financial literacy and minimal access to formal credit channels (Farris & Richardson,
2004; Morgan, 2007).

Predatory lending has long been studied in the context of the United States mortgage crisis, where it was
linked to widespread household defaults and systemic instability (Immergluck, 2009; Mian & Sufi, 2011). More
recently, attention has shifted to developing countries where informal and digital lenders operate in weakly
regulated environments. In many Sub-Saharan African countries, including Kenya, unregulated digital credit
providers, shylocks, and informal moneylenders have become major sources of credit—often without the
transparency, oversight, or accountability frameworks that protect borrowers in formal markets (Bongomin,
Munene, Ntayi, & Malinga, 2018; World Bank, 2022).

In Kenya, the rapid growth of mobile-based credit platforms and informal credit actors has
simultaneously deepened access and widened vulnerability. According to the FinAccess Survey (CBK, KNBS &
FSD Kenya, 2021), over 20% of adults have borrowed from digital lenders, with a significant proportion reporting
difficulties in repayment. Predatory lending practices—such as extremely short repayment periods, non-disclosure
of annualized interest rates, and the public shaming of defaulters—have been documented across both licensed
and unlicensed credit providers (Kaffenberger & Chege, 2016). These practices not only lead to debt distress and
the sale of household assets but also disrupt education, health care, and food security, ultimately compromising
the financial resilience of households.

While the literature on financial inclusion in Kenya is robust, few studies have directly interrogated the
impact of predatory lending on household financial health—defined here as the capacity to meet recurring
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expenses, absorb shocks, and maintain stable living standards over time (Collins, Morduch, Rutherford, &
Ruthven, 2009). Most existing research emphasizes access to credit but does not adequately examine the quality
of credit or the long-term outcomes for borrowers, especially within informal and semi-formal lending spaces.

This study addresses that gap by evaluating how predatory lending affects household financial health in
Kenya. Using a sequential explanatory mixed-methods design, it investigates both the financial consequences
(default rates, asset liquidation, reduced consumption) and psychosocial implications (anxiety, family conflict,
social stigma) associated with predatory borrowing. The study contributes to policy debates on ethical finance and
offers recommendations for regulating informal lending, promoting responsible borrowing, and strengthening
household resilience.

II.  Literature Review
2.1 Conceptualizing Predatory Lending

Predatory lending refers to the practice of extending credit under conditions that are unfair, deceptive, or
exploitative to the borrower, typically targeting individuals who are financially vulnerable and lack access to
mainstream financial services (Morgan, 2007). This form of lending is not defined solely by high interest rates,
but by a combination of features such as hidden fees, balloon payments, prepayment penalties, misrepresentation
of terms, aggressive collection practices, and the intentional targeting of borrowers who are unlikely to repay
(Farris & Richardson, 2004; Dymski, 2006).

Historically, the concept gained prominence in the context of the United States subprime mortgage crisis,
where low-income and minority communities were disproportionately targeted by lenders with unaffordable loan
products, leading to widespread foreclosures and financial ruin (Mian & Sufi, 2009; Gerardi et al., 2008). These
events demonstrated that predatory lending is not merely an ethical concern but a systemic risk that can undermine
household stability and broader economic health.

In developing country contexts, predatory lending has evolved to include informal and semi-formal
lenders who operate outside strict regulatory frameworks. These include moneylenders, payday lenders, and
increasingly, digital credit providers who exploit borrowers’ lack of financial literacy, urgency for liquidity, and
limited access to regulated finance (Bongomin et al., 2018; Guérin, Morvant-Roux, & Villarreal, 2013). Although
these lenders may claim to fill a gap left by traditional banks, they often deploy high-pressure marketing, fail to
disclose the effective cost of credit, and use aggressive methods to enforce repayment, including public shaming
via SMS or social media (Kaffenberger & Chege, 2016).

Kenya’s case illustrates this evolution vividly. The expansion of mobile money platforms and unregulated
digital lending apps has led to increased credit uptake but also to a rise in consumer complaints, defaults, and
adverse listing in credit reference bureaus (FSD Kenya, 2019). In such settings, predatory lending is not simply a
deviation from good practice; it becomes normalized as a way to access essential liquidity. As Karlan and Zinman
(2010) caution, when credit is poorly designed or irresponsibly administered, it can exacerbate rather than reduce
poverty.

Theoretically, predatory lending can be understood through the lens of asymmetric information theory,
where lenders possess superior knowledge of the loan terms and borrower risk, while borrowers lack the capacity
to fully evaluate the consequences of their credit decisions (Stiglitz & Weiss, 1981). This information gap is
worsened by behavioral biases, desperation, and low financial capability, which makes borrowers especially
susceptible to manipulation.

Thus, predatory lending is not solely about price—it reflects a broader power asymmetry between lender
and borrower, embedded in unequal access to information, institutions, and alternatives. Recognizing and
addressing this imbalance is central to any effort to safeguard household financial health and promote meaningful
financial inclusion.

2.2 Understanding Household Financial Health

Household financial health refers to the capacity of a household to manage day-to-day expenses,
withstand financial shocks, plan for the future, and achieve long-term financial goals (Collins et al., 2009; Lusardi,
2015). Unlike narrow indicators such as income or access to credit, financial health is a multidimensional construct
encompassing financial behaviors, financial resilience, and overall well-being. Key indicators include the ability
to repay debts on time, maintain emergency savings, avoid asset depletion, and meet essential expenditures such
as food, education, and healthcare (CFPB, 2015).

The concept emerged from a broader shift in development finance from focusing on “access” to
emphasizing “outcomes.” Early financial inclusion efforts celebrated increased account ownership and credit
uptake, yet empirical evidence soon showed that mere access to finance does not guarantee improved welfare—
particularly when the credit offered is expensive, poorly understood, or poorly suited to the borrower’s capacity
(Banerjee & Duflo, 2011). Households may become over-indebted, forced to borrow repeatedly to repay earlier
loans or sell assets critical to their long-term stability (Guérin et al., 2013).
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Research in both developed and developing countries has consistently shown that poor financial health
is linked to stress, lower productivity, and social instability (Lusardi & Tufano, 2015). In Kenya, studies have
highlighted the vulnerability of low-income households to income shocks, food insecurity, and lack of access to
healthcare—all of which are worsened when debt becomes unsustainable (FSD Kenya, 2020). This is particularly
true in informal urban settlements and rural areas, where alternative coping mechanisms are limited and access to
safety nets is weak.

The relationship between predatory lending and household financial health is therefore of critical
concern. Unfair lending practices—especially those involving high cost, lack of transparency, and coercive
recovery—undermine a household’s ability to manage finances effectively. A single predatory loan can trigger a
series of financial disruptions, including missed school fees, delayed treatments, sale of livelihood assets, and
breakdowns in social networks due to borrowing and defaulting within community groups.

Furthermore, the psychological dimension of financial health must not be overlooked. Persistent anxiety
about debt, fear of harassment from lenders, and social stigma from default can lead to chronic stress, which has
been linked to negative health outcomes and impaired decision-making (Haushofer & Fehr, 2014). This means
that predatory lending not only affects economic security but also erodes human dignity and social cohesion—
particularly in communities where reputational capital is essential for social and economic participation.

In light of this, safeguarding household financial health requires more than expanding access to credit—
it demands close scrutiny of how credit is delivered, under what terms, and with what protections for borrowers.
This underscores the urgency of investigating the true impact of predatory lending on household welfare in
Kenya’s evolving credit landscape.

2.3 The Rise of Predatory Lending in Informal and Digital Markets

The expansion of credit in developing countries, particularly in Sub-Saharan Africa, has occurred largely
outside traditional financial institutions. Informal lenders—such as moneylenders, shylocks, and shop-based
creditors—and digital credit platforms have become dominant sources of liquidity for low-income households,
informal workers, and micro-entrepreneurs who are often excluded from the formal banking sector (Zins & Weill,
2016; Guérin et al., 2013). While these lenders offer speed and convenience, their operations are frequently
unregulated, leaving borrowers exposed to exploitative terms and unethical practices.

In Kenya, the rise of digital lenders over the last decade has revolutionized financial access. Platforms
such as Tala, Branch, OKash, and Zenka provide instant, collateral-free loans through mobile phones, using
algorithms to assess creditworthiness based on device data and usage behavior. While these platforms have
expanded access, they have also come under criticism for imposing opaque terms, high effective interest rates
(sometimes exceeding 400% per annum), and aggressive recovery tactics such as public shaming (Kaffenberger
& Chege, 2016; FSD Kenya, 2019).

Similarly, traditional informal lenders—particularly in low-income neighborhoods—offer short-term
loans with daily or weekly repayment cycles at extremely high rates. Unlike banks or SACCOs, these lenders do
not assess repayment capacity or disclose full loan costs, and many require physical collateral such as household
items or identification documents, which they seize upon default (Bongomin et al., 2018). The lack of legal redress
and the informal nature of these agreements further disadvantage borrowers, particularly women and the elderly.

Several factors contribute to the persistence and popularity of these lending models. First, formal
financial institutions often require documentation, collateral, or credit history—barriers that many informal
workers cannot meet. Second, most formal lenders are concentrated in urban centers, leaving rural populations
dependent on informal credit networks. Third, low financial literacy limits borrowers’ ability to compare loan
products or understand the implications of compounding interest and default penalties (Lusardi & Mitchell, 2014).

The combination of desperation, low regulation, and limited financial knowledge creates an ideal

environment for predatory lending to thrive. Although some fintech firms claim to promote inclusion, many
function more as extractive businesses targeting liquidity-strapped individuals. The Central Bank of Kenya
(2022), recognizing these risks, introduced regulatory measures requiring digital lenders to disclose pricing, obtain
licenses, and adopt consumer protection frameworks. However, enforcement remains limited, and traditional
informal lenders continue to operate largely unchecked.
This evolution marks a shift in the nature of financial exclusion—from being “left out” of credit markets to being
“locked into” cycles of exploitative debt. The unchecked growth of informal and digital lenders risks undermining
financial inclusion by displacing regulated credit and pushing vulnerable households deeper into poverty. It also
raises questions about the ethics and sustainability of Kenya’s financial innovation narrative.

2.4 Predatory Lending and Financial Inclusion Goals

Financial inclusion is globally recognized as a means to reduce poverty, promote inclusive growth, and
empower vulnerable populations by facilitating access to affordable financial services (Demirgiic-Kunt et al.,
2018). At the heart of this agenda is the assumption that access to credit, savings, insurance, and payments
infrastructure enables households to manage risk, invest in productive assets, and improve their welfare over time.
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However, increasing evidence suggests that inclusion without adequate safeguards may harm more than help,
especially when access is provided through predatory channels (Banerjee et al., 2015).

In the Kenyan context, financial inclusion has made remarkable strides. The proportion of adults
accessing formal financial services rose from 26.7% in 2006 to 83% by 2021 (CBK, KNBS & FSD Kenya, 2021).
This growth has been fueled by digital innovation, mobile money, and agency banking. Yet, a significant portion
of'this access has occurred through unregulated digital lenders and informal sources that operate outside consumer
protection regimes. As a result, what appears as inclusion on paper may, in practice, constitute exposure to
financial risk.

Predatory lending undermines the spirit of inclusive finance by turning access into a mechanism for debt
dependency and economic exclusion. For example, borrowers may be repeatedly trapped in short-term, high-
interest loans—a phenomenon often described as the “debt treadmill” (Servon, 2008). These borrowers are
technically “included” in the financial system but are unable to benefit from the stability and resilience that
inclusion is meant to promote. Over time, this leads to missed developmental opportunities, reduced savings,
increased vulnerability to shocks, and erosion of trust in financial institutions (Mothobi & Grzybowski, 2017).

Furthermore, predatory lending disproportionately affects the same populations that financial inclusion
seeks to uplift—namely, the poor, the unbanked, women, and youth. The irony is that in attempting to expand
access, systems without strong regulatory controls may deepen inequality and entrench financial marginalization
(Chironga et al., 2017). In Kenya, many digital borrowers who default are negatively listed on credit reference
bureaus, thus barring them from future access to regulated finance and reinforcing their dependence on informal
or predatory alternatives (FSD Kenya, 2019).

The literature therefore points to a critical paradox: predatory lending presents itself as a tool of inclusion
but functions as a mechanism of exclusion. It shifts the debate from whether households are financially included
to how safe and beneficial that inclusion actually is. True inclusion must be measured not by access alone, but by
the impact of financial services on long-term household welfare, resilience, and autonomy.

This evolving understanding demands a rethinking of financial inclusion policies and measurement frameworks.
If left unregulated, the predatory lending ecosystem threatens to undo years of progress made in expanding access
and improving livelihoods in Kenya and beyond.

2.5 Empirical Gaps in the Literature

The reviewed literature provides a strong conceptual foundation for understanding the nature, spread,
and consequences of predatory lending, particularly within informal and digital credit ecosystems. However,
several critical empirical gaps remain—particularly in the Kenyan context—that this study seeks to address.

First, while the literature acknowledges the existence of predatory lending practices, there is limited
empirical work quantifying their direct impact on household financial health. Most existing studies focus on
macro-level indicators of financial inclusion (number of account holders or credit access rates), without assessing
the micro-level financial strain, over-indebtedness, or welfare trade-offs experienced by borrowers subjected to
exploitative lending terms. There is also a tendency to treat “access” to credit as inherently positive, without
examining the quality of that credit or its effect on household resilience over time.

Second, although digital credit has been studied extensively in Kenya, the link between digital predatory
practices and financial instability at the household level remains underexplored. Few studies have systematically
examined outcomes such as asset depletion, food insecurity, or deferred education and health expenses as direct
consequences of predatory borrowing. Even fewer have incorporated psychosocial outcomes such as borrower
stress, stigma, and the erosion of financial trust.

Third, the voices and experiences of borrowers remain underrepresented in academic literature. Most
empirical studies rely on secondary data or aggregated surveys, which may obscure the emotional, relational, and
behavioral dimensions of predatory lending. The absence of qualitative insights limits our understanding of how
households navigate exploitative financial environments, how they perceive debt obligations, and how such
experiences shape their future financial behaviors.

Lastly, while regulators have begun to respond to growing concerns over digital lenders in Kenya, there
is insufficient research evaluating the effectiveness of policy interventions such as the Digital Credit Providers
Regulations (2022). A deeper understanding of borrower vulnerability, lender practices, and policy gaps is
necessary to inform both enforcement and advocacy.

This study addresses these gaps by combining household-level quantitative data with qualitative
interviews, offering an integrated perspective on how predatory lending affects the financial and social well-being
of Kenyan households. It shifts the discourse from access-focused inclusion metrics to outcome-focused financial
health, with direct implications for regulation, financial education, and ethical lending frameworks.
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III. Methodology
This study adopted a sequential explanatory mixed-methods research design, combining both
quantitative and qualitative approaches to assess the impact of predatory lending on household financial health in
Kenya. The rationale for this design was to enable a robust analysis that captures both measurable financial
outcomes and the nuanced lived experiences of affected households. By integrating survey-based data with in-
depth narratives, the study provides a comprehensive understanding of how exploitative lending practices affect
household-level financial resilience.

3.1 Quantitative Phase

The first phase employed a descriptive cross-sectional survey design to establish patterns and
associations between exposure to predatory lending and various dimensions of household financial health. The
target population comprised households located in urban informal settlements and rural counties with a high
prevalence of informal and digital credit uptake. Using stratified random sampling, 400 households were selected
from five counties: Nairobi, Mombasa, Kisumu, Kakamega, and Kitui. Data were collected through structured
questionnaires administered to household heads or primary financial decision-makers.
Key variables measured included:

. Exposure to Predatory Lending (loan source, interest rate, repayment period, hidden fees, recovery
practices)
. Household Financial Health Indicators (debt-to-income ratio, loan repayment distress, sale of productive

assets, missed healthcare or education expenses, food insecurity)

Descriptive statistics were used to summarize demographic and credit-related characteristics, while correlation
analysis and multiple linear regression models were applied to examine the relationship between predatory lending
exposure and indicators of household financial vulnerability.

3.2 Qualitative Phase

To complement the survey findings, the second phase adopted a phenomenological qualitative design,
aiming to explore the subjective experiences and coping mechanisms of households affected by predatory lending.
A purposive sample of 20 participants, drawn from among the survey respondents, participated in in-depth
interviews. These interviews were guided by a semi-structured interview protocol covering topics such as
emotional distress, relationship impacts, decision-making constraints, and perceptions of financial justice.
The qualitative data were analyzed thematically, with patterns and codes developed iteratively to reflect recurring
issues and contextual factors. The insights gained from this phase served to validate and expand upon the statistical
trends identified in the quantitative analysis.

3.3 Integration and Interpretation

Findings from both phases were integrated during the interpretation stage to generate a holistic
understanding of the issue. Quantitative results provided generalizable trends, while qualitative narratives offered
context and depth to explain the observed patterns. This triangulation of evidence enhanced the validity of the
study’s conclusions and supported nuanced policy recommendations.

IV. Results

4.1 Quantitative Results

Data were collected from 400 households across five counties: Nairobi, Mombasa, Kisumu, Kakamega,
and Kitui. Of the respondents, 62% reported having accessed credit from informal or unregulated digital lenders
in the past two years. Among those exposed to predatory lending, 74% indicated that loan terms were not clearly
disclosed, and 58% had experienced coercive recovery practices, including threats and public shaming via SMS
or social media.
Analysis revealed a statistically significant relationship between exposure to predatory lending and several
dimensions of household financial health:

. Debt-to-Income Ratio: Households exposed to predatory lending had an average debt-to-income ratio
of 63%, compared to 29% for those using formal lenders.

. Loan Repayment Distress: 68% of exposed households had missed three or more scheduled repayments
within the last six months.

. Asset Liquidation: 41% of respondents reported selling household assets (phones, livestock, furniture)
to repay high-interest loans.

. Missed Basic Services: 53% of respondents reported postponing education-related expenses, while 47%
delayed or skipped medical treatment due to loan repayment obligations.

. Food Insecurity: 38% of exposed households experienced moderate to severe food insecurity as a result

of diverting funds to debt repayment.
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The results are as shown in Table 1
Table 1: Household Exposure to Predatory Lending and Financial Health Indicators

Financial Health Indicator Exposed to Predatory  Not Exposed to p-value
Lending Predatory Lending
(n =248) (n=152)
Average Debt-to-Income Ratio (%) 63.1% 28.9% <0.01
Missed Loan Repayments (>3 in last 6 months) 68.2% 21.5% <0.01
Asset Liquidation for Loan Repayment 41.3% 12.4% <0.01
Missed Education-Related Expenses 52.8% 18.9% <0.01
Skipped or Delayed Medical Treatment 47.2% 14.7% <0.01
Experienced Moderate to Severe Food Insecurity 38.3% 11.8% <0.01

A multiple linear regression analysis showed that exposure to predatory lending (B =0.53, p <0.01) was a strong
predictor of negative household financial outcomes, controlling for income level, household size, and region. The
model explained 48% of the variance in financial health indicators (Adjusted R? = 0.48), suggesting a substantial
impact. The results are as shown in Table 2

Table 2: Regression Results — Impact of Predatory Lending on Household Financial Health

Variable Coefficient (B) Standard Error p-value
Exposure to Predatory Lending 0.526 0.047 <0.01
Household Monthly Income -0.184 0.033 <0.01
Household Size 0.072 0.021 <0.05
Rural vs Urban (Urban = 1) -0.102 0.029 <0.01
Constant 2.331 0.315 <0.01
Adjusted R? 0.48

4.2 Qualitative Results

The qualitative interviews provided nuanced insights into the emotional and relational dimensions of predatory
borrowing. Three dominant themes emerged:

1. Emotional Distress and Anxiety

Most participants described experiencing intense stress and anxiety due to debt obligations. Many recounted
sleepless nights and loss of appetite, particularly when faced with public threats of default.

2. Erosion of Trust in Financial Systems

Respondents expressed deep skepticism toward both formal and informal lenders. Some admitted they would
prefer not to borrow again, even for productive use, due to fear of being trapped in similar cycles.

3. Family and Social Disruption

Several respondents narrated instances where defaulting on loans had led to marital conflict, disruption of
children's schooling, or severed social ties within savings groups due to failure to contribute. In some cases,
household heads described withdrawing from community activities to avoid creditors.

These narratives enriched the quantitative findings by highlighting the psychosocial cost of predatory lending,
reinforcing the argument that financial inclusion must consider more than access—it must also ensure borrower
protection and dignity. The results are as shown in Figure 1

Figurel: Word Cloud of Qualitative Themes from Interviews
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financial_helplessness

asscdSSe@tT 10Ss

household tension

Figure 1 presents a word cloud highlighting dominant emotional and psychosocial themes emerging from
qualitative interviews.
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V.  Discussion

The findings of this study confirm that predatory lending is a critical threat to household financial health
in Kenya, particularly among low-income earners and informal sector participants. The quantitative results
demonstrate a strong association between exposure to predatory lending and negative financial outcomes,
including higher debt-to-income ratios, increased missed repayments, asset liquidation, and constrained access to
essential services such as healthcare and education. These outcomes are consistent with prior studies that have
documented the destabilizing effects of high-cost credit on household budgets, especially where regulatory
protections are weak or absent.

The high prevalence of missed repayments and forced asset sales among borrowers exposed to predatory
lenders reflects a pattern of debt distress that aligns with global observations in similar economic contexts.
Households struggling to meet short repayment cycles and inflated loan costs often resort to selling productive
assets, thereby undermining their long-term economic resilience. The regression analysis further reinforces this
pattern, indicating that predatory lending significantly predicts adverse financial outcomes even after controlling
for income level and household size. This suggests that the problem lies not merely in poverty, but in the
exploitative nature of the lending arrangements themselves.

Qualitative insights deepen this understanding by illustrating how predatory lending exacerbates
emotional distress and social strain within households. Interview participants described feelings of anxiety, shame,
and helplessness, often linked to public debt shaming or coercive recovery tactics. These psychosocial effects go
beyond financial harm, highlighting how predatory lending undermines human dignity and social cohesion. The
erosion of trust in both formal and informal credit providers reported by respondents is particularly concerning,
as it implies long-term disengagement from the financial system—effectively reversing gains in financial
inclusion.

The observed preference for informal lenders and unregulated digital credit apps underscores a critical
gap in Kenya’s financial ecosystem: while formal access has improved, affordable, ethical credit remains limited
for many. The expansion of fintech has made credit more accessible, but not necessarily safer. As previous studies
have argued, the unregulated nature of many digital lenders facilitates aggressive pricing, opaque terms, and
unchecked recovery practices. While the Central Bank of Kenya has taken steps to regulate digital credit providers,
enforcement remains fragmented, and traditional informal lenders such as shylocks continue to operate with
impunity.

Overall, the findings suggest that predatory lending is not only a symptom of financial exclusion but also
a driver of deeper exclusion and vulnerability. This raises fundamental questions about the quality of financial
access being promoted under Kenya’s financial inclusion agenda. If financial products worsen household welfare,
then inclusion becomes hollow and potentially harmful.

VI.  Conclusion and Recommendations
6.1 Conclusion

This study set out to examine the impact of predatory lending on household financial health in Kenya
through a mixed-methods analysis. The findings demonstrate that predatory lending practices—such as high-
interest rates, non-transparent loan terms, and coercive recovery methods—have severe implications for
borrowers’ economic and psychological well-being. Quantitative results revealed a clear link between exposure
to such loans and financial distress, including high debt-to-income ratios, loan defaults, asset loss, and missed
expenditures on basic needs such as healthcare and education. Qualitative insights further revealed the emotional
burden and social consequences borne by affected households, including anxiety, stigma, and breakdown in trust
toward financial systems.

These outcomes suggest that predatory lending undermines the broader goals of financial inclusion by
entrenching debt cycles and deterring long-term engagement with formal finance. While informal and digital
lenders fill a gap left by traditional banks and SACCOs, the exploitative models they often employ render them a
liability to household stability and economic development. Thus, predatory lending is not simply a consumer-
level issue, but a systemic threat to Kenya’s financial sector integrity and social welfare agenda.

6.2 Recommendations

a) Strengthen Regulatory Oversight Across the Credit Ecosystem

There is a need for enhanced enforcement of existing regulations such as the Digital Credit Providers Regulations,
2022. Regulatory frameworks must be expanded to cover non-digital informal lenders like shylocks and shop-
based creditors, whose practices remain unchecked yet highly exploitative. Licensing, reporting, and monitoring
mechanisms should be uniformly applied.

b) Expand Access to Ethical and Affordable Credit Alternatives

To reduce dependence on predatory lenders, financial sector players—including SACCOs, microfinance
institutions, and commercial banks—should be incentivized to extend inclusive credit products to low-income and
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informal sector populations. Innovative credit models based on group guarantees, social scoring, or asset-based
financing should be explored and scaled.

¢) Intensify Financial Literacy and Consumer Awareness Campaigns

Many borrowers engage with predatory lenders due to limited understanding of loan terms, interest calculations,
or their legal rights. Public education initiatives, especially those targeting youth, women, and informal workers,
should be mainstreamed through schools, media, religious institutions, and community-based organizations.

d) Establish Accessible Dispute Resolution and Borrower Protection Mechanisms

Borrowers need clear and accessible channels to report abuse and seek redress when lenders act unfairly. The
creation of mobile-based complaint platforms, local ombudsperson offices, and strengthened partnerships with
civil society can improve enforcement and accountability.

¢) Promote Responsible Lending through Industry Standards and Self-Regulation

Financial sector associations and fintech platforms should adopt and enforce codes of conduct that promote ethical
lending. Peer pressure within the sector, coupled with incentives such as positive public ratings or tax benefits,
can encourage voluntary compliance and raise lending standards across the board.
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