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Abstract 

In Ethiopia about half of the population (about 44 per cent) live in absolute poverty. 
Although the causes of poverty and the corresponding measures to be taken in reducing 
or alleviating poverty are diverse , the importance of providing microfinance services to 
the poor is becoming a major tool allover the less developed countries , including 
Ethiopia 

When properly designed. microfinace offers a variety of benefits to the poor people. 
Foremost, microfinance initia tives can effectively address material poverty, physical 
deprivation of goods and services through increased income, income diversification , 
consumption smoothing. and reduced variability of income. 
In Ethiopia the delivery of microfinance services has increased in a short period of time. 
This study attempts to address the impact of microfinance services provided by DECSI 
on poor women and their households. In the case study, there is a marked difference in 
the loan size between male and female clients of DECSI. The loan size of urban clients 
was also significantly greater than rural clients in both men and women. 
This study shows that directly or indirectly, microfinance services provided by DECSI are 
contributing to the sustenance and improvement of the life of the poor women and their 
households although the impact varies . General ly the study shows that microfinance 
contributes to Increase in income and diversified sources and reduced variability of 
income. It has also contributed to Increased consumption and improved living condition 
in terms of house repairs and expansions and medical services . Another contribution of 
the microfinance services is capital accumulation in the form of increased saving . Finally 
it contributed to better position of women in terms improved attitude and respect of their 
spouses, increased selfconfidence and self-image 

On the other hand , microfinance services have limited impact on entrepreneurial 
development and microenterprising. in sustaining and improving microenterprise 
profitability, requiring beyond credit services by respective stakeholders. The empirical 
evidence also shows Implications for regulatory aspects of the microfinance services 
such as reviewing loan ceiling and repayment terms. It also indicated implications for 
diversifying microfinace products , reducing group sizes and considering lending on 
individual bases in widen ing microfinance services to the poor and poorer categories of 
the society in achieving poverty reduction and in the transition to poverty alleviation and 
securing development in the country 



1.1 . Background 

CHAPTER I 

INTRODUCTION 

About one billion people globally live in households with per capita income of 

under one Dollar per day (Morduch, 2000; Popoola . 1999) Increasing poverty 

worsens the poverty problem in the world today (Popoola, 1999). particularly in 

Sub Saharan Africa . In both developed and less developed countries the human 

liveli hood is characterized by a sharp contrast of increasing disparity between the 

rich and the poor. Poverty alleviation is thus becoming one of the most important 

cha llenges faced by the policy makers of many less developed countries . The 

provision of financial services to low income households is bel ieved to eradicate, 

(or at least reduce), poverty through the transformation of social and economic 

infrastructures (Morduch 2000) 1 

The Microfinance industry itself is becoming a global phenomenon The proliferation 

of microfinance programs, particularly microcred it. targeted to women is increasing 

from time to time . The World Bank is engaged in reducing poverty through promoting 

best practice in the microfinance industry and fund ing selected institutions to bring 

financial services to the poor. The provision of microcredi t has been recognized as 

instrumental tool for eradicating and/or reducing poverty by many developing 

countries . including Ethiopia From various studies , Park and Ren (2001)2, 

summarize tha t microcredit programs have increased incomes and had other positive 

:St'': Till;.' \li('r('llin ,!:-. ~' .. · S.("hisll~. \\ 'orld Dc\ elo r!ll~nt. \ 'o lutllc 28. \"o. -L 

: Sl't' \ l i':~ ... 11in:1rK(, '.\ ::h Chin~sc char:1cteri stil's . World Dc\ clormcllt. Vol ume ~9 . ): l1. 1. 



effects such as gender empowerment, improved nutrition , higher educational 

atta inment. and reduced consumption variabil ity. 

However, there is partia l evidence and is contested that microfinance would make a 

larger contribution to reduce poverty or promote small and micro enterprise 

development in most developing countries as compared to investments in social and 

economic infrastructures (Hulme 2000; Johnson and Kidder, 1999)3 . 

The total population of Ethiopia as of July 1. 2000 is 65,344, 000 out of which 

55.458,000 live in rural areas (CSA, 2000) Ethiopia is one of the poorest countries in 

the world . In Ethiopia about 45% of the population live below the absolute poverty line 

out of which 47% of the rura l and 33% of the urban population is unable to fulfil the 

minimum living standard . About 85% of the tota l population lives in rural areas where 

agriculture is the main stay of the economy 

Rural development has thus become a primary strategy for improving the standard of 

livi ng of the majority of the population , particularly the rural poor The ruling party in 

'::thiopia , the Ethiopian Peoples Revolutionary Front (E PRDF) has designed an 

Agricultural Development Led Industrialization (ADLI) policy in involvi ng the poor as 

targets as well actors of the overall development program of the country. 

The poor peasants in our country have li ttle money to buy oxen and other agricu ltura l 

implements use improved seeds. and fertilizers . 

3 ! I ulmc(2000 I . Impact .-\ ssessrn cm \ ktho,jologie~ for \ l i~rolinallce: Theor~ . Experience and better Practice. 
\\ "or ld De\c: opment. '"orume 18. \"0.1. -
.1t1hnson anj KiJdcr( 1999), Small Emerprise De\ elormclll. " olum c 10. :\ 0. 3. 



One of the key problems faced by the farmer in using 

improved seed. fertilizer, and modem implements is lack of 

money Although productivity increases as a result of modem 

agricultural inputs, the small farmer has neither initial capital 

nor credit facilities to fill the gap. Fast agricultural growth is 

unthinkable without solving this bottleneck (Five Year 

Development Strategy of the EPRDF. 1995) 

In Ethiopia , out of the total rural population aoout 32.569.000 (48.84%) are women most 

of whom live in ru ral areas and rural women are about 42% of the tota l population in 

th is country and 88 per cent of the Ethiopian women live in rural areas (CSA, 2000). 

Nearly 85 per cent of the labor force of rural women is spent on productive and 

reproductive agricultural activities. In most part of Ethiopia , rural women playa major 

role in securing food for the family 

The situation of Ethiopian Women 

The current Ethiopian population is estimated to be 65 .344 ,000 and women make up 

49.8 percent of the total Population (CSA, 2000) More than 80 percent of the 

Ethiopian population lives in rural areas. 

Women in rural areas l'lork over 15 hours a day and 

they receive little economic benefit from their labor. 

Too few women are represented in decision -making 

bodies in the country They also have less access to 

education than men do (NOPE, 1999. cited in SERA, 2000) 

3 



According to CSA (1998) , about 47 percent of the women are in the childbearing age 

and this constitutes 24 percent of the Ethiopian population . About Eighty-five percent 

of the Ethiopian people including women live in the rural areas (CSA, 1998) where 

social services such as education and health are very poor Without making changes 

in the living conditions of such a significant part of a population, thinking of 

development is impossible Any development policy, program, project or activity 

which attempts to reduce poverty has to address the situation of women properly . I. e. 

it should consider the key variables that positively in fluence the status of women . 

The Challenges of the Tigrean Women 

Tigray is a region with total population of about 3.71 million out of which about 50.8 

percent of them are females. About 16.5 percent of the population lives in the urban 

centers and the remaining 83.5 percent lives in rural areas. Tigray is a region that 

suffers from continuous drought and food crises. Its population also has suffered 

from a devastating civil war of 17 years (1975 - 1991) Such problems affected both 

men and women but the effect or impact is higher in the vulnerable groups of the 

population such as women . children and the elders. So all of the above already 

discussed problems of women in Ethiopia are true fo r the Women of Tigray also. 

However to be more specific le t us discuss the problems of women in Tigray. 

According to Tlgray Region Bureau of Economic Planning and Development. some of 

the major problems of women in Tigray are indicated in the following page. 

-l 



i) Economic 

o Lack of exposure, capital and information on different 

economic activities. 

o Limited access to agricultural inputs and credit services. 

o Limited skill and knowledge on different non-agricultural 

income generation activities to suppon their IIlcome 

~ Low level of agricultural productivity due to high level of land 

degradation and drought. This has made women to be highly 

food insecure. 

ii) Social 

~ Limited access to health and educational services. 

- Existence of high illiteracy rate, which limits the panicipation of 

women in different job opponufllties. 

- Low enrollment III elementary, secondary and teniary 

education 

~ High burden of work. At household level women are 

responsible to fetch water, collect firewood, prepare food and 

look after children. This has reduced the time availed for other 

social and economic activities. 

= Lower attention given to women tailored training. 

= Low level of awareness on the pan of women on the 

5 
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importance of education, health and family planning services. 

~ Experience of harmful traditional and cultural practices such as 

early marriage and female genital mutilation (FGM). 

:) Higher HI VIA IDS infection 

iii) Political 

~ Limited participation of women in different political and social 

position due to limited opportunities to increase their leadership 

capacity •• • < 

:) Limited awareness on the part of women on existing family law 

and issues associated with women's rights. 

Wall/en are IllOre aflecred by povertr rhan men They are engaged 

in harsh ond laborious lIork raking less quantily offood \\Iilh lOll 

IIIlrritional ,·alue. School enroill/enl is 1011' and as a resull\\lomen 

do 11CI\'e Ji ll/ired skills. Ther ore less elllpoll'ered ro make decisions 

and 01l'}7 resource (Fa ng and Perell. 1991) 

Microfinance services are thus one of the tools with growing importance and 

recognition to improve the socio- economic status of women. 

The status of Microfinancing in Ethiopia 

The poor farmers in rural areas in country have little money to buy oxen , and other 

agricultural implements, use seeds and fertili zers In fact lack of awareness and cultural 

problems are other facets that hinder the farmers from using modern agricultural inputs 

and technologies. Thus to involve the rural poor, the majority of the population, in the 

6 



process of development in many aspects and in sharing its benefits, the rural poor have 

to be helped to help themselves by crea ting access to resources, particula rly access to 

finance. 

On the other hand like in other less developed countries, formal banks operating in 

highly centralized urban areas. Due to the ir loca tion and unrealistic collateral 

requirements formal banks are inaccessible to the poor in general and to the rural poor 

in particular. The Commercial Bank of Ethiopia and the Development Bank of Ethiopia 

have only 170 and 32 branches respectively; and as of March 2001 , the private banks 

all put together had 80 branches (Wolday. 2002) 

Braverman and Guasch (1993); Webster and Fidler (1996); and Mulat (1999) indicate 

the following reasons , among others. as causes for the reluctance of banks (including in 

Ethiopia) to serve the rural poor and other microentrepreneurs . 

• Physical remoteness of borrowers 

• Lack of collatera l 

• Repayment for working capital can be required only once at the harvest 

season 

• High cost of intermediation in geographically dispersed beneficiaries 

• Small si ze of the transaction 

• Mobility of many in formal sector enterprises 

• General lack of information about the borrowers 

• Poor transportation 

7 



• Lack of confidence on the repayment of the loan by borrowers 

• Lack of information 

Because of the above mentioned reasons , bank's financial services are inaccessible to 

the poor. Thus delivering financial services to the poor requires an innovative targeting 

design and a credit delivery mechanism that helps identify and attract only the poor who 

can initiate and sustain productive use of loans (Wolday, 2002). 

Beyond their original motive of re lief services, NGOs have been assisting the poor to 

help themselves by providing rotating credit services for the rural poor in the form of 

circulating capital with low or no interest. While many NGOs had credit schemes for 

years, NGO programs that emphasize saving and credit began in early 1990s 

(Gebrehiwot. 2001) The basic limitation of NGOs, however, is that their outreach is 

limited and with vulnerable sustainability. The delivery of financial services in Ethiopia 

has also been viewed as an antipoverty tool because it helps the unemployed become 

employed , thereby increasing their income and consumption and reducing poverty 

(Wolday, 2002 ). 

In using microfinance as a poverty alleviation tool in Ethiopia, the need to promote more 

sustainable mlcrofinance institutions necessitated a regulatory framework Following the 

proclamation No. 40/96 that provides for the establishment of microfinance institutions 

in July 1996. to date twenty micro finance institutions have been legally registered 

providing their services to more than 500,000 clients (Wolday, 2001). Dedebit Credit 

and Saving Institution IDECSII IS the vanguard and the largest micro finance institutions 

8 



in the industry. 

1.2 Statement of the Problem 

The major producers in the agricu ltural sector are women because on the one hand 

they are engaged in activities directly related to crop production and animal 

husbandry almost equally with their ma le partners. On the other hand they are 

engaged in activities supporting the agricultural production such as food preparation, 

fetching wood and water, child rearing and caring etc. 

Addis Truneh (2000) , has addressed the problem of the Ethiopian 

women as follows: 

... about 35-40 per cen t of the land in Ethiopia is mainly 

managed by women farmers. Moreover the wives in the 

male-headed housel lOlds do pa lticipate in every agricultural 

activity 3 

Ethiopian women who constitute about 50% of the population and who consist the 

majority of the unemployed segment of the population are the most affected by 

poverty. Since the majority of the Ethiopian women live in areas where basic social 

services such as health , education and other infrastructures are non-existent, 

disease, malnutrit ion, and illiteracy is seriously affecting the life of women and 

children (Tsehay and Mengistu, 2002) . 

9 



Given that there are heterogeneous categories of women in terms of relative wealth , 

marital status , rel igion , ownership of land , household headship and control over 

resources. the majority of women are the most affected by the low level and harsh 

conditions of the rural life. In providing microfinance services to the poor, DECSI , as 

a vanguard microfinance institution in Ethiopia has been encouraging women clients 

to be beneficiaries of its services . However, the majority of clients in DECSI are still 

males. However. there has been limited effort to study the impact of microfinance on 

the life of women in Ethiopia in general and in Tigray region in particular. 

1.3 Research Methodology and Data Collection 

1.3.1 Research Objectives and Questions 

Research Objectives 

General Objectives 

The general objective of the study is to Investigate the Impact of microfinance 

services on the situations and status of poor women at household and individual 

levels ; and contribute to the understanding and the debate on the impact of 

microfinance in reducing or alleviating poverty and/or improving vulnerable 

subsistence economies . 

Speci fi c Objecth es 

• Investigate the impact of microfinance products of DECSI on the economic 

status of poor women in terms of 

Income 

10 
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Living conditions 

Asset and capital accumulation (saving) 

• Investigate the impact of microfinancing on the empowerment of women in 

terms of: 

Bargaining power 

Control over resources 

Decision making at household level 

Self-image and self-confidence 

• Investigate the implications of microfinance services for other socio-economic 

interventions such as business development services. 

• Contribute to the understanding and debate on the impact of microfinance in 

alleviating or reducing poverty 

• Identify problems encountered by female clients and necessary support 

services to strengthen the impact. 

• Recommend on ways of designing gender sensitive microfinance products to 

enhance participation and success of women. 

Research Questions 

Women are the majority of the poorest of the poor in Ethiopia As a result, 

microfinance services are being provided to poor women . However there are 

questions as to the access of women to microfinance and its contributions to the 

betterment of their life at individual. household , enterprise or community levels. The 

following are the major questions in relation to the impact of microfinance on the life 

II 
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of poor women households. 

• Do microfinance services have an impact on increasing or improving the income 

and living conditions of poor women? 

• What are the major causes for the significance or insignificance of the impact of 

microfinance services on the life of poor women? 

• Does the impact of microfinance really go beyond income smoothing? 

• Does microfinancing have an impact on the empowerment of women? 

• What are the major problems faced by the poor women clients and what are the 

necessary support services or interventions to be made by pol icy makers , 

Microfinance Institutions, Donors , and Training Institutions? 

• Who are the targets? (The poorest of the poor, the poor, or the upper poor)? 

1.3.2 Selection of the study area 

Tigray is one of the drought prone areas devastated by famine and long period of 

civil war. The Eastern Zone of the region is crop dependent area with the most 

fragmented land, which is highly degraded . In addition to the frequent shortage of 

rainfa ll. the soil is also less fertile Consequently, the Eastern zone is among the 

priority list that deserve intervention by the regional government and other non

governmental organizations. DECSI has intensive microfinance programs in Tigray. 

Accordingly , Hawzen, one of the most drought prone areas in the zone, is the target 

of the research study. Finally the study is conducted in one urban and two rural 

kebeles out of the 22 kebeles of the woreda. 

12 
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1.3.3 Data set 

The data needed for the study includes both qualitative and quantitative data . The 

quantitative data is collected using sample survey of clients of DECSI through 

structured questionnaire and secondary sources. The sample survey included both 

current cl ients and dropout clients who have left the program in order to minimize 

unnecessary optimism 

The qualitative data was collected through focus group discussions with various key 

informants and participant observation . 

The focus group discussion has included 

• Clients and non clients (i ncluding men) 

• Credit and Saving Committees DECSI 

• Key informants such as loca l administrators and leaders of Community 

Based Organizat ions 

• Practitioners (DECS I Staff. including the general manager) 

Sources of secondary Data 

• Analysis and Review of Literature 

• Dedebit Credit and Saving Institution 

• Central Statistical Authority 

• Association of Ethiopian Microfinance Insti tutions 

• Tigray Bureau of Economic Planning and Development 

15 
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1.3.4 Sampling Technique and sample size 

The study has employed a multistage sampling. First, out of the twenty-two kebeles 

in the Woreda , seven kebeles whose walking distance is within two hours from the 

main road were purposely selected. In the second stage, Hawzen town as an urban 

area is purposely selected for comparison purpose. In the thi rd stage out of the six 

kebeles, two kebeles were randomly selected to represent the rural area . Finally, a 

sample of 130 clients , proportio~a l to the number of cli'en ts in each kebele, .~~ 

randomly selected from the list of clients that was provided by Hawzen sub- branch 

office of DECS I. However, three questionnaires were invalidated that the analysis is 

made on 127 respondents only. 

The sample clients included 13 dropout clients (i.e. , 10 percent of the sample clients) 

whose number was determined based on the ave rage percentage of dropouts in the 

woreda , which was provided by ti le DECSI sub branch . 

1.3.5. Data Collection and Fieldwork 

Questionnaire Survey 

Two structured questionnaires were developed to collect information from both 

existing and dropout clients. The questionnaires were prepared in English and for 

clarity and convenience purpose. they were translated to Tigrigna . 

Senior university students frolll Mekelle Un iversity who were also exposed to data 

collection in rural areas were uSed as enumerators for the study. This was arranged 
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in a way the data collection time fits the semester break of the universi ty. 

Half-day training was also offered to the enumerators. The questionnaires were 

pretested at Mekelle and the peripheral rural areas of Mekelle to represent the urban 

and rural areas of the study place respectively. Based on the feedback from the 

pretest, detail discussions were conducted with the enumerators to provide the 

enumerators with the feed forward about the data collection before hand. Fi nally 

necessary amendments were made in the questionnaires . 

The researcher obtained sincere co-operation from DECSI staff. They facilitated the 

data collection process both at the head office and at Hawzen branch . The sub 

branch provided the list of clients in all kebeles. 

The questionnaires were filled in the res idence areas of the clients door to door. 

All questionnaires were being checked by a supervisor and approved by the 

researcher at the end of every day. Series of discussions were also conducted on 

half-day basis to exchange experiences . 

Focus group discussions 

Focus group discussions were also conducted Simultaneously with the credit and 

saving committee . and local administrators. clients and non-clients at each kebele. 

Personal observations are also made on the houses and enterprises of the selected 

clients . The researcher has used basic questions related to impact to guide the 
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discussion with the key informants . 

Discussion with DECSI Staff 

When data collection at the field level was finalized interviews were conducted with 

the DECSI staff at Hawzen sub branch. Additional interviews were also conducted 

with Ato Ataki lti Kiros , general manager of DECSI , Ato Belay Assefa , the then acting 

general manager, and Ato Yohannis , head of Planning and Co-ordination . 

1.3.6 Data Analysis 

The questionnaires were cleaned and analysed using the SPSS program. The major 

part of the analysis was based on descriptive methods such as averages , 

percentages and other measures of central tendency. 

Qualitative informat ion collected through focus group discussions and interviews with 

DECSI staff were also incorporated into the quantitative results and conclusions of 

the study . 

1.4. Significance of the study and its application 

Neglect of women in development and disregarding the involvement of 50 percent of 

the population aggravates poverty. Improving the life and well being of women is 

improving the life of the society in terms of increased productivity , nutri tion , health . 

child schooling , household management, cultural change etc. 

The study shall provide disaggregated data and basic information on the impact of 
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micro finance programs and their implications for the government at various levels, 

Microfinance inst itutions , Development Agents, Women's Associations and other 

stakeholders. 

The outputs of the study will be used as inputs to policy makers , microfinance 

institutions , development agents and women's Associations in designing financial 

products to wome n. 

The direct beneficiaries from the results are women because the findings address 

how microfinance services can be tuned to the specific needs of women clients . The 

family and household of the women including children and male partners will also 

benefit from the improvements of the li fe of women as a result of well designed and 

managed gender sensitive microfinance programs. The society will also benefit from 

the integrated development that involves real participation of women that are about 

50% of the popula tion. 

Microfinance institutions can also benefit from designing and implementing 

successful microfinance products . and supporting their activities from donors. Finally 

it can also initiate further research. 

1,5 Scope and Lim itation of the Study 

The performance of microfinance institutions is measured by three variables: outreach, 

sustainability and Impact. However. the scope of this study is limited to the impact of 

microfinance on the li fe of poor women and their respective households. Moreover. the 
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impact of microfinance has various chains and linkages but the impact to be considered 

and measured in this study is primarily at household and individual levels. Also, it is not 

the purpose of this study to measure the magnitude of the impact; it is only the direction 

of the impact. The microfinance services provided by DECSI are microloan and saving 

services. As a result, two types of loans are provided by DECSI Agricultural or input 

loan and Regular or micro-business loan. Agricultural or input loan is provided for 

purchases of oxen, artificial manure, improved seed etc. 

However this research study is limited to the impact of regular loans on the life of poor 

women and their households . Basically impact study requires longer time but the 

duration of the many clients is not exceeding two years. As a result, the findings have 

their own limitations. In fact the impact on petty trade in which almost all the clients are 

engaged may not be difficult to measure even in a short period of time. 

Besides, it may not be easy to filter the difference of the impact with and without 

microfinance services . Another limitation of the research is that it does not show 

comparative analysis of clients and nonclients. It is based on reca ll memory and clients 

might have problems in appropriately providing the accurate information . 

Finally, the kebeles in the remote areas of the woreda are also excluded from the 

domain of the target study because of budget and transport limitation. 
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CHAPTER" 

REVIEW OF RELATED LITERATURE 

2. 1. Concepts and Definitions 

The clarification of basic concepts such as microcredit, microfinance, poverty, impact, 

empowerment and others is vital before assessing and measuring the impact of 

microfinance on the life of the poor. 

Mcrocredil 

Microcredit may be defined as the extension of small amount of collateral-free 

institutional loan (a maximum of Birr 5000 in Eth iopia) to jointly liable poor group 

members fo r the ir self-employment and income generat ion (Rahman , 1998) 

However, microcredit may not include other services such as saving , insurance, 

payment services , etc. 

Microfinance 

Microfinance is the provision of small scale financial services to low income clients 

who have no access to financial services provided by the formal sector (Ledgerwoo, 

1999; Robinson , 2001). Although microfinance services primarily include saving and 

credit , it may involve insu rance . payment or money transfer. Therefore microfinance 

is a wider term that includes microcredit. 

Poverty 

What is the precise definition of poverty, how to measure it and who constitutes the 

poor are difficul t questions to answer. An operational and comprehensive definition 

of poverty has long been needed to fight poverty in a more effective way. However it 

is fiercely a contested issue. The centerpiece of the debate about defining poverty is 

whether poverty is largely about materia l needs or whether it is much broader set of 

needs that permit we ll being (Hulme and Mosely. 1996). Approaches focusing on the 
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material need focus on consumption usually using income. Greely (1994); as cited in 

Hulme and Mosley (1996), has strongly defended the use of income-poverty 

measures. However Chambers (1983 , 1995) has identified various forms of 

deprivation that cannot be captured by income poverty measures . The levels or 

degrees of poverty are also of important consideration in defining poverty in a 

comprehensive way. For the purpose of this paper the definition of poverty 

incorporates economic deprivation of people or households , pa rticularly in terms of 

Income. 

Vulnerability 

Vulnerability is also another important concept related to and often caused by 

poverty. It can be even more difficult to have a comprehensive definition than 

poverty. It is often more challenging to measure. Vulnerability indicates the degree of 

susceptibility of poor people to easy threatening or insecuri ty of any improvement in a 

livelihood. Chambers (1989) says that vulnerability is about the capability to deal with 

contingencies and to cope with change. 

Impact 

Establ ishing impact essentially is making a case that the program 

led to the observed or stated changes. This means that the changes 

are more likely to occur with program participation than without 

program participation . It does not imply that the changes always 

occur from program participation . Rather, it increases the 

probabi lity that the changes will occur (Rossi and Freeman 

1989; cited in Barnes and Sebstad , 1999) 

An impact assessment should thus consider intervening factors, other than the 

program, such as age, gender, ski ll and train ing level of client , household 

composition location of enterprise , level of competition and other relevant external 



factors . 

Empowerment 

Empowerment is a difficult term to define because there are many trade-oils among 
many dimensions of empowerment. A generally accepted definition is thus not yet 
available because there are many indicators of empowerment. In this study the major 
indicators of empowerment are bargaining power, control over resources, decision 
making at household level , and self- image and self-confidence. Generally it refers to 
women's direct and indirect control over all activities and choices of their family 
Therefore it refers to the improved status of women at household and community 
levels . 

Microenterprise or Income generating Activity or microbusiness 
These terms are used interchangeably. The term refers to any business activity of 
the client supported or financed (fully or partially) by OECSI . 

2,2 Classification and Selection of indicators in Measuring the 

Impact of Microfinancing 

Impact means how microfinance programs affect the livelihood and welfare of their 

cl ients . There are various factors that infiuence the impact of microfinance programs 

shown in the fol lowing figure. 

1, Contextual Factors 

Contextual factors are variables in the external environment that are significant at 

macro level. These include: 

• Regulatory framework (term and ceiling of loan, minimum saving interest rate 



• Infrastructure (road , transportation, and communication) 

• Market (accessibility and demand) 

• Socio-cultural factors (religion, attitude towards borrowing from government) 

• Peace and stabi lity (war, political stability, and administration) 

• Weather conditions (unstable fluctuating rain fall) 

• Land holding and size (ownership, size, productivity and fragmentation ) 

2. MFI Services 

These are variables within the governance of microfinance institutions. MFI sevices are 

in fact influenced by contextual factors The specific MFI related factors include the 

following 

• Mission , vision , Objectives, policies and strategies of MFls 

• Terms and conditions of saving , lending and repayment 

• Governance and management of the MFI 

• Financial sustainability 

• Money transfers and payment 

3. Client Related Factors 

These factors are closely associated with characteris tics of the client , particularly 

demograph ic variables. Client related factors affecting impact include: 

Age Residence (urban- ru ra l) 

literacy level 

Household size 

poverty level 

gender relations 

previous occupation 

religion, etc 
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4. Factors related to the income generating activity 

There are also factors related to the income generating activity, with serious infiuence 

on the impact mlcrofinancing These factors include 

Type or nature of the business 

Size of the business 

Capita l and asset of the business 

Attempt is made here to identify and use main impact indicators of well-being . 

Income 

Living cond ition 

Expenditure 

Saving cu lture and capital accumulation 

Empowerm ent 
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2.3 Microfinance and Development: Global Issues and Trends 

Development basically aims at improving the standard of living of people and it 

essentia lly involves the majority population in a given country. The majority of the 

people in less developed countries live in rural and peripheral areas where there is little 

infrastructure and services as a manifestation of abject poverty. Rural development 

involves the transformation of the economic, social and cu ltural conditions of the rural 

population for the better so as to enable them effectively and consciously participate in 

the overall development effort at all levels (Gebrehiwot, 1989). 

The rural poor can improve productivity of land and labour by improving access to 

credit to acquire new technology and other assets (Mulat, 1999). Raising agricultural 

productivity and preventing the rural poor from severe poverty are not only necessary 

but also preconditions for a meaningful progress (Zaid , 1999). The delivery of financial 

services to the poor is considered as a major component of poverty alleviation 

strategies and sustainable development in many developing countries. 

Many developing countries are using targeted microfinance programs to alleviate 

poverty by facili tating equity and economic growth (Rachman , 1998; Webster and 

Fid ler, 1996 Shahidur and Khandker, 1998). The authors further argue that 

microfinance products targeted to the poor can play an important role to promote 
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equitable income distribution , to make services accessible to the poor, to activate 

competition and enhance productivity and technical change. Thus microfinancing can 

be used as a tool to stimulate development 

Money, says the proverb. makes money, when you have got 

a little it is often easy to get more. The great difficulty is to 

get that little (Adam Smith, 1776, cited in Holis sweet man, 

1998) 

Thus to involve the poor in the process of development in many aspects and sharing its 

benefits, the rural poor have to be helped to help themselves by creating access to 

resources, particularly access to finance . 

Effective microfinance programs are major tools of providing access to opportunities 

and resources for the low-income people so that they would participate in the process 

of development of a country. 

Since the mid 1960s. small farmers and the rural poor 

have increasingly become the chief targets of credit 

interventions. There are many reasons for such emerging 

ideas about the efficiency of small farmers, their output 

potential with new technology, their lack of cash at critical 
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periods, their lack of collateral for loans, and the exploitative 

or monopolistic behaviour of private moneylenders. 

Moreover since the early 1970's a strong equity dimension 

has emerged in the aims of credit scheme and small farm 

projects (Ellis, 1992, cited in Zaid, 1999). 

Properly channeled microfinance schemes provide the poor households with an 

opportunity to 

-Increas.e Income. , .. ~, '. 

-increasedemployment 

-increase smooth consumption 

-own resources such as livestock, 

-get self employed in the informal sector 

-empower women 

-improve nutrition and health 

-improve the potential for educating children 

-use new technologies and inputs of agriculture 

These Indicate that the delivery of microfinance services is one of the tools to improve 

the standard of living of the poor and promote equi table and sustainable development 

Several studies have been made in many developing countries that use microfinance 
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programs as a tool of reducing poverty, and study the impact of microfinance. Most of 

the studies made in western Africa and Southeast Asia show that clients of 

microfinance programs have higher and stable incomes and smooth consumption 

patterns. 

2.4 Microfinance and Poverty Alleviation 

In both developed and less developed countries the economy is characterized by a 

sharp contrast of increasing disparity between the rich and the poor. On the one 

hand, the rich are growing richer, living a life elf affluence, on the other hand, the 

poor are getting poorer living in severe deprivation characterized by vulnerability, 

malnutrition , lack of education to enhance upward mobi lity, lack of shelter and other 

resources that constantly keeps them under the trap of poverty (Popoola , 1999). 

About one billion people in the world today live in households with per capita income 

of under one dollar per day (Morduch, 2000; Popoola , 1999; Dawson and Jeans, 

1997. About 17 per cent of the absolute poor live in Sub Saharan Africa 

(DFID,1997)'" 

Popoola (1999) indicated that about 20 per cent of the world 's population live in 

extreme poverty that constitutes a leading cause for death (including HIV/AIDS) 

This is often caused by insufficient income to mainta in minimum nutrition levels and 

Elirnin:lting Pm er: ~ . :1 Chalkllg~ F l.l!" r ile ~ I '! CLll t Llr~ 9DF ID.1197) 
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limited or no access to health services. 

Poverty has thus become the primary concern of less developed countries during the 

last two decades. Poverty alleviat ion has. therefore, become the focus policy makers 

and practitioners of those countries who have been trying to improve the lives of their 

poor people. Although poverty alleviation has featured as a priority developmental 

objective of governments of LOCs , the outcome has been the opposite, i.e. 

increased poverty. Experience has shown that government assistance and aid to 

poor communities and .households had .insignificant or no contribution , to poverty 

alleviation other than dependency and disincentive that make matters worse . 

Poverty has reached levels that demanded a real change in the development 

approach. Therefore there is hardly any controversy about the great urgency of 

pursuing the objective of poverty reduction or alleviation in the shortest possible 

ti me. A new breakthrough came into existence when efforts to fight poverty started 

by enabling people to create the ir own jobs and generate revenues, i.e., provision of 

finance to the poor was recog nised as a mea ns through which poverty and exclusion 

could be alleviated more effective ly. 

It is assumed that poverty can be al leviated and that economic and social structures 

can be transformed fundamenta lly - by providing financial services to poor 

households (Morduch, 1999) Increasing access to finance and poverty reduction 
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interact through a direct linear re lationship where the more funds are made 

accessible to the poor, the more poverty is considered to be alleviated. The 

provision of financia l services to low income households to enable them generate 

income is believed to eradicate, or at least reduce , poverty more effectively. 

Credit to finance private income generating activities undertaken by the poor became 

an unlikely new tool in the fight agains t poverty in parallel to the trad itional transfers 

of publ ic funds (UNDP. 1999). The growing acceptability of micro-credit as an anti-

poverty development strategy grows out of the general reth inking of aid policy and 

practice currently taking place among donor agencies . 

The microfinance industry itself is becoming a global phenomenon . The proliferation 

of microfinance programs , particularly microcredit targeted to women who are more 

marginalized in many less developed countries is increasing from time to time . The 

World Bank is engaged in red ucing poverty through promoting best practice in the 

microfinance industry and fund ing selected institutions to bring financial serv ices to 

the poor (Wolfensohn , 2000) 

Globally there are now about 8 to 10 million households , with 400-500 million poor 

family members , served by microfinace programs and some practitioners are 



pushing to expand the number in multiple of ten during the next decade (Morduch, 

1999) . 

In the microcredit Summit of 1997, delegates set the ambitious goal of reaching 100 

mi llion of the world's poorest families , especia lly the women of those families , with 

credit for self-employment and other finan cial and business services by the year 

2005. This would be helping not less than half a billion poor households . The 

experience of highly subsidized credit in countries was almost unsuccessful for three 

decades , from 1950s to 1980s. New approaches that challenge subsidies are , 

arising as the keys to success in the microfinance industry . Methodologies such as 

group lending that uses social collateral as a security for repayment are contributing 

more to new successes in microfinancing by offering a 'win-win' solution where both 

microfinance institutions and the poor benefit. 

There is a growing recognition that lending to the poor is not just a good thing to do 

bu t is also profitable (Bri ll. 1999; cited in Morduch. 1999). 

The microcredit campaign has four-core themes 

Reaching the poorest 

Reaching and empowering women 

Building financially self sufficient institutions 
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Ensuring a positive, measurable impact in the lives of clients under 

their families 

Poverty alleviation has become as a top priority agenda as well as primary challenge 

to policy makers and leaders of less developed counties. And microfinance services 

are being accepted as a tool to eradicate or at least reduce poverty and improve 

food security . 

The Micro-credit Summit Declaration anticipated that the majority of borrowers would 

be in the developing world , however, microcredit has also been proven to be 

effective in industri al ised countries. Despite a radically different economic context 

between rich and poor it focused on those families living below their nations poverty 

li ne (Ada ms and others . 2000) 

There are over 10,000 microfinance institutions world wide and the World Bank 

estimates that 400-600 million dollars of donor funds are earmarked for microfinance 

each year (Economist, 1999; cited in Park and Ren 2000). Therefore microfinancing 

has become a global issue, and an important instrument. in the efforts to eradicate or 

reduce poverty. 



2.5 Gender and Development 

Women play a key economic role in less developed countries, particularly in poor 

households. If they are given proper support they could be involved in Income 

generating activities. 

With the erosion of men's earning capacity as a result of 

decreased size of land holdings, population pressures 

and economic downturns, lilere is increasing 

dependency on the economic activities of rural women 

(Fang and Peretle. 1991) 

Unlike the income of men, women's earning income is often spent in fami ly food 

supplies. clothing . health. and pay for schoolin~ - " ' "'ron. In less developed 

countries. the major part of family management lies cr me snoulder of women because 

of absence of males caused by migration, war, refugee movements, divorce or 

widowhood . As a resu lt. the number of de facto and de jure female-headed households 

is increasing from time to time. Because of economic and socio-cultural factors , female 

headed households in developing countries are the poorest of the poor (Fong and 

Perrete , 1991). 

On the other hand, in addition to their domestic family responsibilities of all house 
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management, rura l women are major contributors to agricul tural production. For 

example in Africa it is estimated that 46 per cent of the agricultural labour force are 

women (Fong and Perette, 1991) However, such significant economic roles are 

underreported, unacknowledged and undervalued. 

Because of socio-cultural factors , the social position of women is also small . As a result 

of the unacknowledged and undervalued economic role of women as well as their 

underestimated social position , women are often neglected in planning and 

implementing rural development projects and programs Neglect of women thus 

becomes neglect of half of the targets and actors of development. 

All development programs at national and regional leve ls should be able to integrate 

gender concerns in their plans and programs to see that women participate , contribute , 

benefit and their effort is recognised , and technologically supported. Rural development 

programs need to reorient their implementation strategies so that they would target 

rural women as beneficiaries of development initiatives and programs. Women are 

engaged in productive, reproductive, and community activi ties. 

Anti -poverty and empowerment approaches are the common development strategies 

for women . Anti-poverty approach aims at ensuring that poor women increase their 

productivity. It recognises the productive role of women and seeks to meet practical 

36 



gender needs to earn income. Consequently, one of the major tools is microfinancing 

targeted to the poor. 

Empowerment as a development strategy approach for women involves two levels : 

in trinsic and extrinsic. Extrinsic level is gaining greater access to and resource control. 

On the other hand intrinsic level involves change from within such as the rise of self

con fidence, consciousness and motivation. It recognises women's triple roles and 

seeks to meet strategic gender needs through bottom-up participation on resources 

and development issues that concern the life of women. 

2.6 The Debate on Microfinancing 

The idea of attempting to reduce poverty through microfinancing has generated 

enormous enthusiasm among donors and non-governmental organisations as an 

instrument for reducing poverty in a way that is self-sustaining . The provision of 

microcredit in recent years generated greater enthusiasm (Morduch, 2000; Rogal ly 

1996). Popoola (1999) reports that microficredit had substantial record of 

accomplishment and potential as a poverty alleviation and development strategy. 

Some of the potentia ls of microcredit programs include: 

Most poor people are credit worthy, especially in the context 

of a mutual responsibility system (group collateral ). 

Sustainability of the microcredit program is achievable 
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Microcredit programs have exhibited a high level of 

replicability . 

Microcredit programs have the capacity to grow and serve 

large numbers of very poor people as demonstrated by many 

microfinance institutions . 

Microcredit programs have the capacity to help borrowers 

work their way out of poverty as shown by many studies . 

Microcredit program stimulates savings and accumulation of 

assets among poor people. 

Microcredit is capable of becoming a vehicle of desirable 

social developments. 

On the other hand. scholars also argue on microfinance schism or its negative 

verdict. Although microcredit has claimed more and more of the aid budget, it may 

not always be the best way to help the poorest and the fe rvou r for microcredit may 

siphon funds from other projects that might help the poor more (Navajas, Shreiner, 

Meyer and Gonzalez, 2000). There is partial evidence and is contested that 

microcredit would make a larger contribution to reduce poverty or promote small and 

microenterprise development in most developing countries as compared to 

investments in other social and economic infrastructures (Hu lme 2000; Johnson and 

Kidder. 1999) Hu lme, Johnson and Kidder (1999) further question about the 
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appropriateness of this single solution to poverty al leviation in a variety of local 

contexts . 

Some times even when repayment rates are higher, it may be pa inful to the clients 

making them pay from other sources such as sales of the ir limited assets. Thus 

increasin g indebtedness has clear risks for poor people and be trapped in the vicious 

circle of poverty. However it does not mean that microfinancing is worth less but the 

question is whether microfinance is better than some other development projects for 

the poor as a whole ., Moreover, provision of microfinance can be one tool to reduce 

or alleviate poverty but not the only one . 

Rahman . R. (2000) also indicated the following concerns about the role microcred it 

in poverty alleviation by Grameen Bank. 

Case studies have shown that borrowers have been initially 

successful but in the long run face a downturn in terms of 

ownership of asset and level of income (Rahman, A. 1999). 

69 per cent of dropouts resulted from inability to pay installments 

due to loss in income generating activity (Husain , 1998). 

Studies reveal that repayment of microcredit is being made from 

other sources (Rahman . R, 2000) 

The older groups and branches of MFI have higher loan default rate 

39 



and larger percentage of ineffective groups (Matin, 1998). 

These hypotheses on the stagnation of the impact of microcredit, particularly in the 

long run , deserve serious attention from researchers . The conclusion on the 

microfinance schism is that governments and donors should know whether the poor 

gain more from small loans than from other alternatives such us health care , 

education , agriculture , food aid etc. Most measures of the impact of microfinance 

organisations fa il to control for what would have happened in their absence 

(Navajas , Schreiner, Meyer, Gonzalez, 2000). The net contribution or impact of 

microfinance to poverty alleviation should be properly and more accurately 

measured . 

2.7 The Impact of Microfinance on the Situations and Status of 

Poor Women Households 

2.7.1 Global Experience 

Microfinancing provides women with an opportunity to access and control over 

resources such as land , capital . equipment, education/training , health , nutrition 

services etc. Also properly channeled microfinance services enable women to enjoy 

benefits in terms of income, asset ownership, status etc. It also enhances women's 

empowerment in terms of decision on the following: 
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• Decision making at household and community levels 

• Image and self-confidence 

• Organisational capacity. 

Finally. it also promotes labour and time saving technologies and skill training . The 

direct provision of micro credit to women is one of several ways to initiate a process of 

social and economic change for women (Fong and Perrett , 1991 ) 

Essentially the primary targets of micro finance programs are women who are often 

marginal ized iri many aspects in the developing countries. I mproving the li fe of women 

is improving more than 50 percent of the population with an additional significant 

impact on the life of their male partners and children. 

Microfinance programs are often in favour of women clients who are , for the most part , 

excellent clients. Several studies identified social benefits that women gain from 

participating in microfinance programs. They feel less marginalized , have higher 

aspiration for their children's education and future , use more reliable source of drinking 

water, are more likely to use latrines and contraceptives , and are less likely to marry at 

an early age (Webster and Fidler, 1 996) 

As a result, microfinance institutions, donors, and non-government organisations have 
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strong interest and emphasis on gender issues. Basically the hindrance to access 

financial services and other opportunities are worse particularly in women. As a result , 

women are more marginalized as compared to their poor male partners 

Studies made in 12 west African countries show that there are legal and cultural 

restrictions on women activities and women in many parts of the less developed 

countries are disadvantaged in their access to education, skills , and capital that 

improve their ability to succeed in smal l business (Webster and Fidler. 1996). 

In spite of cu ltural restrictions, relatively low level of education and skill , experiences 

from the Grameen Bank show that microfinance enabled poor women to engage 

themselves in various income generating activities (Lutfun and Osmani , 1998). These 

income generating activities incl ude both farm and non-farm activities such as poultry . 

hort iculture and petty trade . 

Microfinance Programs often provide non credit inputs such as consciousness raising 

training and these inputs may empower the poor, especially women (Khandker, 1998). 

Moreover micro credit programs are expected to assist in raising the social welfare by 

promoting human capital investment in child care and education, nutrition, quality and 

quantity of food , and other aspects on the life of their children and male partners. 



It is also likely that the increase in income of women through income generating 

activities smoothens consumption and would probably contribute to stability and 

reduction in other social problems and is likely to reduce out migration to urban areas 

and thereby reducing unwanted population pressure in urban areas . In many 

developing countries microfinance programs are promoted as a strategy not only for 

poverty alleviation but also for women's empowerment. Access to microfinance was 

seen as vital to women's ability to earn an income and contributing to an increase in 

their status and autonomy (Mayoux, 1995). 

The Success of microfinancing in poverty alleviation depends on how far it can 

address the cons tra ints faced by the poor households (Rahman , R. , 2000) Using 

various methodologies impact have been assessed by considering the following 

vari ables: 

• Household income 

• Household savings 

• Employment generation 

• Human capita l formation 

Hossain (1 984) reported that using borrower's recall , the income of Grameen Bank 

clients increased by about 32 per cent in two years time. Moreover the same study 

ind icated that the increase of income of Grameen Bank members was about 18 per 
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cent higher compared to the non-member during the same period . 

On the second round of impact assessment on Grameen Bank in 1986. Hossa in 

(1988) presents that household survey data in income also confirms that the 

household income of GB members was about 43 % higher than non-members. 

Khandker (1 998) estimated that 21 per cent of Grameen Bank borrowers managed 

to lift their families out of poverty within 4.2 years enabling 5% of the households to 

cross the poverty live each year. 

Hossain (1984 and 1988) and Khandker (1998) have discovered that Grameen 

Bank clients had brought about a percentage change of income increase at 30.9. 

39 .7 and 23.3 percent respectively. Microfinancing is one of the factors for reducing 

poverty in Bang ladesh from 59% of the tota l population in 1991 /92 to 53% in 1995-

96 (The Economist. 1998: cited in Meehan 1999). 

Studies made in Grameen Bank in 1995 show that Microfinance has a positive 

impact on savings and capital accumulation and as a result the investment was 

higher for long time borrowers than for newer one to the extent 260 percent as 

compared to non-members. Microfinance in Grameen Bank has also resulted in 

greater involvement of members in income generating activities compared to the 



control groups (Hussain and Kabeer, 1998). 

Microfinancing has resulted in greater aspiration of MFI clients, particularly mothers 

for schooling thei r chi ldren and the actual enrolment of the ir children as compared to 

non-members. 

Microfinance and Empowerment of Women 

Although, theoretically microfinancing services are expected to enhance 

empowerment, the results are mixed and controversia l, particularly in terms of 

control over resources and reduction of violence against women . But it does also 

have positive impact on other aspects such as increased participation in income 

generating activi ties and awareness about their economic and health re lated 

problems. 

Em powerment 

The conceptualisation of empowerment lies in an 

understanding of the relationships of dependence, 

interdependence and autonomy which characterised 

gender relations in different cultures, thestruclUres of 

risks, incentives and opportunities wh ich they generate 

and therefore the particular which processes of 



empowerment are likely to take (Kabeer, 2000) . 

It is argued that credi t programs empower women by strengthening their economic 

roles , increasing their ability to contribute to family income, helping them establish 

their identity outs ide of the family and giving them experience and self confidence in 

the public sphere (Sinha, 1998) . Access to credit was seen as vital to women's 

ability to earn income and contributing to an increase in their status , autonomy and 

decision making power (Mayoux, 1995; Ray, 1987). 

It is believed that credit has a great potential to improve women's wellbeing by 

improving their bargaining position and thereby win the respect of their male partners 

and other family members. On the other hand Sinha (1998) argues that lending to 

women enhances household welfare and the issue of impact of targeted credit to 

women's empowerment is fa r from resolved. Sometimes microfinance programs may 

have a negative effect on the life of women in terms of increased work overload or 

reduced contribut ion of male income to the household. Thus . there can be 

controvers ies on the impact of microfinance on the empowerment and well being of 

women. 

2,7.2 Ethiopian Experience 

The time since which formal microfinance services are provided is not long . On the 
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other hand, the growth of microfinance services has been remarkable in the short 

period of time. Accordingly, several studies show that the MFI industry is contributing to 

poverty reduction and other means of improving the standard of livi ng of the poor 

Because of access to credit , women are encouraged to take economic and 

en trepreneurial risks at 30 percent higher than men (Meehan, 2001). In the same study 

the author indicated 60 clients (94%) reported a significant increase in income as a 

result of access to credit although the income of some of the clients has dropped after 

a certain period of time. Also, the author indicated that access to microfinance has 

contributed to greater usage on basic household food , increase in assets and 

smoothing consumption in the clients ' households . 

Women generally took smaller loans than the ir male partners (Getaneh, 2001 ; Meehan, 

2001 . Getaneh fvther addressed that the profit margin for women cl ients is similarly 

lower and womer have to go a long way to be able to be good business managers 

themselves. In a 'ecent survey of ACSI clients , Getaneh (2001 ) indicated tha t only 38 

percent of marri ed cl ients manage the loans they have taken themselves ; and 55 

percent reported tnat they USed the loan jointly with their husbands and other 7 percent 

reported that the loan is used by their husbands. Th is may show that women are not 

equally beneficiaries like their men partners. 
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A recent study by Tsehay and Mengistu (2002) revealed that 84 percent of frequent 

rural women clients and 62.9 percent of frequent urban women clients have shown 

signi fi cant improvement in their household income. The authors concluded that access 

to microfinance positively contributed to ownership of additional household assets , 

which are important for empowering women clients economically. One major indicator 

of household welfare is residence house and same authors indicated that 60 percent of 

urban clients and 18.3 percent of rural clients made repairs to their houses. Similarly 

the authors concluded that MFls intervention resulted in improving household diet. 

2.8 Development of Microfinance Industry in Ethiopia 

When the targeted subsid ised cheap credit programs failed during the second half of 

the twentieth century. microfinance emerged in the 1980s as a new development 

approach to benefit the active poor The first formalized financial institution is believed 

to be the Grameen Bank (GB) of Bang ladesh established in 1983. 

Grameen Bank is considered as a highly publicised success story that is taken as a 

model for many MFls throughout the world . including the United States. All Grameen 

type microfinance institutions target the active poor, particularly women, on the basis of 

group social collateral and compulsory savings. 

During the last three decades , governments, donor agencies, non-governmental 



organisations, and international financial institutions have recognised the value of 

microfinance institutional development as a viable means of achieving poverty 

alleviation through appropriate financial intermediation. In Asia and Latin America , 

financia l institutions like Bank Rakyat Indonesia (BRI ), Bangladesh Rural Advancement 

Committee (BRAC) , and Grameen Bank (GB) have served millions of poor clients and 

their households with credit and saving services. More recently microfinance 

institutions have began to develop and formalise in many Sub-Saharan African 

countries including Kenya , Zimbabwe, Benin, Senegal , Nigeria , and Ethiopia to serve 

part of the 70 per cent of the poor population in Africa. 

Most MFls in Africa are young and inexperienced in the realm of formal financia l inter

mediation. Similarly, MFls in Ethiopia are new. However there were credit services 

provided by non-governmental organisations , projects and other informal organisations 

in disintegrated ways The Initial formal MFI was initiated by Relief Society of Tigray 

(REST), in 1993. Accord ing ly REST established Rural Credit Scheme in Tigray (now 

DedebitCredit and Saving Institut ion) In the subsequent years other credit and saving 

scheme institutions continued to be established until 1996. 

In July 1996 the National Bank of Ethiopia (NBE), has issued proclamation No. 40/96 

that provides for the establ ishment and operation of Microfinance institutions in 

Ethiopia . Since the issuance of the proclamation in 1996, to date more than nineteen 
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microfinance institutions are legally registered providing their services to more than 

450 , 000 clients (Wolday, 2002). 

(S ,I Overview of Dedebit Credit and Saving Institutions (DECSI) 

Establishment 

Relief SOCiety of Tigray (REST) had realised that lack of access to finance was one of 

the major constraints for the rehabi litation of the war-devastated people of the region . 

Besides , REST was aware that creating access to financial services for the poor is 

providing the poor with opportunities for alleviating poverty and enhancing self-reliance 

through entrepreneurship and empowering the poor, involving women through 

partic ipatory approaches . 

As a result. REST conducted a survey and designed a microfinance program to help 

the poor help themselves by providing cred it and saving services. After assessing the 

conventional banks and traditional moneylenders who are charging high interest rate , 

REST initiated the establ ishment of Credit Scheme of Tigray. Thus after assessing and 

evaluating the experience of many developing countries in microfinance operations, 

REST Credit Scheme of Tigray (RCST) was establ ished in 1993 and started its 

operations in March 1994 in the four zones of Tigray. 
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The REST Credit Scheme of Tigray initiated by REST continued providing credit and 

saving services to the rural and urban poor until July 1996. Having fulfilled the 

necessary institutional requirements of the regulatory framework of the National Bank 

of Ethiopia. the REST Credit Scheme was reorganised to be a regional microfinance 

institution . under the name of Dedebit Credit and Saving Institution Sh. Co. (DECSI ). 

(,'I",-Organization and Management 

DECSI is providing its financial services in 12 branches and 109 sub-branches with 727 

employees As per the microfinance law. the MFI is owned by shareholders that have 

the ultimate authority to decide on any significant issues that affect the institution. The 

board of directors composed of individ uals representing the share owning 

organizations and individuals nominated by the shareholders ' general assembly 

administer the company. The general manager and department heads at the head 

office at Mekelle manage the day-to-day operations of the company 

The branches directl y control and supervi se the activities of the sub branches. The sub 

branches are fu ll y autonomous to approve and disburse loans , and to collect 

repayments and savings. The sub branches act as mobile banking because the staff 

often travel to the clients in remote Kebeles. Detailed operational and financial reports 

are prepared at the sub branches. 
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Target group 

DECSI renders credit and saving services with the aim of alleviating poverty through 

the mobilisation of savings and provis ion of credit to the poor with priority emphasis to 

the rural poor, and still with greater priority to women. The poor, particularly the 

farmers, are in need of cred it for various purposes including petty trade, acquis ition of 

livestock, agricultural inputs and implements or to smoothen food consumption 

However DECSI under normal circumstances does not encourage the delivery of credit 

for consumption purposes. As much as possible loans are extended to be invested in 

income generating activities so as to promote self-reliance. Generally, the institution 

has covered all rura l and urban Kebeles of the reg ion. 

DECS/'s Sevices 

Basically, DECSI provides the following major financial services 

• Regular or general and ag ri cultural input loans 

• Savings mobil ization from loan clients and the community, and 

• Pension payment services to retired civil and mili ta ry personnel 

DECSI is the largest microfinance institution in Ethiopia. Currently DECSI has 219,000 

borrowers with Portfol io of Birr 346,642,270 and outstanding loan of 146,000,000 

(Wolday, 2000) The author also states that DECSI has 202,000 savers with a saving 

capital of Birr 76,000 .000 as of June 1999. Moreover, 43 per cent of clients of DECSI 
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are women. 

The primary objective of DECSI is to help the poor, particularly women, help 

themselves by creating access to microfinance services. However no major 

assessment has been made on the impact of the microfinance services in the region 

particularly on the life of poor women that are the primary victims of poverty, il literacy, 

famine and drought. 
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CHAPTER III 

THE STUDY AREA 

3.1 Some basic facts about Tigray 

Tigray Reg ional National state is located in the northern part of the country between 

12° 15' - 14° 49' N latitude and 36° 27' - 39° 59E long itude. It is bordered by Afar 

Region in the East, Eritrea in the North , Amhara in the South and Sudan in the west 

and its land size is estimated to be 53 ,638 square kilometres out of wh ich western 

zone accounts for 51 percent, central 19.3 percent, Southern 18.9 percent, Eastern 

10 percent and Mekelle 0.8 percent. 

3.2 Population 

The population of Tigray has increased from 3.2 mi llion in 1994 to 3.71 mill ion in 

2001 . This is meant that the rate of popu lation growth reached 2.7 percent per 

annum. Females constitute half of the population and 83% of the population lives in 

rura l areas and the remain ing 17 percent in urban areas. 

In 1995/96, about 45 .5 percent of the Ethiopian population is living below the 

absolute poverty level and the people living poverty line slightly declined to 44.2 

percent in 1999/2000 (Wolday, 2002 ). In the Poverty Profile of Ethiopia conducted 



by Welfare Monitoring unit of the Ministry of Finance and Economic Development, 

Tassew and Tekie (2002), reported that the population living below poverty line is 48 

percent and 33 percent for rura l and urban areas respectively. This shows that 

poverty is relatively higher in rural areas compared to urban areas. 

Tigray has the large percentage of population living below pove rty line, both in rural 

and urban areas compared to other regions (Wolday, 2002) . The writer has further 

addressed poverty in the region has increased in 1999/2000 as compared to 

1995/96 . Specifically, the percentage of rural population living below the poverty line 

has increased from 56 .1 percent in 1995/96 to 61.4 percent in 1999/2000. 

Tigray is one of the drought prone areas devastated by fam ine and long period of 

civi l war. The Eastern Zone of the region is crop dependent area with the most 

fragmented land , which is high ly degraded . In addition to the frequent shortage of 

rainfall, the soil is also less fertile . Consequently the Eastern zone is among the 

priority list that deserve intervention by the regional government and other non

governmental organizations. 

Hawzen 

The Eastern Zone of Tigray has seven Woredas with a total population of 707,908 

out of which 339 ,903 are ma les and 368,005 are females (CSA, 2000). Hawzen 



Woreda is located in the western part of the zone. Hawzen woreda is surrounded by 

Wukro woreda in the south-east, Saesi-Tsaeda Imba in the north-east, Ganta-

Afeshum in the north , Worie Lekhe in the west, Oolla Tembien in the south-west and 

Degua Tembien woredas in the south. 

Because of its strategic location as a trade route and joint point for several zones , 

Hawzen has served as an important trade center for thousands of years, even before 
.n"1 . 

;,tvy ...., -

the Axum~e kingdom. Sti ll now it serves as a central market for livestock and other 

agricultura l products for people from various zones . The tota l area of Hawzen is 

805.95 square km and its population density is 140.9 per Km Square 

The climate of Hawzen by and large is woina-dega, which is between high land and low 

land . As aresult it is often su itable for many cereals and grains whenever there is 

adequate ra in. It mainly produces wheat, teff, maiz and cereals. Agriculture is the main 

stay of the economy for almost all of the population of the Woreda . In addition to 

agriculture, many people of the woreda , including rural people are engaged in petty 

trade, particularly grain trade to supplement their unreliable income from crop 

production . 

According to CSA (2000) , Hawzen woreda is divided into 22 kebeles making a total 

population of 110,833 out of which 53,802 are males and 57,031 are fema les. From the 
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total population of the Woreda , 4,498 (4 .06%) live at the town and the remaining in the 

rural areas. Hawzen is the name of the woreda as well the name of the town . The town 

is 23 km to the west of the main road from Mekelle to Ad i Grat. As a drought prone and 

economically devastated area , Hawzen is one the first targets to get the intensive 

microfinance services since the earlier stages of DECSI. 
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CHAPTER IV 

FINDINGS OF TH E STUDY 

4.1 Gen eral characteristics of clients 

The demog raphic characteristics of the respondents such as the ir ages, marita l 

status, their relations wi th the head of the household etc and their socioeconomic 

characteristics such as the ir educational level , health conditions , wealth conditions 

may have direct or indirect relations with the way they use the loan or other financial 

services they took and consumption patterns . 

4.1.1 Age of clients an d size of th eir respective households 

Most of the respondents [77 .1%) are in the reproductive ages ; i.e., 22 .8% are in the 

age group 20 - 29 years , 28 .3% are be tween 30 and 40 years and 26 .0% are 

between 40 and 49. 

Table 1: Age group of th e respondents in years . 

Count Col % 
Age group of the 20·29 29 22.8% 
respondents. 30·39 36 28.3% 

40·4 9 33 26.0% 

50·59 18 14 .2% 

60·69 11 8.7% 

Group Tota l 
127 1000% 

I 

Only 22.9% are above age 49 . So . higher proporti on of women is in the lower age 

group, probably in the most active and energetic age. 

The mean age of the respondents is 39.54 years, and th is shows that the distribution 

is positively skewed . That is. more fema les are at their younger ages , with strong 

desire to work hard and with optimist future This may have an in fluence on the 

success and continuity of their microenterprises and thereby contribute to the impact 

that credit may have in their lives . 



4.1.2 Educational status of c lients 

Education is one of the key variables that may influence the behavior and efficiency 

as well as effectiveness of people . Education is a decisive factor in uplifting the 

individual and society, because it improves his/her skills , potentials and makes 

him/her more crea ti ve, and more innovative . 

Four out of any five respondents [79 .5%] are illiterate and only 20.5% of the 

respondents are li:erate . This high degree of illiteracy may have an impact on the 

way the clients USE the financia l services that they receive. 

Table 2: Literacy status of respondents 

Literacv Status of the resDondents Grou Total 

Illiterate Literate 
Row Row Row 

Count , Count % Count % 
Rur ::: 69 908% 7 92% 76 100% 
Urba - 32 627% 19 373% 51 100% 

Group Total 101 795% 26 205% 127 100% 

Illiteracy rate is higher in rura l areas [90 .8%] than in the urban [62 .7%] . Only 9.2% of 

the rural respondEnts and 37 .3% of the urban respondents are literate. Based on 

this , one may also expect differences between rural and urban areas inthe degree of 

success of clients Moreover. the urban clients constitute more than 70% of the 

literate clients thar may influence the impact of the microfinance services through 

increased savings repeat loans. amount of loan taken and thereby contribu te to the 

success of their business . 
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Table 3: The educational leve l of the respondents by place of residence. 

Residence of the respondent Grou Total 

Rural Urban 

Count Col % Count Col % Count Col % 

The educational Lower primary 11 - 4J 7 100.0% 10 62.5% 17 73.9% 

level of the Upper primary 15 - 8J 5 31 .3% 5 21.7% 

respondents High school 1 6.3% 1 4. 3% 
h " "~h,,, .... ~ , ,~.,.I 

Group Total 7 100.0% 16 100% 23 100.0% 

Attend ing formal education may also equip people wi th skills and ability that may 

help to lead a more successful life Out of the 26 literate clients 23(89%) have 

attended formal education. Besides of all the fema les that attended formal education , 

nearly three-fourth (73.9%) are in the lower primary schools and 21 .7% are in the 

upper primary schools . Tab le 3 indicates that 'ibthe majority of the sample clients 

have lower educational level. 

4.1.3 Marital status of clients 

The marital status of the sample clien ts was also analysed and results are given in 

table 4 . 

About 7. 1 % of the females are unmarried and 48.8% are currently married . In 

addition, about 6.3% are separated , 26% are divorced , and 11 .8% are widowed. This 

shows that there is ' high rate of fam ily dissolution ; i.e , 44 .1% of the fema les are 

separated , divorced or widowed . 

T bl 4 Mt 1St t a e an a a us 0 f I t b f sample c len s Jy area 0 resl d ence 

Residence of respondent Grou Total 

Marital status Rural I Urban 

Count Col% I Count Col% Count Col% 

Unmarried 5 6.6 : 4 7.8 9 7.1 

Currently married 41 53.9 I 21 . 41.2 63 48.8 

Separated 6 7.9 i 2 1 3.9 8 6.3 

Divorced 17 22.4 I 16 , 31 .4 33 26.0 

Widowed 7 9.2 I 8 , 15.7 15 11 .8 

Group Total 76 100 51 100 127 100 
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Due to these and other reasons, the proportion of family dissolution rate in the study 

area is very high . which is about 50% in the urban areas and about 40% in the rural 

areas . This may be one of the causes for using microfinance services as a means to 

improve their live li hood. 

Tab le 5: The relati onship of the respondents with the head of the household 

Residence of the respondent Grou Total 

Rura l Urban 

Row Row Row 
Count % Count % Count % 

Relationshoship Head 28 53.8% 24 46.2% 52 100% 
with the Household Spouse 47 68 .1% 22 31 .9% 69 100% 
head Pa rent 1 25.0% 3 75.0% 4 100% 

Grand parent 1 100% 1 100% 

Sister/Brother 1 100% 1 100% 

Group Total 76 59.8% 51 40.2% 127 100% 

The study result shows that 40.9% of the interviewed females are heads of the ir 

households and 54.3% are spouses In Tigray, females become heads only if either 

they are divorced. separated or widowed . In both cases it is either the resu lt of 

poverty or it may also resu lt in poverty . 

There is a claim that even among women. housewives (male- headed households) 

have more access to credi t and other services than women headed households or 

the ir families However. the data in Table 4 show that there is no as such a 

significant difference on the access of women to microfinance services because she 

is the head of the household . 

The main occupation in which the respondents are engaged is also stud ied and 

results show that 58.3% are engaged in farming and one-third [33.9%J are engaged 

in the private microbusiness. It can be said that farming and the off-farm and other 

microbusiness are the two main occupations that the respondents are engaged in. 
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4.1.4 Demograph ic and Other Characteristics of Clients 

Nine out of ten respondents of the rural areas [92 .1%] are farmers and 8 out of ten 

[804%] respondents in the urban areas are engaged in their own microenterprises . 

Thus, the occupation of the respondents is highly dependent on where she resides . 

The sample survey also shows that 92.1 per cent of the rural clients occupation is 

farming and the microenterprise activity can be a source of income diversification. 

However, for the urban clients the microenterprise activity seems to be the main 

source of income for subsistence on which they greatly depend because 80 per cent 

of them are mainly engaged in the microenterprise . 

Table 6: Main occu pation of the respondents 

Residence of the respondent Grou, Tota l 

Rural Urban 

Row Row Row 
Count % Count % Cou nt % 

Main Farming 70 94.6% 4 5.4% 74 100% 
Occu pation Oldage 1 100% 1 100% 
of the Underage 1 100% 1 100% 
household 
member Others (Specify) 3 100% 3 100% 

Handicraft 1 100% 1 100% 
Daily labore 1 100% 1 100% 
Unpaid family 1 100% 1 100% 
Unemployed 1 100'/, 1 100% 

Private Sector 2 4 7% 41 95.3% 43 100% 

Government sector 1 100% 1 100% 
Group Total 76 598% 51 40.2% 127 100% 

A question on whether the respondents use their own land or not was also asked 

and the result shows that 86 .6% of the respondents own land and 11 % do not. 
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Table 7: Proportion of sample respondents that own land 

Residence of the respondent Grou Total 

Rural Urban 
Row Row Row 

Counl % Count .% Count % 
Do you own 3 tOO% 3 100% 
land? Yes 75 68.2 % 35 31.8% 110 100% 

No 1 7.1% 13 92.9% 14 100% 
Group Total 76 59.8% 51 40.2% 127 100% 

As that of occupation, land ownership also significantly varies by the place of 
residence. About 98.7% of the rural res idents and about 68 .6% of the urban 
res idents responded that they OWl) land. Of course, the size of the land is also a very 
important variable. 

Ta ble 8: Size of the land owned by the respondents by 
residence[in tmad]. 

Residence oflhe Group 
Rura Urba 

Coun I ~a Co un I ~a Coun 
76 I 3 51 I 2 127 

~a 

2 

The mean land size is two tsmad (half hectare) per household . The land size also 
varies by urban rural and is less In the urban areas than in the rural areas. That may 
be one of the reasons why the most of the urban respondents are engaged in the 
microenterprises and the rural residents in agriculture. This may make the urban 
clients to be relatively successful because they may take it as the only means of 
survival. This fact seems to be supported by the greater size and more repeat loan of 
the urban clients to be discussed later in this chapter. 

In Tigray, 95.5% of the people are orthodox Christi ans. In this study, all of the 
respondents are orthodox Christians. The researcher has purposely checked in the 
sub branch office if it ever had a Muslim client. Finally, in the town of Hawzen, Ithe 
researcher tried to trace a dropout Muslim client who was forced to leave the 
program by her husband. Her husband believed that the religion does not allow 
receiving or paying interest. Th is shows that religion should be given due 
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consideration in providing microfinance services to the poor, particularly in the urban 
areas where there are relatively many poor Muslims. 

4.1.5 BASIC INFORMATION ON THE MICROENTERPRISE [Client information] 

The duration of the client in the microenterprise may have an impact in the degree of 
success because in business , experience is very important The duration varies from 
1 year to 6 years Nearly half of the respondents have two years in the prog ram and 
the remaining 50 percent have stayed in the program for more than 2 years. 

Table 9: Duration of the clients in the program in years 

Durati on of Residence of the re spondent Group Total 
the client in Rural 1 Urban 

1 I the program Count I Col % I Count Col ! Count I Col % 
% 

I 2 12.6% 4 8."00 6 4. 8% ., 
49 1 6-, 0;. , 12 14.~ 61 49.2% J,J 0 

3 18 124% 15 30.6 " 26.6% JJ 

1-1 5 ' 6.7% 9 I 8.-1 1-1 11.3% ! , 2 2.7% 7 I -1.3 , 9 17_3% 
16 ' -I 8.:> -I ! 3.2% 

I 
, 

I 

I Group Total 76 100% 51 10000 1 127 1 100% 
I 

About 65.3% of the rural respondents and 24.5% of the urban respondents have 

experiences of two years in the progran On the other hand, 33.4% of the rura l and 

70.5% of the urban respondents have experiences of more than two years. In 

general , the urban respondents seem to have better experiences in the program 

than the rural respondents. Because experience is a major means of acquiring ski ll 

the urban clients are likely to be more successful than the rural clients. 



Tab le 10: Average du ration of the clients in the prog ram 
in years. 

Residence of the respondent Grou 

Rural Urban 

Count 1 Mean Coun! I Mean Count 

76 I 2 51 I 3 127 

Total 

Mean 

3 

The mean number of years of the clien t in DECSI in the urban areas is 3 years and 

that of the rura l areas is 2 years . But the overall average is 3 years. 

4.2 Selection of income generating activities or micro enterprises 

by clients 

About 23.6% of the respondents are engaged in animal fattening. About 36.8% of 

the rural residents and only 3.9% of the urban respondents are engaged in this 

activity. The greater percentage of ru ra l clients are engaged in animal fattening . This 

may be because they have lifetime experience in farming and other agricultura l 

activities. 

The second activity of clients in which 18.9% of the respondents are engaged in is 

buying and selling grains and other agricultural products . About 17.1 % of the rural 

respondents and 18.9% of the urban respondents are engaged in buying and selling 

grains and other ag ricultural products 

The third main activ ity in which the clients are engaged in is preparing and selling 

beverages [Tella . Areke, etc] . About 2.6% of the rural clients and 31.4% of the urban 

respondents are engaged in this activity. Of course , 9.4% of the respondents are 

also involved in buying and sell ing livestock; and this amounts to 13.2% of the rural 

clients and 3.9% of the urban clients It is likely that the remaining clients have either 
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consumed the loan they have taken or spent it in non-productive activities. Thus the 

entire loan taken by the clients is not invested for the intended purpose (see Table 

19 for details) 

The reasons why the respondents are engaged in such activi ties are also 

summarized in Table 11 below. 

Ta ble 11 : The firs t main reaso n why the clients are engaged in microenterprise ac tivi ty 

Residence of the respondent Grou Tolal 

Rural Urban 

Row Row Row 
Count. % Count % Count % 

The first most No Respons 16 72.7% 6 27 .3% 22 100% 
important Low agricultural yield 
reason why the because of land 10 83.3% 2 167% 12 100% 
client engaged fragmentation 
in micro Low agricultural yield 
enterprise because of unstable 28 73.7% 10 26.3% 38 100% 
activity IS climate 

Low agricultural Yield 
because of declining 3 100% 3 100% 
soil fertility 

No other source of 
income 7 333% 14 667% 21 100% 

Means of employmnet 4 30.8% 9 69.2% 13 100% 

Others 8 44.4% 10 556% 18 100% 

Group Total 76 59.8% 51 40.2% 127 100% 

The first main reason why the clients are involved in the micro-e'l terprise activity is 

due to low agricultu ral yield because of unstable wea ther (for 29.9% ). This cou nts for 

about 36.8% of the rural respondents and 19.6% of the urban respondents. The 

second main reason (for 16.5% of the respondents) is because they have no other 

source of income. About 9.2% of the rural respondents and 27 .5% of the urban 

clients reported that it is because of the fact that they have no other means of 

income that they are engaged in this activity . The third main reason (for 10.2%) is 

that it is th e: only means of employment that they have; and th is counts for about 
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5.3% of the rural and 17.6% of the urban respondents . Low agricultural yie ld 

because of land fragmenta tion is a reason for 9.4% of the respondents ; 13.2% of the 

rura l and only 3.9% of the urban respondents . 

Impact of unstab le weather is significant particularly for the rural clients to be 

engaged in a microenteprise activity or at least to take credit for consumption to cope 

up in difficult seasons or to be spent on other non-productive expenditures . 

Rrior to the present activity, nearly one-third (32.3%), i. e., 47.4% of ' the rura l and 

9.8% of the urban respondents reported that they were engaged in farming . 

Tab le 12 : Th e activity that the clients we re engaged in prior to the present activity 

Residence of the respondent Grou Total 

Rural Urban 

Count Col % Count Col % Count Col% 

No ResiJonse 14 184% 3 5.9% 17 13.4% 

Farming 36 47 .4% 5 9.8% 41 32.3% 

Houssv, lfe 18 23.7% 10 196% 28 22.0% 

Stude nt 1 2.0% 1 .8% 

Da il y laoourer 3 5.9% 3 2.4% 
Operate own 

5 6.6% 19 37.3% 24 18.9% 
business 

Unpaid famil y worker 1 1.3% 1 .8% 

Unemployed 
1 1.3% 4 7.8% 5 

3.9% 
Others 

1 1.3% 
6 11.8 7 

5.5% 

Group Total 76 100% 51 100% 127 100% 

The second main occupation in which they were engaged in prior to the present 

activity (22%) was being a housewife (22%) , which is 23.7% of the rural and 19.6% 
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of the urban respondents .. In addition, about 18.9% reported that they were running 

their own business. About 6.6% of the rural and 37 .3% of the urban respondents 

reported that they were operating their own business. 

The reason why the clients are involved in such a particular micro enterprise was 

studied and results show that nearly one-third (29.9%) chose it because it has higher 

return and there is no significant difference between rural and urban respondents 

One out of any four respondents (252%) chooses this particular enterprise because 

they couldn't choose any other activity mainly because of capital shortage . There is a 

high variation between rural and ·urban respondents. About 37 .3% of the urban 

respondents and 17% of the rural respondents have capital shortages that couldn't 

allow them to make another choice. Moreover, 6.3% choose it because it has been 

family business and this accounts for 9.2% of the rural and only 2% of the urban 

respondents Also, 4.7% of the respondents choose it because they saw other 

persons doing it. 

From this result , it seems that the rural clients depend more on what others were 

doing (fami ly or others) than the urban clients. This may be because the urban 

people are more exposed to different sources of information than the rural people. 

The results of the study on how the respondents acquired the skill for the present 

enterprise show that 42.5% of the respondents said that they acquired the sk ill they 

have through experience in time. Highest proportion of people (49%) from urban 

areas seems to agree with this reason than those from rural areas (382%) 

For 42.5% of the clients the source of there is ski ll their own experience From the 

clients studied 21 .3% are self-thought or self-initia tive and accounts for 21.1% of the 

ru ral and 21 .6% of the urban respondents Family tradition is the third main reason 

and constitutes 10.2%. About 7.9% of the rural and 13.7& of the urban respondents 

reported that family tradition is the main reason for the transfer of the skil l. 
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In all these cases there is no as such business or management training given to the 

clients and this will surely have a serious impact on the continuity and success of 

their enterprise . 

The number of years that the clients have experienced in business activities 

including this one may also be another important factor . 

Table 13: Years of experience in business activities 

Residence of Ihe respondent Group Tolal 

Rural Urban 

Row Row Row 
Count % Counl % Counl % 

Years of 1 1 500% 1 500% 2 100% 
experience 2 20 83.3% 4 16.7% 24 100% 
thai the clien l 3 9 69.2% 4 30.8% 13 100% 
has in 
bu siness 4 2 15.4% 11 84.6% 13 100% 

Incl uding in 5 4 50.0% 4 50.0% 8 100% 

thi s 6 2 40.0% 3 60.0% 5 100% 
enterprise. 7 1 25.0% 3 75.0% 4 100% 

8 1 33.3% 2 66.7% 3 100% 
10 1 14.3% 6 85.7% 7 100% 
12 1 100% 1 100% 
13 1 100% 1 100% 
i 5 2 667% 1 333% 3 100% 
',7 2 100% 2 100% 

19 1 100% 1 100% 
23 1 100% 1 '100% 
26 1 100% 1 100% 

30 2 66.7% 1 33 .3% 3 100% 

32 1 100% 1 100% 

Group Total 46 495% 47 50.5% 93 100% 

Out of the 127 clients it is only 93 of them who have started business . For those 

clients who have started. their business experience variess from 1 year to 32 years 

The mean. med ian and mode of the experiences are 7 years 4 years and 2 years 

respective ly. There is a higher experience in the urban areas than the rural areas. 

69 



Table 14: Average yea r of experience in business activities includin g this 

Residence of the Group 

Rural Urba 

Coun I Mea I Media I Mod Coun I Mea I Media I Mod Coun Mea Media Mod 

76 I 6 I 3 I 2 51 I 8 I 5 I 4 127 7 4 2 

The mean experience in rural clients is 6 years and that of the urban is 7 years . In 

addition, the modal experience of the ru ral and urban areas is 2 and 4 years 

respectively. 

4.3 Microenterprise Activities and the Trend of their Impact on the 

Clients and their Households 

About half (49.6%) of the total clients ( and above 67% of 93 clients who have 

started business) are organised individually and 22.8% in partnership with family and 

relatives . Furthermore, about 75% of the urban and 33ss% of the rural clients work 

individually as sole proprietors . The distribution by ownership shows that it is rare to 

work together. particularly in businesses such as partnerships and co-operatives. 

This often aggravates the capital and skill limi tation of the clients' enterprises. Here it 

may be appropriate to create awareness though training about pooling resources to 

work together for mutual benefit 

Tab le 15: Type of \ll i croe l1lerp r i5~ 0 \\ nership 

Type of enterprise I Residence of the respondent Group Tota l 
Q\\ 'nership Ru ral Urban 

i Count Co l % Count Col Count Co l % 
% 

i 29 3 8.1 ~ 0 ~ 7.8% " 26% JJ 

I nd i"idua lly 1 -
- ) 3~ . 9~ 0 38 74.5% 63 49.6% 

\\ 'ith relatives ! 22 ~8.9~ 'c> 7 13.7% 29 22.8% 
\\'ith Group members I I 2% I 0.8% 
Others I 2% I 0.8% 

Group Tota l I 

1

76 I OO~o 51 100% 127 100% 
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The loan of sample clients varies from Birr 200 to Birr 2500. More than half (52 . %) 

of the clients took Birr 500 and above during the first loan , i.e . about two-thi rd of the 

rural clients and one-thi rd of the urban clients took Birr 500. Look at Table 16 below 

for details. 

Table 16: The amount of the fi rst loan by sample clients in Birr 

Residence of the respondent Grou Total 

Rural Urban 

Count Col % Count Col % Count Col % 
Amount of 200 1 '.3% 1 1.9% 2 1.6% 
loan 250 1 1.3% 1 1.9% 2 16% 
received 300 6 7.9% 6 11$% I" 9.4% 

400 4 5.3% 4 3.1% 

500 50 65.8% 16 31 .4% 66 52% 

600 4 5.3% 4 3.1 % 

700 3 3.9% 1 '.9°/'J 4 3. 1% 

800 3 3.9% 3 24% 
900 1 1.3% 1 .8% 

1000 3 3.9% 1" 275% 17 13.4% 

1500 7 137% 7 5.5% 

2000 3 59% 3 2.4% 

2500 2 3.9% 

I 
2 1.6% 

Group Total 76 100% , I 100%) 127 100% 

The mean loan of urban and rural areas is Birr 963 and Birr 525 respectively. The 

median loan for urban and rural clients is Birr 1000 and Bi rr 500 respectively. It 

seems that higher loan is given to the urban clients than the rura l ones . Only 13% of 

the rural clients took more than the average loan of Birr 693 whi le 57% of the urban 

cl ients took above the average loan. 

Table 17: The ave rage loan size of sample clients in Birr 

Residence of client respondent Group Total 
Rura I Urban 

Count I Mean I Median I Mode Count I Mean I Med.an I Mode Count Mean Med ian Mode 
76 I 525 I 500 I 500 51 I 963 I 1000 I 500 127 693 500 500 
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Table 17 shows that about 55% of the urban clients took Birr 1000 and above in their 

first loan , but from the rura l areas it is only 4% who took Birr 1000 or above in their 

first loan . This may be caused by various factors On the one hand most of the urban 

clients are engaged in petty trade that provides immediate return . On the other hand , 

as table 18 shows , about 41 % of the rural clients intended to invest the loan on 

livestock that does not provide immed iate return. 

Furthermore, the urban clients , more or less , rely on the income of their enterprise 

for subsistence, making them committed and with entrepreneurial skill while for the 

rural clients it is additional source of income. In addition to this as Table 19 shows 

more than 20% of the rural clients seem to use the loan for consumption , probably to 

smoothen consumption in difficult seasons . It is also possible that the urban clients 

have relatively better experience and exposure in microenterprise activities . 

Table 18: Main in tended use of the fi rst loan 

Mai n intended use of the loan Res idence of the respondent Grou~ Total 
Rural I Crban I 

Count Col % I Count Co l Count I Col % 
% , 

2 2.6% 1-1 7. 8% 6 4.8% 
! Working capital -12 55 .3% -1 6 90.2% 88 69.3% 

I I Household consumption I 1 1.3% I 10.8% 
Livestock 31 -10.6% I 2% '') J _ 25.2% 

I I 
I 

i 
, 
I 

I Group Total 76 i 100% 151 100% 127 I 100% 
I i 

About 69.3% of the respondents had the in tention to use it as a work ing capital. The 

remain ing 30 percent have taken it for consumpt ion and this influences the impact 

that the microfinance services have on the lives of the cl ients. About 90.2% of the 

urban and 55 .3% of the rural clients reported that they had an intention to use it as a 

working capita l. One out of any four cl ients [25.2%] reported that the ir intention was 

to buy livestock; and this accounts for 40.8% of the ru ral and 2% of the urban clients. 



Table 19 Actual use of the first loan in Birr 

Res idence of respondent Group Total 
Actua l use Ru ral Urban 

Count Col% Count Col% Count Col % 
Workinq Capital 18 23 .69 30 58 .82 48 I 37.82 
Household Expenses 18 23.69 2 3.92 20 15.74 
Other non-productive , 
Activities 31 40.78 4 7.84 35 27 .55 
Working Capital and other 

18.89 I non productive activity 9 11 .84 15 29.41 24 
Group Total 76 100 51 100 127 100 

Regardless of their intentions , only 37.8% of the cl ients reported that they actually 

used the loan that they. took for working capital. About 58 .8% of the urban 

respondents and 23.7% of the rural respondents used it for working capi ta l. In 

addition , about 15.74% of the clients (23% of the rural and about 39% of the urban 

clients) used their first loan purely for household expenses [in food , clothing, and 

other supplies]. 

Besides . in the rural areas additional 41% of the clients have used the first loan for 

other non-productive purposes while it is only 7.84% for the urban clients . Generally 

64 .7% of the rural clients and 11.76 of the urban clients used the loan for non-

productive pu rposes. Th is may have been caused by the inability of the MFI to meet 

the demand of its clients because it is often supply driven. The fungibility of money 

may also have its contribution to the misuse of the loan . The remain ing balance of 

18.89% of the loan (11.84% of rural and 29.41% of urban) is also shared for working 

capital and other non-prod uctive purposes. According to the above empirical 

evidence , it seems that there is a significant difference in the actual use of the loan 

between the rural and urban respondents 



Similar analysis was also made for the second loan. The minimum amount that the 

clients took is Birr 100 and the maximum is Birr 2,500. The number of clients who 

have taken the second loan is very low as compared to the first one. 

Table 20 :Amount of the 2no Loa n in Birr 

Residence of the respondent Group Total 

Rural Urban 

Count Col % Count Col % Count Col % 
Amount of 100 1 33 .3% 1 2,6% 
loan 500 10 28.6% 10 26 .3% received 800 2 667% 3 8.6% 5 13.2% 

1000 15 42.9% 15 39.5% 
1500 2 5.7% 2 5.3% 
2000 3 8.6% 3 7.9% 
2500 2 5.7% 2 5.3% 

Group Tota l 3 100% 35 100% 38 100% 

It is only 38 clients who have taken loan for the second time and the majority is from 

the urban areas . The main reason cited by the respondents was because of fa ilure of 

members to repay the loan many of them could not take loan for the second time . 

Other respondents from rural areas have also stated that they could not repay 

because of droug ht and low ag ricultural yield. 

The mean amount of the second loan is Birr 1003 and varies between rural and 

urban clients . The average loan size of the urban clients is almost twice of that of the 

ru ral clients. Moreover the number of rural cl ients who were able to take the second 

loan is only 3 (or 3.94%), which is negligible. One of the causes for significant 

. reduction of the number of clients in the second loan may be the area and success in 

the investment of the first loan. There is a possibility that about 65% of .the rura l 

7~ 



clients may have spent the loan on non-productive consumption and certain part of 

the loan (about 12%) was also shared for working capital and other non-productive 

expenses. 

Table 21: Average amount of the second loan in Bi rr. 

Residence of respondent Tolal 

Rura l Urban 

Count I Mean I t.ledlan I Mode Count I Mean I Median I Mode Count Mean Median Mode 

76 I 567 I 800 I 800 51 I 1040 I 1000 I 1000 127 1003 1000 1000 

Another point observed in the table above is the average loan size of the second 

loan is greater than that of the first loan. The rate of increase for both rural and urban 

clients is simi lar although the number of repeat clients in the rural area is 

insignificant. 

Table 22: Intended use of the second loan by sample clients 

Residence of the respondent GroU( Total 

Rural Urban 

Count Col % Count Col % Count Col % 
Main Intended use 73 96.1% 16 31 .4% 89 70.1% 
of the loan when Working capital 2 2.6% 35 68.6% 37 29 .1% 
received Others (S peclfy)_ 1 1.3% 1 .8% 
Group Total 76 100% 51 100% 127 100% 

In the second loan 92.1 of the sample clients are urban . Moreover, table22 shows 

that 37 clients (97 .36%) intended to use the second loan for working capital. 

Ta ble 23: Actua l use of the second loan by sample clients 

Residence of respondent Grou Total 
Actual use of the loan Rural Urban 

I Count Col% Count Col% Count Col% 
Working Capital I - - 24 68.58 24 63. 16 
Household Expenses 2 67 2 5.71 2 5.26 , 
Working Capital and other 
non productive activity 1 33 9 25.7 10 26.31 
Group Total 3 100 35 100 38 100 
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In the second loan the discrepancy between intended and actual use is 

comparatively smaller, particularly in the urban areas . This may show that the 

conscious effort of the clients in the ir business and relatively better stability of their 

enterprise. 

Table 24; Amount of the third loan by sample clients in Birr 

Residence of the 

respondent Grou Total 

Urban 

Count Col% Count Col% 

Amount of 500 8 30.8% 8 . 30.8% 

loan 1000 11 42.3% 11 42.3% 

received 1200 1 3.8% 1 3,8% 

1500 5 19.2% 5 19.2% 

2500 1 3.8% 1 3.8% 

Group Total 
26 100.0% 26 100.0% 

Based on Table 24 above , the number of clients is again reduced from 38 in the 

second loan to only 26 in the th ird loan. Moreover all the clients are in urban areas. 

This shows that almost al l rura l women did not have access to regular loan or 

microbusiness loan . As Table 24 shows the amount of the third loan varies from Birr 

500 to Birr 2500. 

Table 25: Average amount of the thi rd loan 

Residence of the respondent 
Group Total 

Urban 

Count Mean Max Mini Mode Count Mean Max Mini Mode 

Amount of 

loan received 26 1008 2500 500 1000 127 1008 2500 500 1000 

The results in table 25 show that the modal amount is Birr 1000 and the mean 

amount of the th ird loan is Birr 1008, which does not significantly vary from that of 
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the second loan. 

Table 26: The intended use of the third loa n by sa mple clients 

Residence of the 
respondent Grou( Total 

Urban 

Counl Col % Count Col% 
Main Intended use of the Working capita l 

26 1000% 26 1000% loan when received 

The intended use of the third loan was all in all for working capital. In fact as Tables 

26 and 27 , show there is a variation between the intended use and actual use of the 

third loan . 

Table 27 Actual use of the third loan is mainly on working capital by sample clients. 

Residence of respondent Grou Total 
Actual use Rural Urban 

Count Col% I Count Col% Count Col % 
Workinq Capital - - 20 76.92 20 76.92 
Household Expenses - - 2 7.69 2 7.69 I 
Working Capital and other - - I 
non productive activity i 4 15.39 4 1 15.39 ' 
Group Total - - 26 100 26 100 

Generally it seems that as the clients get more experienced , the intention they have 

and the actual use gets more and more correlated. This may be because they 

developed better business skills and they may be recognizing that the income from 

their enterprise activity is signi fi cant , making them more entrepreneurial. There is a 

variation in the degree of correlation between intended use and actual use of the 

loan between clients in rura l and urban areas . 

From the 127 sample clients , 34 respondents have not actua lly started business. 

Eitr er they have used the loan for consumption or other Iton-productive purposes; or 
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they were simply unable to manage. The source of sta rt-up funds was also studied . 

One out of two respondents [50.4%} started with the program loan, i.e. 83.33% of the 

rural and 43.18% of the urban clients with the microloan from DECSI. About 14% of 

the clients also reported that they started it wi th household or personal saving ; and 

this accounts for 7.4% of the rura l and 22 .72% of the ru ral clients . It seems that the 

urban clients have other sou rces than the loan. Besides there is also relatively longer 

business experience in the urban areas that their businesses may have started prior 

to the provision of microfinance services . 

In add ition , 5% (9.09% of the urban and 1.85% of the rura l) of the sample clients 

reported that program loan and family are the sources of capital for starting the 

microenterprise act ivity . 

Table 28 : Th e trend of business profit during the last two yea rs 

Re sidence of the respondent Group Total 

Ru ral Urban 

Count Col % Count Col % Count Col % 
The trend In No Response 31 1 40.8% 7 137% 38 29.9% 
the level of Increased Significantly 1 2.0% 1 .8% 
bUSiness Increased 11 19 373% 30 236% 
profit during 

Remained the same 13 17 .1% 4 7 8% 17 13.4% the last two 
years ' Decreased 17 22.4% 20 39.2% 37 29.1% 

Decreased signi ficantly 4 5.3% 4 3.1% 

Group Tolal 76 100% 51 100% 127 100% 

Table 28 shows that, in add ition to the 34 clients who were unable to start the ir 

business, additional 4 clients were unable to manage the ir business and thereby 38 

respondents did not repl y on the level of their business profit In the rura l areas the 

most common reason reported by the clients is death of animals, particularly sheep 

and chicken , because of epidemic diseases. As a result, many reported during the 
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interview and focus group discussions that most of them are unable to repay the 

loan . In the urban areas, peace and stability is reported to be a major problem for 

poor sales of their products , particularly those engaged in preparing and sel ling 

beverages and food items because of lack of demand for thei r products. 

Due to the misuse of the loan for consumption and other non-productive activities 

and the prevalence of unstable weather it is only 89 respondents who tried to run the 

business. Out of the 89 cl ients who managed to continue their business . 31 

respondents (244% of'the cl ients ) reported that the business profit has· increased 

during the last two years and 17 respondents (134 %) of the clients reported that it 

remained the same. Besides, 31 (34 .83%) and 17(19.1%) of them were able to 

increase and retain their income respectively. With the prevalence of such 

constraints , the researcher feels that it is partia lly a success even to retain their 

income. 

About 39 .3% of the urban and only 14.5% of the rura l respondents reported that the 

profit has increased during the last two years . There seems to be higher profit in the 

urban areas than in the rural areas . 

However, Table 28 indicates that. the increase in business profit was less in both 

rural and urban areas . This may be the result of the declining agricultural production 

caused by unfavorable weather condition because most of the respondents own 

farmland Again when the purchasing power of rural people declines it will have a 

direct effect on the demand of many goods and services provided by the urban 

clients. 
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From the 89 clients who are able to manage their business almost half of the clients 

generate a significant amount of income from their enterprise . Moreover, the amount 

of income generated from the microbusiness is relatively greater and more 

significant in the urban areas. This may be due to the fact that the rural residents 

usually use their agricultural products for their subsistence and other household 

expenses. 

Table 29: Proportion of household income from the enterpr ise 

I Proportion of Res idence of the re spondent GroupTotal I household income Rura l u rban 
from the enterprise Count Co l % Coun t Co l Count Col % I . 

%, I 

I All 
3 1 40.8% 7 I 13.7% 38 29.9% 
" 3.90/0 18 1 35.30/0 21 16.5% 

I Mo re th an hal f 
J 

4 5.30/0 9 1 17.6% 13 10.2% 
I About half 5 6.6% 4 7.S% 9 7.1% 
, Abo ut one-forth 10 13.2% 5 9.S% 15 11.8% 
I Negligib le 0 " 30.3% S 15 .7% 31 2~.4% _ J 

I Group Total 76 1 100% 5 1 100% 127 100% 

Table 29 ind icates that out of 89 who have started business , 21 respondents 

(16.5%) and13 respondents (10 2%) reported that all and more than half of the 

income comes from the enterprise respectively. From the 45 rural clients 18 of them 

have reported that all the ir income is generated from the micrienterprise activity. 

From the 89 respondents , 15 of them reported that about one-fourth of the income 

comes from the enterprise . Abou t 58 respondents out of the 89 clients reported that 

more than one-fourth or more of their household income comes from the enterprise . 
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The first most important household expenditure [for 60.6%J of the clients is 

household living expenses; and accounts for 72.5% of the urban and 52 .6% of the 

rural respondents. Th is may be due to the fact that the rural residents usually use 

their agricultural products for their expenses. 

Out of the total 127 clients , it is only 28 (about 22%) who were unable to repay their 

loans regularly . The major reason given during the interview and the focus group 

discussion was deployment of males (h usbands and sons) who had active role in 

' running' the business because of the war with Eritrea. This was 'particularly observed 

in business such as livestock trade. fattening , and grain trade that involved travel ing 

greater distance for buying and se ll ing . Other reasons included by the clients were 

using the return from the enterprise for household expenses (11 ,8%) . lack of 

adequate profit (7 1 %) and loss or damage (16%) in descending order. 

The sample clients were also asked on whether they have personal savings or not. It 

is only 71 clients (6228%) that have reported that they have cash savings. The 

remaining 43 clients (4371 %) stated that they know they have but they do not rea lly 

know about the amount of their savings with DECSI. Also , the thirteen dropout 

clients have no personal savings although they used to save before they left the 

program. 

From the above explanations it is possible to say that there is no as such a basic 

awareness and knowledge about the savings and other forms of capital 

accumulation . Besides . it is also possible that other people, other than the cl ient, 

may have util ized the loan taren . In fact DECSI managed to mobil ize huge amour t 
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of savings from its clients but it is almost without building the awareness about the 

benefits to clients themselves. This may call for close follow up and orientation on 

some advisory services from DECSI staff Actually the amount of savings 

accumulated by the sample clients is shown below. 

Table 30: Amount of compulsory saving by sample clients 

Count Col% Mean Median Mode 
Residence of Rural 76 598% 58 46 40 
the respondent Urban 51 40.2% 111 80 25 
Group Total 127 100% 86 50 25 

Based on the amount of the loan and the duration of the clients the average amount 

of compulsory saving is Birr 111 and Birr 58 in the urban and rural areas 

respectively. The average compulsory saving of the urban clients is almost twice 

than that of the rural clients. 

Table 31 : Amount of Vol untary saving by sample clie nts 

Count Col% Mean Median Mode 
Residence of Rural 76 598% 41 24 24 
the respondent Urban 51 40.2% 27 7 72 10 
Group Tolal 127 100% 162 30 24 

Table 31 shows that the mean level of voluntary saving is Birr 162 and it is 

significantly higher for urban clients . It is Birr 277 and Birr for urban and rural clients 

respectively . 

Concerning the trend of their personal savings, out of 127 clients (13.4%) reported 

that it is continuously increasing and 61 (48%) responded that it stayed the same 

because they have fully repaid and are not depositing in their saving accounts any 

more. Furthermore, other than the dropout clients who left the program, the 
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rema ining 11 3 clients have not withdrawn the ir savings either because of group 

collateral or they want to continue with the DECSI program. 

Clients may face various problems in starting or operating the ir businesses . Table 32 

shows that about 27.6% cl ients reported that insufficien t fund (lack of adequate 

working capital ) was the main problem they faced . About 14% also reported that 
o...J. they have a combina tion of problems of insufficient fund lother related problems 

Loss , theft, or damage and lack of market are also account ing for 4.7% and 3.1 % 

respect ively. Finally 22% have reported that they had not any prob lem in starting the 

business . 

Table 32 : Major problems of sample c lients in starting their microenterprise 

Residence of the respondent Grou Tota l 

Ru ral Urban 

Count Col % Count Col % Count Co[% What were the 18 23.7% 7 13.7% 25 19.7% major problems Insufficient fund 22 289% 13 25.5% 35 27.6% when you started Lack of suitable premises 1 13% 1 2.0% 2 1.6% your 
Lack of market 1 1.30 3 5.9% 4 3.1% micro·enlerprise? 
Lack of input from 

2 2.6% 2 1.6% suppliers 

Cash flow 1 1 3% 1 ,8% 
Disagreement with 

1 ',3% 1 .8% spouse/family problem 
Theft (loss) damage 4 5.3% 2 3.9% 6 4.7% 
Others (Specify)_ 7.00 1190 14 27.4% 23 18.1% 
No problem 17 224% 11 21 .6% 28 22.0% 

Group Total 76 100% 51 100% 127 100% 
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Data were also collected on whether the cl ients have major constraints in running 

their microenterprises Accord ingly about 37 clients (29.1 %) reported that they did 

not face any problem From the remain ing clients about 25% (out of which the 

greater majority are urban clients) reported that they had working capital and other 

related problems . For the rural clients , the most significant problem is loss or 

damage (6.3% of the total ) tha t may be caused by loss and death of an im als such as 

cow and sheep. 

The sample cli ents were also asked about the destiny of their micro enterprise in the 

future . Accordingly , about 29.9% of the clients responded that they want to expand 

the exis ting business . But there is a sign ificant difference between the urban and 

rural cl ients . About 60.8% of the urban clients and 9.2% of the rural cl ients want to 

expand the ex isting business. Thi's may imply the relative ly better knowledge and 

entrepreneurial skill of the urban clients acquired during their relat ively longer work 

experience. 

Tab le 33: The futu re plan ol'the cliel1ls with the Illicroenterprise 

The fUllIre plan Residence of the respondel1l I Group Total 
I or the respondems Rural Urban 

Coum I Col % I \\ ith the Illicroemerpri se Count Col % Count Col 
I % 

2 ~, 31.6% 8 15.7% 32 25.20/0 
\Iai ntai n Ex isting Business 10 : 132% 5 9.8% 15 11 .8% 
Expand Existi ng Business 7 9.2% 31 60.8% 38 29 .9% 
Diversify Business I 1.30/0 ~ 7.8% 5 ' 9°/. I O. , 0 

, Close Existi ng Business 9 11.8% 2 3.90/0 II 
1 8.7% 

I Do not Kno,,' -, - 32 .9% I 2.0% 28 20. 5% -) 

I I 

I , 
' 100% 100% 127 100% I Group Total 76 51 

I 
I 



About 11 .8% of the clients want to maintain the existing business , i.e. 13.2% of the 

rura l and 9.8% of the urban respondents want to maintain the existing business . 

About 11 cl ients (87%) have the plan to close it; out of which 9 clients are rura l. 

Above all , what is surprising is that 20.5% of the clients do not know about the future 

of the enterprise that they have; they failed to plan and th is may directly imply that 

that do not have any entrepreneurial skill or cou rage to decide. So 32.9% of the rural 

respondents seem to be the vi~lms of lack of entrepreneurial skill. 

Out of the total rural sample clients of 76 , only 10 (13 16%) , 7 (9 .21%) , and 9 

(11.84%) have the intentions to maintain , expand, or diversify their businesses 

respectively . The remaining 65.78% of the rura l clients have either terminated the 

business or do not know about the future of their businesses . One of the most 

significant implications of such variable outcomes between rura l and urban can be 

the need for business development services to equip them with at least the starting 

knowledge and training or possibly providing loans based on their real demand 

including for consumption purpose . 

Expenditure in the clients' households 

Out of the total cl ients about 52% of them live in their own homes and the others use 

rental and free houses of the ir fam ilies. Again 50% of those who owned their houses 

were able to improve or repair their residential house. In the rural areas , it is almost 

one third of the total clients who have made some repairs on their residential houses. 

About 12.6% (1 6 clients) have also reported that they did expansions to their 

residential houses still wi,h major proportions in the rural areas . It might not be spent 
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in the income generating activity but still with positive effect on the life of the clients' 

households. In the focus group discussions some clients have reported that they had 

borrowed the loan in difficult or slack seasons , for repair or smoothing consumption 

Data on amount of food consumption in the households of the clients were also 

collected. Accordingly about 11 .6% of the total clients have reported that their food 

consumption has increased. About 18.1 % of them have reported that they had the 

same consumption. With the prevalence of unstable weather maintaining the same 

consumption level is a positive effect of the financial services of DECSI. About 8% of 

the clients reported that the ir source of income for the increased food consum ption is 

profit from the micro enterprise mainly for the urban clients. 

Data were also collected on the copping mechanism used by clients during hunger 

or difficult seasons. Still the role of the microfinance service is partially smoothing 

consumption , even without investing it. About 11 respondents ((8.7%) reported that 

they use DECSI microloan as a copping mechanism during difficult seasons. Most of 

them managed to repay the loan even if the loan was spent in consumption during 

difficult seasons. Thus the implication is that it may be feasible to lend even for 

consumption so that microfinance services would be demand driven instead of 

supply driven. 

The respondents were also asked on the frequency of buying clothes for the 

members of the household . and around 48% of them buy clothes once a year for all 

household members , and about 12% of the clients buy clothes for household 
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members in less than one year. The responses are more or less similar in the urban 

and rural areas. 

Furthermore , out of 51 household members of clients, who needed medical 

attention , 47 of them were taken to medical centres for treatment. Out of the 47 

again 16 and 2 of them (all from the urban clients) were treated using money from 

business profits and DECSI loan respectively . For the rura l households, the source 

of the money for medical treatment uses mainly borrowing from others and sale of 

. livestock. This again is another evidence for the mi.suse of the loan by rural c1ients)~

for non-productive activities . On the other hand , in the urban clients microfinance is 

having a positive impact in improving the health status of cl ients ' households . 

4.4 Characteristics and Problems of Dropout Clients and their Enterprises 

Out of the thirteen dropout clients only two have not withdrawn their savings and the 

remaining have spent it in household expenses and other non productive activities . 

including payment of debt borrowed from other individuals. As to the constraints 

faced by the clients in operating their enterprise, it is greatly associated with lack of 

market. 

Four of them reported that their basic constraint is market problem and other three 

clients have simply consumed it because of drought and one reported that she had 

no skill. Data was also gathered as to who made the decision to exit the program 

and 10 out of 13 stated tha t they have made the decisions themselves. This shows 

that female clien ts are empowered to make such signi ficant household decisions. 

The clients also reported that the loan had helped them and their family in many 
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ways. Three of them reported that they consumed more and better food and other 6 

clients reported that it helped them to educate their children . 

Furthermore , table 34 and 35 describe about the contribution of microfinance 

services to improve their lives and about their experience with DECSI services. 

Generally there is no as such a significant difference between the experience of 

existing and dropout clients . 

Table 34 : The impact of microfinance on the lives of dropout cl ients as perceived by 
themselves 

Residence of respondent Group Tota l 
Actual use of the loan Rural Urban 

Count Col% Count Col% Count Col % 
Helped me a lot , 6 1 60 2 66 8 61 .54 
Helped me a little 1 I 10 1 33 2 15.38 
Did not help me at all 1 10 - - 1 I 7.69 
Loan was burden 2 20 - - 2 1 15.38 
Group Total 10 100 3 100 13 I 100 

Eight out of thirteen sample dropout clients have reported that the microfinance 

services provided by DECSI has helped them a lot in thei r lives . Although it may not 

be significant the microfinance service has also helped :wo additional dropout clients 

to a certain extent. In fact two out of thirteen clients have reported that the loan was 

burden to them 
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Table 35 The Evaluat ion of clients on the services of DECSI 

Residence of respondent Group Total I Your Experience with Rural 1 Urban I DECSI i Count I Col% Count Col% Count Col% 
Very Good I 2 1 20 I 1 33 4 30n i 
Good 4 1 40 I 2 66 5 38.46 
No effect 2 1 20 I - - 2 15.38 
Bad 2 20 - - 2 15.38 Group Total 10 100 . 3 100 13 100 

Table 35 shows that even the dropout clients have terminated their relationsh ip with 

DECSI , their evaluation on the services provided by DECSI is satisfactory. 

Out of the 13 dropout clients five clients rated the microfinance service of DECSI 

very good and four clients rated it good. In stating their reasons for exit , 4, 3, and 2 

clients said that the primary reasons were personal, economic, and problems with 

group lending respectively . 

4. 5 Th e Impact of DECS I Serv ices on the Em powerment of Women 

Empowerment of women is often difficult to explain in unid irectional way. It is often 

multidimensional expressed by many variables including the following : 

• Improvement in attitude of men to wards women , because of better 

bargaining position . 

• Reducing the level of quarrelling 

• I nvolvement of women in major household decisions 

• Control over financial and other resources 

• Respect of women by their male partners 

• Self confidence and self image 
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Table 36: Major resu lts of microfinance in empowerment 

i Rural Urban Total , 
Measures No I % No % No % Remark 

Increased positive attitude of 21 , 55% 15 75% 36 62.07% 
, 

! 

spouses 
I 

Increased participation in major 7 I 18.42% 10 50% 17 29.31% 

household decisions 

Reduced quarrel and 5 13.6% 10 50% 15 25.86% 

confrontation 
, , 
I 

I ncreased respect by spouses 
1

6 , 15.79% 11 55% 17 29.31% 

Increased self-confidence 124 31.58% 35 68.63% 59 46.46% All cl ients 
, 

Increased self-image in public I 13 71.1% 14 7.84% 17 13.38% All clients 

More quarrel 4 10.5% i _ - 4 3.15% 
I 

Although these may not be the only variables used to measure empowerment, the 

study by and large emphasised on the above mentioned variables . 

Out of the 58 married clients 6207% (21 from rural and 15 from urban) have 

responded there is a positive change in the attitudes of their spouses towards them. 

In other words about 55.26% of rural married clients and 75% urban married clients 

have stated there is improvement in the attitude of their spouses Besides it is also 

re latively higher in the urban areas. For the rural clients the microenterprise is often 

additional source of income. 

Furthermore 7 clients from the ru ral (18.42%) and 10 from the urban clients (50%) 

have responded that their participation in major household decisions has increased . 

Here the number of clients who have improved the decision making power 's far less 
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than the improvement in the attitude of spouses . This may be because a change in 

attitude is almost moral or theoretical while decision making is practical or actual. But 

still microfinance seems to contribute to empowerment of women in both cases 

although with different proportions. 

The status and trend of quarrelling and confrontation was also as an indicator of 

empowerment affecting gender relations . According ly 5 clients (13.6%) of rural 

clients and 10 clients (50%) of the urban clients have reported quarrels and 

confrontations with their male spouses are reduced . On the other hand, in the rural 

areas 4 (105%) reported that the quarrels are more than before . 

The respect given by their husbands was also studied . Based on the results of the 

sample survey, six from rura l (15 79%) and eleven (55%) from the urban reported 

that the respects by their husbands had increased. On the other hand , three from the 

rural areas stated their respect by the ir male spouses is reduced . This is likely to be 

affected by the decisions on loan repayments and sense of independence of the 

women from their partners 

All the clients were also asked two questions about their self-confidence in 

household decisions and the ir self-image in the public. Accordingly , 24 from rural 

areas (31 .58%) and 35 (68.63%) from urban clients reported their self-confidence 

has increased on what they do and say On the other hand it is only thirteen (17.1%) 

in rural and only 4 (784%) in urban areas that reported that their public image is 

enhanced. 
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4.6 Relationship with DECSI 

There does not seem to be great dissatisfaction with many of DECSI services except 

for group coll ateral and group dynamics. Moreover, the experience of all the 127 

clients with DECSI seems to be similar for both rural and urban clients. According to 

table 36 shown on the following page, at an average more than 70% of clien ts rated 

the first five characteristics satisfactory or above based on the clients' perceptions. 
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Table: 37 DECSI Services as rated by perceptions of the respondents 

RATE 

Exce llent V Good Satisfactory Fair Poor No Rate Sub Total 

DECSI Rural Urban Rural Urban Rura l Urban Rural Urban Rural Urban Rural Urban Rural Urban I 

Services 

Interest 12 12 29 20 3 1 4 2 11 10 17 - 76 51 

Rate 
--- --

Loan Size 19 17 41 19 1 2 1 2 1 5 13 6 76 51 

Lead Time 15 10 39 19 4 9 3 2 2 5 13 6 76 51 

-
Grace 3 6 37 27 10 5 5 2 7 

- - - ---~ 

5 14 6 76 51 

Period 
--

Repayment 4 4 34 27 11 3 8 7 6 4 13 6 76 51 

Period 
- - -- -- - - - - - -- - -. --- -

Group 2 2 21 27 4 - 5 7 31 25 13 6 76 51 

Guarantee 

Group 1 2 19 7 3 - 7 8 32 28 14 6 76 51 

solidarity 
- -

()3 



CHAPTER V 

SUMMARY OF MAJOR FINDINGS AND 

RECOMMENDATIONS 

5.1 Summary of Major Findings 

There is a claim that married women have more access to microfinance services. 

because of the influence of their husbands, than female headed households. 

About 51.2% of cl ients are not spouses and this implies that spouses and the 

other clients have similar access to credit in terms of number. However, in terms 

of amount women have less access than men in the stud y area . The researcher 

has tried to look for the details of all the loans provided to all clients in the three 

kebeles including Hawzen town . 

Table 38: Average amount of credit in Birr in the first loan 

Residence of respondent 

Clients Rural Urban Tota l 

Female 525 963 693 

Male 803 1800 968 
._ i 

Table 39 Average amount of credit in Birr in the 2nd loan 

Residence of respondent 

Clients Rural Urban Total 

Female 567 1040 1003 

I Male 1074 2210 1262 

9-1 



As Tables 38 and 39 show. the average loan size of urban female clients is 

almost double to that of rura l clients (184%). This is likely to be caused by lack of 

business experience in the rura l areas and their limited entrepreneurial skill. In 

addit ion to this , there is a marked difference between the loan size of males and 

females even within the rural areas . This shows that rura l women are the most 

disadvantaged in their access to credit, like any other services. There is also a 

significant difference in the average loan size of male clients in rural and urban 

areas (see Tables 38 and 39 above) . Therefore, the residence area of the clients 

seems to be a major factor for access to credit and potential success. 

Also in the third loan there were no rural women who had access to credit in the 

rural areas. There were only 26 women clients from the urban area who had the 

access to credit. Furthermore. the loan amount of female clients was at an 

average Birr 1008 while that of urban male clients was Birr 2400. which was 

about 238% of the loan of women clients in the urban. 

For about 39% of rural and 20% of urban clients, the primary reason to join the 

micirofinance services is low agricultural yield because of unstab le weather, 

which is completely beyond their control. And yet they have no any background 

or skill in business related activ it ies. In this case , un less the unskilled and 

untrained women are exposed to business and records management systems 

their failure may also be sure. 

What makes it worse is also that most of the clients (551 %) are not accustomed 

to pooling their resources and work together to complement each other, such as 

in co-operatives and partnerships. This area may also require sensitization , 

promotion and support by different stakeholders. 

Another important finding is that clients spend a significa nt proportion of the loan 

for household and other non-productive activ ities that provide no return other 

than consumption . For example , in the first loan about 43% of the clier.ts spent 
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their loan in consumption and other non-productive activities. Althoug h some of it 

may be caused by the fu ngibility of money, due to the unstable weather and the 

resulting low agricultural yie ld, most of it may have been used to smooth 

consumption or copping mechan ism for income va riability. 

A quarter of the sample clients re ly on their microenterprises for 50 percent or 

more of their income, particularly in the urban areas. For example, 21 cl ients 

(16.5%) of the respondents reported that 100% of the ir subsistence income 

comes from the income generating activity. Therefore , it is becoming a bas ic 

means of self- sustenance for many poor people. 

During the focus group discussion , one of the clients underlined the significance 

of MF services in her life as follows: 

Had it not been for the microfinance services provided by OECSI, 

I would not have been here, I would have migrated somewhere. 

Another client has also addressed the significance, MF services on the life 

of poor women in the fo llowing way 

Why do you ask us whether we have accumulated 

assets such as livestock and other fixed properties? In 

the absence of sufficient agricultural yield (caused by 

unstable weather), we are surviving or have something 

to eat to sustain our lives because of OECSI credit. 

Therefore microfinance seems to playa major ro le, probably a determinant role 

for some of the poor women in the surv ival and life of their households. This 

means even what is spent in consumption is playing its own role in their lives. 

In expenditure aspect , relatively more fema le clients in the rural areas are likely 

to spend their loans in non-productive activities such as consumption during 

hunger or difficult seasons te smooth variability of income and investments ill 
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house repairs and expansions that are often made during the summer season. 

For example, in the rural areas about one third of the clients partially used the 

loan for repairing their houses and 16 clients (12.6%) from both rura l and urban 

areas managed to expand their houses with the partial support of the credit . 

Although such spending is not made on productive purposes , it may be 

contributing to the life of poor women households. 

In addition to sustain ing the income of the clients , about 11 .6% of the 

respondents have reported their food consumption is increased. With the 

prevalence of unstable weather. directly or indirectl y, microfinance is contributing 

(at least partially) to increased food consumption Also from the 47 household 

members of the clients taken to r,'ledical centers for treatment, sixteen of them 

(all from urban) used IGA business profit and two from rural used DECSI loan as 

a means to pay the medica l fees . Therefore , particularly in the urban clien ts 

microfinance is having a positive impact in improving the health status of the 

clients' householli mE:, ')ers . 

The data also shows ha . the frequency of buying clothes for household 

members al::.o seems s8:lsfactory , given the level of absoll'te poverty, because 

about 60% of the clients reported that they buy clothes for he' ehold mem~rs iJl . ..... -
one year or less time . The drop out clients have also reported (7692%), that 

microfi nance services prov ided by- DECS I have helped them some how in their 

lives. 

""'\ 1.\ 
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5.2 Conclusions and Recommendations 

MFls can seriously compete with informal lenders and provide 

a real choice to MFI member households only by designing a 

differentiated and diverse lending .. to household resource 

endowment (Sinha and Matin, 1998). 

One of the major objectives of MFls is to access money to the poor who are 

denied by the formal banks and who are unable to afford the interest levied by 

private moneylenders. Thus MFls, including DECSI , are expected to aim at 

reducing the dependence of poor households on private moneylenders , even for 

consumption during difficu lt seasons in their effort to reduce income variability. 

Microcerdit can play its own ro le in red ucing vulnerab ility in consumption levels 

and out migration and thereby enhancing productive activ ities. 

All households do not use Microcredit for directly prod uctive purposes. Resource 

poor households tend to use at least part of the credit for smoothing consumption 

or other purposes such as repairing houses in summer (kiremt), or school 

expenses during September, which is one of the difficult seasons for poor 

farmers because it is just before the harvest season. Th is may prevent poor 

women households from selling their fixed assets such as livestock for copping 

mechanism pu rposes during hunger or difficult seasons. 

Most programs are not optimally designed nor necessarily offering the most 

desirable financia l products (Morduch , 1999). Similarly as shown in the findings , 

a significant part of DECSI loan is spent on household consumption and other 

non-productive activities . Therefore it is important to identify and bridge such 

demand gaps and make microfinance services demand driven instead of supply 

driven . MFls shou ld not take the demand of the poor for credit for granted. 
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There is no agreement among people seeing poverty reduction as the ult imate 

goal of microfinance as to whether this goal is best fulfilled by exclusively 

targeting the poorest of the poor or by providing financial services on a broader 

basis to low income people. 

Some women would have liked expert help in identifying 

profitable businesses. Others expressed their difficulties in 

choosing profitable business lines and their desire to seek 

expert help to direct them in making profitable choices. They 

are ignorant of what feasibility studies are and their 

importance. (Catherine, 1998) 

These constraints are even worse in the microenterprises financed by MFls that 

start with zero experience. It is only access to cred it that might be solved through 

the microcredit service not the success nor sustainability of the microenterprises. 

Credit is necessary but not a guarantee for success in reducing or alleviating 

poverty. 

The conflicting views and results on the impact of microfinancing, particularly on 

empowering women, attract the attention for further research. Moreover income 

generating activities run by women are more vulnerable and their sustainable 

impact in th e long run and possibility of being transformed to microenterprise 

development seems to be limited by their skills and knowledge of business , 

inadequate feasibility studies , and other technical support. Otherwise it can even 

be a cause for vicious circle of poverty. 

The existing MFls in th is country should diversify or modify their products to 

widen their services to the poorer and poor categories of the society although 

priority should be given to the poorest of the poor because poverty al leviation 

efforts shou 'd be transformed to development efforts throu~h microenterprise 

99 



development. Thus, the maximum ceiling for microcredit loan deserves attention 

by policy makers. 

Therefore to ensure sustainabi lity in poverty al leviation and transform to 

development, MFls shou ld diversify or modify their products for microenterprise 

development. Finally delivery of such services shou ld be designed in a cost 

effective way by integrating the efforts of relevant institutions. 

Moreover the long run sustainabil ity of microenterprises supported by MFls can 

be questioned . The potential actors in providing nonfinancia l support or business 

development services in th is country can be 

Training and Research institutions 

Reg ional Bureau of Agricu ltu ral Development 

Regional Office for Ag ricultural Cooperatives Promotion 

Regional Agency for Micro and Small Enterprises Development 

Donors 

It may not also be necessary to repl icate Grameen experiences , as they can lim it 

research and demand analysis. Thus lending to individuals based on collateral , 

as an option also deserves attention. Even the social collatera l needs furth er 

analysis and study to see alternative options , such as modifying the group size, 

i.e. reducing to less than five may be more manageable in collect ing repayment 

although it might increase risk costs . Ways of encouraging saving mobilization 

should be designed to support susta inab ility of the MFI . For example part of 

subsidies , if at all , can be allocated to raise saving ra te in order to enhance 

saving and capital accumu lation . 

Finally , limited research is done on the impact of microfinance on the 

beneficiaries, particularly in Africa . Thus crit ical studies and impact assessments 

should be conducted by Microfinance Institutions to identify problems and 

limitations of MF sL'pported income-gen erating activities . 



BIBLIOGRAPHY 

Adams, Lise, Awimbo , Goldberg , and Sanchez (2001) , Empowering Women 

with Microcredit, Campaign Progress , Microcredit Summit. 

Addis Truneh(2000) , Economic Focus, Vo l. 3, No. 3, bi-monthy Bulletin of the 

Ethiopian Economic Associations, Addis Ababa. 

Ataki lti Kiros (1 999), The Experience of Dedebit Credit and Saving Institution 

in Micro-Credit and Saving Services, Makalle. 

Barnes, Ca rolyn and Jennefer Sebstad (1999) , Guidelines for Microfinance 

Impact Assessments (Draft) , USAID, Washington DC . 

Brohman " John (1996), Popular Development. Rethinking Theory and 

Catherine, Forge Lema (Sep. 199a) , Small Enterprise Development, Vo1.9 , No. 

3 (pp50-61 ) 

Chao-Beroff. Renee and others (2000), Enhancing Rural Financial 

Intermediation in Ethiopia (Draft) 

Dawson , Jonatan and Andy Jeans (1997), Beyond Credit, Business 

Development Services and the Promotion of Innovation among Small 

Producers . 

DFID (1997), Elliminating Poverty: A Challenge for the Twenty First Century 

Fong . Monica and Heli Perett (1991), Women and Credit: The Experience of 

providing financial services to Rural Women in Developing countries , 

Milan. 

Gebrehiwot Ageba (1 9a9), Proceedings of the workshop on Problems and 

Prospects of Rural Development in Ethiopia , Addis Ababa . 

10 1 



Getaneh Gobezie (2001), Evaluating th e Potential of Microfinance as an Anti

Poverty Strategy: a Case study of the Amhara Credit and Saving 

Institution (ACS I). 

Gulli and Berger (June 1999) , Small Enterprise Development, Vo1.10 , NO.3 

(PP 17-28) 

Hulme, David (2000) , World Development, Vol. 28 , No. 1 (PP 79-86). 

Hulme, David and Paul Mosley (1 996), Finance against Poverty , Vol. 1 and 2, 

London 

Johnson and Kidder (June 1999), Small Enterprise Development, Vol. 1 0, NO.3 

(PP 5-15) 

Johnson S, Khandker S R, Matin I, Osmani L N K, Matin and Sinha (Oct. 1998), 

, Institute of Development Studies . Bulletin , Vo1.29, NO. 4 (PP 1-66). 

Kabeer (Jan. 2000) , World Development, Vol. 29, No.1 (PP 57-79) 

Khandker, Shahidur R (1998), Fightin g Pove rty with Microcredi!: Experience 

in Bangladesh . Daka, Bangladesh . 

Ledgerwood, Joanna (1999), Microfinance Handbook: Sustainable Banking 

with the Poor. The World Bank, Washington, D.C. 

Meehan,Fiona (2001 ), Usage and Impact of Microcredit Provision : A case 

study based on th e credit operations of Dedebit Credit and Saving 

Institution (DEC SI), Tigray, Eth iopia A paper submitted to an international 

Workshop on Dimensions of Mlcrofinance Institutions in Sub Saharan Afri ca 

- Relevance of international Experince Mekelle University, Mekelle . 

102 



Morduch , Jonathan (December 1999) , Journal of Economic Literature , 

Vo l XXXX l1 (pp 1569 -16 11). 

Mosley and Hulme (May 1998), World Development, Vo126 , No. 5 (PP 783-

790) 

Mulat Demeke (1999). Rural Development and Poverty , (Unpublished) 

Navajas ,Schreiner,Meyer and Gonza lez-Vega (Jan . 2000) , World Development 

Vol 28 , No. 2 (PP 328-346) 

Park and Ren (Jan . 2000), World Development, Vol 29, No.1 (PP 39-62) 

Popoola , James (1999), Microcredit and Rural Financial Intermediation Role 

of Microcredit in Poverty Alleviation and Community Development in 

Nigeria. 

Rahman , Aminu r (Jan. 1999), World Development, Vol 27 , No.1 (PP 67-82) 

, 
Rahman, Rushidan Islam (2000) , Poverty Allev iation and Empowerment 

Through Microfinance: Two Decades of Experience in Bangladesh , Daka, 

Bang ladesh. 

Robinson , Marguerite S (2001 ), The Microfinance Revolution: Sustainable 

Finance for the Poor, The World Bank, Washington , D.C. 

Sesbtad Jennefer and Gregory Chen (1996) , Overview of Studies on the 

Impact of Microenterprise Credit, USAID, Wash ington DC 

Tassew Woldehanna and Tekie Alemu (2002) . Poverty Profile of Eth iopia: a 

report subm itted to Welfare Monitoring Unit of the Ministry of Finance and 

Economic Development, Addis Ababa . 

103 



Tesfay Aregawi (200 1), The Impact of Microfinance Services on the Life of 

Poor Women : Lessons from International Experience, A paper submitted to 

an internationa l Workshop on Dimensions of Microfinance Institutions in 

Sub Saharan Afri ca - Relevance Of International Experience, Mekelle 

Univers ity, Mekelle . 

The SEEP Network (2000) , Learning from Clients; Assessment Tools for 

Microfinance Practitioners (Draft Manual) , USAID, Washington DC . 

Thillairajah, Sabapathy (1994), Development of Rural Financial Markets in 

SSA, World Bank Discussion Paper, No. 219. 

Tsehay Tsegaye and Mengistu Bediye (2002) , Impact of Microfinance 

Servi ces among the Poor Women in Ethiopia a study submitted to 

Association of Ethiopian Microfinance Institutions (AEMFI) , Addis Ababa. 

UNDP/MF (1999), Microfinance and Anti Poverty Strategies . 

Webster, Leila and Peter Fidler, Ed. (1996), The Informal sector and 

Microfinance Inst ituti ons in West Africa , World Bank Regional and Sectoral 

Studies, Washington . 

Wolday Am ha (2000), Review of Microfinance Industry in Ethiopia, 

Regulatory Framework and Performance, Occasional Paper No.2, Addis 

Ababa. 

Wold ay Amha (2001) , Product Development in the Ethiopian Micrdfinance 

Illndustry : Challenges and Prospects , A paper submitted to an 

international Workshop on Dimensions of Microfinance Institutions in Sub 

I()-l 



r 

Saharan Africa - Relevance of international Experince Mekelle University, 

Mekelle. 

Wolday Amha (2002) , The Development of Microfinance Industry in Ethiopia: 

Performance, Challenges and Role on Poverty Reduction- a paper 

submitted to the Annua l Meetings of Afri can Development Bank 

ADB/OCM U/AMINA 

Wolday Amha and Peter Midd lebrook ed ., (2000) , Microfinance Development 

Review , Vol. 1, No. 1, Association of Ethiopian Microfinance Institutions, 

Quartery Bulletion, Addis Ababa 

Wolfensohn , James D (March 2000) , Small Enterprise Deve lopment, Vo1.1 1, 

No.1 (PP 5-7). 

World Bank (1995), Workers in an Integrating World , Develop ment 

Indicators . Oxford Universities Press, 

Zaid Negash (1999), The Impact of DECSI 's Credit in Tigray, Paper submitted 

to a workshop, Bahr Dar. 

105 



, t 

I ' 

" 

Signed Declaration 

The thesis is my original work and has not been 

presented for a degree in any other university and all 

sources of materials used for the thesis have been 

duly acknowledged 

Tesfay Aregawi Desta 

¢'1 \",Y1..t ~ '7 1 

Addis Ababa University 

November 2003 

The thesis has been submitted for examination with my 

approval as an advisor 



\ 
" 

y 

THE IMPACT OF MICROFINANCE 
ON POOR WOMEN: 

A case study of 
Oedebit Credit and Saving Institution (OECSI) 

in the Eastern Zone of Tigray 

A thesis 
submitted to the School of Graduate Studies of 

Add is Ababa Lniversity 
in partial fulfillment of the requirements fo r the Degree of 

Master of Arts in 

RLD5 
T3I5 
2001 

• • 

Regional and Local De\e lopment Studies 

Bv T esfav Areuawi • • b 

NOYember 2003 
Addis Ababa 

/ 



Addis Ababa Uni versity 
School of Graduate Studies 

Regional and Local Development Stud ies 

THE IMP ACT Of MICROfINANCE ON POOR WOMEN: 
A CASE STUDY OF 

DEDE BIT CREDIT AND SAVING INSTITUTION (DECSI) 
Jl\' THE EASTERN ZONE OF TIGRA Y 

By Tesfay Aregaw i Desta 

Approva l b~ the Board of Exa miners: 

C hairman , RLDS Graduate Co mmiss ion 

d?~ l Jc1 
!J~ WOP c&~~L 

Exte/nal Exa miner A! j 

Ahr'01 al/-, ~~ 
Internal Exa miner 

S ignature 

Sig nature 

S ig natur~ 

(}j , 
S · I Ignature 

, , 

/ 

j 



ACKNOWLEDGEMENT 

am greatly indebted to my adv isor Dr. Wolday Amha for hi s unreserved 

in\olvement in the th esi s ri ght from its inception to its completion. Also I 

e:-;tend my sincere grat itude to him for the cri tical and detail ed comments 

and suggest ions he gave me through out the research process. I greatly 

apprec iate Dr . wo lda)" Amha \\ho has also been very helpfu l in my personal 

caree r. 

I am grateful to Action Aid -Ethiopi a for the fi nancial support the: have 

prO\ided me, particularly \\ . 0 Hirut Bekele , who has also pro\' ided me with 

\aluab le suggestions. 

[ also greatl y apprecia te my fri end Ato Kinfe Abraha (Ass istant Professor at 

1\;leke ll e University) \\ho has helped me in the data analys is and by 

prO\id ing valuab le suggestions. 

1\ I: appreciati ons are also e:-; tended to my coll eagues at the uni\'ersi ty, 

particu larly Ato Teklay Tesfay , Ato Aregawi GlMichae l, Ato GlMedhin 

Yihdego, Ato Teklegiorgis .--\ ssefa, and Dr. Woldegebriel Abraham for their 

morale support. 

M\ thanks are also extended to all my fa mily, pal1icularly El fnesh 

Fessehaye. Tu-umay Arega\\"i and Mulugeta W/Selassie. 

I \\ ou ld also like to extend my sincere grat itude to Ato Tsegabirhan 

Mekonnen (Assoc iate Dean of FBE, Addis Ababa University) who has 

helped me a lot by gi\ ing \'aluable suggestions to complete my studies. 

Lastl y, I \\ould like to appreciate all staff members of RLDS, pal1icularly 

Dr. Tegegn G/Egziab iher \\ho has been helpful to complete my studies. 



T itle 

I . 

2. 

3. 

-\. 

CONTENT 

In trod uct ion 
1.1. Background 
1.2. Statemen t of Problem 
1. 3. Research \Iethodol ogy and Data Co llection 
I A . Significance of the Stud \ and its App li cation 
1.5. Scope and Limitati on of the Stud, 

Rev i~" of Related Literature 
2. 1. Concepts 3nd Definit ions 
2.2. Class ifi catio n and Selection of Indicators in Measuring the 

2-+. 
2.5. 
2.6. 

- 2.7. 

_ 2.8. 

Impact of \ licrofinancin g 
\licrofinance and Development: Global Issues and Trends 
\li crofin ance a)ld Po\ert, .-\ IIe\·iation 
Gender and De,elopment 
The Debate on ;vlicrofin anc ing 
The Impact of Microfinance on the Situations and Statu s of 
Poor Women Household s 
De\elopment of Vlicrofinance Industry in Ethiopia 

The Stud\ .'.rea 
Some Basic Facts about Tigra\ 
Population 

Findings of The Stud, 
4.1. General Characteri sti cs of Clients 
4.2. 

4. 3. 

4A. 

4.5 . 
4.6. 

Selection of Income Generatin g .'. ctiv ities or Micro Enterpri ses 
b, Clients 
\li croenterp rise .Acti \ ities and the Trend or the ir Impact on the 
Clients and The ir Households 
Charac ter ist ics and Problems of Dropout Cl ients and Their 
Enterpri ses 
Th e Impact of DECS I Sen ices on The Empo,,·erment of \\·omen 
Rel ationshi p" ith DECS I 

Summar\ of \ Iajor Findings and Recommendations 
5.1. Summary of \ laior Findings 
5.2. C onc lu sions and Recommendat ions 

B ibl iograpll\ 

II 

Page 

I 
9 

10 
18 
19 

21 
21 

-\0 
-\8 

55 
55 
55 

58 
58 

65 

70 

87 
89 
92 

9-\ 
9-\ 
98 



Table I: 
Table 2: 
Table 3 
Table .+ : 
Table 5: 
Table 6: 
Table 7: 
Table 8: 
Table 9: 
Table 10: 
Table I I: 

Table 12 : 

Table 13: 
Table 1.+: 
Table 15: 
Table 16: 
Table 17: 
Table 18: 
Table 19: 
Table 20: 
Table 21: 
Table 12: 
Table 23: 
Table 2.+: 
Table 25: 
Table 26: 
Table 27: 

Table 28: 
Table 29: 
Table 30: 
Table 31: 
Table 32: 
Table 33: 
Table 3.+: 

Table 35 
Table 36: 

LIST OF TABLES 
Page 

_.'..ge Group of the Respondents, 58 
Literac\' Status of Respondents 59 
The Educat ional Le\el of the Respondents by Place of Residence 60 
\ larital Sta tus of Sample Clients b\ Area of Residence 60 
The Relationship of the Respondents With the Head of the Household 61 
1\ [ain Occupation of the Respondents 62 
Proportion of Sample Respondents that own land 63 
Size of the Land 0 \\ ned b\ the Respondents by Res idence [in ltnad] 63 
Duration of the Clients in the Program b, Place of Residence 6.+ 
_.'.. \erage Duration of the Clients in the Program b, Place of Res idence 65 
The First \Iain Reason \\-hy the Clients are Engaged in 
\ lic roenterprise Ac ti ,ity 
The Acti,it,- that the Clients Were Engaged in Prior to the 
Present _-\cti" it, 
Years ot E\perience in Business Acti,'ities 
_-\,erage Year of bperience in Business Acti\ities Including this 
T\pe of \ licroenterprise O\\-nership 
The Amount of the First loan by Sample Clients 
The a,-erage Loan of Sample Clients 
\ Iain Intended of First Loan 
_-\ctual L-se of the First Loan 
_.'.. mount ot the 2"d Loan 
A \ erage _-\mount ot the Second Loan 
Intended L-se of the Second Loan b\ Sample Clients 
_-\ctual Lse of Second Loan by Sample Clients 
_-\mount of the Third Loan b,- Sample Clients 
A , -erage _-\moun t of the Third Loan 
The Intended Use of the Third loan by Sample Clients 
_.'..ctuall.-se of the Third Loan is Mainl \ on Work ing Capital by 
Sample Clients 
The Trend of Business Profit During the Last T\\-o Years 
Proport ion of Household Income from the Enterpri se 
Amoun t of compulsor" Sa,-ing by Sample Clients 
Amount ot \-oluntan- Sa,-ing by Sample Clients 
\Iajor Problems of Sample Clients in Start ing their Microenterpri se 
The Fut ure Plan of the Clients With the 
The Impact of Microfinance on the Li,'es of Dropout Cl ients as 
Percei,ed b, Themseh-es 
The E,aluation of Clients on the Sen-ices of DECS I 
\ lajo r Results of 1\ I icrofi nance in Empo\\-ennent 

III 

66 

67 
69 
70 
70 
71 
71 
72 
73 
7.+ 
75 
75 
75 
76 
76 
77 

77 
78 
80 
82 
82 

83 
8.+ 

88 
89 
90 



Table 37 
Tab le 38: 
Tab le 39: 

DECS I Senices as Rated b,' Perceptions of the Respondents 
,"\\'era!le Amount of Cred it in Birr in the First Loan 

- f C d' , B' , I Jnd ,"\ ,'erage ,"mount 0 re 1t 1n Jrr 1n t le _ Loan 

1\ ' 

93 
94 
9-1 



Abstract 

In Ethiopia about half of the population (about 44 per cent) live in absolute poverty. 
Although the causes of poverty and the corresponding measures to be taken in reducing 
or alleviating poverty are diverse , the importance of providing microfinance services to 
the poor is becoming a major tool allover the less developed countries , including 
Ethiopia 

When properly designed. microfinace offers a variety of benefits to the poor people. 
Foremost, microfinance initia tives can effectively address material poverty, physical 
deprivation of goods and services through increased income, income diversification , 
consumption smoothing. and reduced variability of income. 
In Ethiopia the delivery of microfinance services has increased in a short period of time. 
This study attempts to address the impact of microfinance services provided by DECSI 
on poor women and their households. In the case study, there is a marked difference in 
the loan size between male and female clients of DECSI. The loan size of urban clients 
was also significantly greater than rural clients in both men and women. 
This study shows that directly or indirectly, microfinance services provided by DECSI are 
contributing to the sustenance and improvement of the life of the poor women and their 
households although the impact varies . General ly the study shows that microfinance 
contributes to Increase in income and diversified sources and reduced variability of 
income. It has also contributed to Increased consumption and improved living condition 
in terms of house repairs and expansions and medical services . Another contribution of 
the microfinance services is capital accumulation in the form of increased saving . Finally 
it contributed to better position of women in terms improved attitude and respect of their 
spouses, increased selfconfidence and self-image 

On the other hand , microfinance services have limited impact on entrepreneurial 
development and microenterprising. in sustaining and improving microenterprise 
profitability, requiring beyond credit services by respective stakeholders. The empirical 
evidence also shows Implications for regulatory aspects of the microfinance services 
such as reviewing loan ceiling and repayment terms. It also indicated implications for 
diversifying microfinace products , reducing group sizes and considering lending on 
individual bases in widen ing microfinance services to the poor and poorer categories of 
the society in achieving poverty reduction and in the transition to poverty alleviation and 
securing development in the country 



1.1 . Background 

CHAPTER I 

INTRODUCTION 

About one billion people globally live in households with per capita income of 

under one Dollar per day (Morduch, 2000; Popoola . 1999) Increasing poverty 

worsens the poverty problem in the world today (Popoola, 1999). particularly in 

Sub Saharan Africa . In both developed and less developed countries the human 

liveli hood is characterized by a sharp contrast of increasing disparity between the 

rich and the poor. Poverty alleviation is thus becoming one of the most important 

cha llenges faced by the policy makers of many less developed countries . The 

provision of financial services to low income households is bel ieved to eradicate, 

(or at least reduce), poverty through the transformation of social and economic 

infrastructures (Morduch 2000) 1 

The Microfinance industry itself is becoming a global phenomenon The proliferation 

of microfinance programs, particularly microcred it. targeted to women is increasing 

from time to time . The World Bank is engaged in reducing poverty through promoting 

best practice in the microfinance industry and fund ing selected institutions to bring 

financial services to the poor. The provision of microcredi t has been recognized as 

instrumental tool for eradicating and/or reducing poverty by many developing 

countries . including Ethiopia From various studies , Park and Ren (2001)2, 

summarize tha t microcredit programs have increased incomes and had other positive 

:St'': Till;.' \li('r('llin ,!:-. ~' .. · S.("hisll~. \\ 'orld Dc\ elo r!ll~nt. \ 'o lutllc 28. \"o. -L 

: Sl't' \ l i':~ ... 11in:1rK(, '.\ ::h Chin~sc char:1cteri stil's . World Dc\ clormcllt. Vol ume ~9 . ): l1. 1. 



effects such as gender empowerment, improved nutrition , higher educational 

atta inment. and reduced consumption variabil ity. 

However, there is partia l evidence and is contested that microfinance would make a 

larger contribution to reduce poverty or promote small and micro enterprise 

development in most developing countries as compared to investments in social and 

economic infrastructures (Hulme 2000; Johnson and Kidder, 1999)3 . 

The total population of Ethiopia as of July 1. 2000 is 65,344, 000 out of which 

55.458,000 live in rural areas (CSA, 2000) Ethiopia is one of the poorest countries in 

the world . In Ethiopia about 45% of the population live below the absolute poverty line 

out of which 47% of the rura l and 33% of the urban population is unable to fulfil the 

minimum living standard . About 85% of the tota l population lives in rural areas where 

agriculture is the main stay of the economy 

Rural development has thus become a primary strategy for improving the standard of 

livi ng of the majority of the population , particularly the rural poor The ruling party in 

'::thiopia , the Ethiopian Peoples Revolutionary Front (E PRDF) has designed an 

Agricultural Development Led Industrialization (ADLI) policy in involvi ng the poor as 

targets as well actors of the overall development program of the country. 

The poor peasants in our country have li ttle money to buy oxen and other agricu ltura l 

implements use improved seeds. and fertilizers . 

3 ! I ulmc(2000 I . Impact .-\ ssessrn cm \ ktho,jologie~ for \ l i~rolinallce: Theor~ . Experience and better Practice. 
\\ "or ld De\c: opment. '"orume 18. \"0.1. -
.1t1hnson anj KiJdcr( 1999), Small Emerprise De\ elormclll. " olum c 10. :\ 0. 3. 



One of the key problems faced by the farmer in using 

improved seed. fertilizer, and modem implements is lack of 

money Although productivity increases as a result of modem 

agricultural inputs, the small farmer has neither initial capital 

nor credit facilities to fill the gap. Fast agricultural growth is 

unthinkable without solving this bottleneck (Five Year 

Development Strategy of the EPRDF. 1995) 

In Ethiopia , out of the total rural population aoout 32.569.000 (48.84%) are women most 

of whom live in ru ral areas and rural women are about 42% of the tota l population in 

th is country and 88 per cent of the Ethiopian women live in rural areas (CSA, 2000). 

Nearly 85 per cent of the labor force of rural women is spent on productive and 

reproductive agricultural activities. In most part of Ethiopia , rural women playa major 

role in securing food for the family 

The situation of Ethiopian Women 

The current Ethiopian population is estimated to be 65 .344 ,000 and women make up 

49.8 percent of the total Population (CSA, 2000) More than 80 percent of the 

Ethiopian population lives in rural areas. 

Women in rural areas l'lork over 15 hours a day and 

they receive little economic benefit from their labor. 

Too few women are represented in decision -making 

bodies in the country They also have less access to 

education than men do (NOPE, 1999. cited in SERA, 2000) 

3 



According to CSA (1998) , about 47 percent of the women are in the childbearing age 

and this constitutes 24 percent of the Ethiopian population . About Eighty-five percent 

of the Ethiopian people including women live in the rural areas (CSA, 1998) where 

social services such as education and health are very poor Without making changes 

in the living conditions of such a significant part of a population, thinking of 

development is impossible Any development policy, program, project or activity 

which attempts to reduce poverty has to address the situation of women properly . I. e. 

it should consider the key variables that positively in fluence the status of women . 

The Challenges of the Tigrean Women 

Tigray is a region with total population of about 3.71 million out of which about 50.8 

percent of them are females. About 16.5 percent of the population lives in the urban 

centers and the remaining 83.5 percent lives in rural areas. Tigray is a region that 

suffers from continuous drought and food crises. Its population also has suffered 

from a devastating civil war of 17 years (1975 - 1991) Such problems affected both 

men and women but the effect or impact is higher in the vulnerable groups of the 

population such as women . children and the elders. So all of the above already 

discussed problems of women in Ethiopia are true fo r the Women of Tigray also. 

However to be more specific le t us discuss the problems of women in Tigray. 

According to Tlgray Region Bureau of Economic Planning and Development. some of 

the major problems of women in Tigray are indicated in the following page. 

-l 



i) Economic 

o Lack of exposure, capital and information on different 

economic activities. 

o Limited access to agricultural inputs and credit services. 

o Limited skill and knowledge on different non-agricultural 

income generation activities to suppon their IIlcome 

~ Low level of agricultural productivity due to high level of land 

degradation and drought. This has made women to be highly 

food insecure. 

ii) Social 

~ Limited access to health and educational services. 

- Existence of high illiteracy rate, which limits the panicipation of 

women in different job opponufllties. 

- Low enrollment III elementary, secondary and teniary 

education 

~ High burden of work. At household level women are 

responsible to fetch water, collect firewood, prepare food and 

look after children. This has reduced the time availed for other 

social and economic activities. 

= Lower attention given to women tailored training. 

= Low level of awareness on the pan of women on the 

5 



'r. -: 

importance of education, health and family planning services. 

~ Experience of harmful traditional and cultural practices such as 

early marriage and female genital mutilation (FGM). 

:) Higher HI VIA IDS infection 

iii) Political 

~ Limited participation of women in different political and social 

position due to limited opportunities to increase their leadership 

capacity •• • < 

:) Limited awareness on the part of women on existing family law 

and issues associated with women's rights. 

Wall/en are IllOre aflecred by povertr rhan men They are engaged 

in harsh ond laborious lIork raking less quantily offood \\Iilh lOll 

IIIlrritional ,·alue. School enroill/enl is 1011' and as a resull\\lomen 

do 11CI\'e Ji ll/ired skills. Ther ore less elllpoll'ered ro make decisions 

and 01l'}7 resource (Fa ng and Perell. 1991) 

Microfinance services are thus one of the tools with growing importance and 

recognition to improve the socio- economic status of women. 

The status of Microfinancing in Ethiopia 

The poor farmers in rural areas in country have little money to buy oxen , and other 

agricultural implements, use seeds and fertili zers In fact lack of awareness and cultural 

problems are other facets that hinder the farmers from using modern agricultural inputs 

and technologies. Thus to involve the rural poor, the majority of the population, in the 

6 



process of development in many aspects and in sharing its benefits, the rural poor have 

to be helped to help themselves by crea ting access to resources, particula rly access to 

finance. 

On the other hand like in other less developed countries, formal banks operating in 

highly centralized urban areas. Due to the ir loca tion and unrealistic collateral 

requirements formal banks are inaccessible to the poor in general and to the rural poor 

in particular. The Commercial Bank of Ethiopia and the Development Bank of Ethiopia 

have only 170 and 32 branches respectively; and as of March 2001 , the private banks 

all put together had 80 branches (Wolday. 2002) 

Braverman and Guasch (1993); Webster and Fidler (1996); and Mulat (1999) indicate 

the following reasons , among others. as causes for the reluctance of banks (including in 

Ethiopia) to serve the rural poor and other microentrepreneurs . 

• Physical remoteness of borrowers 

• Lack of collatera l 

• Repayment for working capital can be required only once at the harvest 

season 

• High cost of intermediation in geographically dispersed beneficiaries 

• Small si ze of the transaction 

• Mobility of many in formal sector enterprises 

• General lack of information about the borrowers 

• Poor transportation 
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• Lack of confidence on the repayment of the loan by borrowers 

• Lack of information 

Because of the above mentioned reasons , bank's financial services are inaccessible to 

the poor. Thus delivering financial services to the poor requires an innovative targeting 

design and a credit delivery mechanism that helps identify and attract only the poor who 

can initiate and sustain productive use of loans (Wolday, 2002). 

Beyond their original motive of re lief services, NGOs have been assisting the poor to 

help themselves by providing rotating credit services for the rural poor in the form of 

circulating capital with low or no interest. While many NGOs had credit schemes for 

years, NGO programs that emphasize saving and credit began in early 1990s 

(Gebrehiwot. 2001) The basic limitation of NGOs, however, is that their outreach is 

limited and with vulnerable sustainability. The delivery of financial services in Ethiopia 

has also been viewed as an antipoverty tool because it helps the unemployed become 

employed , thereby increasing their income and consumption and reducing poverty 

(Wolday, 2002 ). 

In using microfinance as a poverty alleviation tool in Ethiopia, the need to promote more 

sustainable mlcrofinance institutions necessitated a regulatory framework Following the 

proclamation No. 40/96 that provides for the establishment of microfinance institutions 

in July 1996. to date twenty micro finance institutions have been legally registered 

providing their services to more than 500,000 clients (Wolday, 2001). Dedebit Credit 

and Saving Institution IDECSII IS the vanguard and the largest micro finance institutions 

8 



in the industry. 

1.2 Statement of the Problem 

The major producers in the agricu ltural sector are women because on the one hand 

they are engaged in activities directly related to crop production and animal 

husbandry almost equally with their ma le partners. On the other hand they are 

engaged in activities supporting the agricultural production such as food preparation, 

fetching wood and water, child rearing and caring etc. 

Addis Truneh (2000) , has addressed the problem of the Ethiopian 

women as follows: 

... about 35-40 per cen t of the land in Ethiopia is mainly 

managed by women farmers. Moreover the wives in the 

male-headed housel lOlds do pa lticipate in every agricultural 

activity 3 

Ethiopian women who constitute about 50% of the population and who consist the 

majority of the unemployed segment of the population are the most affected by 

poverty. Since the majority of the Ethiopian women live in areas where basic social 

services such as health , education and other infrastructures are non-existent, 

disease, malnutrit ion, and illiteracy is seriously affecting the life of women and 

children (Tsehay and Mengistu, 2002) . 
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Given that there are heterogeneous categories of women in terms of relative wealth , 

marital status , rel igion , ownership of land , household headship and control over 

resources. the majority of women are the most affected by the low level and harsh 

conditions of the rural life. In providing microfinance services to the poor, DECSI , as 

a vanguard microfinance institution in Ethiopia has been encouraging women clients 

to be beneficiaries of its services . However, the majority of clients in DECSI are still 

males. However. there has been limited effort to study the impact of microfinance on 

the life of women in Ethiopia in general and in Tigray region in particular. 

1.3 Research Methodology and Data Collection 

1.3.1 Research Objectives and Questions 

Research Objectives 

General Objectives 

The general objective of the study is to Investigate the Impact of microfinance 

services on the situations and status of poor women at household and individual 

levels ; and contribute to the understanding and the debate on the impact of 

microfinance in reducing or alleviating poverty and/or improving vulnerable 

subsistence economies . 

Speci fi c Objecth es 

• Investigate the impact of microfinance products of DECSI on the economic 

status of poor women in terms of 

Income 

10 
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Living conditions 

Asset and capital accumulation (saving) 

• Investigate the impact of microfinancing on the empowerment of women in 

terms of: 

Bargaining power 

Control over resources 

Decision making at household level 

Self-image and self-confidence 

• Investigate the implications of microfinance services for other socio-economic 

interventions such as business development services. 

• Contribute to the understanding and debate on the impact of microfinance in 

alleviating or reducing poverty 

• Identify problems encountered by female clients and necessary support 

services to strengthen the impact. 

• Recommend on ways of designing gender sensitive microfinance products to 

enhance participation and success of women. 

Research Questions 

Women are the majority of the poorest of the poor in Ethiopia As a result, 

microfinance services are being provided to poor women . However there are 

questions as to the access of women to microfinance and its contributions to the 

betterment of their life at individual. household , enterprise or community levels. The 

following are the major questions in relation to the impact of microfinance on the life 

II 
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of poor women households. 

• Do microfinance services have an impact on increasing or improving the income 

and living conditions of poor women? 

• What are the major causes for the significance or insignificance of the impact of 

microfinance services on the life of poor women? 

• Does the impact of microfinance really go beyond income smoothing? 

• Does microfinancing have an impact on the empowerment of women? 

• What are the major problems faced by the poor women clients and what are the 

necessary support services or interventions to be made by pol icy makers , 

Microfinance Institutions, Donors , and Training Institutions? 

• Who are the targets? (The poorest of the poor, the poor, or the upper poor)? 

1.3.2 Selection of the study area 

Tigray is one of the drought prone areas devastated by famine and long period of 

civil war. The Eastern Zone of the region is crop dependent area with the most 

fragmented land, which is highly degraded . In addition to the frequent shortage of 

rainfa ll. the soil is also less fertile Consequently, the Eastern zone is among the 

priority list that deserve intervention by the regional government and other non

governmental organizations. DECSI has intensive microfinance programs in Tigray. 

Accordingly , Hawzen, one of the most drought prone areas in the zone, is the target 

of the research study. Finally the study is conducted in one urban and two rural 

kebeles out of the 22 kebeles of the woreda. 
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1.3.3 Data set 

The data needed for the study includes both qualitative and quantitative data . The 

quantitative data is collected using sample survey of clients of DECSI through 

structured questionnaire and secondary sources. The sample survey included both 

current cl ients and dropout clients who have left the program in order to minimize 

unnecessary optimism 

The qualitative data was collected through focus group discussions with various key 

informants and participant observation . 

The focus group discussion has included 

• Clients and non clients (i ncluding men) 

• Credit and Saving Committees DECSI 

• Key informants such as loca l administrators and leaders of Community 

Based Organizat ions 

• Practitioners (DECS I Staff. including the general manager) 

Sources of secondary Data 

• Analysis and Review of Literature 

• Dedebit Credit and Saving Institution 

• Central Statistical Authority 

• Association of Ethiopian Microfinance Insti tutions 

• Tigray Bureau of Economic Planning and Development 
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1.3.4 Sampling Technique and sample size 

The study has employed a multistage sampling. First, out of the twenty-two kebeles 

in the Woreda , seven kebeles whose walking distance is within two hours from the 

main road were purposely selected. In the second stage, Hawzen town as an urban 

area is purposely selected for comparison purpose. In the thi rd stage out of the six 

kebeles, two kebeles were randomly selected to represent the rural area . Finally, a 

sample of 130 clients , proportio~a l to the number of cli'en ts in each kebele, .~~ 

randomly selected from the list of clients that was provided by Hawzen sub- branch 

office of DECS I. However, three questionnaires were invalidated that the analysis is 

made on 127 respondents only. 

The sample clients included 13 dropout clients (i.e. , 10 percent of the sample clients) 

whose number was determined based on the ave rage percentage of dropouts in the 

woreda , which was provided by ti le DECSI sub branch . 

1.3.5. Data Collection and Fieldwork 

Questionnaire Survey 

Two structured questionnaires were developed to collect information from both 

existing and dropout clients. The questionnaires were prepared in English and for 

clarity and convenience purpose. they were translated to Tigrigna . 

Senior university students frolll Mekelle Un iversity who were also exposed to data 

collection in rural areas were uSed as enumerators for the study. This was arranged 
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in a way the data collection time fits the semester break of the universi ty. 

Half-day training was also offered to the enumerators. The questionnaires were 

pretested at Mekelle and the peripheral rural areas of Mekelle to represent the urban 

and rural areas of the study place respectively. Based on the feedback from the 

pretest, detail discussions were conducted with the enumerators to provide the 

enumerators with the feed forward about the data collection before hand. Fi nally 

necessary amendments were made in the questionnaires . 

The researcher obtained sincere co-operation from DECSI staff. They facilitated the 

data collection process both at the head office and at Hawzen branch . The sub 

branch provided the list of clients in all kebeles. 

The questionnaires were filled in the res idence areas of the clients door to door. 

All questionnaires were being checked by a supervisor and approved by the 

researcher at the end of every day. Series of discussions were also conducted on 

half-day basis to exchange experiences . 

Focus group discussions 

Focus group discussions were also conducted Simultaneously with the credit and 

saving committee . and local administrators. clients and non-clients at each kebele. 

Personal observations are also made on the houses and enterprises of the selected 

clients . The researcher has used basic questions related to impact to guide the 
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discussion with the key informants . 

Discussion with DECSI Staff 

When data collection at the field level was finalized interviews were conducted with 

the DECSI staff at Hawzen sub branch. Additional interviews were also conducted 

with Ato Ataki lti Kiros , general manager of DECSI , Ato Belay Assefa , the then acting 

general manager, and Ato Yohannis , head of Planning and Co-ordination . 

1.3.6 Data Analysis 

The questionnaires were cleaned and analysed using the SPSS program. The major 

part of the analysis was based on descriptive methods such as averages , 

percentages and other measures of central tendency. 

Qualitative informat ion collected through focus group discussions and interviews with 

DECSI staff were also incorporated into the quantitative results and conclusions of 

the study . 

1.4. Significance of the study and its application 

Neglect of women in development and disregarding the involvement of 50 percent of 

the population aggravates poverty. Improving the life and well being of women is 

improving the life of the society in terms of increased productivity , nutri tion , health . 

child schooling , household management, cultural change etc. 

The study shall provide disaggregated data and basic information on the impact of 
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micro finance programs and their implications for the government at various levels, 

Microfinance inst itutions , Development Agents, Women's Associations and other 

stakeholders. 

The outputs of the study will be used as inputs to policy makers , microfinance 

institutions , development agents and women's Associations in designing financial 

products to wome n. 

The direct beneficiaries from the results are women because the findings address 

how microfinance services can be tuned to the specific needs of women clients . The 

family and household of the women including children and male partners will also 

benefit from the improvements of the li fe of women as a result of well designed and 

managed gender sensitive microfinance programs. The society will also benefit from 

the integrated development that involves real participation of women that are about 

50% of the popula tion. 

Microfinance institutions can also benefit from designing and implementing 

successful microfinance products . and supporting their activities from donors. Finally 

it can also initiate further research. 

1,5 Scope and Lim itation of the Study 

The performance of microfinance institutions is measured by three variables: outreach, 

sustainability and Impact. However. the scope of this study is limited to the impact of 

microfinance on the li fe of poor women and their respective households. Moreover. the 
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impact of microfinance has various chains and linkages but the impact to be considered 

and measured in this study is primarily at household and individual levels. Also, it is not 

the purpose of this study to measure the magnitude of the impact; it is only the direction 

of the impact. The microfinance services provided by DECSI are microloan and saving 

services. As a result, two types of loans are provided by DECSI Agricultural or input 

loan and Regular or micro-business loan. Agricultural or input loan is provided for 

purchases of oxen, artificial manure, improved seed etc. 

However this research study is limited to the impact of regular loans on the life of poor 

women and their households . Basically impact study requires longer time but the 

duration of the many clients is not exceeding two years. As a result, the findings have 

their own limitations. In fact the impact on petty trade in which almost all the clients are 

engaged may not be difficult to measure even in a short period of time. 

Besides, it may not be easy to filter the difference of the impact with and without 

microfinance services . Another limitation of the research is that it does not show 

comparative analysis of clients and nonclients. It is based on reca ll memory and clients 

might have problems in appropriately providing the accurate information . 

Finally, the kebeles in the remote areas of the woreda are also excluded from the 

domain of the target study because of budget and transport limitation. 
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CHAPTER" 

REVIEW OF RELATED LITERATURE 

2. 1. Concepts and Definitions 

The clarification of basic concepts such as microcredit, microfinance, poverty, impact, 

empowerment and others is vital before assessing and measuring the impact of 

microfinance on the life of the poor. 

Mcrocredil 

Microcredit may be defined as the extension of small amount of collateral-free 

institutional loan (a maximum of Birr 5000 in Eth iopia) to jointly liable poor group 

members fo r the ir self-employment and income generat ion (Rahman , 1998) 

However, microcredit may not include other services such as saving , insurance, 

payment services , etc. 

Microfinance 

Microfinance is the provision of small scale financial services to low income clients 

who have no access to financial services provided by the formal sector (Ledgerwoo, 

1999; Robinson , 2001). Although microfinance services primarily include saving and 

credit , it may involve insu rance . payment or money transfer. Therefore microfinance 

is a wider term that includes microcredit. 

Poverty 

What is the precise definition of poverty, how to measure it and who constitutes the 

poor are difficul t questions to answer. An operational and comprehensive definition 

of poverty has long been needed to fight poverty in a more effective way. However it 

is fiercely a contested issue. The centerpiece of the debate about defining poverty is 

whether poverty is largely about materia l needs or whether it is much broader set of 

needs that permit we ll being (Hulme and Mosely. 1996). Approaches focusing on the 
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material need focus on consumption usually using income. Greely (1994); as cited in 

Hulme and Mosley (1996), has strongly defended the use of income-poverty 

measures. However Chambers (1983 , 1995) has identified various forms of 

deprivation that cannot be captured by income poverty measures . The levels or 

degrees of poverty are also of important consideration in defining poverty in a 

comprehensive way. For the purpose of this paper the definition of poverty 

incorporates economic deprivation of people or households , pa rticularly in terms of 

Income. 

Vulnerability 

Vulnerability is also another important concept related to and often caused by 

poverty. It can be even more difficult to have a comprehensive definition than 

poverty. It is often more challenging to measure. Vulnerability indicates the degree of 

susceptibility of poor people to easy threatening or insecuri ty of any improvement in a 

livelihood. Chambers (1989) says that vulnerability is about the capability to deal with 

contingencies and to cope with change. 

Impact 

Establ ishing impact essentially is making a case that the program 

led to the observed or stated changes. This means that the changes 

are more likely to occur with program participation than without 

program participation . It does not imply that the changes always 

occur from program participation . Rather, it increases the 

probabi lity that the changes will occur (Rossi and Freeman 

1989; cited in Barnes and Sebstad , 1999) 

An impact assessment should thus consider intervening factors, other than the 

program, such as age, gender, ski ll and train ing level of client , household 

composition location of enterprise , level of competition and other relevant external 



factors . 

Empowerment 

Empowerment is a difficult term to define because there are many trade-oils among 
many dimensions of empowerment. A generally accepted definition is thus not yet 
available because there are many indicators of empowerment. In this study the major 
indicators of empowerment are bargaining power, control over resources, decision 
making at household level , and self- image and self-confidence. Generally it refers to 
women's direct and indirect control over all activities and choices of their family 
Therefore it refers to the improved status of women at household and community 
levels . 

Microenterprise or Income generating Activity or microbusiness 
These terms are used interchangeably. The term refers to any business activity of 
the client supported or financed (fully or partially) by OECSI . 

2,2 Classification and Selection of indicators in Measuring the 

Impact of Microfinancing 

Impact means how microfinance programs affect the livelihood and welfare of their 

cl ients . There are various factors that infiuence the impact of microfinance programs 

shown in the fol lowing figure. 

1, Contextual Factors 

Contextual factors are variables in the external environment that are significant at 

macro level. These include: 

• Regulatory framework (term and ceiling of loan, minimum saving interest rate 



• Infrastructure (road , transportation, and communication) 

• Market (accessibility and demand) 

• Socio-cultural factors (religion, attitude towards borrowing from government) 

• Peace and stabi lity (war, political stability, and administration) 

• Weather conditions (unstable fluctuating rain fall) 

• Land holding and size (ownership, size, productivity and fragmentation ) 

2. MFI Services 

These are variables within the governance of microfinance institutions. MFI sevices are 

in fact influenced by contextual factors The specific MFI related factors include the 

following 

• Mission , vision , Objectives, policies and strategies of MFls 

• Terms and conditions of saving , lending and repayment 

• Governance and management of the MFI 

• Financial sustainability 

• Money transfers and payment 

3. Client Related Factors 

These factors are closely associated with characteris tics of the client , particularly 

demograph ic variables. Client related factors affecting impact include: 

Age Residence (urban- ru ra l) 

literacy level 

Household size 

poverty level 

gender relations 

previous occupation 

religion, etc 
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4. Factors related to the income generating activity 

There are also factors related to the income generating activity, with serious infiuence 

on the impact mlcrofinancing These factors include 

Type or nature of the business 

Size of the business 

Capita l and asset of the business 

Attempt is made here to identify and use main impact indicators of well-being . 

Income 

Living cond ition 

Expenditure 

Saving cu lture and capital accumulation 

Empowerm ent 
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2.3 Microfinance and Development: Global Issues and Trends 

Development basically aims at improving the standard of living of people and it 

essentia lly involves the majority population in a given country. The majority of the 

people in less developed countries live in rural and peripheral areas where there is little 

infrastructure and services as a manifestation of abject poverty. Rural development 

involves the transformation of the economic, social and cu ltural conditions of the rural 

population for the better so as to enable them effectively and consciously participate in 

the overall development effort at all levels (Gebrehiwot, 1989). 

The rural poor can improve productivity of land and labour by improving access to 

credit to acquire new technology and other assets (Mulat, 1999). Raising agricultural 

productivity and preventing the rural poor from severe poverty are not only necessary 

but also preconditions for a meaningful progress (Zaid , 1999). The delivery of financial 

services to the poor is considered as a major component of poverty alleviation 

strategies and sustainable development in many developing countries. 

Many developing countries are using targeted microfinance programs to alleviate 

poverty by facili tating equity and economic growth (Rachman , 1998; Webster and 

Fid ler, 1996 Shahidur and Khandker, 1998). The authors further argue that 

microfinance products targeted to the poor can play an important role to promote 
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equitable income distribution , to make services accessible to the poor, to activate 

competition and enhance productivity and technical change. Thus microfinancing can 

be used as a tool to stimulate development 

Money, says the proverb. makes money, when you have got 

a little it is often easy to get more. The great difficulty is to 

get that little (Adam Smith, 1776, cited in Holis sweet man, 

1998) 

Thus to involve the poor in the process of development in many aspects and sharing its 

benefits, the rural poor have to be helped to help themselves by creating access to 

resources, particularly access to finance . 

Effective microfinance programs are major tools of providing access to opportunities 

and resources for the low-income people so that they would participate in the process 

of development of a country. 

Since the mid 1960s. small farmers and the rural poor 

have increasingly become the chief targets of credit 

interventions. There are many reasons for such emerging 

ideas about the efficiency of small farmers, their output 

potential with new technology, their lack of cash at critical 
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periods, their lack of collateral for loans, and the exploitative 

or monopolistic behaviour of private moneylenders. 

Moreover since the early 1970's a strong equity dimension 

has emerged in the aims of credit scheme and small farm 

projects (Ellis, 1992, cited in Zaid, 1999). 

Properly channeled microfinance schemes provide the poor households with an 

opportunity to 

-Increas.e Income. , .. ~, '. 

-increasedemployment 

-increase smooth consumption 

-own resources such as livestock, 

-get self employed in the informal sector 

-empower women 

-improve nutrition and health 

-improve the potential for educating children 

-use new technologies and inputs of agriculture 

These Indicate that the delivery of microfinance services is one of the tools to improve 

the standard of living of the poor and promote equi table and sustainable development 

Several studies have been made in many developing countries that use microfinance 
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programs as a tool of reducing poverty, and study the impact of microfinance. Most of 

the studies made in western Africa and Southeast Asia show that clients of 

microfinance programs have higher and stable incomes and smooth consumption 

patterns. 

2.4 Microfinance and Poverty Alleviation 

In both developed and less developed countries the economy is characterized by a 

sharp contrast of increasing disparity between the rich and the poor. On the one 

hand, the rich are growing richer, living a life elf affluence, on the other hand, the 

poor are getting poorer living in severe deprivation characterized by vulnerability, 

malnutrition , lack of education to enhance upward mobi lity, lack of shelter and other 

resources that constantly keeps them under the trap of poverty (Popoola , 1999). 

About one billion people in the world today live in households with per capita income 

of under one dollar per day (Morduch, 2000; Popoola , 1999; Dawson and Jeans, 

1997. About 17 per cent of the absolute poor live in Sub Saharan Africa 

(DFID,1997)'" 

Popoola (1999) indicated that about 20 per cent of the world 's population live in 

extreme poverty that constitutes a leading cause for death (including HIV/AIDS) 

This is often caused by insufficient income to mainta in minimum nutrition levels and 

Elirnin:lting Pm er: ~ . :1 Chalkllg~ F l.l!" r ile ~ I '! CLll t Llr~ 9DF ID.1197) 
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limited or no access to health services. 

Poverty has thus become the primary concern of less developed countries during the 

last two decades. Poverty alleviat ion has. therefore, become the focus policy makers 

and practitioners of those countries who have been trying to improve the lives of their 

poor people. Although poverty alleviation has featured as a priority developmental 

objective of governments of LOCs , the outcome has been the opposite, i.e. 

increased poverty. Experience has shown that government assistance and aid to 

poor communities and .households had .insignificant or no contribution , to poverty 

alleviation other than dependency and disincentive that make matters worse . 

Poverty has reached levels that demanded a real change in the development 

approach. Therefore there is hardly any controversy about the great urgency of 

pursuing the objective of poverty reduction or alleviation in the shortest possible 

ti me. A new breakthrough came into existence when efforts to fight poverty started 

by enabling people to create the ir own jobs and generate revenues, i.e., provision of 

finance to the poor was recog nised as a mea ns through which poverty and exclusion 

could be alleviated more effective ly. 

It is assumed that poverty can be al leviated and that economic and social structures 

can be transformed fundamenta lly - by providing financial services to poor 

households (Morduch, 1999) Increasing access to finance and poverty reduction 
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interact through a direct linear re lationship where the more funds are made 

accessible to the poor, the more poverty is considered to be alleviated. The 

provision of financia l services to low income households to enable them generate 

income is believed to eradicate, or at least reduce , poverty more effectively. 

Credit to finance private income generating activities undertaken by the poor became 

an unlikely new tool in the fight agains t poverty in parallel to the trad itional transfers 

of publ ic funds (UNDP. 1999). The growing acceptability of micro-credit as an anti-

poverty development strategy grows out of the general reth inking of aid policy and 

practice currently taking place among donor agencies . 

The microfinance industry itself is becoming a global phenomenon . The proliferation 

of microfinance programs , particularly microcredit targeted to women who are more 

marginalized in many less developed countries is increasing from time to time . The 

World Bank is engaged in red ucing poverty through promoting best practice in the 

microfinance industry and fund ing selected institutions to bring financial serv ices to 

the poor (Wolfensohn , 2000) 

Globally there are now about 8 to 10 million households , with 400-500 million poor 

family members , served by microfinace programs and some practitioners are 



pushing to expand the number in multiple of ten during the next decade (Morduch, 

1999) . 

In the microcredit Summit of 1997, delegates set the ambitious goal of reaching 100 

mi llion of the world's poorest families , especia lly the women of those families , with 

credit for self-employment and other finan cial and business services by the year 

2005. This would be helping not less than half a billion poor households . The 

experience of highly subsidized credit in countries was almost unsuccessful for three 

decades , from 1950s to 1980s. New approaches that challenge subsidies are , 

arising as the keys to success in the microfinance industry . Methodologies such as 

group lending that uses social collateral as a security for repayment are contributing 

more to new successes in microfinancing by offering a 'win-win' solution where both 

microfinance institutions and the poor benefit. 

There is a growing recognition that lending to the poor is not just a good thing to do 

bu t is also profitable (Bri ll. 1999; cited in Morduch. 1999). 

The microcredit campaign has four-core themes 

Reaching the poorest 

Reaching and empowering women 

Building financially self sufficient institutions 
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Ensuring a positive, measurable impact in the lives of clients under 

their families 

Poverty alleviation has become as a top priority agenda as well as primary challenge 

to policy makers and leaders of less developed counties. And microfinance services 

are being accepted as a tool to eradicate or at least reduce poverty and improve 

food security . 

The Micro-credit Summit Declaration anticipated that the majority of borrowers would 

be in the developing world , however, microcredit has also been proven to be 

effective in industri al ised countries. Despite a radically different economic context 

between rich and poor it focused on those families living below their nations poverty 

li ne (Ada ms and others . 2000) 

There are over 10,000 microfinance institutions world wide and the World Bank 

estimates that 400-600 million dollars of donor funds are earmarked for microfinance 

each year (Economist, 1999; cited in Park and Ren 2000). Therefore microfinancing 

has become a global issue, and an important instrument. in the efforts to eradicate or 

reduce poverty. 



2.5 Gender and Development 

Women play a key economic role in less developed countries, particularly in poor 

households. If they are given proper support they could be involved in Income 

generating activities. 

With the erosion of men's earning capacity as a result of 

decreased size of land holdings, population pressures 

and economic downturns, lilere is increasing 

dependency on the economic activities of rural women 

(Fang and Peretle. 1991) 

Unlike the income of men, women's earning income is often spent in fami ly food 

supplies. clothing . health. and pay for schoolin~ - " ' "'ron. In less developed 

countries. the major part of family management lies cr me snoulder of women because 

of absence of males caused by migration, war, refugee movements, divorce or 

widowhood . As a resu lt. the number of de facto and de jure female-headed households 

is increasing from time to time. Because of economic and socio-cultural factors , female 

headed households in developing countries are the poorest of the poor (Fong and 

Perrete , 1991). 

On the other hand, in addition to their domestic family responsibilities of all house 
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management, rura l women are major contributors to agricul tural production. For 

example in Africa it is estimated that 46 per cent of the agricultural labour force are 

women (Fong and Perette, 1991) However, such significant economic roles are 

underreported, unacknowledged and undervalued. 

Because of socio-cultural factors , the social position of women is also small . As a result 

of the unacknowledged and undervalued economic role of women as well as their 

underestimated social position , women are often neglected in planning and 

implementing rural development projects and programs Neglect of women thus 

becomes neglect of half of the targets and actors of development. 

All development programs at national and regional leve ls should be able to integrate 

gender concerns in their plans and programs to see that women participate , contribute , 

benefit and their effort is recognised , and technologically supported. Rural development 

programs need to reorient their implementation strategies so that they would target 

rural women as beneficiaries of development initiatives and programs. Women are 

engaged in productive, reproductive, and community activi ties. 

Anti -poverty and empowerment approaches are the common development strategies 

for women . Anti-poverty approach aims at ensuring that poor women increase their 

productivity. It recognises the productive role of women and seeks to meet practical 
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gender needs to earn income. Consequently, one of the major tools is microfinancing 

targeted to the poor. 

Empowerment as a development strategy approach for women involves two levels : 

in trinsic and extrinsic. Extrinsic level is gaining greater access to and resource control. 

On the other hand intrinsic level involves change from within such as the rise of self

con fidence, consciousness and motivation. It recognises women's triple roles and 

seeks to meet strategic gender needs through bottom-up participation on resources 

and development issues that concern the life of women. 

2.6 The Debate on Microfinancing 

The idea of attempting to reduce poverty through microfinancing has generated 

enormous enthusiasm among donors and non-governmental organisations as an 

instrument for reducing poverty in a way that is self-sustaining . The provision of 

microcredit in recent years generated greater enthusiasm (Morduch, 2000; Rogal ly 

1996). Popoola (1999) reports that microficredit had substantial record of 

accomplishment and potential as a poverty alleviation and development strategy. 

Some of the potentia ls of microcredit programs include: 

Most poor people are credit worthy, especially in the context 

of a mutual responsibility system (group collateral ). 

Sustainability of the microcredit program is achievable 
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Microcredit programs have exhibited a high level of 

replicability . 

Microcredit programs have the capacity to grow and serve 

large numbers of very poor people as demonstrated by many 

microfinance institutions . 

Microcredit programs have the capacity to help borrowers 

work their way out of poverty as shown by many studies . 

Microcredit program stimulates savings and accumulation of 

assets among poor people. 

Microcredit is capable of becoming a vehicle of desirable 

social developments. 

On the other hand. scholars also argue on microfinance schism or its negative 

verdict. Although microcredit has claimed more and more of the aid budget, it may 

not always be the best way to help the poorest and the fe rvou r for microcredit may 

siphon funds from other projects that might help the poor more (Navajas, Shreiner, 

Meyer and Gonzalez, 2000). There is partial evidence and is contested that 

microcredit would make a larger contribution to reduce poverty or promote small and 

microenterprise development in most developing countries as compared to 

investments in other social and economic infrastructures (Hu lme 2000; Johnson and 

Kidder. 1999) Hu lme, Johnson and Kidder (1999) further question about the 
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appropriateness of this single solution to poverty al leviation in a variety of local 

contexts . 

Some times even when repayment rates are higher, it may be pa inful to the clients 

making them pay from other sources such as sales of the ir limited assets. Thus 

increasin g indebtedness has clear risks for poor people and be trapped in the vicious 

circle of poverty. However it does not mean that microfinancing is worth less but the 

question is whether microfinance is better than some other development projects for 

the poor as a whole ., Moreover, provision of microfinance can be one tool to reduce 

or alleviate poverty but not the only one . 

Rahman . R. (2000) also indicated the following concerns about the role microcred it 

in poverty alleviation by Grameen Bank. 

Case studies have shown that borrowers have been initially 

successful but in the long run face a downturn in terms of 

ownership of asset and level of income (Rahman, A. 1999). 

69 per cent of dropouts resulted from inability to pay installments 

due to loss in income generating activity (Husain , 1998). 

Studies reveal that repayment of microcredit is being made from 

other sources (Rahman . R, 2000) 

The older groups and branches of MFI have higher loan default rate 
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and larger percentage of ineffective groups (Matin, 1998). 

These hypotheses on the stagnation of the impact of microcredit, particularly in the 

long run , deserve serious attention from researchers . The conclusion on the 

microfinance schism is that governments and donors should know whether the poor 

gain more from small loans than from other alternatives such us health care , 

education , agriculture , food aid etc. Most measures of the impact of microfinance 

organisations fa il to control for what would have happened in their absence 

(Navajas , Schreiner, Meyer, Gonzalez, 2000). The net contribution or impact of 

microfinance to poverty alleviation should be properly and more accurately 

measured . 

2.7 The Impact of Microfinance on the Situations and Status of 

Poor Women Households 

2.7.1 Global Experience 

Microfinancing provides women with an opportunity to access and control over 

resources such as land , capital . equipment, education/training , health , nutrition 

services etc. Also properly channeled microfinance services enable women to enjoy 

benefits in terms of income, asset ownership, status etc. It also enhances women's 

empowerment in terms of decision on the following: 

~ o 



• Decision making at household and community levels 

• Image and self-confidence 

• Organisational capacity. 

Finally. it also promotes labour and time saving technologies and skill training . The 

direct provision of micro credit to women is one of several ways to initiate a process of 

social and economic change for women (Fong and Perrett , 1991 ) 

Essentially the primary targets of micro finance programs are women who are often 

marginal ized iri many aspects in the developing countries. I mproving the li fe of women 

is improving more than 50 percent of the population with an additional significant 

impact on the life of their male partners and children. 

Microfinance programs are often in favour of women clients who are , for the most part , 

excellent clients. Several studies identified social benefits that women gain from 

participating in microfinance programs. They feel less marginalized , have higher 

aspiration for their children's education and future , use more reliable source of drinking 

water, are more likely to use latrines and contraceptives , and are less likely to marry at 

an early age (Webster and Fidler, 1 996) 

As a result, microfinance institutions, donors, and non-government organisations have 
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strong interest and emphasis on gender issues. Basically the hindrance to access 

financial services and other opportunities are worse particularly in women. As a result , 

women are more marginalized as compared to their poor male partners 

Studies made in 12 west African countries show that there are legal and cultural 

restrictions on women activities and women in many parts of the less developed 

countries are disadvantaged in their access to education, skills , and capital that 

improve their ability to succeed in smal l business (Webster and Fidler. 1996). 

In spite of cu ltural restrictions, relatively low level of education and skill , experiences 

from the Grameen Bank show that microfinance enabled poor women to engage 

themselves in various income generating activities (Lutfun and Osmani , 1998). These 

income generating activities incl ude both farm and non-farm activities such as poultry . 

hort iculture and petty trade . 

Microfinance Programs often provide non credit inputs such as consciousness raising 

training and these inputs may empower the poor, especially women (Khandker, 1998). 

Moreover micro credit programs are expected to assist in raising the social welfare by 

promoting human capital investment in child care and education, nutrition, quality and 

quantity of food , and other aspects on the life of their children and male partners. 



It is also likely that the increase in income of women through income generating 

activities smoothens consumption and would probably contribute to stability and 

reduction in other social problems and is likely to reduce out migration to urban areas 

and thereby reducing unwanted population pressure in urban areas . In many 

developing countries microfinance programs are promoted as a strategy not only for 

poverty alleviation but also for women's empowerment. Access to microfinance was 

seen as vital to women's ability to earn an income and contributing to an increase in 

their status and autonomy (Mayoux, 1995). 

The Success of microfinancing in poverty alleviation depends on how far it can 

address the cons tra ints faced by the poor households (Rahman , R. , 2000) Using 

various methodologies impact have been assessed by considering the following 

vari ables: 

• Household income 

• Household savings 

• Employment generation 

• Human capita l formation 

Hossain (1 984) reported that using borrower's recall , the income of Grameen Bank 

clients increased by about 32 per cent in two years time. Moreover the same study 

ind icated that the increase of income of Grameen Bank members was about 18 per 
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cent higher compared to the non-member during the same period . 

On the second round of impact assessment on Grameen Bank in 1986. Hossa in 

(1988) presents that household survey data in income also confirms that the 

household income of GB members was about 43 % higher than non-members. 

Khandker (1 998) estimated that 21 per cent of Grameen Bank borrowers managed 

to lift their families out of poverty within 4.2 years enabling 5% of the households to 

cross the poverty live each year. 

Hossain (1984 and 1988) and Khandker (1998) have discovered that Grameen 

Bank clients had brought about a percentage change of income increase at 30.9. 

39 .7 and 23.3 percent respectively. Microfinancing is one of the factors for reducing 

poverty in Bang ladesh from 59% of the tota l population in 1991 /92 to 53% in 1995-

96 (The Economist. 1998: cited in Meehan 1999). 

Studies made in Grameen Bank in 1995 show that Microfinance has a positive 

impact on savings and capital accumulation and as a result the investment was 

higher for long time borrowers than for newer one to the extent 260 percent as 

compared to non-members. Microfinance in Grameen Bank has also resulted in 

greater involvement of members in income generating activities compared to the 



control groups (Hussain and Kabeer, 1998). 

Microfinancing has resulted in greater aspiration of MFI clients, particularly mothers 

for schooling thei r chi ldren and the actual enrolment of the ir children as compared to 

non-members. 

Microfinance and Empowerment of Women 

Although, theoretically microfinancing services are expected to enhance 

empowerment, the results are mixed and controversia l, particularly in terms of 

control over resources and reduction of violence against women . But it does also 

have positive impact on other aspects such as increased participation in income 

generating activi ties and awareness about their economic and health re lated 

problems. 

Em powerment 

The conceptualisation of empowerment lies in an 

understanding of the relationships of dependence, 

interdependence and autonomy which characterised 

gender relations in different cultures, thestruclUres of 

risks, incentives and opportunities wh ich they generate 

and therefore the particular which processes of 



empowerment are likely to take (Kabeer, 2000) . 

It is argued that credi t programs empower women by strengthening their economic 

roles , increasing their ability to contribute to family income, helping them establish 

their identity outs ide of the family and giving them experience and self confidence in 

the public sphere (Sinha, 1998) . Access to credit was seen as vital to women's 

ability to earn income and contributing to an increase in their status , autonomy and 

decision making power (Mayoux, 1995; Ray, 1987). 

It is believed that credit has a great potential to improve women's wellbeing by 

improving their bargaining position and thereby win the respect of their male partners 

and other family members. On the other hand Sinha (1998) argues that lending to 

women enhances household welfare and the issue of impact of targeted credit to 

women's empowerment is fa r from resolved. Sometimes microfinance programs may 

have a negative effect on the life of women in terms of increased work overload or 

reduced contribut ion of male income to the household. Thus . there can be 

controvers ies on the impact of microfinance on the empowerment and well being of 

women. 

2,7.2 Ethiopian Experience 

The time since which formal microfinance services are provided is not long . On the 
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other hand, the growth of microfinance services has been remarkable in the short 

period of time. Accordingly, several studies show that the MFI industry is contributing to 

poverty reduction and other means of improving the standard of livi ng of the poor 

Because of access to credit , women are encouraged to take economic and 

en trepreneurial risks at 30 percent higher than men (Meehan, 2001). In the same study 

the author indicated 60 clients (94%) reported a significant increase in income as a 

result of access to credit although the income of some of the clients has dropped after 

a certain period of time. Also, the author indicated that access to microfinance has 

contributed to greater usage on basic household food , increase in assets and 

smoothing consumption in the clients ' households . 

Women generally took smaller loans than the ir male partners (Getaneh, 2001 ; Meehan, 

2001 . Getaneh fvther addressed that the profit margin for women cl ients is similarly 

lower and womer have to go a long way to be able to be good business managers 

themselves. In a 'ecent survey of ACSI clients , Getaneh (2001 ) indicated tha t only 38 

percent of marri ed cl ients manage the loans they have taken themselves ; and 55 

percent reported tnat they USed the loan jointly with their husbands and other 7 percent 

reported that the loan is used by their husbands. Th is may show that women are not 

equally beneficiaries like their men partners. 
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A recent study by Tsehay and Mengistu (2002) revealed that 84 percent of frequent 

rural women clients and 62.9 percent of frequent urban women clients have shown 

signi fi cant improvement in their household income. The authors concluded that access 

to microfinance positively contributed to ownership of additional household assets , 

which are important for empowering women clients economically. One major indicator 

of household welfare is residence house and same authors indicated that 60 percent of 

urban clients and 18.3 percent of rural clients made repairs to their houses. Similarly 

the authors concluded that MFls intervention resulted in improving household diet. 

2.8 Development of Microfinance Industry in Ethiopia 

When the targeted subsid ised cheap credit programs failed during the second half of 

the twentieth century. microfinance emerged in the 1980s as a new development 

approach to benefit the active poor The first formalized financial institution is believed 

to be the Grameen Bank (GB) of Bang ladesh established in 1983. 

Grameen Bank is considered as a highly publicised success story that is taken as a 

model for many MFls throughout the world . including the United States. All Grameen 

type microfinance institutions target the active poor, particularly women, on the basis of 

group social collateral and compulsory savings. 

During the last three decades , governments, donor agencies, non-governmental 



organisations, and international financial institutions have recognised the value of 

microfinance institutional development as a viable means of achieving poverty 

alleviation through appropriate financial intermediation. In Asia and Latin America , 

financia l institutions like Bank Rakyat Indonesia (BRI ), Bangladesh Rural Advancement 

Committee (BRAC) , and Grameen Bank (GB) have served millions of poor clients and 

their households with credit and saving services. More recently microfinance 

institutions have began to develop and formalise in many Sub-Saharan African 

countries including Kenya , Zimbabwe, Benin, Senegal , Nigeria , and Ethiopia to serve 

part of the 70 per cent of the poor population in Africa. 

Most MFls in Africa are young and inexperienced in the realm of formal financia l inter

mediation. Similarly, MFls in Ethiopia are new. However there were credit services 

provided by non-governmental organisations , projects and other informal organisations 

in disintegrated ways The Initial formal MFI was initiated by Relief Society of Tigray 

(REST), in 1993. Accord ing ly REST established Rural Credit Scheme in Tigray (now 

DedebitCredit and Saving Institut ion) In the subsequent years other credit and saving 

scheme institutions continued to be established until 1996. 

In July 1996 the National Bank of Ethiopia (NBE), has issued proclamation No. 40/96 

that provides for the establ ishment and operation of Microfinance institutions in 

Ethiopia . Since the issuance of the proclamation in 1996, to date more than nineteen 
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microfinance institutions are legally registered providing their services to more than 

450 , 000 clients (Wolday, 2002). 

(S ,I Overview of Dedebit Credit and Saving Institutions (DECSI) 

Establishment 

Relief SOCiety of Tigray (REST) had realised that lack of access to finance was one of 

the major constraints for the rehabi litation of the war-devastated people of the region . 

Besides , REST was aware that creating access to financial services for the poor is 

providing the poor with opportunities for alleviating poverty and enhancing self-reliance 

through entrepreneurship and empowering the poor, involving women through 

partic ipatory approaches . 

As a result. REST conducted a survey and designed a microfinance program to help 

the poor help themselves by providing cred it and saving services. After assessing the 

conventional banks and traditional moneylenders who are charging high interest rate , 

REST initiated the establ ishment of Credit Scheme of Tigray. Thus after assessing and 

evaluating the experience of many developing countries in microfinance operations, 

REST Credit Scheme of Tigray (RCST) was establ ished in 1993 and started its 

operations in March 1994 in the four zones of Tigray. 
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The REST Credit Scheme of Tigray initiated by REST continued providing credit and 

saving services to the rural and urban poor until July 1996. Having fulfilled the 

necessary institutional requirements of the regulatory framework of the National Bank 

of Ethiopia. the REST Credit Scheme was reorganised to be a regional microfinance 

institution . under the name of Dedebit Credit and Saving Institution Sh. Co. (DECSI ). 

(,'I",-Organization and Management 

DECSI is providing its financial services in 12 branches and 109 sub-branches with 727 

employees As per the microfinance law. the MFI is owned by shareholders that have 

the ultimate authority to decide on any significant issues that affect the institution. The 

board of directors composed of individ uals representing the share owning 

organizations and individuals nominated by the shareholders ' general assembly 

administer the company. The general manager and department heads at the head 

office at Mekelle manage the day-to-day operations of the company 

The branches directl y control and supervi se the activities of the sub branches. The sub 

branches are fu ll y autonomous to approve and disburse loans , and to collect 

repayments and savings. The sub branches act as mobile banking because the staff 

often travel to the clients in remote Kebeles. Detailed operational and financial reports 

are prepared at the sub branches. 
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Target group 

DECSI renders credit and saving services with the aim of alleviating poverty through 

the mobilisation of savings and provis ion of credit to the poor with priority emphasis to 

the rural poor, and still with greater priority to women. The poor, particularly the 

farmers, are in need of cred it for various purposes including petty trade, acquis ition of 

livestock, agricultural inputs and implements or to smoothen food consumption 

However DECSI under normal circumstances does not encourage the delivery of credit 

for consumption purposes. As much as possible loans are extended to be invested in 

income generating activities so as to promote self-reliance. Generally, the institution 

has covered all rura l and urban Kebeles of the reg ion. 

DECS/'s Sevices 

Basically, DECSI provides the following major financial services 

• Regular or general and ag ri cultural input loans 

• Savings mobil ization from loan clients and the community, and 

• Pension payment services to retired civil and mili ta ry personnel 

DECSI is the largest microfinance institution in Ethiopia. Currently DECSI has 219,000 

borrowers with Portfol io of Birr 346,642,270 and outstanding loan of 146,000,000 

(Wolday, 2000) The author also states that DECSI has 202,000 savers with a saving 

capital of Birr 76,000 .000 as of June 1999. Moreover, 43 per cent of clients of DECSI 
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are women. 

The primary objective of DECSI is to help the poor, particularly women, help 

themselves by creating access to microfinance services. However no major 

assessment has been made on the impact of the microfinance services in the region 

particularly on the life of poor women that are the primary victims of poverty, il literacy, 

famine and drought. 
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CHAPTER III 

THE STUDY AREA 

3.1 Some basic facts about Tigray 

Tigray Reg ional National state is located in the northern part of the country between 

12° 15' - 14° 49' N latitude and 36° 27' - 39° 59E long itude. It is bordered by Afar 

Region in the East, Eritrea in the North , Amhara in the South and Sudan in the west 

and its land size is estimated to be 53 ,638 square kilometres out of wh ich western 

zone accounts for 51 percent, central 19.3 percent, Southern 18.9 percent, Eastern 

10 percent and Mekelle 0.8 percent. 

3.2 Population 

The population of Tigray has increased from 3.2 mi llion in 1994 to 3.71 mill ion in 

2001 . This is meant that the rate of popu lation growth reached 2.7 percent per 

annum. Females constitute half of the population and 83% of the population lives in 

rura l areas and the remain ing 17 percent in urban areas. 

In 1995/96, about 45 .5 percent of the Ethiopian population is living below the 

absolute poverty level and the people living poverty line slightly declined to 44.2 

percent in 1999/2000 (Wolday, 2002 ). In the Poverty Profile of Ethiopia conducted 



by Welfare Monitoring unit of the Ministry of Finance and Economic Development, 

Tassew and Tekie (2002), reported that the population living below poverty line is 48 

percent and 33 percent for rura l and urban areas respectively. This shows that 

poverty is relatively higher in rural areas compared to urban areas. 

Tigray has the large percentage of population living below pove rty line, both in rural 

and urban areas compared to other regions (Wolday, 2002) . The writer has further 

addressed poverty in the region has increased in 1999/2000 as compared to 

1995/96 . Specifically, the percentage of rural population living below the poverty line 

has increased from 56 .1 percent in 1995/96 to 61.4 percent in 1999/2000. 

Tigray is one of the drought prone areas devastated by fam ine and long period of 

civi l war. The Eastern Zone of the region is crop dependent area with the most 

fragmented land , which is high ly degraded . In addition to the frequent shortage of 

rainfall, the soil is also less fertile . Consequently the Eastern zone is among the 

priority list that deserve intervention by the regional government and other non

governmental organizations. 

Hawzen 

The Eastern Zone of Tigray has seven Woredas with a total population of 707,908 

out of which 339 ,903 are ma les and 368,005 are females (CSA, 2000). Hawzen 



Woreda is located in the western part of the zone. Hawzen woreda is surrounded by 

Wukro woreda in the south-east, Saesi-Tsaeda Imba in the north-east, Ganta-

Afeshum in the north , Worie Lekhe in the west, Oolla Tembien in the south-west and 

Degua Tembien woredas in the south. 

Because of its strategic location as a trade route and joint point for several zones , 

Hawzen has served as an important trade center for thousands of years, even before 
.n"1 . 
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the Axum~e kingdom. Sti ll now it serves as a central market for livestock and other 

agricultura l products for people from various zones . The tota l area of Hawzen is 

805.95 square km and its population density is 140.9 per Km Square 

The climate of Hawzen by and large is woina-dega, which is between high land and low 

land . As aresult it is often su itable for many cereals and grains whenever there is 

adequate ra in. It mainly produces wheat, teff, maiz and cereals. Agriculture is the main 

stay of the economy for almost all of the population of the Woreda . In addition to 

agriculture, many people of the woreda , including rural people are engaged in petty 

trade, particularly grain trade to supplement their unreliable income from crop 

production . 

According to CSA (2000) , Hawzen woreda is divided into 22 kebeles making a total 

population of 110,833 out of which 53,802 are males and 57,031 are fema les. From the 
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total population of the Woreda , 4,498 (4 .06%) live at the town and the remaining in the 

rural areas. Hawzen is the name of the woreda as well the name of the town . The town 

is 23 km to the west of the main road from Mekelle to Ad i Grat. As a drought prone and 

economically devastated area , Hawzen is one the first targets to get the intensive 

microfinance services since the earlier stages of DECSI. 
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CHAPTER IV 

FINDINGS OF TH E STUDY 

4.1 Gen eral characteristics of clients 

The demog raphic characteristics of the respondents such as the ir ages, marita l 

status, their relations wi th the head of the household etc and their socioeconomic 

characteristics such as the ir educational level , health conditions , wealth conditions 

may have direct or indirect relations with the way they use the loan or other financial 

services they took and consumption patterns . 

4.1.1 Age of clients an d size of th eir respective households 

Most of the respondents [77 .1%) are in the reproductive ages ; i.e., 22 .8% are in the 

age group 20 - 29 years , 28 .3% are be tween 30 and 40 years and 26 .0% are 

between 40 and 49. 

Table 1: Age group of th e respondents in years . 

Count Col % 
Age group of the 20·29 29 22.8% 
respondents. 30·39 36 28.3% 

40·4 9 33 26.0% 

50·59 18 14 .2% 

60·69 11 8.7% 

Group Tota l 
127 1000% 

I 

Only 22.9% are above age 49 . So . higher proporti on of women is in the lower age 

group, probably in the most active and energetic age. 

The mean age of the respondents is 39.54 years, and th is shows that the distribution 

is positively skewed . That is. more fema les are at their younger ages , with strong 

desire to work hard and with optimist future This may have an in fluence on the 

success and continuity of their microenterprises and thereby contribute to the impact 

that credit may have in their lives . 



4.1.2 Educational status of c lients 

Education is one of the key variables that may influence the behavior and efficiency 

as well as effectiveness of people . Education is a decisive factor in uplifting the 

individual and society, because it improves his/her skills , potentials and makes 

him/her more crea ti ve, and more innovative . 

Four out of any five respondents [79 .5%] are illiterate and only 20.5% of the 

respondents are li:erate . This high degree of illiteracy may have an impact on the 

way the clients USE the financia l services that they receive. 

Table 2: Literacy status of respondents 

Literacv Status of the resDondents Grou Total 

Illiterate Literate 
Row Row Row 

Count , Count % Count % 
Rur ::: 69 908% 7 92% 76 100% 
Urba - 32 627% 19 373% 51 100% 

Group Total 101 795% 26 205% 127 100% 

Illiteracy rate is higher in rura l areas [90 .8%] than in the urban [62 .7%] . Only 9.2% of 

the rural respondEnts and 37 .3% of the urban respondents are literate. Based on 

this , one may also expect differences between rural and urban areas inthe degree of 

success of clients Moreover. the urban clients constitute more than 70% of the 

literate clients thar may influence the impact of the microfinance services through 

increased savings repeat loans. amount of loan taken and thereby contribu te to the 

success of their business . 
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Table 3: The educational leve l of the respondents by place of residence. 

Residence of the respondent Grou Total 

Rural Urban 

Count Col % Count Col % Count Col % 

The educational Lower primary 11 - 4J 7 100.0% 10 62.5% 17 73.9% 

level of the Upper primary 15 - 8J 5 31 .3% 5 21.7% 

respondents High school 1 6.3% 1 4. 3% 
h " "~h,,, .... ~ , ,~.,.I 

Group Total 7 100.0% 16 100% 23 100.0% 

Attend ing formal education may also equip people wi th skills and ability that may 

help to lead a more successful life Out of the 26 literate clients 23(89%) have 

attended formal education. Besides of all the fema les that attended formal education , 

nearly three-fourth (73.9%) are in the lower primary schools and 21 .7% are in the 

upper primary schools . Tab le 3 indicates that 'ibthe majority of the sample clients 

have lower educational level. 

4.1.3 Marital status of clients 

The marital status of the sample clien ts was also analysed and results are given in 

table 4 . 

About 7. 1 % of the females are unmarried and 48.8% are currently married . In 

addition, about 6.3% are separated , 26% are divorced , and 11 .8% are widowed. This 

shows that there is ' high rate of fam ily dissolution ; i.e , 44 .1% of the fema les are 

separated , divorced or widowed . 

T bl 4 Mt 1St t a e an a a us 0 f I t b f sample c len s Jy area 0 resl d ence 

Residence of respondent Grou Total 

Marital status Rural I Urban 

Count Col% I Count Col% Count Col% 

Unmarried 5 6.6 : 4 7.8 9 7.1 

Currently married 41 53.9 I 21 . 41.2 63 48.8 

Separated 6 7.9 i 2 1 3.9 8 6.3 

Divorced 17 22.4 I 16 , 31 .4 33 26.0 

Widowed 7 9.2 I 8 , 15.7 15 11 .8 

Group Total 76 100 51 100 127 100 
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Due to these and other reasons, the proportion of family dissolution rate in the study 

area is very high . which is about 50% in the urban areas and about 40% in the rural 

areas . This may be one of the causes for using microfinance services as a means to 

improve their live li hood. 

Tab le 5: The relati onship of the respondents with the head of the household 

Residence of the respondent Grou Total 

Rura l Urban 

Row Row Row 
Count % Count % Count % 

Relationshoship Head 28 53.8% 24 46.2% 52 100% 
with the Household Spouse 47 68 .1% 22 31 .9% 69 100% 
head Pa rent 1 25.0% 3 75.0% 4 100% 

Grand parent 1 100% 1 100% 

Sister/Brother 1 100% 1 100% 

Group Total 76 59.8% 51 40.2% 127 100% 

The study result shows that 40.9% of the interviewed females are heads of the ir 

households and 54.3% are spouses In Tigray, females become heads only if either 

they are divorced. separated or widowed . In both cases it is either the resu lt of 

poverty or it may also resu lt in poverty . 

There is a claim that even among women. housewives (male- headed households) 

have more access to credi t and other services than women headed households or 

the ir families However. the data in Table 4 show that there is no as such a 

significant difference on the access of women to microfinance services because she 

is the head of the household . 

The main occupation in which the respondents are engaged is also stud ied and 

results show that 58.3% are engaged in farming and one-third [33.9%J are engaged 

in the private microbusiness. It can be said that farming and the off-farm and other 

microbusiness are the two main occupations that the respondents are engaged in. 
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4.1.4 Demograph ic and Other Characteristics of Clients 

Nine out of ten respondents of the rural areas [92 .1%] are farmers and 8 out of ten 

[804%] respondents in the urban areas are engaged in their own microenterprises . 

Thus, the occupation of the respondents is highly dependent on where she resides . 

The sample survey also shows that 92.1 per cent of the rural clients occupation is 

farming and the microenterprise activity can be a source of income diversification. 

However, for the urban clients the microenterprise activity seems to be the main 

source of income for subsistence on which they greatly depend because 80 per cent 

of them are mainly engaged in the microenterprise . 

Table 6: Main occu pation of the respondents 

Residence of the respondent Grou, Tota l 

Rural Urban 

Row Row Row 
Count % Count % Cou nt % 

Main Farming 70 94.6% 4 5.4% 74 100% 
Occu pation Oldage 1 100% 1 100% 
of the Underage 1 100% 1 100% 
household 
member Others (Specify) 3 100% 3 100% 

Handicraft 1 100% 1 100% 
Daily labore 1 100% 1 100% 
Unpaid family 1 100% 1 100% 
Unemployed 1 100'/, 1 100% 

Private Sector 2 4 7% 41 95.3% 43 100% 

Government sector 1 100% 1 100% 
Group Total 76 598% 51 40.2% 127 100% 

A question on whether the respondents use their own land or not was also asked 

and the result shows that 86 .6% of the respondents own land and 11 % do not. 
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Table 7: Proportion of sample respondents that own land 

Residence of the respondent Grou Total 

Rural Urban 
Row Row Row 

Counl % Count .% Count % 
Do you own 3 tOO% 3 100% 
land? Yes 75 68.2 % 35 31.8% 110 100% 

No 1 7.1% 13 92.9% 14 100% 
Group Total 76 59.8% 51 40.2% 127 100% 

As that of occupation, land ownership also significantly varies by the place of 
residence. About 98.7% of the rural res idents and about 68 .6% of the urban 
res idents responded that they OWl) land. Of course, the size of the land is also a very 
important variable. 

Ta ble 8: Size of the land owned by the respondents by 
residence[in tmad]. 

Residence oflhe Group 
Rura Urba 

Coun I ~a Co un I ~a Coun 
76 I 3 51 I 2 127 

~a 

2 

The mean land size is two tsmad (half hectare) per household . The land size also 
varies by urban rural and is less In the urban areas than in the rural areas. That may 
be one of the reasons why the most of the urban respondents are engaged in the 
microenterprises and the rural residents in agriculture. This may make the urban 
clients to be relatively successful because they may take it as the only means of 
survival. This fact seems to be supported by the greater size and more repeat loan of 
the urban clients to be discussed later in this chapter. 

In Tigray, 95.5% of the people are orthodox Christi ans. In this study, all of the 
respondents are orthodox Christians. The researcher has purposely checked in the 
sub branch office if it ever had a Muslim client. Finally, in the town of Hawzen, Ithe 
researcher tried to trace a dropout Muslim client who was forced to leave the 
program by her husband. Her husband believed that the religion does not allow 
receiving or paying interest. Th is shows that religion should be given due 
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consideration in providing microfinance services to the poor, particularly in the urban 
areas where there are relatively many poor Muslims. 

4.1.5 BASIC INFORMATION ON THE MICROENTERPRISE [Client information] 

The duration of the client in the microenterprise may have an impact in the degree of 
success because in business , experience is very important The duration varies from 
1 year to 6 years Nearly half of the respondents have two years in the prog ram and 
the remaining 50 percent have stayed in the program for more than 2 years. 

Table 9: Duration of the clients in the program in years 

Durati on of Residence of the re spondent Group Total 
the client in Rural 1 Urban 

1 I the program Count I Col % I Count Col ! Count I Col % 
% 

I 2 12.6% 4 8."00 6 4. 8% ., 
49 1 6-, 0;. , 12 14.~ 61 49.2% J,J 0 

3 18 124% 15 30.6 " 26.6% JJ 

1-1 5 ' 6.7% 9 I 8.-1 1-1 11.3% ! , 2 2.7% 7 I -1.3 , 9 17_3% 
16 ' -I 8.:> -I ! 3.2% 

I 
, 

I 

I Group Total 76 100% 51 10000 1 127 1 100% 
I 

About 65.3% of the rural respondents and 24.5% of the urban respondents have 

experiences of two years in the progran On the other hand, 33.4% of the rura l and 

70.5% of the urban respondents have experiences of more than two years. In 

general , the urban respondents seem to have better experiences in the program 

than the rural respondents. Because experience is a major means of acquiring ski ll 

the urban clients are likely to be more successful than the rural clients. 



Tab le 10: Average du ration of the clients in the prog ram 
in years. 

Residence of the respondent Grou 

Rural Urban 

Count 1 Mean Coun! I Mean Count 

76 I 2 51 I 3 127 

Total 

Mean 

3 

The mean number of years of the clien t in DECSI in the urban areas is 3 years and 

that of the rura l areas is 2 years . But the overall average is 3 years. 

4.2 Selection of income generating activities or micro enterprises 

by clients 

About 23.6% of the respondents are engaged in animal fattening. About 36.8% of 

the rural residents and only 3.9% of the urban respondents are engaged in this 

activity. The greater percentage of ru ra l clients are engaged in animal fattening . This 

may be because they have lifetime experience in farming and other agricultura l 

activities. 

The second activity of clients in which 18.9% of the respondents are engaged in is 

buying and selling grains and other agricultural products . About 17.1 % of the rural 

respondents and 18.9% of the urban respondents are engaged in buying and selling 

grains and other ag ricultural products 

The third main activ ity in which the clients are engaged in is preparing and selling 

beverages [Tella . Areke, etc] . About 2.6% of the rural clients and 31.4% of the urban 

respondents are engaged in this activity. Of course , 9.4% of the respondents are 

also involved in buying and sell ing livestock; and this amounts to 13.2% of the rural 

clients and 3.9% of the urban clients It is likely that the remaining clients have either 
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consumed the loan they have taken or spent it in non-productive activities. Thus the 

entire loan taken by the clients is not invested for the intended purpose (see Table 

19 for details) 

The reasons why the respondents are engaged in such activi ties are also 

summarized in Table 11 below. 

Ta ble 11 : The firs t main reaso n why the clients are engaged in microenterprise ac tivi ty 

Residence of the respondent Grou Tolal 

Rural Urban 

Row Row Row 
Count. % Count % Count % 

The first most No Respons 16 72.7% 6 27 .3% 22 100% 
important Low agricultural yield 
reason why the because of land 10 83.3% 2 167% 12 100% 
client engaged fragmentation 
in micro Low agricultural yield 
enterprise because of unstable 28 73.7% 10 26.3% 38 100% 
activity IS climate 

Low agricultural Yield 
because of declining 3 100% 3 100% 
soil fertility 

No other source of 
income 7 333% 14 667% 21 100% 

Means of employmnet 4 30.8% 9 69.2% 13 100% 

Others 8 44.4% 10 556% 18 100% 

Group Total 76 59.8% 51 40.2% 127 100% 

The first main reason why the clients are involved in the micro-e'l terprise activity is 

due to low agricultu ral yield because of unstable wea ther (for 29.9% ). This cou nts for 

about 36.8% of the rural respondents and 19.6% of the urban respondents. The 

second main reason (for 16.5% of the respondents) is because they have no other 

source of income. About 9.2% of the rural respondents and 27 .5% of the urban 

clients reported that it is because of the fact that they have no other means of 

income that they are engaged in this activity . The third main reason (for 10.2%) is 

that it is th e: only means of employment that they have; and th is counts for about 
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5.3% of the rural and 17.6% of the urban respondents . Low agricultural yie ld 

because of land fragmenta tion is a reason for 9.4% of the respondents ; 13.2% of the 

rura l and only 3.9% of the urban respondents . 

Impact of unstab le weather is significant particularly for the rural clients to be 

engaged in a microenteprise activity or at least to take credit for consumption to cope 

up in difficult seasons or to be spent on other non-productive expenditures . 

Rrior to the present activity, nearly one-third (32.3%), i. e., 47.4% of ' the rura l and 

9.8% of the urban respondents reported that they were engaged in farming . 

Tab le 12 : Th e activity that the clients we re engaged in prior to the present activity 

Residence of the respondent Grou Total 

Rural Urban 

Count Col % Count Col % Count Col% 

No ResiJonse 14 184% 3 5.9% 17 13.4% 

Farming 36 47 .4% 5 9.8% 41 32.3% 

Houssv, lfe 18 23.7% 10 196% 28 22.0% 

Stude nt 1 2.0% 1 .8% 

Da il y laoourer 3 5.9% 3 2.4% 
Operate own 

5 6.6% 19 37.3% 24 18.9% 
business 

Unpaid famil y worker 1 1.3% 1 .8% 

Unemployed 
1 1.3% 4 7.8% 5 

3.9% 
Others 

1 1.3% 
6 11.8 7 

5.5% 

Group Total 76 100% 51 100% 127 100% 

The second main occupation in which they were engaged in prior to the present 

activity (22%) was being a housewife (22%) , which is 23.7% of the rural and 19.6% 
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of the urban respondents .. In addition, about 18.9% reported that they were running 

their own business. About 6.6% of the rural and 37 .3% of the urban respondents 

reported that they were operating their own business. 

The reason why the clients are involved in such a particular micro enterprise was 

studied and results show that nearly one-third (29.9%) chose it because it has higher 

return and there is no significant difference between rural and urban respondents 

One out of any four respondents (252%) chooses this particular enterprise because 

they couldn't choose any other activity mainly because of capital shortage . There is a 

high variation between rural and ·urban respondents. About 37 .3% of the urban 

respondents and 17% of the rural respondents have capital shortages that couldn't 

allow them to make another choice. Moreover, 6.3% choose it because it has been 

family business and this accounts for 9.2% of the rural and only 2% of the urban 

respondents Also, 4.7% of the respondents choose it because they saw other 

persons doing it. 

From this result , it seems that the rural clients depend more on what others were 

doing (fami ly or others) than the urban clients. This may be because the urban 

people are more exposed to different sources of information than the rural people. 

The results of the study on how the respondents acquired the skill for the present 

enterprise show that 42.5% of the respondents said that they acquired the sk ill they 

have through experience in time. Highest proportion of people (49%) from urban 

areas seems to agree with this reason than those from rural areas (382%) 

For 42.5% of the clients the source of there is ski ll their own experience From the 

clients studied 21 .3% are self-thought or self-initia tive and accounts for 21.1% of the 

ru ral and 21 .6% of the urban respondents Family tradition is the third main reason 

and constitutes 10.2%. About 7.9% of the rural and 13.7& of the urban respondents 

reported that family tradition is the main reason for the transfer of the skil l. 
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In all these cases there is no as such business or management training given to the 

clients and this will surely have a serious impact on the continuity and success of 

their enterprise . 

The number of years that the clients have experienced in business activities 

including this one may also be another important factor . 

Table 13: Years of experience in business activities 

Residence of Ihe respondent Group Tolal 

Rural Urban 

Row Row Row 
Count % Counl % Counl % 

Years of 1 1 500% 1 500% 2 100% 
experience 2 20 83.3% 4 16.7% 24 100% 
thai the clien l 3 9 69.2% 4 30.8% 13 100% 
has in 
bu siness 4 2 15.4% 11 84.6% 13 100% 

Incl uding in 5 4 50.0% 4 50.0% 8 100% 

thi s 6 2 40.0% 3 60.0% 5 100% 
enterprise. 7 1 25.0% 3 75.0% 4 100% 

8 1 33.3% 2 66.7% 3 100% 
10 1 14.3% 6 85.7% 7 100% 
12 1 100% 1 100% 
13 1 100% 1 100% 
i 5 2 667% 1 333% 3 100% 
',7 2 100% 2 100% 

19 1 100% 1 100% 
23 1 100% 1 '100% 
26 1 100% 1 100% 

30 2 66.7% 1 33 .3% 3 100% 

32 1 100% 1 100% 

Group Total 46 495% 47 50.5% 93 100% 

Out of the 127 clients it is only 93 of them who have started business . For those 

clients who have started. their business experience variess from 1 year to 32 years 

The mean. med ian and mode of the experiences are 7 years 4 years and 2 years 

respective ly. There is a higher experience in the urban areas than the rural areas. 
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Table 14: Average yea r of experience in business activities includin g this 

Residence of the Group 

Rural Urba 

Coun I Mea I Media I Mod Coun I Mea I Media I Mod Coun Mea Media Mod 

76 I 6 I 3 I 2 51 I 8 I 5 I 4 127 7 4 2 

The mean experience in rural clients is 6 years and that of the urban is 7 years . In 

addition, the modal experience of the ru ral and urban areas is 2 and 4 years 

respectively. 

4.3 Microenterprise Activities and the Trend of their Impact on the 

Clients and their Households 

About half (49.6%) of the total clients ( and above 67% of 93 clients who have 

started business) are organised individually and 22.8% in partnership with family and 

relatives . Furthermore, about 75% of the urban and 33ss% of the rural clients work 

individually as sole proprietors . The distribution by ownership shows that it is rare to 

work together. particularly in businesses such as partnerships and co-operatives. 

This often aggravates the capital and skill limi tation of the clients' enterprises. Here it 

may be appropriate to create awareness though training about pooling resources to 

work together for mutual benefit 

Tab le 15: Type of \ll i croe l1lerp r i5~ 0 \\ nership 

Type of enterprise I Residence of the respondent Group Tota l 
Q\\ 'nership Ru ral Urban 

i Count Co l % Count Col Count Co l % 
% 

i 29 3 8.1 ~ 0 ~ 7.8% " 26% JJ 

I nd i"idua lly 1 -
- ) 3~ . 9~ 0 38 74.5% 63 49.6% 

\\ 'ith relatives ! 22 ~8.9~ 'c> 7 13.7% 29 22.8% 
\\'ith Group members I I 2% I 0.8% 
Others I 2% I 0.8% 

Group Tota l I 

1

76 I OO~o 51 100% 127 100% 
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The loan of sample clients varies from Birr 200 to Birr 2500. More than half (52 . %) 

of the clients took Birr 500 and above during the first loan , i.e . about two-thi rd of the 

rural clients and one-thi rd of the urban clients took Birr 500. Look at Table 16 below 

for details. 

Table 16: The amount of the fi rst loan by sample clients in Birr 

Residence of the respondent Grou Total 

Rural Urban 

Count Col % Count Col % Count Col % 
Amount of 200 1 '.3% 1 1.9% 2 1.6% 
loan 250 1 1.3% 1 1.9% 2 16% 
received 300 6 7.9% 6 11$% I" 9.4% 

400 4 5.3% 4 3.1% 

500 50 65.8% 16 31 .4% 66 52% 

600 4 5.3% 4 3.1 % 

700 3 3.9% 1 '.9°/'J 4 3. 1% 

800 3 3.9% 3 24% 
900 1 1.3% 1 .8% 

1000 3 3.9% 1" 275% 17 13.4% 

1500 7 137% 7 5.5% 

2000 3 59% 3 2.4% 

2500 2 3.9% 

I 
2 1.6% 

Group Total 76 100% , I 100%) 127 100% 

The mean loan of urban and rural areas is Birr 963 and Birr 525 respectively. The 

median loan for urban and rural clients is Birr 1000 and Bi rr 500 respectively. It 

seems that higher loan is given to the urban clients than the rura l ones . Only 13% of 

the rural clients took more than the average loan of Birr 693 whi le 57% of the urban 

cl ients took above the average loan. 

Table 17: The ave rage loan size of sample clients in Birr 

Residence of client respondent Group Total 
Rura I Urban 

Count I Mean I Median I Mode Count I Mean I Med.an I Mode Count Mean Med ian Mode 
76 I 525 I 500 I 500 51 I 963 I 1000 I 500 127 693 500 500 
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Table 17 shows that about 55% of the urban clients took Birr 1000 and above in their 

first loan , but from the rura l areas it is only 4% who took Birr 1000 or above in their 

first loan . This may be caused by various factors On the one hand most of the urban 

clients are engaged in petty trade that provides immediate return . On the other hand , 

as table 18 shows , about 41 % of the rural clients intended to invest the loan on 

livestock that does not provide immed iate return. 

Furthermore, the urban clients , more or less , rely on the income of their enterprise 

for subsistence, making them committed and with entrepreneurial skill while for the 

rural clients it is additional source of income. In addition to this as Table 19 shows 

more than 20% of the rural clients seem to use the loan for consumption , probably to 

smoothen consumption in difficult seasons . It is also possible that the urban clients 

have relatively better experience and exposure in microenterprise activities . 

Table 18: Main in tended use of the fi rst loan 

Mai n intended use of the loan Res idence of the respondent Grou~ Total 
Rural I Crban I 

Count Col % I Count Co l Count I Col % 
% , 

2 2.6% 1-1 7. 8% 6 4.8% 
! Working capital -12 55 .3% -1 6 90.2% 88 69.3% 

I I Household consumption I 1 1.3% I 10.8% 
Livestock 31 -10.6% I 2% '') J _ 25.2% 

I I 
I 

i 
, 
I 

I Group Total 76 i 100% 151 100% 127 I 100% 
I i 

About 69.3% of the respondents had the in tention to use it as a work ing capital. The 

remain ing 30 percent have taken it for consumpt ion and this influences the impact 

that the microfinance services have on the lives of the cl ients. About 90.2% of the 

urban and 55 .3% of the rural clients reported that they had an intention to use it as a 

working capita l. One out of any four cl ients [25.2%] reported that the ir intention was 

to buy livestock; and this accounts for 40.8% of the ru ral and 2% of the urban clients. 



Table 19 Actual use of the first loan in Birr 

Res idence of respondent Group Total 
Actua l use Ru ral Urban 

Count Col% Count Col% Count Col % 
Workinq Capital 18 23 .69 30 58 .82 48 I 37.82 
Household Expenses 18 23.69 2 3.92 20 15.74 
Other non-productive , 
Activities 31 40.78 4 7.84 35 27 .55 
Working Capital and other 

18.89 I non productive activity 9 11 .84 15 29.41 24 
Group Total 76 100 51 100 127 100 

Regardless of their intentions , only 37.8% of the cl ients reported that they actually 

used the loan that they. took for working capital. About 58 .8% of the urban 

respondents and 23.7% of the rural respondents used it for working capi ta l. In 

addition , about 15.74% of the clients (23% of the rural and about 39% of the urban 

clients) used their first loan purely for household expenses [in food , clothing, and 

other supplies]. 

Besides . in the rural areas additional 41% of the clients have used the first loan for 

other non-productive purposes while it is only 7.84% for the urban clients . Generally 

64 .7% of the rural clients and 11.76 of the urban clients used the loan for non-

productive pu rposes. Th is may have been caused by the inability of the MFI to meet 

the demand of its clients because it is often supply driven. The fungibility of money 

may also have its contribution to the misuse of the loan . The remain ing balance of 

18.89% of the loan (11.84% of rural and 29.41% of urban) is also shared for working 

capital and other non-prod uctive purposes. According to the above empirical 

evidence , it seems that there is a significant difference in the actual use of the loan 

between the rural and urban respondents 



Similar analysis was also made for the second loan. The minimum amount that the 

clients took is Birr 100 and the maximum is Birr 2,500. The number of clients who 

have taken the second loan is very low as compared to the first one. 

Table 20 :Amount of the 2no Loa n in Birr 

Residence of the respondent Group Total 

Rural Urban 

Count Col % Count Col % Count Col % 
Amount of 100 1 33 .3% 1 2,6% 
loan 500 10 28.6% 10 26 .3% received 800 2 667% 3 8.6% 5 13.2% 

1000 15 42.9% 15 39.5% 
1500 2 5.7% 2 5.3% 
2000 3 8.6% 3 7.9% 
2500 2 5.7% 2 5.3% 

Group Tota l 3 100% 35 100% 38 100% 

It is only 38 clients who have taken loan for the second time and the majority is from 

the urban areas . The main reason cited by the respondents was because of fa ilure of 

members to repay the loan many of them could not take loan for the second time . 

Other respondents from rural areas have also stated that they could not repay 

because of droug ht and low ag ricultural yield. 

The mean amount of the second loan is Birr 1003 and varies between rural and 

urban clients . The average loan size of the urban clients is almost twice of that of the 

ru ral clients. Moreover the number of rural cl ients who were able to take the second 

loan is only 3 (or 3.94%), which is negligible. One of the causes for significant 

. reduction of the number of clients in the second loan may be the area and success in 

the investment of the first loan. There is a possibility that about 65% of .the rura l 
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clients may have spent the loan on non-productive consumption and certain part of 

the loan (about 12%) was also shared for working capital and other non-productive 

expenses. 

Table 21: Average amount of the second loan in Bi rr. 

Residence of respondent Tolal 

Rura l Urban 

Count I Mean I t.ledlan I Mode Count I Mean I Median I Mode Count Mean Median Mode 

76 I 567 I 800 I 800 51 I 1040 I 1000 I 1000 127 1003 1000 1000 

Another point observed in the table above is the average loan size of the second 

loan is greater than that of the first loan. The rate of increase for both rural and urban 

clients is simi lar although the number of repeat clients in the rural area is 

insignificant. 

Table 22: Intended use of the second loan by sample clients 

Residence of the respondent GroU( Total 

Rural Urban 

Count Col % Count Col % Count Col % 
Main Intended use 73 96.1% 16 31 .4% 89 70.1% 
of the loan when Working capital 2 2.6% 35 68.6% 37 29 .1% 
received Others (S peclfy)_ 1 1.3% 1 .8% 
Group Total 76 100% 51 100% 127 100% 

In the second loan 92.1 of the sample clients are urban . Moreover, table22 shows 

that 37 clients (97 .36%) intended to use the second loan for working capital. 

Ta ble 23: Actua l use of the second loan by sample clients 

Residence of respondent Grou Total 
Actual use of the loan Rural Urban 

I Count Col% Count Col% Count Col% 
Working Capital I - - 24 68.58 24 63. 16 
Household Expenses 2 67 2 5.71 2 5.26 , 
Working Capital and other 
non productive activity 1 33 9 25.7 10 26.31 
Group Total 3 100 35 100 38 100 
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In the second loan the discrepancy between intended and actual use is 

comparatively smaller, particularly in the urban areas . This may show that the 

conscious effort of the clients in the ir business and relatively better stability of their 

enterprise. 

Table 24; Amount of the third loan by sample clients in Birr 

Residence of the 

respondent Grou Total 

Urban 

Count Col% Count Col% 

Amount of 500 8 30.8% 8 . 30.8% 

loan 1000 11 42.3% 11 42.3% 

received 1200 1 3.8% 1 3,8% 

1500 5 19.2% 5 19.2% 

2500 1 3.8% 1 3.8% 

Group Total 
26 100.0% 26 100.0% 

Based on Table 24 above , the number of clients is again reduced from 38 in the 

second loan to only 26 in the th ird loan. Moreover all the clients are in urban areas. 

This shows that almost al l rura l women did not have access to regular loan or 

microbusiness loan . As Table 24 shows the amount of the third loan varies from Birr 

500 to Birr 2500. 

Table 25: Average amount of the thi rd loan 

Residence of the respondent 
Group Total 

Urban 

Count Mean Max Mini Mode Count Mean Max Mini Mode 

Amount of 

loan received 26 1008 2500 500 1000 127 1008 2500 500 1000 

The results in table 25 show that the modal amount is Birr 1000 and the mean 

amount of the th ird loan is Birr 1008, which does not significantly vary from that of 
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the second loan. 

Table 26: The intended use of the third loa n by sa mple clients 

Residence of the 
respondent Grou( Total 

Urban 

Counl Col % Count Col% 
Main Intended use of the Working capita l 

26 1000% 26 1000% loan when received 

The intended use of the third loan was all in all for working capital. In fact as Tables 

26 and 27 , show there is a variation between the intended use and actual use of the 

third loan . 

Table 27 Actual use of the third loan is mainly on working capital by sample clients. 

Residence of respondent Grou Total 
Actual use Rural Urban 

Count Col% I Count Col% Count Col % 
Workinq Capital - - 20 76.92 20 76.92 
Household Expenses - - 2 7.69 2 7.69 I 
Working Capital and other - - I 
non productive activity i 4 15.39 4 1 15.39 ' 
Group Total - - 26 100 26 100 

Generally it seems that as the clients get more experienced , the intention they have 

and the actual use gets more and more correlated. This may be because they 

developed better business skills and they may be recognizing that the income from 

their enterprise activity is signi fi cant , making them more entrepreneurial. There is a 

variation in the degree of correlation between intended use and actual use of the 

loan between clients in rura l and urban areas . 

From the 127 sample clients , 34 respondents have not actua lly started business. 

Eitr er they have used the loan for consumption or other Iton-productive purposes; or 
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they were simply unable to manage. The source of sta rt-up funds was also studied . 

One out of two respondents [50.4%} started with the program loan, i.e. 83.33% of the 

rural and 43.18% of the urban clients with the microloan from DECSI. About 14% of 

the clients also reported that they started it wi th household or personal saving ; and 

this accounts for 7.4% of the rura l and 22 .72% of the ru ral clients . It seems that the 

urban clients have other sou rces than the loan. Besides there is also relatively longer 

business experience in the urban areas that their businesses may have started prior 

to the provision of microfinance services . 

In add ition , 5% (9.09% of the urban and 1.85% of the rura l) of the sample clients 

reported that program loan and family are the sources of capital for starting the 

microenterprise act ivity . 

Table 28 : Th e trend of business profit during the last two yea rs 

Re sidence of the respondent Group Total 

Ru ral Urban 

Count Col % Count Col % Count Col % 
The trend In No Response 31 1 40.8% 7 137% 38 29.9% 
the level of Increased Significantly 1 2.0% 1 .8% 
bUSiness Increased 11 19 373% 30 236% 
profit during 

Remained the same 13 17 .1% 4 7 8% 17 13.4% the last two 
years ' Decreased 17 22.4% 20 39.2% 37 29.1% 

Decreased signi ficantly 4 5.3% 4 3.1% 

Group Tolal 76 100% 51 100% 127 100% 

Table 28 shows that, in add ition to the 34 clients who were unable to start the ir 

business, additional 4 clients were unable to manage the ir business and thereby 38 

respondents did not repl y on the level of their business profit In the rura l areas the 

most common reason reported by the clients is death of animals, particularly sheep 

and chicken , because of epidemic diseases. As a result, many reported during the 
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interview and focus group discussions that most of them are unable to repay the 

loan . In the urban areas, peace and stability is reported to be a major problem for 

poor sales of their products , particularly those engaged in preparing and sel ling 

beverages and food items because of lack of demand for thei r products. 

Due to the misuse of the loan for consumption and other non-productive activities 

and the prevalence of unstable weather it is only 89 respondents who tried to run the 

business. Out of the 89 cl ients who managed to continue their business . 31 

respondents (244% of'the cl ients ) reported that the business profit has· increased 

during the last two years and 17 respondents (134 %) of the clients reported that it 

remained the same. Besides, 31 (34 .83%) and 17(19.1%) of them were able to 

increase and retain their income respectively. With the prevalence of such 

constraints , the researcher feels that it is partia lly a success even to retain their 

income. 

About 39 .3% of the urban and only 14.5% of the rura l respondents reported that the 

profit has increased during the last two years . There seems to be higher profit in the 

urban areas than in the rural areas . 

However, Table 28 indicates that. the increase in business profit was less in both 

rural and urban areas . This may be the result of the declining agricultural production 

caused by unfavorable weather condition because most of the respondents own 

farmland Again when the purchasing power of rural people declines it will have a 

direct effect on the demand of many goods and services provided by the urban 

clients. 
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From the 89 clients who are able to manage their business almost half of the clients 

generate a significant amount of income from their enterprise . Moreover, the amount 

of income generated from the microbusiness is relatively greater and more 

significant in the urban areas. This may be due to the fact that the rural residents 

usually use their agricultural products for their subsistence and other household 

expenses. 

Table 29: Proportion of household income from the enterpr ise 

I Proportion of Res idence of the re spondent GroupTotal I household income Rura l u rban 
from the enterprise Count Co l % Coun t Co l Count Col % I . 

%, I 

I All 
3 1 40.8% 7 I 13.7% 38 29.9% 
" 3.90/0 18 1 35.30/0 21 16.5% 

I Mo re th an hal f 
J 

4 5.30/0 9 1 17.6% 13 10.2% 
I About half 5 6.6% 4 7.S% 9 7.1% 
, Abo ut one-forth 10 13.2% 5 9.S% 15 11.8% 
I Negligib le 0 " 30.3% S 15 .7% 31 2~.4% _ J 

I Group Total 76 1 100% 5 1 100% 127 100% 

Table 29 ind icates that out of 89 who have started business , 21 respondents 

(16.5%) and13 respondents (10 2%) reported that all and more than half of the 

income comes from the enterprise respectively. From the 45 rural clients 18 of them 

have reported that all the ir income is generated from the micrienterprise activity. 

From the 89 respondents , 15 of them reported that about one-fourth of the income 

comes from the enterprise . Abou t 58 respondents out of the 89 clients reported that 

more than one-fourth or more of their household income comes from the enterprise . 
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The first most important household expenditure [for 60.6%J of the clients is 

household living expenses; and accounts for 72.5% of the urban and 52 .6% of the 

rural respondents. Th is may be due to the fact that the rural residents usually use 

their agricultural products for their expenses. 

Out of the total 127 clients , it is only 28 (about 22%) who were unable to repay their 

loans regularly . The major reason given during the interview and the focus group 

discussion was deployment of males (h usbands and sons) who had active role in 

' running' the business because of the war with Eritrea. This was 'particularly observed 

in business such as livestock trade. fattening , and grain trade that involved travel ing 

greater distance for buying and se ll ing . Other reasons included by the clients were 

using the return from the enterprise for household expenses (11 ,8%) . lack of 

adequate profit (7 1 %) and loss or damage (16%) in descending order. 

The sample clients were also asked on whether they have personal savings or not. It 

is only 71 clients (6228%) that have reported that they have cash savings. The 

remaining 43 clients (4371 %) stated that they know they have but they do not rea lly 

know about the amount of their savings with DECSI. Also , the thirteen dropout 

clients have no personal savings although they used to save before they left the 

program. 

From the above explanations it is possible to say that there is no as such a basic 

awareness and knowledge about the savings and other forms of capital 

accumulation . Besides . it is also possible that other people, other than the cl ient, 

may have util ized the loan taren . In fact DECSI managed to mobil ize huge amour t 
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of savings from its clients but it is almost without building the awareness about the 

benefits to clients themselves. This may call for close follow up and orientation on 

some advisory services from DECSI staff Actually the amount of savings 

accumulated by the sample clients is shown below. 

Table 30: Amount of compulsory saving by sample clients 

Count Col% Mean Median Mode 
Residence of Rural 76 598% 58 46 40 
the respondent Urban 51 40.2% 111 80 25 
Group Total 127 100% 86 50 25 

Based on the amount of the loan and the duration of the clients the average amount 

of compulsory saving is Birr 111 and Birr 58 in the urban and rural areas 

respectively. The average compulsory saving of the urban clients is almost twice 

than that of the rural clients. 

Table 31 : Amount of Vol untary saving by sample clie nts 

Count Col% Mean Median Mode 
Residence of Rural 76 598% 41 24 24 
the respondent Urban 51 40.2% 27 7 72 10 
Group Tolal 127 100% 162 30 24 

Table 31 shows that the mean level of voluntary saving is Birr 162 and it is 

significantly higher for urban clients . It is Birr 277 and Birr for urban and rural clients 

respectively . 

Concerning the trend of their personal savings, out of 127 clients (13.4%) reported 

that it is continuously increasing and 61 (48%) responded that it stayed the same 

because they have fully repaid and are not depositing in their saving accounts any 

more. Furthermore, other than the dropout clients who left the program, the 
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rema ining 11 3 clients have not withdrawn the ir savings either because of group 

collateral or they want to continue with the DECSI program. 

Clients may face various problems in starting or operating the ir businesses . Table 32 

shows that about 27.6% cl ients reported that insufficien t fund (lack of adequate 

working capital ) was the main problem they faced . About 14% also reported that 
o...J. they have a combina tion of problems of insufficient fund lother related problems 

Loss , theft, or damage and lack of market are also account ing for 4.7% and 3.1 % 

respect ively. Finally 22% have reported that they had not any prob lem in starting the 

business . 

Table 32 : Major problems of sample c lients in starting their microenterprise 

Residence of the respondent Grou Tota l 

Ru ral Urban 

Count Col % Count Col % Count Co[% What were the 18 23.7% 7 13.7% 25 19.7% major problems Insufficient fund 22 289% 13 25.5% 35 27.6% when you started Lack of suitable premises 1 13% 1 2.0% 2 1.6% your 
Lack of market 1 1.30 3 5.9% 4 3.1% micro·enlerprise? 
Lack of input from 

2 2.6% 2 1.6% suppliers 

Cash flow 1 1 3% 1 ,8% 
Disagreement with 

1 ',3% 1 .8% spouse/family problem 
Theft (loss) damage 4 5.3% 2 3.9% 6 4.7% 
Others (Specify)_ 7.00 1190 14 27.4% 23 18.1% 
No problem 17 224% 11 21 .6% 28 22.0% 

Group Total 76 100% 51 100% 127 100% 
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Data were also collected on whether the cl ients have major constraints in running 

their microenterprises Accord ingly about 37 clients (29.1 %) reported that they did 

not face any problem From the remain ing clients about 25% (out of which the 

greater majority are urban clients) reported that they had working capital and other 

related problems . For the rural clients , the most significant problem is loss or 

damage (6.3% of the total ) tha t may be caused by loss and death of an im als such as 

cow and sheep. 

The sample cli ents were also asked about the destiny of their micro enterprise in the 

future . Accordingly , about 29.9% of the clients responded that they want to expand 

the exis ting business . But there is a sign ificant difference between the urban and 

rural cl ients . About 60.8% of the urban clients and 9.2% of the rural cl ients want to 

expand the ex isting business. Thi's may imply the relative ly better knowledge and 

entrepreneurial skill of the urban clients acquired during their relat ively longer work 

experience. 

Tab le 33: The futu re plan ol'the cliel1ls with the Illicroenterprise 

The fUllIre plan Residence of the respondel1l I Group Total 
I or the respondems Rural Urban 

Coum I Col % I \\ ith the Illicroemerpri se Count Col % Count Col 
I % 

2 ~, 31.6% 8 15.7% 32 25.20/0 
\Iai ntai n Ex isting Business 10 : 132% 5 9.8% 15 11 .8% 
Expand Existi ng Business 7 9.2% 31 60.8% 38 29 .9% 
Diversify Business I 1.30/0 ~ 7.8% 5 ' 9°/. I O. , 0 

, Close Existi ng Business 9 11.8% 2 3.90/0 II 
1 8.7% 

I Do not Kno,,' -, - 32 .9% I 2.0% 28 20. 5% -) 

I I 

I , 
' 100% 100% 127 100% I Group Total 76 51 

I 
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About 11 .8% of the clients want to maintain the existing business , i.e. 13.2% of the 

rura l and 9.8% of the urban respondents want to maintain the existing business . 

About 11 cl ients (87%) have the plan to close it; out of which 9 clients are rura l. 

Above all , what is surprising is that 20.5% of the clients do not know about the future 

of the enterprise that they have; they failed to plan and th is may directly imply that 

that do not have any entrepreneurial skill or cou rage to decide. So 32.9% of the rural 

respondents seem to be the vi~lms of lack of entrepreneurial skill. 

Out of the total rural sample clients of 76 , only 10 (13 16%) , 7 (9 .21%) , and 9 

(11.84%) have the intentions to maintain , expand, or diversify their businesses 

respectively . The remaining 65.78% of the rura l clients have either terminated the 

business or do not know about the future of their businesses . One of the most 

significant implications of such variable outcomes between rura l and urban can be 

the need for business development services to equip them with at least the starting 

knowledge and training or possibly providing loans based on their real demand 

including for consumption purpose . 

Expenditure in the clients' households 

Out of the total cl ients about 52% of them live in their own homes and the others use 

rental and free houses of the ir fam ilies. Again 50% of those who owned their houses 

were able to improve or repair their residential house. In the rural areas , it is almost 

one third of the total clients who have made some repairs on their residential houses. 

About 12.6% (1 6 clients) have also reported that they did expansions to their 

residential houses still wi,h major proportions in the rural areas . It might not be spent 
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in the income generating activity but still with positive effect on the life of the clients' 

households. In the focus group discussions some clients have reported that they had 

borrowed the loan in difficult or slack seasons , for repair or smoothing consumption 

Data on amount of food consumption in the households of the clients were also 

collected. Accordingly about 11 .6% of the total clients have reported that their food 

consumption has increased. About 18.1 % of them have reported that they had the 

same consumption. With the prevalence of unstable weather maintaining the same 

consumption level is a positive effect of the financial services of DECSI. About 8% of 

the clients reported that the ir source of income for the increased food consum ption is 

profit from the micro enterprise mainly for the urban clients. 

Data were also collected on the copping mechanism used by clients during hunger 

or difficult seasons. Still the role of the microfinance service is partially smoothing 

consumption , even without investing it. About 11 respondents ((8.7%) reported that 

they use DECSI microloan as a copping mechanism during difficult seasons. Most of 

them managed to repay the loan even if the loan was spent in consumption during 

difficult seasons. Thus the implication is that it may be feasible to lend even for 

consumption so that microfinance services would be demand driven instead of 

supply driven. 

The respondents were also asked on the frequency of buying clothes for the 

members of the household . and around 48% of them buy clothes once a year for all 

household members , and about 12% of the clients buy clothes for household 
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members in less than one year. The responses are more or less similar in the urban 

and rural areas. 

Furthermore , out of 51 household members of clients, who needed medical 

attention , 47 of them were taken to medical centres for treatment. Out of the 47 

again 16 and 2 of them (all from the urban clients) were treated using money from 

business profits and DECSI loan respectively . For the rura l households, the source 

of the money for medical treatment uses mainly borrowing from others and sale of 

. livestock. This again is another evidence for the mi.suse of the loan by rural c1ients)~

for non-productive activities . On the other hand , in the urban clients microfinance is 

having a positive impact in improving the health status of cl ients ' households . 

4.4 Characteristics and Problems of Dropout Clients and their Enterprises 

Out of the thirteen dropout clients only two have not withdrawn their savings and the 

remaining have spent it in household expenses and other non productive activities . 

including payment of debt borrowed from other individuals. As to the constraints 

faced by the clients in operating their enterprise, it is greatly associated with lack of 

market. 

Four of them reported that their basic constraint is market problem and other three 

clients have simply consumed it because of drought and one reported that she had 

no skill. Data was also gathered as to who made the decision to exit the program 

and 10 out of 13 stated tha t they have made the decisions themselves. This shows 

that female clien ts are empowered to make such signi ficant household decisions. 

The clients also reported that the loan had helped them and their family in many 
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ways. Three of them reported that they consumed more and better food and other 6 

clients reported that it helped them to educate their children . 

Furthermore , table 34 and 35 describe about the contribution of microfinance 

services to improve their lives and about their experience with DECSI services. 

Generally there is no as such a significant difference between the experience of 

existing and dropout clients . 

Table 34 : The impact of microfinance on the lives of dropout cl ients as perceived by 
themselves 

Residence of respondent Group Tota l 
Actual use of the loan Rural Urban 

Count Col% Count Col% Count Col % 
Helped me a lot , 6 1 60 2 66 8 61 .54 
Helped me a little 1 I 10 1 33 2 15.38 
Did not help me at all 1 10 - - 1 I 7.69 
Loan was burden 2 20 - - 2 1 15.38 
Group Total 10 100 3 100 13 I 100 

Eight out of thirteen sample dropout clients have reported that the microfinance 

services provided by DECSI has helped them a lot in thei r lives . Although it may not 

be significant the microfinance service has also helped :wo additional dropout clients 

to a certain extent. In fact two out of thirteen clients have reported that the loan was 

burden to them 
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Table 35 The Evaluat ion of clients on the services of DECSI 

Residence of respondent Group Total I Your Experience with Rural 1 Urban I DECSI i Count I Col% Count Col% Count Col% 
Very Good I 2 1 20 I 1 33 4 30n i 
Good 4 1 40 I 2 66 5 38.46 
No effect 2 1 20 I - - 2 15.38 
Bad 2 20 - - 2 15.38 Group Total 10 100 . 3 100 13 100 

Table 35 shows that even the dropout clients have terminated their relationsh ip with 

DECSI , their evaluation on the services provided by DECSI is satisfactory. 

Out of the 13 dropout clients five clients rated the microfinance service of DECSI 

very good and four clients rated it good. In stating their reasons for exit , 4, 3, and 2 

clients said that the primary reasons were personal, economic, and problems with 

group lending respectively . 

4. 5 Th e Impact of DECS I Serv ices on the Em powerment of Women 

Empowerment of women is often difficult to explain in unid irectional way. It is often 

multidimensional expressed by many variables including the following : 

• Improvement in attitude of men to wards women , because of better 

bargaining position . 

• Reducing the level of quarrelling 

• I nvolvement of women in major household decisions 

• Control over financial and other resources 

• Respect of women by their male partners 

• Self confidence and self image 
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Table 36: Major resu lts of microfinance in empowerment 

i Rural Urban Total , 
Measures No I % No % No % Remark 

Increased positive attitude of 21 , 55% 15 75% 36 62.07% 
, 

! 

spouses 
I 

Increased participation in major 7 I 18.42% 10 50% 17 29.31% 

household decisions 

Reduced quarrel and 5 13.6% 10 50% 15 25.86% 

confrontation 
, , 
I 

I ncreased respect by spouses 
1

6 , 15.79% 11 55% 17 29.31% 

Increased self-confidence 124 31.58% 35 68.63% 59 46.46% All cl ients 
, 

Increased self-image in public I 13 71.1% 14 7.84% 17 13.38% All clients 

More quarrel 4 10.5% i _ - 4 3.15% 
I 

Although these may not be the only variables used to measure empowerment, the 

study by and large emphasised on the above mentioned variables . 

Out of the 58 married clients 6207% (21 from rural and 15 from urban) have 

responded there is a positive change in the attitudes of their spouses towards them. 

In other words about 55.26% of rural married clients and 75% urban married clients 

have stated there is improvement in the attitude of their spouses Besides it is also 

re latively higher in the urban areas. For the rural clients the microenterprise is often 

additional source of income. 

Furthermore 7 clients from the ru ral (18.42%) and 10 from the urban clients (50%) 

have responded that their participation in major household decisions has increased . 

Here the number of clients who have improved the decision making power 's far less 
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than the improvement in the attitude of spouses . This may be because a change in 

attitude is almost moral or theoretical while decision making is practical or actual. But 

still microfinance seems to contribute to empowerment of women in both cases 

although with different proportions. 

The status and trend of quarrelling and confrontation was also as an indicator of 

empowerment affecting gender relations . According ly 5 clients (13.6%) of rural 

clients and 10 clients (50%) of the urban clients have reported quarrels and 

confrontations with their male spouses are reduced . On the other hand, in the rural 

areas 4 (105%) reported that the quarrels are more than before . 

The respect given by their husbands was also studied . Based on the results of the 

sample survey, six from rura l (15 79%) and eleven (55%) from the urban reported 

that the respects by their husbands had increased. On the other hand , three from the 

rural areas stated their respect by the ir male spouses is reduced . This is likely to be 

affected by the decisions on loan repayments and sense of independence of the 

women from their partners 

All the clients were also asked two questions about their self-confidence in 

household decisions and the ir self-image in the public. Accordingly , 24 from rural 

areas (31 .58%) and 35 (68.63%) from urban clients reported their self-confidence 

has increased on what they do and say On the other hand it is only thirteen (17.1%) 

in rural and only 4 (784%) in urban areas that reported that their public image is 

enhanced. 
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4.6 Relationship with DECSI 

There does not seem to be great dissatisfaction with many of DECSI services except 

for group coll ateral and group dynamics. Moreover, the experience of all the 127 

clients with DECSI seems to be similar for both rural and urban clients. According to 

table 36 shown on the following page, at an average more than 70% of clien ts rated 

the first five characteristics satisfactory or above based on the clients' perceptions. 
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Table: 37 DECSI Services as rated by perceptions of the respondents 

RATE 

Exce llent V Good Satisfactory Fair Poor No Rate Sub Total 

DECSI Rural Urban Rural Urban Rura l Urban Rural Urban Rural Urban Rural Urban Rural Urban I 

Services 

Interest 12 12 29 20 3 1 4 2 11 10 17 - 76 51 

Rate 
--- --

Loan Size 19 17 41 19 1 2 1 2 1 5 13 6 76 51 

Lead Time 15 10 39 19 4 9 3 2 2 5 13 6 76 51 

-
Grace 3 6 37 27 10 5 5 2 7 

- - - ---~ 

5 14 6 76 51 

Period 
--

Repayment 4 4 34 27 11 3 8 7 6 4 13 6 76 51 

Period 
- - -- -- - - - - - -- - -. --- -

Group 2 2 21 27 4 - 5 7 31 25 13 6 76 51 

Guarantee 

Group 1 2 19 7 3 - 7 8 32 28 14 6 76 51 

solidarity 
- -
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CHAPTER V 

SUMMARY OF MAJOR FINDINGS AND 

RECOMMENDATIONS 

5.1 Summary of Major Findings 

There is a claim that married women have more access to microfinance services. 

because of the influence of their husbands, than female headed households. 

About 51.2% of cl ients are not spouses and this implies that spouses and the 

other clients have similar access to credit in terms of number. However, in terms 

of amount women have less access than men in the stud y area . The researcher 

has tried to look for the details of all the loans provided to all clients in the three 

kebeles including Hawzen town . 

Table 38: Average amount of credit in Birr in the first loan 

Residence of respondent 

Clients Rural Urban Tota l 

Female 525 963 693 

Male 803 1800 968 
._ i 

Table 39 Average amount of credit in Birr in the 2nd loan 

Residence of respondent 

Clients Rural Urban Total 

Female 567 1040 1003 

I Male 1074 2210 1262 
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As Tables 38 and 39 show. the average loan size of urban female clients is 

almost double to that of rura l clients (184%). This is likely to be caused by lack of 

business experience in the rura l areas and their limited entrepreneurial skill. In 

addit ion to this , there is a marked difference between the loan size of males and 

females even within the rural areas . This shows that rura l women are the most 

disadvantaged in their access to credit, like any other services. There is also a 

significant difference in the average loan size of male clients in rural and urban 

areas (see Tables 38 and 39 above) . Therefore, the residence area of the clients 

seems to be a major factor for access to credit and potential success. 

Also in the third loan there were no rural women who had access to credit in the 

rural areas. There were only 26 women clients from the urban area who had the 

access to credit. Furthermore. the loan amount of female clients was at an 

average Birr 1008 while that of urban male clients was Birr 2400. which was 

about 238% of the loan of women clients in the urban. 

For about 39% of rural and 20% of urban clients, the primary reason to join the 

micirofinance services is low agricultural yield because of unstab le weather, 

which is completely beyond their control. And yet they have no any background 

or skill in business related activ it ies. In this case , un less the unskilled and 

untrained women are exposed to business and records management systems 

their failure may also be sure. 

What makes it worse is also that most of the clients (551 %) are not accustomed 

to pooling their resources and work together to complement each other, such as 

in co-operatives and partnerships. This area may also require sensitization , 

promotion and support by different stakeholders. 

Another important finding is that clients spend a significa nt proportion of the loan 

for household and other non-productive activ ities that provide no return other 

than consumption . For example , in the first loan about 43% of the clier.ts spent 
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their loan in consumption and other non-productive activities. Althoug h some of it 

may be caused by the fu ngibility of money, due to the unstable weather and the 

resulting low agricultural yie ld, most of it may have been used to smooth 

consumption or copping mechan ism for income va riability. 

A quarter of the sample clients re ly on their microenterprises for 50 percent or 

more of their income, particularly in the urban areas. For example, 21 cl ients 

(16.5%) of the respondents reported that 100% of the ir subsistence income 

comes from the income generating activity. Therefore , it is becoming a bas ic 

means of self- sustenance for many poor people. 

During the focus group discussion , one of the clients underlined the significance 

of MF services in her life as follows: 

Had it not been for the microfinance services provided by OECSI, 

I would not have been here, I would have migrated somewhere. 

Another client has also addressed the significance, MF services on the life 

of poor women in the fo llowing way 

Why do you ask us whether we have accumulated 

assets such as livestock and other fixed properties? In 

the absence of sufficient agricultural yield (caused by 

unstable weather), we are surviving or have something 

to eat to sustain our lives because of OECSI credit. 

Therefore microfinance seems to playa major ro le, probably a determinant role 

for some of the poor women in the surv ival and life of their households. This 

means even what is spent in consumption is playing its own role in their lives. 

In expenditure aspect , relatively more fema le clients in the rural areas are likely 

to spend their loans in non-productive activities such as consumption during 

hunger or difficult seasons te smooth variability of income and investments ill 
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house repairs and expansions that are often made during the summer season. 

For example, in the rural areas about one third of the clients partially used the 

loan for repairing their houses and 16 clients (12.6%) from both rura l and urban 

areas managed to expand their houses with the partial support of the credit . 

Although such spending is not made on productive purposes , it may be 

contributing to the life of poor women households. 

In addition to sustain ing the income of the clients , about 11 .6% of the 

respondents have reported their food consumption is increased. With the 

prevalence of unstable weather. directly or indirectl y, microfinance is contributing 

(at least partially) to increased food consumption Also from the 47 household 

members of the clients taken to r,'ledical centers for treatment, sixteen of them 

(all from urban) used IGA business profit and two from rural used DECSI loan as 

a means to pay the medica l fees . Therefore , particularly in the urban clien ts 

microfinance is having a positive impact in improving the health status of the 

clients' householli mE:, ')ers . 

The data also shows ha . the frequency of buying clothes for household 

members al::.o seems s8:lsfactory , given the level of absoll'te poverty, because 

about 60% of the clients reported that they buy clothes for he' ehold mem~rs iJl . ..... -
one year or less time . The drop out clients have also reported (7692%), that 

microfi nance services prov ided by- DECS I have helped them some how in their 

lives. 

""'\ 1.\ 
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5.2 Conclusions and Recommendations 

MFls can seriously compete with informal lenders and provide 

a real choice to MFI member households only by designing a 

differentiated and diverse lending .. to household resource 

endowment (Sinha and Matin, 1998). 

One of the major objectives of MFls is to access money to the poor who are 

denied by the formal banks and who are unable to afford the interest levied by 

private moneylenders. Thus MFls, including DECSI , are expected to aim at 

reducing the dependence of poor households on private moneylenders , even for 

consumption during difficu lt seasons in their effort to reduce income variability. 

Microcerdit can play its own ro le in red ucing vulnerab ility in consumption levels 

and out migration and thereby enhancing productive activ ities. 

All households do not use Microcredit for directly prod uctive purposes. Resource 

poor households tend to use at least part of the credit for smoothing consumption 

or other purposes such as repairing houses in summer (kiremt), or school 

expenses during September, which is one of the difficult seasons for poor 

farmers because it is just before the harvest season. Th is may prevent poor 

women households from selling their fixed assets such as livestock for copping 

mechanism pu rposes during hunger or difficult seasons. 

Most programs are not optimally designed nor necessarily offering the most 

desirable financia l products (Morduch , 1999). Similarly as shown in the findings , 

a significant part of DECSI loan is spent on household consumption and other 

non-productive activities . Therefore it is important to identify and bridge such 

demand gaps and make microfinance services demand driven instead of supply 

driven . MFls shou ld not take the demand of the poor for credit for granted. 
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There is no agreement among people seeing poverty reduction as the ult imate 

goal of microfinance as to whether this goal is best fulfilled by exclusively 

targeting the poorest of the poor or by providing financial services on a broader 

basis to low income people. 

Some women would have liked expert help in identifying 

profitable businesses. Others expressed their difficulties in 

choosing profitable business lines and their desire to seek 

expert help to direct them in making profitable choices. They 

are ignorant of what feasibility studies are and their 

importance. (Catherine, 1998) 

These constraints are even worse in the microenterprises financed by MFls that 

start with zero experience. It is only access to cred it that might be solved through 

the microcredit service not the success nor sustainability of the microenterprises. 

Credit is necessary but not a guarantee for success in reducing or alleviating 

poverty. 

The conflicting views and results on the impact of microfinancing, particularly on 

empowering women, attract the attention for further research. Moreover income 

generating activities run by women are more vulnerable and their sustainable 

impact in th e long run and possibility of being transformed to microenterprise 

development seems to be limited by their skills and knowledge of business , 

inadequate feasibility studies , and other technical support. Otherwise it can even 

be a cause for vicious circle of poverty. 

The existing MFls in th is country should diversify or modify their products to 

widen their services to the poorer and poor categories of the society although 

priority should be given to the poorest of the poor because poverty al leviation 

efforts shou 'd be transformed to development efforts throu~h microenterprise 
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development. Thus, the maximum ceiling for microcredit loan deserves attention 

by policy makers. 

Therefore to ensure sustainabi lity in poverty al leviation and transform to 

development, MFls shou ld diversify or modify their products for microenterprise 

development. Finally delivery of such services shou ld be designed in a cost 

effective way by integrating the efforts of relevant institutions. 

Moreover the long run sustainabil ity of microenterprises supported by MFls can 

be questioned . The potential actors in providing nonfinancia l support or business 

development services in th is country can be 

Training and Research institutions 

Reg ional Bureau of Agricu ltu ral Development 

Regional Office for Ag ricultural Cooperatives Promotion 

Regional Agency for Micro and Small Enterprises Development 

Donors 

It may not also be necessary to repl icate Grameen experiences , as they can lim it 

research and demand analysis. Thus lending to individuals based on collateral , 

as an option also deserves attention. Even the social collatera l needs furth er 

analysis and study to see alternative options , such as modifying the group size, 

i.e. reducing to less than five may be more manageable in collect ing repayment 

although it might increase risk costs . Ways of encouraging saving mobilization 

should be designed to support susta inab ility of the MFI . For example part of 

subsidies , if at all , can be allocated to raise saving ra te in order to enhance 

saving and capital accumu lation . 

Finally , limited research is done on the impact of microfinance on the 

beneficiaries, particularly in Africa . Thus crit ical studies and impact assessments 

should be conducted by Microfinance Institutions to identify problems and 

limitations of MF sL'pported income-gen erating activities . 
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