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ABSTRACT

The government of Ethiopia has been working onieatitig poverty which is the enemy of the
country. One of the dominant tools that help touedpoverty at households’ level is provision of
microfinance services to the poor in a sustainaisdg. The objective of this study was therefore to
investigate Microfinance service utilization ansl dketerminants among smallholder farmeased

on data collected from 134 randomly selectedpondents, in Degahabour Woreda Somali
Regional StateThe study used both primary and secondary datacesuPrimary data was
collected through un-structured questionnairesgimtew schedule and focus group discussion.
Secondary data was collected from Degahabour mimmaote institution and reviewing of
various documentsA descriptive statistics and econometric modehdB/ logit model) were
used for the analysis of the data gathered. Theltesdicates that utilization of microfinance
service is significantly influenced by factors suah gender of the household, distance of the
farmers from the MF institution, saving habit amdining. More over the study pointed out major
problems confronting utilization of MF services Buasin adequate amount of crediow level

of awareness about the servicesnallholder farmersmobility, and climate change, fear of
interest rate, risk fearingMicrofinance institution is advised to pay apprayg attention to
factors that influence microfinance service utitiga in order to improve the performance of
microfinance service provision and service utiliaatand develop gender sensitive strategies that

promote the service provision among the male mesniiethe community.

Keywords: MF service utilization, Smallholder farmers, MFtitigtion, Degahabour Woreda
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CHAPTER ONE: INTRODUCTION

1.1.Background of the Study

Microfinance, the programme that extend small loensery poor people for self-employment
projects that generate income, is considered tanbenportant strategy for eradicating poverty in
developing countries. The concept has emerged $deammad Yunus started the Grameen
Bank Project in 1976 (Bornstein, 1997). Mohamed arfounded the Grameen bank of
Bangladesh, which was one of the first microfinamstitutions (MFIs) that he was won the noble
peace prize. Mohammad Yunus came upon a groupllagers that were unable to pay off their
debt to a money collector. He found that he was #&dblend them what they needed out of pocket.
Moved by this situation, he started a lending ervihat avoid high interest rates that the
traditional moneylenders charged. The moneylencleasge rates were as high as 100% per month
on the loans they give (Cabraat,al, 2006, cited by Fikirte K. Reta, 2011).

In developing countries, Microfinance institutionave emerged as unique institutions providing
opportunities to poor people who do not have actessstitutional loan providers, like public and
private banks. MFIs are primarily expected to pdevpermanent access to appropriate financial
services, such as credit, savings, micro-insuraregeittances, and leasing, to low-income clients
including consumers and the self-employed who ti@thlly lack access to formal banking and
related services (Jegatheeszatral, 2011).

In Ethiopia the government has been working on cedu poverty which is the enemy of the
country and one of the dominant tools that helpethice poverty from households and a nation in
a widely is provision of microfinance services ke fpoor in a sustainable way. The microfinance
institutions (MFIs) of Ethiopia are basically edished and putted in to practice serving of the
poor and low-income individuals who lack collateissteady employment, verifiable credit history,
or other requirements necessary to gain acces®rtoaf credit and reduces vulnerability by
helping smallholder farmers diversify their sourcgéshousehold income, increase their savings,
expand their options for credit, and improve hoosdimoney management. However, the level of
impact of microcredit on borrower's economic weiltlge depends on how they utilize the
microfinance services. Subsequently, there has laeeapidly increasing of MFIs in different
regions of the country (CGAP, 2011; Derejeal, 2013).



Thus Microfinance service utilization is among omethe many alleviation measures to exit
poverty and improve the livelihood of smallholdearmers. Microfinance service has been
increasingly considered as a significant instrumentraising the income level of smallholder
farmers, particularly by making their resources en@roductive uses and developing of
entrepreneurial skills and activities. Specificalljor smallholder farmers, for whom the
accumulation of capital may be difficult, Microfinee services helps smallholder farmers to
inspire self-employment and develop their smallitesses, to alleviate poverty and improve their
social status and thus improve the condition oif thanilies and their children in terms of standard
of living on the one hand, and level of accessattiad services such as health, education, among
others on the other hand. (Wolday, 2000).

Small-holder farmer’s utilization of microfinancersices has been difficult due to high risks of
small-scale lending, lack of collateral and higingaction costs (World Bank, 1989). According to
Teressa 1997 in Ethiopia the situation of micraficeservice utilization has not been different to
other countries in the reason that formal finantiatitutions have not developed to expectations
and/or have hardly reached the rural populatioh& grovision of credit depended upon political
decisions and interests Furthermore, the settingtefest rate ceilings, requirement of collateral
and initial saving, the irregular availability afdn funds, and lack of training and technical aglvic
group lending and risk fearing seriously affects éffectiveness of MFIs and microfinance service
utilization (Sisay, 2008).

According to SMFI operational manual 2010 SMFI iseoof the Microfinance institutions
established in the country that licensed on Jan@a&rg011 by the National Bank of Ethiopia
according to proclamation No. 626/2009. The insttu consists of 23 branches and one sub
branch and the total number of clients reached G815 of which 19,496 are female
beneficiaries and Birr 1,012,993,628.62 loan hanlbsbursed up to now, The outstanding loan
is birr 581,689,561.24. its principle objectivestdsoffer finance and savings services to the
active poor both in rural & urban areas, to Supsaif-employment and income generating
activities, to promote rural and urban micro andibranterprises and to improve the culture of
savings by the wider public. Thus utilization ofckuservices of smallholder farmers is very

small and hindered by a number of factors that sai¢e@xplore.



1.2. Statement of the Problem

Microfinance institutions spread out almost tharentountry. Its services are basically made for
supporting the economic development of smallhofdeners and to produce income generating
activities. Thus SMFI is one of them that have bdepersal across the region and put forth
laudable efforts in the provision of sustainabfeficial services to the smallholder agro-pastoral

farmers more times, but the success is minimal. KER010)

Despite the spreading of microfinance servicestutgins in the region most of the smallholder
agro-pastoral farmers remain without utilizationsoth services that they need to improve their
livelihoods, for example a total 17,250 househa®d€ household beneficiaries were utilizing on
the microfinance services in the study area (SNBIL0). This shows us a small number of
beneficiaries were utilizing the microfinance seed as there is lack of knowledge about the
concept. Although there have been consecutive mefoand efforts that were made by the
organization to maintain such services; the utilimaof the service among smallholder farmers
was affected by number of factorBhus it was very important to identify that whethbe

microfinance services is utilized or not and wlaatérs undermine utilization of such services.

Whereas many studies such as (Mesfin and Bogaly, 20uluken and Mesfin, 201®Dilayehu,

2014, Amanuel and Degye, 2016, Kiros, 2012) havenbeonducted on Microfinance service
utilization and its determinants of smallholdemfars in Ethiopia there was inadequate empirical
evidence on smallholder agro-pastoralists farmensrev majority of them are low income and
subsistence farmers. This justified the need foremmesearch of microfinance service utilization to
bring a strong policy implication of the impact wiicrofinance services the country on poverty

alleviation.

Due to limited number of beneficiaries, the mianafice institutions in the study area were
underperforming (SMFI, 2010). Therefore such arr@se provided much needed insight to the
practice of micro financing itself, in general, atedthe future inquiry into the various practices,
policies and performances of the client base, @ gnore understanding on smallholder farmers
integration in the MF services through agro-padistrariented micro finance institutions, more

importantly, the effect on livelihood of small heldfarmers, in particular.



This study therefore was concerned with investigatin microfinance service utilization and its
determinants affecting smallholder farmers’ utiliaa in Degahabour Woreda Jarar zone,
Somali Regional State and tried to narrow the mebegap by paying attention to these
fundamental aspects of microfinancing service adtlon by smallholder farmers and factors

affecting it.

1.3. Objectives of the study

The general objective of the study was to investigaicrofinance service utilization and its
determinants among smallholder farmers based oa fiain Degahabour Woredthe study
area Specifically, the study endeavors to.

v Describe the microfinance service provision inghely area
v' Examine smallholder farmers’ utilization of micnodince services in the study area.
v Identify factors determining smallholder farmersilimation of microfinance services in the

study area.

1.4. Research Questions

1. How does the microfinance service provision inghealy area?
How is microfinance service utilization of smalltel farmer’s in the study area explained?
3. What are the factors determining smallholder farsnetilization of microfinance services in

the study area?

1.5. Significance of the Study

The study was considered microfinance servicezatilbn and its determinants among smallholder
agro-pastoral farmers in Degahabour woreda of 8awegional state and the result of this study
was very critical to overcome of new strategied mm@chanisms for the utilization of microfinance
services by smallholder farmers and it was expedtedyive more understanding how the
smallholder farmers in the study area were intaggan the MF services through agro-pastoralist
oriented micro finance institutions which they abdiversify their income due to the accessibility

of financial resources and to recover their agtigal production and productivity.



The study informs microfinance institutions andestlfinancial service providers about the best
practices and policies of MF service managememdréad towards the financial needs of the
property less, voiceless and poor people in ordemtrease their utilization of MF services.
Academically, the study contributed to the existimgdy of knowledge; which was useful to
present and future scholars, researchers and ssuidégrested in the subject matter. The outcome
of the study were also useful for policy makersesgchers and different organizations whether
they are governmental or non-governmental orgaiostin formulating rural credits policy and
working on areas of agro-pastoral microfinance ises/and their utilization. Also the study was
provided useful and effective information on therent status of smallholder farmers and their
utilization of microfinance services as well asvit make awareness creation on the determinants

affecting utilization of these services.

Finally, the study was significant for rural smallther farmers’ organizations that are ruthless to
address the services from the institutions whidhlwk for future researches and improve the life

standard of the participants.

1.6.Scope and limitations of the study

The study examined Microfinance service utilizatiand its determinants among smallholder
farmers. The study was conducted in Degahabourdaamgcrofinance branch of Somali Regional
State. More emphasis was given the utilization afrofinance services and factors affecting it
among smallholder farmers in the woreda which iasee the agricultural production and
productivity of the farmers to change their staddaf living. The study was done between
February and April 2019. In addition to this theidst depends on the information which was
provided by the sample respondents that were t&ken the microfinance institutions to make

precise and understandable manner.

Moreover the study data was complemented withripats of primary and secondary data related
to microfinance service utilization of smallholdarmers and the determinants affecting it. Even if
the study was essential to undertake at wider soaé woreda of Ethiopia, including the Somali
Region and required involvement of majority of theusehold respondents, due to shortage of
time, personal and budget, it was limited only ireg@habour woreda taking for sample
households.



More over the major asset in the study area wastock but missed to include the variable during

the study due to shortage of the given time toecblihe data.

1.7. Organization of the paper

This Thesis is composed of five chapters which daoized as follows: Chapter One includes
background of the study, statement of the problanectives and research questions of the paper,
Importance of the study, scope and limitation af #tudy. Chapter Two includes the literature
review in both theoretical and empirical studiesicihrelated to utilization of micro finance
services for smallholder farmers. Chapter Threéudes Research Methods of the study like the
description of the study area, the research deswmgthods of data collection, data analysis
methods, sampling techniqgue and sample size detatiomn. Chapter Four also focus on the main
findings of the study and lastly chapter five whishthe conclusion and recommendation of the

study.

1.8. Ethical considerations of the study

A letters of introduction was obtained from the essary institutions particularly the University.
The letters was presented to all involved in treeagch study and explained the purpose while
seeking permission and cooperation where necesshgyresearcher has given assurance to the
respondents that information seen would be usey faml purposes of research. Other ethical
considerations were included ensuring ambiguity tbe respondents and organizations
participating in the study as well as the respotsleAll sources of information that does not
belong to the researcher were acknowledged thraitgtions. The participants were notified of

their voluntary participation and all their riglggen as to the results of the study.

More over during under taking of the study the agsleer was avoided bias and act as impatrtial for
collecting the data and kept away from whatevenmiiag the sample respondents or participants of
this study and also doing the study the researcbesiders the quality of the data he was
collecting. Lastly the researcher was taken indooant the cost benefit analysis of the research

which gives more emphasis in doing such researches.



CHAPTER TWO: REVIEW OF LITERATURE REVIEW
2.1. Theoretical/Conceptual Foundations of Microfimnce

2.1.1. Microfinance

Several researchers defined the concept of mi@ofe from different perspectives. Robinson
(1998) stated that Microfinance refers to the pyeigte of a wide range of monetary services such
as; deposits, loans, payment services, money genahd insurance products, to the poor and low-
income households for their micro enterprises andllsbusinesses, to enable them to raise their
income levels and improve their living standardscéyding to Ledge wood, (1999) micro
financing is based on the idea that traditionalkivamn sector cannot reach millions of poor for
whom small loans could make huge differences. Thisecause most of the poor are rural, and
they are much isolated. They have low educatiorlgvf any. As a result, administrative cost of
supplying loans to the poor population is extreniaegh.

The World Bank (1998) clarified that microfinanagcempasses the provision of financial services
and the management of small amounts of money thr@ugange of products and a system of
intermediary functions that are targeted at lowome clients. Microfinance refers to provision of

small loans and other facilities like savings, mgice, transfer services to poor low-income
household and microenterprises. Lashley (2004 hddfmicrofinance as, lending small amounts of

money for enterprise development to achieve a saike rise in incomes above the poverty line.

Microfinance is a powerful tool to self-empower theor people especially womeat world
level and especially in developing countries (Nore2011). While Steel & Addah (2004)
describe micro finance as smafancial transactions with low income household amicro
enterprises, using nonstandard methodologies such as charaasedb lending, group
guarantees and short term loans. Generally Micaofte can be characterized as supplying
loans, savings and other related financial servidesinsurance to the poor segments of the
society; that in general have less access to caeditother financial facilities under conventional
banking setup (Dr. Athar, 2015). Micro finance itwes the provision of financial services that
aim to improve and protect the livelihoods of agteconomic agents who have limited access or
are denied access to normal financial services@aded by banks and other formal financial

sector institutions (Mohamed I, 2009).



2.1.2. Theories of Microfinance Service Utilization

There are different theories regarding to micraficeand its utilization including Loan able funds
theory, Theory of interest rate, Neo-classicalnbéiiest rate, Permanent income theory. Among the
above mentioned theories the most relevant onkisnstudy is permanent income theory which |
briefly discussed below.

2.1.2.1. Permanent Income Theory

According to Freidman, (1957) this theory confirmip@t beneficiaries will spend money at a
regular level with their expected long term averaggme. The expectation level of their long
term income then becomes thought of as the levép@fmanent” income that can be carefully
spent. According to Abdi (2015) in permanent incomheory, the client's wealth can be
determined by two reasons. First reason is thatAsets owned by the borrowers both in the
attributes of the economic activity of the persantsas the occupation followed or main source of
income, diversified sources of income and souré¢esealit available to the borrower. The second
reason is that physical factors such as livestoakeoship, the personal attributes of the individual
borrower such as education, experience, saving hadi investment planning, personality. These

factors influence household decisions to use aitidauthe credit.

Alvarez-Cuadrado, (2011) stated that the relatim®ie hypothesis that the percentage of income
consumed by an individual depends on his/her pélegrosition within the income distribution.
The important implication of the above permanemome theory in the study is developed a
theoretical model to explain and highlight the imtpat determinants of microfinance service
utilization to smallholder farmers particularly thgro-pastoral smallholding farmers in the study

area.



2.1.3. History and emergency of microfinance

The concept of microfinance is not new to the wdmttause it is rooted in rich histories that span
the globe. Savings and credit groups date back manturies to the Susu tradition in Ghana, the
Chit Funds of India, and the Tandas associationsMexico (RWMFS, 2014). But the
establishment of the modern microfinance as a fbfmancial institution in many developing

countries or the rise of modern day microfinanceged.

Microfinance arose in the 1980s as a response ubtd@nd research finding about state delivery
of subsidized credit to poor famers. In the 19%B8ernment agencies were only the services for
providing productive credit to poor famers. Peopkre forced to pay usurious interest rate. The
government and international agencies forward tp peor and help them to promote agricultural
production. In adding to providing subsidized agitieral credit, donors set up credit union

inspired by the Raiftesion Model developed in Geryniaito 1884.

Beginning the mid-1980, the subsidized targetedlicr@odel support by many donors was the
object of steady criticism, due to frequent rec@ation to continue operating. This led to new
approach that considered microfinance as an intearaof the overall financial system. Since the
1980s the field of microfinance has growth sustaiiitg donors actively support and encourage
microfinance activities, focusing of MFIs that a@mnmitted to achieving, substantial outreach and
financial sustainability. Today the characterizgddm integrated package of credit and training
which required subsidizes. Most recently, microficea NGOs have began transforming into
formal financial institutions that recognize theedeprovide saving services to their clients and to

access market finding sources, rather than relyamor funds (ibid., pp. 3)

The establishment of Grameen Bank in 1983 by Muhathifunus has spread rapidly in
Bangladesh addressed the banking problem facedoby wllagers in southern Bangladesh
through a program of action research. With his gatel students at Chittagong University, he
designed arexperimental credit program to serve the villagard its system is utilized and

spread in many developing countries including HildoSince then MFIs and their loan provision
services are mainly viewed as an economic developrs&rategy, and particularly relevant
approach in countries where disadvantaged groups et to benefit from involvement in the

formal economy (Hussen, 2013)



2.2. Benefits and importance of microfinance serves to smallholder farmers

The significance of microfinance institutions iretfield of development was reinforced with the
launch of the microcredit summit in 1992. The mpurpose of this microcredit summit was to
address 175 million of the world poorest familise twvomen of those families, with credit for their
businesses by the end of 2015. To increase theugtiod and productivity of the smallholder
farmer’s microfinance institutions is very importaand Microcredit will be needed to a farmer

right from land preparation to harvesting, as aslthe marketing of the produce.

Fernando (2005) confirmed that Microfinance serwibecome one of the fundamental driving
mechanisms for addressing the Millennium develogn@oals (MDGs), most especially with

respect to the target of halving extreme poverty hunger by 2015. According to Ledgerwood
(1999) the development of microfinance serviceseseias an opportunity economic tool which
targets low income sector through the prerequdifiexible and affordable financial services with

goals of reducing poverty.

Remenyi (1991) and Rogally (1996) stated that, onaredit contributes to income generating
activity of the borrower by providing the farmertivia working capital in order to increase farm
investments. Some of the benefits of microcredinkto farmers may include the following: It
fills the gap in credit delivery that are not adséed by other credit providers and attempt to
speed up economic development and reducing powerdyfood insecurity in the country. It
helps numerous farmers to undertake various inva#trdecisions to expand their farming
operations to realized profit in order to improbeit standards of living. It provides a blue print

to solve poverty in most of the developing worldag.

Microcredit seeks to foster principal local markfts goods and services produced by the poor.
(Sometimes, microcredit seeks to create genuimehstborder markets for those goods). Ahmed
(2004) indicated that the significance of microfina to smallholder farmers is as follows: it
promotes savings habit among poor farmers, it asge family income and provide better
standard of living, it raises awareness and caumie#to various socio-economic activities and it

motivates farmers to take active role in politics.
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2.3. Microfinance service institutions in Ethiopia

Microfinance development in Ethiopia is a recenembmenon in institutionalized form.
But it has a long history in different forms. Gonerent efforts of delivering financial services
especially credit to accelerate socio-economic ldgveent in Ethiopia may dateack to the
immediate post Italian occupation period with thstablishment of theéMinistry of
Agriculture in 1943 and Agricultural Bank of Ethiap in 1945Abebe, 2006).

According to Wolday (2000) the development of mitrance institutions in Ethiopia is a recent
phenomenon. The proclamation, No. 40/1996, whiclviges for the establishment of
microfinance institutions, was issued in July 1986ice then, various microfinance institutions
have legally been registered and started delivamiggofinance services. In Ethiopia, like many
other countries of the world, microfinance is sesnone of the most efficient instruments to
promote economic development and to fight poventy aumerous MFIs all over the world have

proven that financial services can be offered osustainable basis with high outreach.

Although the Government of Ethiopia has allowed/ge ownership of financial institutions, the
financial sector is still dominated by large publimancial institutions. Also within the
microfinance sector, the major Microfinance Ingtdns (MFIs) are owned by regional
governments/endowment companies. The public fimhseictor (excluding MFIs) has problems of
excess reserves and a relatively large share ofpadorming loans (20%). In recent yeatise
state and regional governments have made a majsin pu increase financial services for

agriculture, micro and small enterprises and loeeme households (IFAD, 2009).

The Ethiopian microfinance sector is characteribgdits rapid growth, an aggressive drive to
achieve scale, a broad geographic coverage, amumimance of government backed MFlIs, an
emphasis on rural households, the promotion ofitceedl savings products, and a strong focus on
sustainability and by the fact that the sector tisidpian owned and driven. The industry has a
strong focus on loans to the very poor, as indetatethe relatively small loans when compared to
neighboring countries. Sector outreach is impresaivd the financial performance of the sector is
considered good, although the operational margms @rofitability are low. MFIs have also
mobilized a significant amount of savings, therefmproving financial as well as operational
sustainability (MFT, 2011)
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2.4. Over view of Somali Microfinance institution GMFI)

The Somali Microfinance Institution (SMFI) is a cpany formed and established by Somali
regional that was registered on January31, 20108ldiyonal Bank of Ethiopia (NBE) according
to proclamation No0.626/2009, it become functionalet months of that year and started
December 2011. Its vision is to be a competentsarsthinable Microfinance service provider in
Somali regional state and the underserved neigh@poreégions that addresses the financial
service needs of the urban and rural low incomepleeand Its mission is to provide inclusive
financial service to the active poor who have noeas to non interest financial other banks both
in the rural and urban areas as vital tool to #&levpoverty and support the poverty reduction
effort of the regional state and the country ajéafSMFI, 2010).

According to the operational manual document of $MF2010, like other MFIs in the country
Somali MFI has its own general and specific obyadito achieve its goals. The general objectives
of the institution areTo offer finance and savings services to the agiva both in rural & urban
areas, To Support self — employment and incomergéng activities, To promote rural and urban
micro and small enterpriseBp improve the culture of savings by the wider publThe Values of
SMFI include, Trust worthiness and zero tolerarareffaud and embezzlement, No tolerance for
delinquency, Commitment to excellence and qualitgeration, Effective & Efficiency

Management, Hard work and completeness.

More over the SMFI has a lot of specific objectia@song them are as follows: to accept voluntary
saving and time deposits, to extend credit (investinto rural and urban farmers and people
engaged in other similar activities as well as m@&nd small — scale rural and urban entrepreneurs,
to draw and accept drafts payable within Ethiopmaacquire, maintain and transfer any movable
and immovable property including premises for dagyout its business, to support income
generating projects of urban and rural micro andilkiscale operators, to render managerial,
marketing, technical and administration adviseust@mers and assisting them to obtain services
in those fields, to manage funds for micro and $swlle business, to provide local money transfer
services, to provide financial leasing servicepaasant farmers, micro and small scale urban and
rural entrepreneurs in accordance with the Capiabds Leasing Business Proclamation No.
103/1998, and to be engaged in other activitiespegified by directives of the National Bank
from time to time (SMFI, 2010).
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2.5. Mode of financing of Microfinance institutions

A microfinance institution around the world hasfeliént methods of financing that they applied
their clients across religion, region, societigs, bere are mentioned below different theories and
their modes of financing. According to Khan and B¥ifali, Metwally (1997), Wilson (2007) the

following are the primary financing instruments dder the Islamic Microfinance initiative.

Profit and Loss sharing Financing: This is a mutual agreement between the supplighef
capital and the entrepreneur, who ageeed to undertake a specific business projeathich
one party is providing his capital in form of moreyd other party puts his efforts and knowledge
to run the project. Both the parties are agreetthéoprofit sharing on a pre determined basis. But
in case of loss, it is beard only by the suppliethe capital.

Partnership Financing: This concept is similar to business partnershigoamt venture with
little difference that the profits earned from aject are shared on the basis of agreed rationbut i
case of loss, it is borne by the both parties erbisis of equity participatio®pecific proportion
of profitability should be granted to client as timeanagement feeTheremaining profit is to
be distributed between the bank and the borroRmfit and loss sharing ratie pre determined
and thereafter cannot be changed.

Resale Contract Financing:Under this contract, the supplier of the capitaighases an asset on
the request of the borrower and resale it to hincast plus profit basis. Logic behind this resale
contract is that Islam prohibits charging interestthe money but Islamic law doesn’t prohibits

profit earning on the original cost.

Leasing: It is a type of operational lease that involvesperty or purchase of any equipment.
This can baised as a tool for micro finance for home finandim¢he poor people and for helping

in purchase of required equipment by the needyldovalincome entrepreneur.
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According to Al-Omar & Abdel-Haq, (1996), the moalefinancing of Islamic microfinance is
based on the “Sharia”, which is the strict proldntof paying or receiving any fixed,
interest (iba) is the most widely known feature of this financgystem.Therefore,
Islamic microfinance institutions should operatetba basis of profit. In the vein of Islamic
banks, these institutions can earn profits in thaeeas: trading, leasing and by direct
financing in Profit Loss Sharing (PLS) contacts.ddRahman, (2007) indicates that in
Islamic microfinance the loan is provided for shtatm financing and repayments can be
made on a weekly or longer basis. The procedurgsveh loans are normally fast and easy.

There is possibility to give additional capitaleafthe full settlement of the previous loan.

Obaidullah, (2008) stated thiad:sides the provision of alternatives to explogdbhding via
Mudarabaand musharakahlslamic Microfinance can allow the integrationtbé pooresby
savings schemes viaadiah and Mudarabadeposits, money transfers througgkatand
sadagah andinsurance viatakaful concept. According to CGAP (2013), Murabaha and
Qard-Hassan loans are the main Islamic financigyots for the poor which algocus note
on Islamic Microfinance, the overaupply of Islamic products is still quite smallagVe to
the conventional microfinance sector in spite dfvafold increase in the number of providers
and in the number of poor client using Sharia-coamplproducts. Based dAGAP surveys

in 2011, customers using Sharia-compliant prodrgpisesent less than 1 percent of total

microfinance outreach.

According to Hassan (2002), the Grameen bank ofgBaesh has chosen, in the methods it
employs to serve this clientele and in the products thabffers to thisclientele.
Accordingly Grameen has chosen to serve the ‘poofakepoor” in rural Bangladesh and
has targeted women, believing that they are mhest needy of the poor. Through its
lending and social policies, Grameettends to permanently elevate these poor to an
acceptable leveWithin their society. Women are among the most ewdble group of the
society in Ethiopia. Most of the clients of MFlseavomen. This shows the idea of Grameen
bank is shared by many micro finance institutidBsameen is attempting to reach a very large

population of uneducated, rugabor.
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On the contrary there are different modes of fimagavhich Non-Islamic microfinance
institutions they use those includé@ccording to Abdulrrahman (2007) the mode of
financing of conventional microfinance is interbasedSecular, behavioral, ethical and
social development and these concepts are morsddcu

Micro-credit: Micro-credit is considered as an alternative to rovcredit offered by
conventional microfinancenstitutions (MFIs). Contrary to this credit thatolates the
fundamental prohibition of riba, Islamic MFI allovesistomers the acquisition of assets that
are required to their productive activity by givingem for rent. To finance these
acquisitions, MFIs use a variety of Sharia -commgliamnechanisms, such as, gardhasan,
Murabaha with bai-bithaman-ajil, ijara, bai-salata. éAll these modes create debt for the

customer by paying the price of assets with gromgm.

Micro-lease: Microfinance institution tolerates its client ugiits assets. Contrary to conventional
lease, the risks areery high to the institution which takes on thep@ssibility all damages
involuntary caused to itsustomer. The idea is to avoid that leasehold issicered as a sale

transaction with interests. Besides, the modalidideasing contract are defined in advance.

Micro-takaful: For protection against unpredicted risks by boexsy micro-insurance would
take the form ofmicrotakafulbased on mutual guarantee. The contribution oh eaember to
insurance fund helps them tmprove prevention to risks and strengthen the stycof
borrowers. This fund compensatbsrrowers who face emergencies—such as fire, flood,

agricultural losses, and death—that affect thegimesses.

The overall desired impact of conventional micrafice has been questioned given the critics
addressed to the financing process of microfinansgtutions (Abdurrahman, 2007). Among
these critics, there is high interest rate (upA®3charged to poor receivers in order to make
financial gains for these institutions. On the othand,while conventional microfinance

institutions focused mainly in women as their dien
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2.6. Determinants of microfinance service utilizatn of smallholder farmers’

Great concern has been given that smallholder fasmuilization of microfinance services in
developing countries which plays a significant rnol¢he welfare of the rural poor. Underlying this
concept, many studies focus their attention on th#ization of microfinance services.
Accordingly, studies have identified numerous festthat determine smallholder farmers’ MF
service utilization that fall into four major cat@ges; namely, institutional factors, demographic

factors, client factors and socio-economic factors.

2.6.1. Institutional factors

Institutions play an important role in tdevelopment process of any country. In Ethiopia @ne
the most effective institutions that are often nmmd is themicrofinance institution. Based on

this different empirical literatures have been eswed regarding on the institutional factors.

Duflo et al. (2008) in Morocco suggested that, due to lackotiateral, group lending, involving in
agricultural activities and costs from small loares, smallholder borrowers are assumed risky and
constrained from utilizing of microfinance servicds their study they also revealed that the
institutions’ lending policies such as giving limtibns on credit for specific purposes for example
smallholder farmers who have no other source dafrime except agriculture were not able to earn
credit from the institutions, time taking and corogted application procedures, repayment
capacity and regulatory of revenues were the ddwors that limit utilization to credit. A similar
study was done by Targf al, (2010) in China and revealed the same resulthmyt added that
factors like, group guarantee; monthly payments pndr credit experience are determinant
factors to access and utilization of credit

Abdelateif. H. Ibrahim,et al (2015) found that application fees, value of ags&tquency of
repayment period, punishment expected and grougirigncollateral required were significant
variables that influencing the outcome equatiomar(l utilization and loan repayment). They
provided evidence that the MF service utilizatioaamanism adopted by microcredit institutions in
the study areas is somehow linked to the repaylmmviour of the borrowers. Also their findings
confirmed that yet lenders do not put emphasisheragge and education level of borrowers during

the process of contract formation.
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Amanuel Ayele and Degye goshu (2016), Akmdral (2013), and Sebu (2013) pointed out that
utilization of microfinance services and distanaaf borrowers to the MF institution has negative
relationship. Akpan & Nneji, (2015) has been dism@d that services of microfinance institutions
such as advisory services, per loan and pre-ctediting enhance the growth and utilization of

smallholder farmer’s for the microfinance services.

Abafita (2003) pointed out that loan sizes are tiegly related to the utilization and repayment of
microfinance services Moreover, loan diversion igngicant and negatively related to loan

repayment and in generally utilization of the seegl

Endalew Waleet al (2013) indicated that utilization of microfinancgedit service was
significantly influenced by factors such as areaesidence, possession of fixed asset, and distance
of the respondents’ residence from microfinanceisergiving center. Moreover, problems related
to institutional capacity building, client mobilitand lack of facility for screening defaultersrdta
intervention environment, prevalence of HIV/AIDSck of incentive and limited awareness

among the community were found to be the majorlehgés of credit service provision.

2.6.2. Demographic factors

Oboh and Ekpebu (2011) suggested that age, edncati household size were significant
variables that affect the rate of credit utilizatim the farm sector. A similar study was conducted
on Nigerian farmers in Benue State by Oboh and #masla (2009) and showed that age;
education, farm size, household size and visitdippbanks significantly influenced the proportion

of microfinance service utilization to farm opeoats.

Akudugu (2012) discovered that age of farmers, gerahd political affiliations among others
were the main determinants of credit utilizationféaymers while type of crop grown; farm size and
amount of savings had significant influence on #maount of credit supplied by service
institutions. According to Nwaru and Onuoha (20bBserved that when agricultural credit is
properly extended and utilized, it encourages difieation which stabilizes and often increases
resource productivity, agricultural production, valadded and net incomes of farmers. The study
suggested that the production of agriculture néedise at least by some 6% per annum for Africa
to be able to meet its food needs and for Africgmncalture to become a real motor for economic

development.
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Chaudhary and Ishafq (200f®)und that borrowers with higher educational levesl a higher
probability of utilizing microfinance services. Theoncluded that a subsidized interest rate was

not the best way to ensure good utilization of ofickance services by borrowers.

Dalio et al (2017) confirmed that women were excluded frontitimsonal credit due to loss of

respect and cooperation from their husbands. Comesgly women allowed their husbands to
control the cash transaction in order to presehadr tmarriages. Household size was a key
significant factor influencing productive use ofdit. They recommend that there is need for
investment in attitudinal change in men and wonreorder to reduce gender differences within

the household concerning credit use decisions.

Mugenzi (2014) pointed out that Farmers with higliateral assets, level of income, saving and
level of education are more likely to utilize micredit while farmers with high household size and
age are less likely to utilize microcredit. Howeviarmers lack sufficient knowledge in business
planning, they are very afraid to borrow and uraiarto pay MFI's loans. They are threatened by
the high interest rates on borrowing, short paybpekod, lack of collaterals and MFI's slow

decisions making on loan applications.

The role of human capital in financial sector depehent is widely recognized (Vanroose,
2008). Paulson (2002) cited in (Vanroose, 2008ydithat regions witthigher levels of
education have more developed financial systemssdai al (2004) cited in (Vanroose, 2008)
also find positive effects of sociaapital in financial sectors. Amanuel and Degyel@0
pointed out that different variables such as litgratatus, household size, size of landholding,
perception about loan repayment period and weresifpgificant determinants of microfinance
service utilization by smallholder farmers. The roarer's sex, literacy status, income level,
purpose of loan taking and perception about logayment period were found to be the factors
influencing the services received by smallholdemixs.

2.6.3. Client factors

Stieglitz and Weiss (1981) cited in (Vanroos)08) stated that access of information
influence microfinance service utilization of snmallder farmersin some cases, they lead to
market failures. Good interconnectivity betweenerts, the availability of electricity,

communications and sanitations networks lower tlseseices.
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2.6.4. Socio-economic factors

Yonas (2015) stated that themes like socio-econarharacteristics, loan utilization behavior,
sources of financial for loan repayment and peexidelinquency/default reasons of clients as
well as capacity of the lending institution hasedifect on the utilization of rural households te th
microfinance services and classified the ruralntieas adult working age and less educated
individuals which largely depend on disposed snaddlimg agriculture. He finalized that Clients’
borrowing purpose vis-a-vis actual loan utilizatidaviates to a certain extent, suggesting loan

diversions.

Mesfin et al (2015) found out that saving habit, collateraleyfraining and technical advice, and
possession of fixed assets, risk fearing and lengdnocedure as factors determining microfinance

service utilization.

Assefa (1989) found that large farm size, high stneent, adoption of improved technology were
significant variables in distinguishing borrowersrh non-borrowers. Sisay (2008) argued that the
prerequisite of credit much depend on politicalisieas and interests. He further estimated that
the irregular availability of loan funds, requiremef collateral and initial saving, the setting of
interest rate ceilings, and lack of training andhtécal advice, group lending and risk fearing

seriously affects the effectiveness of Microfinaseevice institutions and credit service utilizatio

Salma (2004) confirmed that factors like, savingudehold income can increase the utilization of
credit among microfinance service participants. hier study she concluded that microcredit
program has direct and higher contribution to gatgeincome than non-microcredit program.
According World bank (1989), rural smallholder fams access and utilization of formal credit
has been difficult due to different factors incluglitransaction costs, risks of small-scale lending
and lack of collateral. Similarly Waheed (2009) wad that smallholder farmers underutilize
agricultural fund for investment purposes by usirtg personal consumption. The shift of farmers
to deflect agricultural credit from its anticipatpdrposes could be explained by socio-economics,

farm specific and institutional factors.

According to different development scholars suclO&sarutet al (2004), Johnson and Rogaly
(1997), and Yunus (2004) who is the masterminchefGrameen bank, view micro-credit as a

conduit to development.
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This means that; such cultugalactices and beliefs cannot stand in the pathvamproving
people’s welfare angroductivity through micro-credit innovations. Bir(2006) found that
microcredit service utilization by smallholders chae classified into three broad categories;
production credit (for seed, pesticides, fertilsseanimal traction/tractor services and credit for
field production); Commercialization credit (for wdouse credit, fixed term credit and
overdraft facility) and lastly transformation credtilized for processing purposes and usually by

processing companies.
2.7. Gap in the literature

From the above empirical literature reviewed, défe factors that affect the microfinance service
utilization have been identified. All the studieviewed were conducted in different determinants
like socio-economic, clientele factors, demograghators and institutional factors which are the
primary factors that influence the utilization ofianofinance service by smallholder farmers.
Considering the socioeconomic and environmentallgeties across regions, it is therefore
necessary to carry out thorough investigation @& Warious aspects of microfinance service
utilization, or lack thereof, in the Somali Regibr&tate. This exercise is important from two
fundamental standpoints. First, Microfinancinghe foundation on which smallholder farmers are
growing across the country, not just in the stuthaaSecond, information generated on various
aspects of Microfinancing are importance to poliejers, the lending institutions, a variety of

governmental and nongovernmental agencies engageducing poverty in developing countries.

Hence, the major concern of this study is to suppl& previous research and bridge the
knowledge gap by looking back previous studies g¢tenine various aspects of microfinance
service utilization among smallholder farmers Dedmdur woreda, Jarar Zone Somali regional
State. In order to identify the major socio-econmndemographic, clientele and institutional

factors that affect microfinance service utilizatifor smallholder farmers is one way to improve
the utilization of Microfinance services. In theehature reviewed, there were neither study
investigating determinants of microfinance servitdization for smallholder farmers in Somali

agro pastoralist farmers, in particular, nor thinsanced by the Somali MFSIs, Degahabour branch
in general. Hence, this research was contributédtantively to narrowing the research gap and

generates foundational information.
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2.8. Conceptual Framework

According to Kothari (2004) conceptual frameworlearly depicts by a structure that presents
relationship between the main constructs in a gistery. Mugenda (2003) further adds that a
conceptual framework gives an explanation of how thsearcher perceives the relationship

between variables deemed to be important in a study

Microfinance service utilization can be affectedebgumber of factors. Institutional factors, client
factors, socio-economic factors and demographitofachave direct influence on smallholder
farmer’s utilization on microfinance service. Itgtional factors related to microfinance service
utilization were considered as distance of the &smo the microfinance institution, training and
loan size. On the other hand socio-economic fa@ftiexting microfinance service utilization was
considered as farm size, saving habit and culflinere are also demographic factors that have
been considered in the study such as age of thelsaespondents, educational status, gender,
marital status and family size of the sample redpats those are affecting utilization of
microfinance services. Lastly but not least thedgtpointed out clientele factors that affect

utilization of microfinance service of smallholdarmers i.e. access of information.

Therefore based on the above literatures revieweaderning on the determinants of microfinance
service utilization of smallholder farmers a corto@p framework that depicts the relationship
between various factors and microfinance servigdzation was developed. The framework shows
that institutional factors, client factors, socimceaomic factors and demographic factors have direct
influence on smallholder farmer’s microfinance ssgwitilization. On the other hand these factors
can influence each other. However, the focus of #tudy is only on the formers relationship.
Below is the diagrammatic representation of theceptual framework

21



~\

Clientele factors

e Access of information

J

g

+ Distance of the lender
» Training
* Loan size

nstitutional factors (S

ocio-economic factoD

Smallholder Farmer’s e Farm size

» Saving habit
e Culture

Utilization on

Microfinance Service

\_

- J

Demographic factors \

 Age
e Educational status
e« Gender

* Marital Status
\ « Family size

J

Figure2.1: Conceptual Framework Source:Own Compilation 201%ased on literatures



CHAPTER THREE: METHODOLOGY

This chapter of the Thesis focused on a detailaaxgilon and discussion of the methodology that
was applied in the study. Thus, the topics rel&bemhiethodology and covered in this chapter is the
General description of the study area, Researdgrdeglethods of data collection, Procedures of

data analysis, and sampling technique and sang#edstermination.

3.1. Description of the study Area

3.1.1.Location

The study area was in Degahabour woreda which eésobrthe woreda’s in the Somali Regibn

State. Degahabour Woreda is located and bounded betwedh and east. Tha&oreda is

found in Jarar zone of the Somali Regional Statelmrders in the north Ararso, in the South and
South-east Birqod, in the East & East-North Awarel aVest-South Dhagahmadow woreda.
Degahabour City is at a distance 165 Km from thgiomal capital Jigjiga towards the East
direction. Degahabour woreda has agriculturallyadile land in terms of topography which it's at
1044 meters above sea level, and there are peleiveis including Fafan and Jarar. It's located
8-13 N latitude and 43-48 E longitude and frequeatinsidered part of the Hawd. The woreda is

the administrative center d&rar Zone

3.1.2.Demographics

Based on the 2007 Census conducted by the Ceriist®al Agency of Ethiopia (CSA), this
woreda has a total population of 115,555, of whd081 are men and 50,474 women. While
30,027 or 25.99% are urban inhabitants, a furtleB8XB or 39.65% are pastoralists. 98.6% of the

population said they were Muslim

3.1.3.Farming system

The farming system of the woreda is characterizedanching farming system since the area is
pastoral and agro pastoral area i.e. practicingyading animals as well as browser animals such as
camel and these ranching is communal that the camtynutilize as a whole. In some parts of the
woreda there was mixed crop and livestock farmysjesn and the most important crops grown in

the area were Maize, Barely, and Sorghum and samepvegetables etc. (DMFI, 2018)
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3.2. The Research design

The study was concerned with assessment of thentieents of microfinance service utilization
for smallholder farmers. A cross-sectional studyswaade to investigate the determinants of
microfinance service utilization of smallholderrfar by collecting data from randomly selected
respondentat a single point in timeThe choice of this design is due to the fact thia cheap in
terms of time and human resources as data wasctllesimultaneously from Degahabour
microfinance clients at a distinct point in timeheldesign further enabled to triangulbtgween
the quantitative survey questionnaires and theitatise FGDs and key informanisterviews.
Descriptive studies and econometric model were eged obtain quantitative information more
about the Smallholder agro-pastoralist farmer’dization to MF services related to their

agricultural production and productivity in the dyuarea.

3.3. Sampling techniques and sample size

The study has employed on both purposive samplnysemple random sampling techniques to
select sample respondents. First Somali microfieanstitution has 23 branches and 1 sub branch,
out of this purposive sampling design was seledediahabour branch for non-probabilistic
sampling technique because this branch has beemlgdanvolving and providing of services on
smallholder agro pastoral borrowers to other braaa@nd then simple random sampling was used
to select a sample from the total clients of thgd@abour microfinance institution branch based
on the probability proportional to sample size amagsimple random sampling each item in the
population has the same probability of being sebbets part of the sample as any other item. The
unit analysis in this research was households wieoewselected randomly from the given

beneficiaries of Degahabour microfinance institaitio

3.3.1. Sample size determination

Based on the sampling technique used in the stuchni also determine the sample size and this
varies for various type of research designs antethee several approaches in practice. Sample
size depends on sampling error, population size vaniation in the population with respect to the
characteristics of the interest. Therefore sample determination is much significant element in

any survey research, this study used in Yamaneularf1967:886) which provides a simplified

formula to calculate sample sizes, as follows. N1 =
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Where
n = is the sample size,
N = is number of beneficiaries, and

e =is the level of precision.

According to the purposely selected clients of SoM&!, Degahabour branch the total household
of borrower’'s was 919 of which 617 are female af@ &ale members those are currently in
operation. A 95% confidence level, 0.05 degree arability and e = 8% = 0.08 the level of
precision measures how close an estimate is t@lacharacteristics in the population which are
inserted into the equation 1.

919

= =134
1+ 919 (0.08)2

n

Then according to the Yamane (1967) formula thepdarsize of 134 beneficiaries was selected
randomly from selected the total number of benafies’ of 919 and was investigated their
utilization in microfinance service considering different variables. This sample size was
assumed to enable us to gather richer data witirdelg demographic, socio-economic behaviours,
institutional, MF service utilization behaviourgidhothers. After having the total number of clients
in the institution smallholder farmer’s client'sgability proportional to size was employed to
select the sample from the agro-pastoral smallinadetor. Accordingly, the selected 134 sample

beneficiaries’ was interviewed by using un-struetusurvey questionnaires.

3.4. Methods of data collection

To meet the objectives of this research listechendbove section there were different methods of
collecting data from the sample households thesthads include qualitative methods of data
collection and quantitative methods of data caoiltect.e. mixed method of data collection. In
gualitative method of data collection the data veadlected by using instruments like key
informant interview, focus group discussion, regagcon the microfinance service utilization and
its determinants among smallholder famers. On tierochand quantitative data was collected
through quantitative methods of data collectior Idguestionnaires, which was carefully prepared
and developed. The above mentioned data collectgiruments are discussed below in detail
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3.4.1.Key Informant Interview

Key informant interview was the main method of gatiag data from the household head to
understand their utilization of microfinance seeviatilization and factors affecting it. This
technique was used because of to obtain basicnafiton on households and organizational
profile. Consequently, they are relatively quicklaasy to administer and may be of particular use
if clarification of certain questions are requiredif there are likely to be literacy or numeracy
problems with the respondents. More over they ssemially verbally administered questionnaire,
in which a list of predetermined questions is askath little or no variation and with no scope for
follow-up questions to responses that warrant &rréllaboration. The informants were selected in

consultations with microfinance officials and woaeaiministrationgdSee Appendix I1)

3.4.2. Focus Group Discussion

Focus group discussion (FGD) was conducted witheenbers of the sample respondents which
were the clients of DMFI. This technique was useddose it allowed exploring how a group
thinks about MF service utilization and factorseafing it, the range of opinions and ideas, and the
inconsistencies and variations that exist in ai@agr community in terms of beliefs and their
experiences and practices. Based on this two fgousp discussions composed of 6-8 members

were held with the help of FGD guide and involveinathe researche(See Appendix II)

3.4.3. Questionnaire

Questionnaire was the main tool to collect the adtach was prepared for the respondents of the
study in a un-structured manner, as they are adgants for gathering data from a number of
respondents at one place, which was first prepar&shglish language and then translated in to the
local language (Af-Somali) since most of the regjsoris are not literate and need to understand
for the clarity and convenience of the purposerétore, based on the research questions and a
review of related literature, a questionnaire wasppred and administered for microfinance
service utilization and its determinants among #mb&der farmersin the field, enumerators were
trained to develop their understanding regardirg dbjectives of the study, the content of the
guestionnaire, and how to approach the respon@aatsonduct the intervieand finalized based

on the information givenSee Appendix 1)
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3.5.Methods of data analysis

3.5.1. Descriptive statistics

Descriptive statistics is the term given to the lgsia of data that helps describe, show or
summarize data in a meaningful way. It was useghtyze the quantitative data the terms such as
measures of central tendency and dispersion, elarsgpercentage, frequencies, and tables, and it
would analyze provision of microfinance and senutiézation among smallholder farmers in the
study area. Therefore one can describe the situatiemallholder farmers to utilize or not the

microfinance services to improve their standartivirfig so as to draw important conclusions.

The collected data was coded, entered and analygiad SPSS Version 25. Whereas Qualitative

data were analyzed through interpretation and tiarra

3.5.2. Econometric Model

The study applied binary logistic regression mddehnalyze the relationship between dependent
and independent variables. Hosmer and Lemeshev®)I88nted out that a logistic distribution
(logit) has got advantage over the others in thayars of dichotomous outcome variable in that it
is extremely flexible and easily used model fromtmeanatical point of view and results in a
meaningful interpretation. By using of Hosmer arerieshew the arrangement tests was checked
and the significance level of the model.

Once the analytical procedure and its requiremangs known, it can prompt to identify the
potential dependent variable and independent Viasadnd describe their measurements and how
these variables can affect the dependent variable's smallholder farmer’'s utilization on
microfinance service because different variableseapected to affect utilization of microfinance
service by smallholder farmers (the dependent bkaja

3.5.3. Model Specification

In order to identify the factors that determine Bhwdder farmer’s utilization on microfinance
services in this study, smallholder farmer’s cleemtere assumed to be either utilizing or not

utilizing the microfinance services. Hence, theabyn choice logistic regression model that
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assumes dichotomous dependent variable which w&ikiesr 1 or O value depending on Y* was

used.

Let Y;= 1, if the smallholder farmers’ utilize the Michafnce services

Y; =0, if the smallholder farmers’ not utilize the dvibfinance services

But Yi=1, if y*is >0

Yi=0,ify*is<0

Where y* is a latent variable, It is unobservedalale which can affect the Microfinance service

utilization by the smallholder farmers, hence mwat be measured.

Mathematically, the model was specified as follews:

MSU=In(£L) = B0 + By AGEHH +, EDUHH +B3 GENHH +B, MRTLSTS +fs FSHH +
Bs CL +B7 DS +Bs LS +Pg SAVHAB + P10 FARS +B11TR +PB1,ACC INF,
e

Where, Ir(%) = Z; is the logit so, natural logarithm of the odd rafi@gistic model), which is

the marginal effect.

MSU= Microfinance Service Utilization (Dependent \edalie).
AGEHH=  Age of the household head

EDUHH=  Education of the household head

GENHH=  Gender of the household head

MRTLSTS= Marital status of the household head

FSHH= Family size of the household

CL= Culture

DS= Distance of the clients to the institution
LS= Loan size

SAVHAB= Saving Habit

FARS= Farming size

TR= Training

ACC INF= Access of information
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3.5.4. Variable description and study hypothesis

Table 3.1:Dependent and independent variables and theirureragnts

Variable Description Unit of analysis Hypothesize:
sign

AGEHH Age of the household head Age in years (+/-)
EDUHH Education of the household head Years of formabsiing (+/-)
GENHH Gender of the household head (1=Male, O=Female) (+)
MRTL Marital status of household head (1= Married Oxgi) (+)
FSHH Family size of the household Total number of household (+/-)
CL Culture Norms to use MF service/not use (+/-)
DS Distance of the clients to the institution  Kilo-Mei{KM) )
LS Loan size Amount of money received (Birr)  (+)
SAVHAB Saving Habit (1=Yes, 0= No) (+)
FARS Farming size Hector/household (+)
TR Training (1=Yes, 0= No) (+)
ACC INF Access of information (1= farmers (1=Yes 0= No) (+)

access to information, O otherwise)

Explanatory variables of the study were selectesethan the literature reviewed and researcher
knowledge in the study area. Definition and brigblanation of the explanatory variables and their

likely influence on microfinance service utilizatiare mentioned below.

The dependent variable in the logit modelthe dependent variable of the study is smallholder
farmer’s utilization on microfinance services. Itis dummy/discrete variable whether the
smallholder farmers utilize the microfinance seegicor not utilize that can be measured,

smallholder farmers household assets, amount oegnsaved and their entire production.
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Independent variables of the model:the independent variables of the study are thdseh are
hypothesized to have an association with the atitm of microfinance services. The potential
independent variables which were hypothesized tee haffected the dependent variable are

mentioned below.

Age of the household head (AGEHH)A categorical variable which was measured in a Veair
affect the utilization of microfinance servicdfhus smallholder farmers within the productive age
can have better chance and quite understandabldilimation of microfinance services. It's
hypothesized that as age of household head in@efseer could acquire more knowledge and

experience there in utilizing of microfinance sees.

Educational status of household head (EDUHH)A discrete variable which is measured by the
years of formal schooling. It was supposed thatatiucated farmers have more chance to utilize
the microfinance services rather illiterate farme@haudhary and Ishafg (2003) found that

borrowers with higher educational levels have higitebability of utilization of MF services.

Gender of the household head (GENHH):A dummy variable which shows us the gender of the
household being male or a female has an effedt@mutilization of microfinance services.

Marital status of the household head (MRTLSTS):its categorical variable which shows the
status of household head being married, singlegrded, and widowed. It's obvious that married
households are more matured and responsible fals@tues and their occupational performance
is highly consequential as far as making a god lfarttis assumed that married households have

better chance to utilize microfinance services

Family size of the household (FSHH)A categorical variable which indicated that theatot
number of members living in a particular househatdch the researcher assumed that the higher

the family size the lower the utilization of semscfrom microfinance services institutions.

Culture (CL): Is the whole way of life found in a particular societgcluding a set of ideas,
values andhorms (procedures, customs, laws, morals) in spciéle main purpose of inclusion
of this variable was to observe the cultural pegi and attitude held by the sample
respondents towards borrowing and utilization o€naofinance servicedt's hypothesized that
the culture of the smallholder farmers has effectocrofinance service utilization.
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Distance of the clients to the institution (DS): A categorical variable measured in KM which
shows us the distance of the smallholder farmemm frmicrofinance institution. It's

comprehensible that the nearer the distance therlibé utilization of the microfinance services is
It is estimated that if there is a long distance ttilization of farmers for microfinance services

will become very poor.

Loan size (LS):Loan size is continuous variable and it's the amafrmoney received by the

borrowers.An efficient amount of loan which equals with theejpared business plan can create
conducive environment for the borrower to use wparly. But, if the disbursed loan size is
below or above the required, it would lead to dsv@m of the resource to other activities or
mismanagement respectively. Thus it's supposedithiae loan size was higher and enough for

the intended project, the chance of utilizatiorhaf service was very high.

Saving habit (SAVHAB): This is a dummy variable having of value of 1 i& ttarmer has saving
culture and 0 otherwise. It's hypothesized that liigher a farmer’s savings, the better his /she

likelihood for utilizing microfinance services.

Farm size (FARS): This indicates that the size of the farm in heddhat is owned, rented, or
sharecropped by the farmer which is measured bydifad land area under crop production per
household. The main hypothesis was a farmer whitvatés large size of land can demand more

microfinance services and would lead to increasauthization for microfinance services.

Training (TR): Is a dummy variable having a value of “1” if therfeers taken training regarding
on MF service utilization, “0” otherwise. It's assad that the higher the training is provided to the
farmers, the higher is the probability of farmeosuse the available microfinance service and

utilize.

Access of information (ACC INF): This is also important variable indicating that esx of
information can have impact on the utilization afrhers to microfinance services. It's a dummy
variable having a value of 1 if the smallholdemifar access information for a source of radio or

telephone regarding on microfinance services to @s¢herwise.
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CHAPTER FOUR: RESULTS AND DISCUSSIONS

This chapter presents the main findings of the ystindterms of the general characteristics of
sample households, provision of microfinance sesjicutilization of smallholder farmers of
microfinance services and determinants of micrafagaservice utilization of smallholder farmers
in the study area. The study have been planneadertake a total respondent of 134(100%) to
collect the data and to keep away from responser esf the sample respondents extra
guestionnaire was prepared to re-correct the wyofiled questionnaire. According to this the
result indicated all the entire targeted resporslei84(100 %) gave appropriate response for

inquires.

4.1. General characteristics of sample respondents’

Table 1.1:General Characteristics of sample households

Variables Description Noof respondents  Percentage (%) X?
Sex of the respondents Female 87 64.9 0.032
Male a7 35.1
Educational level of the respondents llliterate 83 61.9 0.869
Primary 36 26.9
Secondary 9 6.7
Diploma 6 4.5
Marital Status Married 86 64.2 0.377
Single 11 8.2
Widowed 19 14.2
Divorced 18 13.4
Family Size Between 1-3 38 28.4 0.613
Between 4-6 54 40.3
Between 7-9 30 22.4
More than 9 12 9.0
Farm Size Less than 0.5 ha 4 3.0 0.484
Between 0.5 ha—1lha 30 22.4
Between 1 ha -5ha 66 49.3
Between 5 ha-10 ha 32 23.9
More than 10 ha 2 15
Minimum Maximum Mean Std
Age of the respondent 24 64 38.84 7.503

Source: Own Survey, 2019
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As shown in the Table 4.1 above six variables wsel to collect the demographic information of
the sample respondents which is relevant to th@ysi@ender was the first demographic variable
in which the respondents were asked to classifmsiadves as female or male for the beneficiaries
of microfinance institution. Out of 134 respondeBig64.9%) were female beneficiaries. Their
counterpart result also shows that 47(35.1%) wemde nbeneficiaries who was using the
microfinance services. This indicates that the dami beneficiaries of microfinance services were
female respondents as they are preferable than do@léo management of the services provided
by the microfinance. Even though there are cultigsles in the region that allow male farmers to
dominate the household responsibility the micrafoe officials preferred females as household
head. This result contradicts with the study uradesm by Endalew Walet al (2013) who argues
that male beneficiariebave highinvolvement in the outdoor activity. This is becauthe

strategy of the microfinance is more focusing andé& beneficiaries.

During the FGD participants claimed that...Now dayiere is high concern and support of female
headed household’s services provision, this istdute perception of the Microfinance officials

believing that male beneficiaries are not fit usofgthe services as they are wasting the given
amount of loan for other purpose rather than theqee given which is socially acceptable
manner....(FGD participants, DMFI Clients)

The second demographic variable asked the resptsttear educational level or background. As
shown in the Table 4.1 above majority of the resleons were illiterate; i.e., out of 134

respondents 83(61.9%), those were using the miaotie services due to the level of formal
education in rural parts of the country is assunasdnot well developed and most of the
smallholder farmers could be leveled as illiter&emary education has been finished 36(26.9%),
while 9(6.7 %) and 6(4.5%) of the sample resporgldintished secondary education, diploma

level of education respectively.

There are several reasons that the illiterate fwldiér farmers are very high since the area was
agro-pastoral the access of the education was Mevyand this shows the probability of
smallholder agro-pastoral farmers don't read andewwas very high which have effect of the
utilization of MF servicesChaudhary and Ishafqg (2008und that borrowers with higher

educational levels had a higher probability ofizitlg microfinance services.
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The third demographic variable was the maritalustaif the sample respondents and out of 134
sample respondents 86(64.2%) were married benedisjavho were using microfinance services

whereas 19(14.2%) of the sample respondents widoWesl study also identifies 11(8.2%) of the

sample respondents were single beneficiaries, wit8(d3.4%) were divorced respondents who
was using microfinance services. This shows thais® the microfinance services the institution
was not classifying the marital status of the sampdspondents as they are considering
beneficiaries in all cases which indicates marmenen or men shared responsibilities with their
partner and gives respect and privilege to uttireemicrofinance services.

The study also identified family size of the sammspondents as a demographic variable which
determines the number of members living in a paldichousehold. As shown in the above table
the analysis shows that out of 134 respondents053%4) had 4-6 members which indicates the
majority of the beneficiaries were moderate famsies while 38(28.4%) of the respondents were
between 1-3, whereas 30 (22.4%) of the sample nelgmas have between 7-9 members. The study
also shows us that only 12 (9.0%) of the resporsdeat more than 9 family members who utilize
the microfinance services. Therefore the main poinihclusion in this variable is to find out the
effect of large and small family size on the usiibn of microfinance services (credit and saving).
As there is higher level of consumption of the &afgmily size which in turn requires more income
the utilization of microfinance services was mininmehe result agrees Oboh and Ekpebu (2011)

which suggested that family size is significantiaille that affect the rate of MF service utilizatio

The participants of the focus group discussiongedtahe situation of family size as follows:

....Family size has a direct and negative effect singimicrofinance services such as credits and
saving. However, families who have a large numbdiamily sizes have not been able to meet
their utilization of microfinance services. This bhecause using of the services for unplanned
purpose like family needs and living conditionstloé households. As a result of this, our saving

habit becomes poor and the utilization of the sewviwas very low.. (FGD, Participant, clients)
In addition another 45 years old man noted thasituation likes this

“My family size is only four members; | got a lofnom the institution and use buy
farming items, seeds amdaterials.And just worked, after utilizatiohwas able to pay back

the money’(Key informant interview, from DMFI clients)
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The researcher also asked the respondents’ faemwdich is a demographic variable describing
the higher the farm size the utilization of the rafthance services will be high and as shown us in
the above table majority of the smallholder farntéet is 66 (49.3%) their land was between 1 ha
-5ha, even though there were challenges like ernatinfall and lack of improved seed for
production wherea82(23.9%) hadoetween 5 ha-10 ha. The study also shows that 30?2
between 0.5ha- 1 ha and 4(3%) have less than Oufhith is very small plot of land to produce a
large amount of production for investing the gisarvice. Also the study pointed out study also
shows that 2(1.5%) respondents had more than 10 laad which they can’t afford to use as it's

due to shortage of rainfall within the providedvsees.

As mentioned in the above Table 4.1 for the vaeage we have 134 respondents ranging in age
from 24 to 64 with a mean of 38.84 and standardiatien of 7.503 which were using of
microfinance services. The mean age of the respuads the economically active population
who has the ability to engage smallholding farmiAg.the data indicates a huge number of the
participants fall between 24 and 64 this means nodsthe sample respondents fall within
productive age (working stage) that they can wilihe services provided by the microfinance
services and quite understandable of the utilimatibsuch services. This result agrees with the
study that has been undertaken by Akudugu (2012) awcovered that productive age members

of the smallholder farmers can better utilize therofinance services.

4.2. Provision of Microfinance Services

Degahabour microfinance institution is one of therofinance branches of SMFI which was

begin operation in February, 2013 as per the pamempf the sample respondents, with the
support of the regional state the branch has beewisg greater effort to other branches of
microfinance institutions. Although there was shge of trained man power in the branch,
shortage of loan able fund, poor infrastructurehef woreda, along with some social and cultural
barriers, which couldn’t allow it to have as mualitreach as possible. As a result of this, there
were still many economically productive poor smaliting farmers of the woreda waiting for the

service to come up to.
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4.2.1. Main objectives for establishing Degahabowvlicrofinance institutions

As per the perception of the respondents there défierent objectives behind establishing of
Degahabour microfinance branch. Generally the lbrdvas been established to offer finance and
savings services to the active poor both in ruraur®@an areas, to reduce poverty and food
insecurity of smallholder agro-pastoral farmers, Sopport self — employment and income
generating activities, to improve the culture o¥isgs by the wider public. Specifically the
major objectives of the branch were to accept Malynsaving and time deposits, to extend
credit service to rural smallholder farmers andpgte@ngaged in other similar activities as well
as micro and small — scale rural and urban entnejirs, to support income generating projects
of urban and rural micro and small scale operatorgrovide local money transfer services ,to
provide financial leasing services to peasant fasmmicro and small scale urban and rural
entrepreneurs in accordance with the Capital Gobeasing Business Proclamation No.
103/1998, and to acquire, maintain and transfermaayable and immovable property including

premises for carrying out its business for smatleofarmers.(SMFI, 2010)

4.2.2. Major Services provided by Degahbour Microfiance for smallholder farmers

It has been learnt from the data obtained fidegahbour Microfinance that the institutionafering
various services that include credit, saving, lomaney transfer service, mobile agent banking
(hello cash), and remittanc€redit service was among one of the most impodantice that the
institution established and provided for the ckerue to this objective and its participation ba t
side of economic development existed inside thesdaythe institution has made a total amount of
disbursementf 656,751.71 birr to Nearly 65flients of which 550 are active clients and ove¥81

of whom were smallholder farmers (DMFI, 2018)

As it is known, most parts of the pastoral and gmastoral did not have banks to save the money
that they earned the microfinance, due to this lprabthe clients were experienced /vulnerable to
different risks for safety of their money. So sayvservice was among one of the most important
service that the institution provide for the clerind this service benefited the smallholder fasmer

enabling them to overcome from the risks to thetyaf/hich they were saving inside their homes.
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In general terms, there are two types of savingices provided by the DMFI and they were
Compulsory (involuntary) savings from clients andluntary savings from members or non-
members. Voluntary and compulsory savings weresgifit in purpose and access to withdrawal.
Compulsory savings had introduced as a conditiorobgaining a financing and are designed to
ensure that clients are able to meet their repatgném contrast, voluntary savings services are
provided based on client’s free will to save. Wiegjuired from the institution is offering a range
of quality saving products that satisfy savers sedlden the option of savings to be left to the
clients. On the other hand compulsory savings atkeated from the financing clients of the
company and the voluntary savings are collectedn ftbe non-financing and clients of the
company. (SMFI, 2010)

As per the perception of the sample respondentg ofabe farmers did not have money transfer
service. The smallholder farmers were used to dhey money in their pocket with huge risk they
were facing. As long time effort, the Degahaboucnsfinance institution partnering with SMFI

enabled to open local money transfer service througthe zone and the region 1/4/2013. After
these services was started, the clients enabledeidhe fast money transfer service, with low price
transaction which alleviate them to overcome frama tisk they were experienced and eventually

booms their business and smallholding activities.

Mobile Agent Banking (Hello cash}ello Cash is the number #1 mobile and agent bankin
(mobile money) service in Ethiopia provided by bam@ind microfinance’s. Hello Cash allows the
smallholder farmers to do financial transactiorerirthe convenience of their mobile phone. It is
convenient, efficient, fast, secure, and operatebdurs a day, 7-days a week. According to SMFI
2010 the service is currently provided by threeanéipancial institutions; Lion International Bank

S.C. Cooperative Bank Oromia S.C. and Somali Mirance Institution S.C.

The Remittance service also was one of the sentltais Degahabour microfinance institution
provided by its clients. It's a set of products facilities implemented by the microfinance
institution in order to allow the clients to receisend) money from (to) an individual located in
the abroad. As per the respondents perception ofidse clients have a relative to the foreign and
transferred money. This service has been operdkiaginstitution since 2018 G.C and much

amount of money had been transferred from abro#uktclients those were using this service.
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4.2.3. Mode of financing of Degahabour Microfinancénstitution to smallholder farmers

According the Degahabour microfinance (DMFI, 20118 mode of financing of the institution
were included Murabaha, Mudaraba, ljardfadiah, Qardul hasan, and Mudaraba-based saving.
Murabahawhich is probably the most popular and widely used lIstafimancing technique
perhaps because it is relatively simple to appbrtainly when compared to other Islamic
financing techniques which require more elaboratangements for their applicatioMurabaha
involves the resale of a commodity, after addingpacific profit margin (often referred to as a
‘mark-up’) by the lender to the borrower who agréeduy that commodity for the new offered
price. Usually, repayment is made in installmemtstie financier, who pays the price to the
original supplier of the commodity. This type ofdince is commonly used for financing assets or
working capital inputs, such as raw materials, nvaaly or equipment.

Mudaraba is a contract involved between two parties financier, who provides all the money
and the entrepreneur (or mudarib) who uses hiseorskill to invest the money in an attractive
business. In a Mudaralzantract when a profit is realized, it is sharetiMeen the financier and
the entrepreneur according to a pre-determined.ratportantly, profit-sharing rates must be
determined only as a percentage of the profit artcha a lump sum payment. In the case of a loss,
providing it has incurred in the normal proces®udiness and not due to neglect or misconduct by
the entrepreneur, the financier loses all his ommeney, while the entrepreneur merely loses his or

her time and effort.

ljarah is a contemporary lending methodology that has heereasingly adopted by Islamic
lenders and is similar to the concept of leasingdés this arrangement an entrepreneur short of
funds may approach the financier to fund the pwsela a productive asset. The financier may do
so by buying the productive asset and renting ittouhe entrepreneur. The asset remains in the
ownership of the financier who is responsible ftsrmaintenance so that it continues to give the
service for which it was rente@he ljarah contract is terminated as soon as the asset ceage®

the service for which it was rented or the leaspegiod comes to an end and the physical

possession of the asset and the right of use seladk to the financier.
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In specific cases the entrepreneur can make reguadgments and become the owner of the
financed equipment once he or she has paid alledgirestallments. The latter transactions are

referred to agarah waiqgtinaor lease purchase arrangements.

Wadiais an Islamic deposit. Under this mechanism, thgodiés are held asmanaor in trust and
utilized by the microfinance institution at its owisk. The depositor does not share in the risk or
return in any form. Any profit or loss resultingpin the investment of these funds accrues entirely
to the microfinance institution. Another featuresafch deposits is the absence of any condition
with regard to deposits and withdrawals. The temadiaaccount” or “trust account” is used for
such deposits.

Qardul hasan, as in above, the microfinance ingiiius free to utilize these funds at its own risk
The depositor in its role as the lender is nottleatito any return as the latter would constitute
riba/usury/ In fact, any kind of benefit passed on to theasépr that is a part of the agreement, is
deemed to baba/usury(SMFI, 2010).

Mudaraba-based savinipe microfinance institution now requires the defoos to authorize it (or
appoint it agnudarib for the purpose of investing the funds. Profitsimvestments if positive are
shared between depositor and microfinance insiituths per a pre agreed ratio. Under this
mechanism, depositors have the right of withdrawabfits are calculated on the basis of the

minimum balance maintained for a time period (sayyonth).
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4.2.4. Distance of farmers to the institution andexvice utilization

Table 4.2:Distance of farmers to the MFI

Variable Description Noof respondents Percentage (%)  X?
How far (km) the 0-5 km 43 32.1

microfinance institution 5-10 km 49 36.6

distant from the 10 - 15 km 27 20.1

. . . 0.267

beneficiaries residential  gpove 15 km 15 11.2

place?

Total 134 100.0

Source:Own Survey Result, 2019

The institution providing services for the cliemas located on the center of Degahabour town and
as shown in the above Table 4.2, the survey resedirly showed that distance was one variable
that effect utilization of microfinance service lizi@tion (the nearer the distance the better the
utilization of the microfinance service) and highgsercentage of the sample respondents
49(36.6%) were far from 5-10 km of whom using thenofinance services. On the other hand
27(20.1%) of the respondents were far from thatutgin 10-15km whereas 43 (32.1%) far from
nearly 5km. The study also shows that 15(11.2%hefsample respondents were far away from
the institution above 15 km those mostly not usitizhe services due to the long distance between
the institution and their settlement. This showat tmost of the clients were near from the

institution to utilize the microfinance services.

This implies that smallholder farmers far away fréine MF institution had less probability to
utilize than those farmers reside closer than tistitution and this is due to farmers with long
distance may be constrained transportation andnotget reach on the specified time. This result
is parallel with the findings of the Amanuel Ayedad Degye goshu (2016), Akpan al (2013),
and Sebu (2013) which discovered that utilizatidnmicrofinance services and distance from

borrowers to the microfinance institution has negatelationship.
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4.2.5. Overall services provision of Degahabour Miofinance for smallholder farmers

Table 4.3:Over all service provision of DMFI

Variable Description Noof respondents  Percentage (%)  X?
How do you rate the overall  Excellent 19 14.2

services provision of the Very Good 47 35.1

Degahabour Microfinance Good >2 38.8 0577
o Average 9 6.7 '
institution” Not Good 7 52

Total 134 100

Source:Own data Survey, 2019

The availability of microfinance institutions in ral areas is founded on their role to
increase financial abilities of unwarranted, poomeunities through service grant. In this study,
all farmers (n=134) were asked to give their petioepon the overall service provision of
Degahabour microfinance instituti@mnd as shown in the above table 52(38.8%) of thepka
respondents reported that the service provisioDMFI was good where as 47(35.1%) respond

that the service provision of the branch was verydy

The study has also shown 19(14.2%) of the samplgoralents’ utilized the services as they were
revealed the services provision of the DMFI wase#igat whereas 7(5.2%) of smallholder farmers
expressed their doubts about the Microfinance selwiwas not good due to cultural beliefs and
high interest rate and requirement of documenttaplete before obtaining the services, which
is difficult to smallholder farmers to utilize thservices provided by the microfinance institution.
There were also some respondents those claimedhbagervice provision of the branch was

Average those 9(6.7%) of them utilized the micrafioe services for the planned purpose.

Thus the result shows that the overall servicesigpian of Degahabour Microfinance institution
was medium even though large part of the commuivty in the woreda are not accessed the
service, the result test only those are benefesanf the Degahabour branch.
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4.3. Microfinance service utilization

The intention here was the smallholder farmerstdieitilization of microfinance services and all
the sample respondents were the microfinance sligrito were using the different types of
services that microfinance provided whether théizator not utilize the services.

4.3.1. Smallholder farmers Utilization of Microfinance services

Table 4.4:Smallholder farmer’s usage of MF services

Responses Percentage of case
Variable Type of services Frequency Percentage (%) (%)
Which services have yt Credit Service 134 29.8 100.0
used from the Local Money Transfer 46 10.2 34.3
N Saving 119 26.4 88.8
Microfinance
Institution< Remittance a7 10.4 35.1
Mobile Agent Banking 54 12.0 40.3
Others 50 11.1 37.3
Total 450 100 335.8
Source:Own Survey, 2019 N=134 Multiple Responses Categories

As mentioned in the above section Degahabour miante institution was providing different
services from smallholder agro-pastoral farmersntthe above table vividly indicates that all of
the sample respondents were taken the credit sewhich was amongne of the most important
service that the institution established and preditor the clients. In addition to this the second
most abundant services followed by the credit serwvas saving of which (26.4%) of the
respondents were using. This enabled them to onerdoom the risks to the safety which they
were saving inside their homeSther extra services received by the sample regmsdvere
Mobile agent banking (hello cash) in which (12.08b)the sample respondent were using and it
allowsthe smallholder farmers to do financial transawifrom the convenience of their mobile phone,
local money transfer (10.2%), remittance (10.4%}y ather services (11.1%) like pension
management, Counseling aRéferral services to appropriate organizationsafaressing working

premises, market places etc
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4.3.2. Perception of sample respondents about timesceived the credit service

Table 4.5: Times received credit service

Description Noof respondents ~ Percentage (%) X*
Variable
If you used credit from the Only One time 33 24.6
Microfinance institution how  Two Times 59 44.0
many times have you been Three Times 25 18.7 0.296
received? Above four times 17 12.7
Total 134 100

Source:Own Survey, 2019

As illustrated in the above table 4.5 the studynpea out that the majority of the respondents
59(44.0%) received credit services two times, waerd3(24.6%) received only one time and
about 25(18.7%) and 17(12.7%) of sample respondexusived three times and four times
respectively.

This result indicates that the smallholder farntexrge been using the microfinance services
for different times and using of more or less tirhasl not been effecting the utilization of
microfinance services and it depends on how thé&eemhanagement capacity of the
smallholder farmers borrowers. As we can see thaltréhere were clients those received
more than four times in which their utilization thie service was not as such expected due

to the low amount of loan and their management luéipa

For example, oneespondent named Maryama a client of DMFI who z4ii the services

narrated a story of her experience in borrowinglsloans two times from MFIs.

..... I had my first credit service (loan) from Degddour Microfinance institution in 2016

G.C and did not have problems of underutilizatiowl gaying back of the services because |
had already available resource e.g. a petty trade & used to start another which | invest
agriculture with the given amount of credit andiméd well and the second loan was from the
institution itself in 2017G.C it was group basecervhough | was dissatisfied when one
group member defaulted and we had to raise moneygrasp members for the loan

repayment. Now | am waiting to take my third loard &expecting to better utilize as the

previous years(Key informant interview, DMFI clients)

44



4.3.3. Credit and Microfinance utilization of smalholder farmers

Table 4.6: Amount of credit service received by smallholdenfars

Variable No of respondents Minimum  Maximum Mean Std. Dextion

How much amount 134 4000 ETB 66000ETB 21962.6916844.448
of Credit service did

you received from

the Microfinance?

Source:Own, Survey, 2019

The result of the study showed that the mean ciémhin size) is 21962.69 Birr and standard
deviation 16844.448 with the minimum and maximunoant of being in Birr 4000 and 66000,
respectively. The Credit (loan) is considered amomg of the major services granted by the MFI
to its clients one notes that an increase of tla@ Isize gives a positive effect that justifies the
success that achieves projects over the time. Henyvélwve loan size can have an ominous effect
resulting from the growth of the risk that facee fhroject following its size. Therefore loan size
has effect on utilization of microfinance servicesnce it encourages smallholder farmer’s
borrowers to grant larger money from MFI. This tessi similar with the study done by Abafita
(2003) who revealed that borrowers who receive logim size are correctly identified as being

utilized the service of the microfinance.

In addition to this most of the smallholder farmansthe study area were responding critical
challenges about the loan size which was not maclugh for them to utilize and believe that if
the loan size increase their utilization will besalincrease using of multipurpose activities.
Regarding the situation a key informant fatuma aircherson of five women in a group from

Degahabour Microfinance institution smallholdemtfer clients said that

“Degahabour Microfinance service provision is goaelen though there is insufficient
amount of money or small credit given by the cfiefiir example in our group case we
have been a members of the institution for at leastyears but still the amount of money
they lend us is very small comparing to other dradtitutions” (Key informant interview,
DMFI clients)
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4.3.4. Purpose of taking credit from Microfinance mstitution

Table 4.7:Purpose of taking credit from the MFI

Variable S/n Response Response casesPercentage (%)
What is the purpose 1 Consumption 92 21.1
taking credit fromthe 2  Agriculture 103 23.6
From the Microfinance 3  Health 65 14.9
institution? 4 Education 67 15.3

5  Trade and Business 44 10.1

6 Housing Repairs 36 8.2

7 Others 30 6.9

Total 437 100.0

Source:Own survey, 2019 N=134 Multiple Responses Categories

The Table4.7 mentioned above shows that the sumafangltiple response categories reported
by survey respondents in the purpose of using treelivice andmajority of the survey
respondents 23.6% reported that they were usirdjtdae agricultural purpose which the main
economic activity of smallholder agro-pastoral farsmmand the economy of the country as well.
According to (Siyoum et al. 2012) Microfinance pragis aimto help rural farmers to invest in
agricultural inputs, as well anabling them to use their time effectively on thHarms by
reducing time spent on incongenerating non-farm activities. The aim is to iras® agricultural
production and thus improve their food securityeThost cultivated cereal crops were Maize,
Barely and sorghum and some vegetables (TomatoCemaoin). Unlikely risks associated with
seasonal changes like rainfall and drought, crggables (pest and insect), price fluctuation of
inputs have impededmallholder farmers’ attitude towards the utiliaat of microfinance
services in their agricultural activities. (DMFQ28)

The study also revealed that the smallholder fasmesre using credit service for consumption
(21.1%), but this does not mean that smallholdenéas necessarily used the credit services for
the intended purpose. Also for education (15.3%) health (14.9%), trade and business (10.1%),
housing repairs (8.2%) and other purposes (8.2R&) purchasing of livestock especially small
ruminants were the main purposes of using or raugithe credit services from the microfinance

institution.

46



4.3.5. Saving culture and Microfinance utilization

Degahabour Microfinance institution has been custechsaving service to mitigate unexpected
shocks that may be face smallholder agro-pastaraildrs and enhance their repayment rate. There
are different types of savings services that DMfiéred by the clients such compulsory and
voluntary saving.Mandatory saving is referred to the value of sawirigat the clients of
microfinance are required to save asoadition of obtaining future loan. Mandatory saysrcan

be either a facilitated savings account kept oetaifithe MFI or a deposit held by an MFI. In
contrast, voluntary savings is referred to the amad savings kept biMFI clients which is not
required as a condition of an existing to loan. Wiary savings can be facilitates@vings
which kept outside the MFI as part of the MFI's mlefinancial services or deposits held by an
MFI. (DMFI, 2018)

The following Table 4.8 summarizes the saving celt@amount of money saved in the last three
years as well as the reason why smallholder farraegssaving their money and discussed as
shown behind the table

Table 4.8:Perception of sample respondents about their saviligre

Variables Description Number of Percentage (%) X?
respondents
Saving culture Very good 26 19.4 0.129
Good 53 39.5
Not bad 40 29.9
Don’t know 15 11.2
134 100
Amount of saving in the last 3 yealothing to save 15 11.4
1-5,000 Birr 76 56.9
5,000-10,0008Birr 28 21 0.722
10,000-15,000 Birr 11 8.3
>15,000 Birr 4 2.4
134 100
The reason why to save money For Expand Business42 12.8
For consumption 60 18.2
For repayment 81 24.6
For personal need 62 18.8
For emergency 57 17.3
For other purpose 27 8.2
Total 329 100

Source:Own data survey, 2019
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Regarding the saving culture of the smallholdemfar's clients of Degahabour microfinance
institution most of the sample respondents belithat there saving culture was good about
53(39.5%) utilized the MF services. On the otharchd0(29.9%) of the sample respondents their
saving habit was not bad and they were saving dhgpalsory type of saving, whereas 26(19.4%)
was very good and 15(11.2%) of smallholder clidsdsgrowers don’'t know about saving or their
saving character was very low even that of obligateavings. This result shows that saving
service can be read from perspectives of the soldin farmer’'s borrowers as well as the

microfinance itself as its advantageous both ofrthe

On the other hand the study identified the amo@imh@ney that smallholder farmers saved in the
last three years in their accounts of the micrafosinstitution either for that of compulsory or
voluntary saving and as indicated in the aboveetatdjority of the respondents 76(56.9%) saved
last three years between 1-5000 Birr while 28(2B¥%jhe sample respondents saved between
5000 up to 10,000 Birr. The study also shows tH4BB%) sample respondent, saved between
10,000 up to 15,000 Birr whereas four clients saaledve 15,000, in which all of them utilized
the service as the amount of money saved was vghyvishich has the capacity to improve the
clients livelihood and empower them. Thereforehé tfarmers did not save some amount of
money that they earned the MF the repayment capuadil be very difficult and not free from

poverty.

The study also shows that a multiple response mquestr the reason why the smallholder
farmers were saving their money to the instituteomd as mentioned in the above table
majority of the sample respondents’ 81(24.6%) wsaeing for the repayment of the credit
given while 60(18.2%) of the clients were savingittmoney for consumption purpose which
they not utilized the intended purpose. The studp aeveals that the sample respondents
were saving their money for personal needs, foaeamg of business, for emergency and for

other purposes like marriage, funerals and so on.

These results agree wigalma (2004) that she confirmed saving serviceery vital for the
utilization of microfinance serviceSaving services is very vital for smallholder farmas its
has helped clients, individuals and entrepreneargcreasing the amount, accessibility and
security of accumulated savings and Create acode®d security at the times of food shortage

the smallholder farmers can use his or her sadragtjuire basic food items to prevent hunger.
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4.3.6. Types of security needed to obtain the MF rseces

According to Degahabour microfinance managers hagerception of sample respondents before
smallholder farmers receive the microfinance sewi¢credit service) they must reveal their

service security and the most common guaranteéregbwere shown as follows.

Table 4.9: Type of guarantee required to obtain credit sewvic

Form of guarantee Noof respondents Percentage (%) X
Physical Assets 32 23.9

Group social security 51 38.1

Both 36 26.9 0.575
Not Sure 15 11.2

Total 134 100

Source:Own Survey, 2019

As mentioned in the above Table 4.9 to obtain tHe $érvices (credit) the majority of the
sample respondents 51(38.1%) depended on haviggop social security, 32(23.9%) physical
assets and 36(26.9%) on both group social secamnidlyphysical assets, whereas 15(11.2%) not
sure about the type of guarantee required sincg\lege new clients to the institution. DMFI
gives high importance on this guarantee to redbeerisk of payment default by smallholder
farmers. Once the farmer fail to repay the credivgled these guarantee are ceased and sold to
cover the default credit. Regarding this

“A microfinance officer in DMFI reported thatith regard type of guarantee required
in our institution depends on the amount of sergacedit) provided by the farmer and its
required for individual physical assets like larifietand for peer groups as group social
security like 10per cent of the requested credit is retained ly DMFI as initial
savings retained until you Complete the loan repayinand The loans are individually
disbursed to the group members while the groupiigtly liable for the repayment
for each memberin both cases the relevant documents should tected and be
revised by the lawyer of the institute. Some preslesir livestock but this is risky
because they at times pass awaygy informant interview, DMF1 Officials)
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Before receiving the microfinance services theceifs of the institution organize the clients with
in a number of groups and individual persons. Adcay to DMFI officials groups are formed
according to the free will of the members and atingpthe responsibilities attached to it then
which will be safe to utilize the MF service assngithat there will be an adequate peer pressure
on those who deviate from agreed standards. Graupetion also wasery important to test the

integrity of the groups by checking or identifyitige reasons behind their formations.

The result of the study reveals that 95(70.9%)hef $ample respondents were organized groups
before they receive the microfinance services, evs giving considerations of the eligibility of
the group members. The study also shows that 39(28%he sample respondents organized

individuals for earning of the service which waletient that of groups.

Table: 4.10: Organization of smallholder farmers before theyeree the MF services

Variable Description Noof respondents  Percentage (%) X
How do you organize Groups 95 70.9

yourself before receiving Individual Person 39 29.1 0.503
Microfinance Services? :
Total 134 100.0

Source:Own Survey, 2019

In the case of individual smallholder farmer cliemiaccess the microfinance service the clients are
required to offer property collateral or personabh@ntor with reasonable income to back the
financing repayment. If the individuals are gra@sarom solidarity group under DMFI, then their
integrity, savings and recorded repayment histany loe used as part of the financing guarantee.
As a result the individual smallholder farmer’'s foovers were classified as: New individual

borrower and Graduate from the group to the indialcapproach

4.3.7. Training and Microfinance service utilization

Training serves as an authoritative means to dpwdlent’s efficiency for better fortune in
affirm (Aragon-Sanchezt al, 2003). It has been discovered that services igfafinance
institutions such as advisory services, per loash e-credit training enhance the growth and

utilization of smallholder farmer’s for the microfince services (Akpan & Nneji, 2015).

50



Most of the rural smallholder farmers lack knowledg how to manage and utilize the services
received from the microfinance, thus there is higlmand of training and giving of technical
advice of how to manage and utilize the Microfirarservice, especially while receiving the
credit service. As mentioned in the Table 4.11pWwethe study shows that majority of the
smallholder farmers clients that is 121(90.3%) taekeaining and counseling from the MF
services while the rest 13(9.7%) not taken guidaheeto absent of the meetings and trainings.

Table 2.11:Training for microfinance of smallholder farmers

Variable Response Nf respondents Percentage (%) X
Did you get any training from the Yes 121 90.3 0.136
Microfinance before using the services

_ No 13 9.7
provided?
Total 134 100

Source:Own Survey, 2019

More over the farmers those who don’t take theningi their utilization of the MF service was
very low. According to DMFI officials the smallhad farmer’s clients were organized trainings
and orientations before they receive the serviBe$ days). In the technical advice the topics
addressed include, Vision, mission, objectives gallies, Saving mobilization, Provision of
financing (types, size, terms, markup service ohaoycles, fee etc), How to form solidarity
group and centers, How to select group membershenesponsibilities of each member and the

group management, About repayment of financing,Mess to be taken in case of defaults.

Table 4.12:Types of training DMFI provided for smallholderiaers’

Variable Type of training No of respondents Percentage (%) X

If “Yes” for Question # Business skills/book keeping 23 17.2

320, what type of Loan servicing 46 34.3

training did you get? ~Marketing and customer care 31 23.1 0.367
Others 34 25.4

Total 134 100

Source:Own Survey, 2019
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As illustrated in the above Table 4.12 there weneumber of trainings in which Degahabour
microfinance branch provided to its clients angbasthe perception of the sample respondents the
major trainings provided were loan servicing, mérig of their products and customer care and
business skills and book keeping. Following thiganty of them 46(34.3%) taken loan servicing
trainings as the smallholder agro-pastoral farnveese illiterate those who don’t know how to
manage the credit service. On the other hand 31¥23took marketing of their products and
customer care training while 23(17.2%) of the sam@spondents gained business skills/book
keeping trainings. The study vividly shows that Z4%) of the sample respondents took
supplementary trainings like How to form solidarigyoup and centers, How to select group
members and the responsibilities of each membethldroup management, about repayment of
financing, Measures to be taken in case of defatlilie trainings were delivered by the managers
of the institution, loan officers and some exterbatlies and trainings were successful for those
who utilized the microfinance services. This indésathat the higher the training provided the

utilization of the microfinance service will be.

Therefore the number of trainings gave the smalkiofarmers borrowers has significant positive
impact on the utilization of microfinance serviaeseived. This supports the view of the CBN
(2005) that MFIs set up to provide services to #méder farmers and training on how to manage

and utilize these services received
4.3.8. Access of information and Microfinance serge utilization

Table 4.13:Access of information of smallholder farmers

Variable Description  Number of  Percentage (%) X
respondents

Did you access the information regarding fdfes 110 82.1

Microfinance services? No 24 17.9 0.091

Total 134 100

Source:Own Survey, 2019

As shown in the above Table 4.13 majority of thekimolder farmers 110(82.1%) were accessing
the information of the MF services, and betterizgiltheir counterparts 24(17.9%) who did not
receive information regularly due to lack of elesty and interconnectivity between the clients
and the institution. Therefore access of informmativas crucial factor for utilization of

microfinance services.
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4.3.9.Respondents level of perception about micro-financgervices utilization

In this section the researcher gave consideratimutathe level of perception of the smallholder

farmer’s clients after utilizing the microfinancergice and as shown in Table 4.14 there are

criteria which | used to express the degree of medimes based on the criteria to scale rating of

class interval and then Table 4.15 shows us tleeiellof perception after utilizing MF services

Table4.14: Criteria to scale mean score.

Range Extent of influence
1.25 199 Very small Extent
2.00 274 Small Extent
2.75 349 Moderate Extent
3.50_ 4.24 Great Extent
425 4.99 Very Great Extent

Source:Evann yakwara (2013)

Table 4.15:Respondents level of perception about utilizingktteservice

Level of perception Mean Standard deviation (SD)
Improvement in Income level 4.43 0.879
Improvement in consumption level 4.22 0.762
Increase in children enrollment to schools 3.99 0.771
Improvement in employment level 4.24 0.806
Poverty reduction 3.59 0.990
Improvement in social status 3.69 0.816
Confidence building and gaining self-respect 3.62 0.899
Increase in decision-making power 3.74 0.875
Improved communication skill 3.65 0.852
Awareness of social issues 3.87 0.853
Developed entrepreneurship skills 4.43 0.740
Better utilization of already available resources 284 0.770

By the help of microfinance your savings has inseea 3.84 1.068
Satisfied with products and services Offered by MFI 4.02 0.854

Source:Own Survey, 2019
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Based on the above Table 4.15 the study pointedthmatt utilization of microfinance
services will lead to increase the level of inco(M=4.43, SD=0.879), Development of
entrepreneurship skills (M=4.43, SD=0.740), to ayvgreat extent while utilization of
microfinance for smallholder farmers clients wébld to increase in consumption level (M=
4.22, SD= 0.762), improve the employment level (24, SD= 0.806), Better utilization
of already available resources (M=4.28, SD = 0.78@jisfaction of the services of MFI
(M=4.02, SD = 0.854), Increase in children enroln® schools, (M=3.99, SD = 0.771),
Awareness of social issues (M=3.87, SD = 0.853yjrsaincreased (M=3.84, SD = 1.068),
and increase in decision making power (M=3.74, SD8Y5), to a great extent. And other

level of perception those are mentioned in the aliable.

In measuring the perception of the sample respdsderpressions of scale grouping were
used that means strongly agree, agree, neutralgmie and strongly disagree and the above
table summarizes their mean and standard deviafismer the perception of the sample
respondents the farmers who obtained and utilinedticrofinance services have realized
a great change on their livelihood and standartivaig characterized by their increased
abilities to pay school fees for their childremproving their physical appearance, paying
health insurance facilities, increased abilitiessawveand to feed their familieOver all
there was a positive attitude towards microfinamseevice utilizationuse amongst
smallholder farmer’s borrower households. For exangpsmallholder borrower of DMFI

reveals that regarding this situation

“There are great changes in my household well bberpuse of utilization of
MF serviceswe have been able to buy househitdans, to send our children to
school, and builds confidence of decision makingl ayaining of self

respect{Key informant interview, DMFI Clients).

This finding is reinforced by the findings in Kengg Omoro and Omwange (2013) who
found that utilization of microfinance sernsceresulted in improved health and
sanitation, enhanced household consumption &wohg standards, earning of extra

income as well as reduction of unemployment.
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4.3.10. Respondents’ level of importance factors ing) microfinance services of smallholder farmers’

Table4.16 Level importance about the given items as pergéspondent degree of perception

Variables Mean Standard Deviation (SD)
Distance from the Microfinance facility 2.65 1.035
Saving Culture 3.07 1.016
Loan size 3.02 1.065
Training in using credit 3.93 0.927
Access of information about MFI’s services 3.75 13.9
Interest rate 2.22 0.881
Payback period 2.95 1.006
Market for agricultural Products 3.46 0.907
Price fluctuation of agriculture 2.56 0.864
Service quality of Microfinance services 3.23 1.068
Culture beliefd Influence 2.56 0.977
Existence of entrepreneurship opportunity 3.71 ».97
Membership of farmers to the Microfinance instibuati 3.84 0.959

Source:Own data source, 2019

Regarding the respondent’s level of importancehef different factors for using microfinance
services like that of their perception level thee@cher here used scale rating which was along a
continuum of high importance to very low importantieerefore the sample respondents were

asked to choose from the categories and indicaie lgvel of importance accordingly.

As shown in the above Table 4.16 shows that trginm using credit (M=3.93, SD=0.927),
membership of farmers to the microfinance insttt{M=3.84, SD=0.959), access of information
of information about microfinance institution semw$ (M=3.75, SD=0.915), existence of
entrepreneurship opportunity (M=3.71, SD=0.972)tengreat extent or highly importance for the
utilization of microfinance services while savinglltare (M=3.07, SD=1.1016), loan size
(M=3.02, SD=1.065),market for agricultural produ¢i=3.46, SD=0.907), service quality of
microfinance services (M=3.23, SD=1.068), and pakbperiod (M=2.95, SD=1.006), have

moderate extent (indifference) about microfinaremvise utilization.
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The study also revealed that distance of the fasrfrem the microfinance institution (M=2.65,
SD=1.035), interest rate (M=2.22, SD=0.881), pfiicetuation of agricultural inputs (M=2.56,
SD=0.864), and cultural influence/beliefs (M=2.586D=0.977), were small extent or not

important the utilization of microfinance servidgaghe study area.

More over majority of the survey respondents regobithat interest rate, followed by distance
and price fluctuation of agricultural inputs as argproblem of microfinance service utilization.
Other respondents also revealed that cultural fseld loan size, repayment period were
influencing factors in utilization of MF serviceEhese above survey responses were supported
by FGD participants in Degahabour Village

.... We have enormous scare of utilizing the creditits as there are many other social
demands, so we end up shifting the credit fronpitsined activities to social demands like
illness which are not profitable. And persuade frother people and friends that credit is not
easy to pay back due to the interest rate chargeygbared to the time given to pay back...you
need to be hard working to return/pay back theiteedexpected....... (FGD participant, DMFI
Clients).

However, interview responses with one DMFI Loani€&i challenged the above argument

that they charge low interest rates;

“The interest rate is very low for DMFI (15-20perert) compared to other lending
institutions. Currently we are providing of otheratarials using Murabaha technique of
lending and Small loans which are given make iygagay back in the required time period
the maximum repayment period is limited to one yaat if the smallholder farmers
invest agriculture it will be after harvesting tlefore supervision must be made to

monitor their utilization of the services provide(Rey informant, DMFI officials).

In addition, complementary studies also revealest thicrofinance clients meet the same
constraints in using the microfinance services.okdmg to Kumaret al (2007) in their analysis
of MFIs in India argued thahere is need to reduce the interest rate. To tiviarpfinance
institutions can justify highnterest rates by high costs charged by MFIs. Harethey
advised MFIs to look for ways to lower costs \dficient and technological innovations,
because in lowering costs, then Microfinanatitutions can be able to lower interest rates.
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4.4. Determinants of microfinance service utilizabn of smallholder farmers
4.4.1. Econometric analysis Result

This section Binary logit regression model was et to estimate the effects of the explanatory
variables on microfinance service utilization ok theneficiaries in Degahabour Microfinance
institution. A binary logistic regression model witsed to estimate the effect of hypothesized
explanatory variables on the probability of beintglized or not utilized the microfinance
services. Consequently, the variable which showsafinance service utilization was a binary
dependent variable, taking a value of “1” for uld of microfinance service and “0” otherwise.

Before running the logistic regression model anajythe explanatory variables were checked
for the existencef multi co-linearity using variance inflation fact(VIF). According rule of
thumb the variable having of VIF greater than 1€ subjected to the problem and should be
excluded from the model where as a variable haoinglF less than 10 believed to have no
multi co-linearity. (Field, 2009). As mentionedtime below table there is reirong association
among the independent variables. For this reasibrgf dhe explanatory variables were

included in the final analysis.

Table4.17:Variance Inflation Factor (VIF) for explanatory ierles (n=134)

Variable Co-linearity Statistics
Tolerance VIF
Age of the respondent (AGEOFRES) 0.790 1.266
Educational level of the respondent (EDULEVEL) 0.848 1.179
Gender of the respondent (GENOF RES) 0.948 1.055
Marital Status of the sample respondent (MRTL OFSREQ.844 1.185
Family size of the household (FSHH) 0.825 1.212
Distance to credit providing institution (DS) 0.949 1.054
Loan Size (LS) 1.000 1.000
Saving habit (SAVHAB) 0.937 1.067
Farm size (FARS) 0.924 1.082
Training (TR) 0.957 1.045
Access of information 1.000 1.000

Source: Own survey, Computation, 2019
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Hosmer- Lemeshow’s goodness of fit test shows hawhpredicted values match closely the
observed values. This test states that the moreelgidhe observed frequencies and predicted
frequencies matched, the better the fitness ofntlbeel. This test is more appropriate test for
binary logistic model (HosmerandLemeshow1980)e model was looked also the goodness of
fitness by investigating how well the model claesiftheobserved data (in the classification
table) or by examination of how likely treample results actually are, given the estimates of
model parameters. The Hosmer and Lemeshew sigmifiest result is shows that the p-value
(0.679) is higher than that of the sig. value (D.@&®, accept the statement which is said the model
is good.

Table4.18:Hosmer and Lemeshew Test

Step Chi-square df Sig.

1 5.713 8 0.679

Source:Own survey data, 2019

As the result indicates, the minimum Cook’s ressil0.00237 while the maximum is 0.56503.

These figures indicate that in all cases the valless than one.

Table 4.19:Tests of outliers by using a Cook’s distance

Minimum Maximurr Mean Std. Deviation N

Cook's Distance .00237 56503 .071923; .08335988 134

SourceOwn survey data, 2019

Based on the rule of the cooks distance, if itaigneone there are extreme outliers in the model
but if it's less than the value of 1 there is néreme outliers those are affecting in the mode]. So
we conclude that there are not detected any osithbiich affect the model.
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The predictable results of the binary logistic e=gion coefficients, odds ratio, the p-value ard th
marginal effects of the explanatory variables ideld in the model are shown below in table4.20
A total of eleven explanatory variables were coased, out of which four explanatory variables
were found significant. And mentioned in the belkale.

Table 4.20:Maximum Likelihood estimates of logistic regressimandel

Variable Estimated S.E Wald Sig. Level  Odds Ratio

Coefficient B Statistics Exp (B) 95% C.| for EXP (B)

Lower Upper

AGEOFRES -0.574 0.494 1.353 0.245 0.563 0.214 1.482
EDULEVEL -1.888 1.468 1.654 0.198 0.151 0.009 2 689
GENOF RES 1.269 0.612 4.298 0.038** 3.558 1.072 11.810
MRTLS OF RES -1.089 0.887 1.505 0.220 0.337 0.059 1.917
FSHH 1.559 0.950 2.689 0.101 4.752 0.738 30.608
DS -1.459 0.831 3.083 0.039** 2.520 1.156 4.185
LS -1.139 0.707 2.592 0.107 0.232 0.080 1.281
SAVHAB 1.581 0.763  4.294 0.042** 4.860 1.089 &BE6
FARS 0.266 1.593 0.028 0.867 1.305 0.057 29.640
TR 0.832 0.626 1.765 0.014** 2.298 1.673 7.844
ACC INF 0.762 0.457 2.785 0.095 2.143 0.875 5.245
Constant 0.826 2.566 0.104 0.748 2.284

Source:Own survey, 2019** indicates that variables are significant at 5%

4.4.2. Significant Explanatory Variables in Logit Model

The end result of the logistic regression modek@néed in Table 4.20 shows that out of the
hypothesized eleven explanatory variables four wetend to be significant and influence
microfinance service utilization in the study arékhe tested variables were age of the
respondent (AGEOFRES), educational level of thepdamespondents (EDULEVEL), Gender
of the respondents (GENOF RES), marital statuhefrespondent (MRTLS OF RES), Family
size of the household (FSHH), distance of the fasnfileom the microfinance institution (DS),
Loan size (LS), saving habit (SAVHAB), farm sizeAfS), and Training (TR) and access of
information (ACC INF). The significance explanatmgriables are discussed below.
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Gender of the respondent GENOF RES): Gender was specified as dummy variable and found
to be significanceat five percent significance level apasitively related with microfinance
service utilization of smallholder agro-pastorainfi@rs in the study area. This implies that the
probability of female farmers to utilize microfinaa services is higher than their counterparts
(male smallholding farmer’s clients) by 3.558% (L1072, 11.810) all other things being kept
constant The possible clarification is that female borroweespondents have better chance
to utilize microfinance serviceand better admission of the institution accomparugdigh
decision power in contrast to that of male respanhdEven though there are cultural barriers
who giving the domain for male farmers who can oanbver the resources the MF preferred
the female borrowers. This result contradict whik study undertaken by Endalew Wateal
(2013) which assessed determinants of microfinasegvice utilization in Diredawa
administration who argues that mddave highinvolvement in the outdoor activity and better
access to information accompanied by high decigpiower in comparison to that of female

respondent. This is because the strategy of theshtrore focusing on female beneficiaries.

Distance of the farmers from the microfinance instution (DS): Distance of the smallholder
farmers from the Microfinance institution is anatHactor that was significantly at 5% and
negatively related to thetilization of microfinance service. This impligsat As the distance
of the farmers to the lending institution incredsel km the likelihood (odds ratio) of the
farmer’s utilization on microfinance services reddcby 2.52% C.I(1.156, 4.185) all other
things being kept constant for those respondents lwk in at a faraway from the site of the
microfinance institution. This exposed that respartd in short distance from the microfinance
institution were more likely to utilize microfinaacservice. Moreover, the possible explanation
for this is that as the respondent is close (n&anhe institution, he/she may have more

knowledge about the service than the one in fazepla

This result is similar with the findingsf Rehman (1988) and Anamg al (2015) which exposed
that the nearness of the microfinance institutionctistomers normally promotes easier and
effective transactions between them to solve chghe of utilization of microfinance service.
Also this result is parallel with the findings diet Amanuel Ayele and Degye goshu (2016), Akpan
et al (2013), and Sebu (2013) which discovered thaizatibn of microfinance services and

distance from borrowers to the MF institution hagative relationship.
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Saving habit: This was the third explanatory significance varmahblffecting utilization of
microfinance serviceshe coefficient of this explanatory variable is pegs as it was
expected, and the variable was significant at 5§aiBcance level and positively related to
microfinance service utilization. This implies thak other things being kept constant, the odds
ratio in favor of microfinance service utilizationcreases by a factor @860% C.I (1.089,
21.685)for those households who have a saving habit. Tdssiple reason for this could be
those households who have saving habit will have the possibility of utilizing
microfinance service because initial saving is ohthe basiaequirements and criteria by

microfinance institutions to give credit service.

According to (Ledgerwood, 1999; Robinson, 2001) irsgs services are important for

enhancing the capability of poor to cope with timeartainty shocks and reduce the financial
cost of lending and secure a sustainable fund ssur€he interest rate on the deposited
savings of the clients has the power to help pooradcessing to large size of loans and
consolidate their financial position. In additicdhe availability of accessing saving accounts

helps poor clients to cope with uncertain shocks.

Training (TR): Training was another variable which was positivatiecting utilization of
microfinance services for smallholder farmerShe variable was significant at 5%
significance level. This implies that all otherrngs being kept constant, the odds ratio in
favor of Microfinanceservice utilization increases by a factor2df98% C.1 (1.673, 7.844pr
those respondents who have got trainiegarding microfinance service utilization. The
basic assumption is that the more trainingrsvided by the microfinance institution to the
farmers, the higher is the probability of farmeraitilize the available Microfinance services. If
the smallholder farmers provide training they \alllle to understand rule and regulations easily.
More over smallholder farmer’s clients who donkedaraining were not successful hence they

don’t have hint about how to utilize the servicesvded by the microfinance institutions.

This result supports the view of the CBN (2005)t training has positive relationship for the
utilization of Microfinance services and MFIs setto provide services to smallholder farmers and

training on how to manage and utilize these sesvieeeived
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4.4.3. Cultural practices and Microfinance servicautilization

Culture is the whole way of life found in a parf@usociety, including a set of ideas, values and
norms (procedures, customs, laws, morals) in saciéte main purpose of inclusion of this
was to observe the cultural practices and attitbelel by the sample respondents towards
borrowing and utilization of microfinance servicd$e findings of the study shows that there
was no strong relationship between cultural bekefd microfinance service utilization as most
of the smallholder farmers believe Muslim religimhich does not allow the followers to take
a service from any institution which had intereste. To look thiscultural practices and
religious beliefs were exposed by using of the dtan Focus group discussion (FGD)

participants those reveals the situation as follows

....Muslim religion does not allow us to borrow monelyich has interest rate and we believe its
Harem(forbidden) but there are modes of financimgvhich microfinance providing us the
service but most the illiterate smallholder farmelig not believe this and they may pretend
borrowing of credit is bad. Generally Accorditagthe holy Quran tare against credit and borrgwin
with interest fees/rates is satanic and cheatifithe interest rates charged are not good and
unholy.....(FGD participant DMFI Clients).

Regarding this the study estimated, there is aictiom among people that MF services can
impoverish, and once you start engaging in borrgwiren this will continue for all the life time.
However, to sustain a better livelihood and imprtwe wellbeing of our society of utilization in
such services and to adopt the rocket speed dewelaptrends, we need to adjust from such
myopic beliefs. The unfortunate thing with suchidfel and practices is that knowledge and
experience cannot be shared among community memlbersaare successful in business because

of Microfinance service utilization and those wieaif borrowing

According to different development scholars suclD&sarutet al (2004), Johnson and Rogaly
(1997), and Yunus (2004) who is the masterminchefGrameen bank, view micro-credit as a
conduit to development. This means that; such @llfpractices and beliefs cannot stand in the

pathway of improving people’s welfare apebductivity through micro-credit innovations.
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4.4.5. Problems of underutilization of the servicesonfronting the smallholder farmers’

According to the perception of sample respondemtisi2egahabour Microfinance official’s

declaration regarding on the problems confrontimg wtilization of the services there are
different problems.The following constraintswere forwarded and underlined by the
participants of the focus group discussion andviddal interview as the main challenges

hindering microfinance service utilization in thady area.

In adequate amount of credit: in focus group discussionf the sample respondents
inadequate amount of credit was one of the mosstcaned to the smallholder farmers to
utilize microfinance credit, as the size of thengaovided was very narrow which doesn’t
enable farmers to undertake efficient and effecthethods of production to achieve the

intended purposes.

Low level of awareness about the servicedased on the key informant interview and
discussion of the microfinance officials even thiodlgere were a significant campaign that was
deliberately organized and strategically planasdhreness that targets the promotion of the
servicestill the level of awareness about the servicegelry low. The same result was also
obtained in the discussion with the sample respatsde which the majority of the participants
did not utilize the services as they were planned.

Smallholder farmers’ mobility: In the group discussion with the microfinance oféis,
smallholder farmer’'s mobility was also otherajor challenge affecting the Microfinance
service utilization of smallholder farmer’s. Asesult, the organization is being forced to prefer
dealing with clients of fixed seat as security foeir investment. It was mentioned that large
number of clients were reported to change theideege after taking credit from the institution.
They either change residence within a city or r@edo other places in search of better job
opportunities. It was underlined that client mdlilcauses lending institutions to incur huge
operational costs as costs for follow-ups and migaire high.

Climate change: according the perception of the sample respondimtsitilization of
microfinance services climate change i.e. lackaarifall, droughts, was one of the factors
deteriorating for example farmers those investrtis@rvices provided for agricultural

purpose may not gain their expected productionuarttérutilize the credit services.
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Regarding the climate change focus group discugsaoticipants clarified that

...we have been using microfinance services onceanamd invested in agriculture, due to
shortage of rainfall we had not utilized as it'dlatecided not to take after that time due to
loss of the production that we investedEGD participant, DMFI Clients)

Fear of interest rate: A discussion with the microfinance officials andrgde respondents
revealed that due to cultural beliefs perspectingbe study area always the clients fear to
borrow money with high interest rate and problematiilization of the microfinance

services.

Risk fearing: sample respondents revealed that utilization of BHfvices is also
constrained by fearingf risks of inability to repay loans that come frdmss of crops due to
seasonal changes, pest and ingkshage, and failure of proposed business plan. ndiga
(1993) indicated that large numbers of residentaatdake credit service fearing they might be

in risk of losing their property.

Weak monitoring and evaluation: During the focus group discussion with the offisiahd
experts as well as the beneficiaries of the miogoice institutions, there was weak monitoring
and evaluation of the utilization of microfinancendces.The importance of participation of
other stakeholders in the microfinance service provisi@as also considered to be crucial for
which there haeen no established attractive incentive structBiace this sector has
given high priority in thelevelopment agenda because of its potential téecjalas and increase

household incomes, there should be clearly defimeghtives for participants in the sector

The reality is that withstanding all those consitsi respondents have awful need for
microfinance services and they adjust according to the requinesnef the lending
institutions. Some havgone ahead to argue that constraints are everyvamefe€annot totally
refuse someone to access credit for developmeter Afl MFIs provide services to the poor,
but they are also ibusiness; looking for sustainability in their ogeyas. Therefore, some
of the constraints pustifiable, lest they run out of production likerse lending institutions

such as Degahabour microfinance institution
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CHAPTER FIVE: CONCLUSION AND RECOMMENDATION

This chapter presents the conclusions regardingofimance services utilization and pointed out

key areas for policy recommendations, and furtesearch based on the findings of the study.

5.1. Conclusion

The purpose of this study was to investigate dateants of microfinance service utilization of
smallholder farmers by taking Degahabour woredan&ioregional state as case. In the study it
was observed that utilization of microfinance seegi of smallholder farmers is significantly
influenced by factors such as gender, distancd@ffarmers from the microfinance institution,
saving culture and training. Gender was found todxy essential for utilization of MF services
for female beneficiaries due to this there is alégcy to serve more women than male from the
microfinance institution side. This result cont@diwith the study undertaken by Endalew W&dle

al (2013) who argues that male beneficiaheve highinvolvement in the outdoor activity. This

is because the strategy of the microfinance is fmeasing on female beneficiaries. This might
due to the fact that there is a general understgnainong the society that women are more credit
worthy than their male counterpart. Distance offdreners to the MF institution was found to be
negatively effecting utilization of MF services amallholder farmers and observed that
beneficiaries in short distance from the institativere more likely to utilize microfinance
service. This result is parallel with the findingSthe Amanuel Ayele and Degye goshu (2016),
Akpanet al (2013), and Sebu (2013) which discovered thaizatibn of microfinance services and
distance from borrowers to the MF institution hagative relationship. This is due to farmers with
long distance may be constrained, transportati@hnaaly not get reach on the specified time, lack
of awareness of the services which indicated thatneed to open satellite offices at nearby areas
of smallholder farmers to ease access to the gervic

Training has significant and positive impact on titdization of microfinance services. This
shows the essence, thauistainability of microfinance services utilizatios upon the

preparednesstraining, knowledge, skills and experience of segviusers so as to have
remarkable outcomes of improving the livelihood avellbeing of household members of the

microfinance beneficiaries.
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The other important factor identified to signifi¢gnaffect utilization of microfinance services
was saving. It's very vital fosmallholder farmers as itsas helped clients, individuals and
entrepreneurs in increasing the amount, accesgilifid security of accumulated savings and
Create access to food security at the times of &mitage the smallholder farmers can use his
or her saving to acquire basic food items to prevemger and malnutrition. Savings of the
clients has the power to help them in accessintarige size of loans and consolidate their

financial position.

More over different constraints were forwarded amdlerlined by participants of Focus
group discussion and key informant interview asanahallenges hindering utilization of
microfinance services in the study area. Someahtivere in adequate amount of credit, It's
clear that smallholder farmers need much amoutwasf which they use multiple purposes;
either they may engage in petty trading or otheppsesWeak monitoring and evaluation, this
is due to the institution does not have a well fiomng system of monitoring and evaluating of
service utilization and lessapability to reach and stay among the smallhofdemers and
requires thenstitution to design and implement effective moriiig system of the utilization of
such services. This practice is intended to redniss-using of the clients, at the same time it
helps smallholder farmers to be accountable ofisesvfacility arranged. The other challenge
wasRisk fearing of the beneficiariebjicrofinance institutions builds mainly on trustsdarisk

taking ability, so there is less social capital agnthe clients of the MF institution.

Also there are cultural and religious beliefs piartay to borrowing and using of microfinance
services. Among the Moslems, a service with inteieSHaram” (forbidden) and the Quran is
against borrowing. These beliefs and practices aabe mistreated because the uptake of
microfinance service facilities by low income pemgbk informed by the cultural beliefs;
attitudes, perceptions, beliefs and practices daocecommunity. This agrees with study done
by Okurutet al (2004), who viewed micro-credit as a conduit teelepment. This means that;
cultural practices and beliefs cannot stand in the pathwasnhproving people’s welfare and
productivity through micro-credit innovation3.herefore to alleviate these problems and
improve microfinance service utilization of the dimalder farmers in the study area its
needed strong commitment and reformation by theiGeproviders and other responsible

bodies.
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5.2. Recommendations

Based on the findings of the study the followingatal points were recommended

X/
A X4

To improve utilization of microfinance services fmallholder farmers the microfinance
institution should made an effort to educate amihtismallholder farmers by giving
special emphasize illiterate smallholder agro-pasttarmers. It is also recommended
that the microfinance institution has to fiméys by which the uneducated members of
the community can better benefit from the servloeaddition, the institution has to
strengthen its effort of promoting the service amdime uneducated and marginalized
parts of the community.

The institution is recommended to up-grade the sfdzean up to 10,000 ETB to attract
those smallholder farmers who have avoided takoanldue to due to in adequate
amount of loan size for their chosen activities.

The Microfinance institution is suggested to enlkaractive participation of male
beneficiaries’ through enhancement of their trustinoess.

Microfinance institutions are advisable to makddwlup of smallholder farmers who
have received the services from the institutiomtike certain whether these farmers use
the services for the intended purpose or not.

Microfinance institution have to be enhanced antdaPlot of effort on capacity building
of officers by organize training for management ataff in the various fields of micro
finance so as to address capacity constraints wiéchper efficient management and
leadership.

Microfinance institutions is needed to diversifg iservices like credit, saving, local
money transfer, that is compatible with the caltet up of the society

Over all the microfinance institution is recommetide get closer and take its services to

farmer’s disposal to better utilize and cope uprtbiandard of living.
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Suggested for further studies
The study recommended that areas which are to takaefurther studies which is effective for

the country in a whole and in the region as specifi

% Comprehensive survey of the Microfinance instimsicustainability in the provision of
the services in pastoral and agro-pastoral areas.

« A further study is also needed the relationshipvben factors affecting microfinance
service utilization.

% Lastly similar studies should be carried out ineothistricts of the region to see if the
findings are parallel so the comprehensive Micraficing policies and practices may be
formulated to improve the wellbeing of residentshia Somali Regional State and in the

country as a whole.
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APPENDIX I/ QUESTIONNAIRE

This Questionnaire is prepared Bpdihakim Sahardid a student oMasters of Art in Rural
Livelihood and Development at Addis Ababa Universij and its purpose isto study the
Microfinance service utilization and its determinarts among smallholder farmers the case of
Degahabour branch clients Being a customer of this branch, you are in thet lposition to
respond to the following questions. Kindly try tasaver all the questions to the best of your
knowledge, the answers you give will be importanthte studyThe information you will reveal
will be used for academic purposes only and wiltreated with utmost confidentiality. Thank you

for your cooperation.

Note:
1. Please encircle appropriate responses, wheradalitez responses have been given.
2. You are kindly requested to write in the spacewided below.

Interview Date Questionnaire Number

Name of the respondent

Section One: Demographic characteristics of samplsouseholds

S/N Demographics

Q101 | Age of the respondent 1. Betweenl8- 30
2. Between 31-40
3. Between 41-63
4. >63
Q102 Education of the household head 1. llliterate 4. Certificate
2. Primary 5. Diploma
3. Secondary  6.Degree
Q103 | Gender of the household 1. Female
2. Male
Q104 Marital status of household head 1. Married
2. Single
3. Widowed
4. Divorced
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Q105 | Family size of the household Between 1-3
Between 4-6
Between 7-9

More than 9

Less than 0.5 ha
Between 0.5 ha — 1ha

Q106 Farm size of the household

Between 1 ha -5ha
Between 5 ha-10 ha
More than 10 ha

a r 0N Pk Db RE

Section Two: Provision of Microfinance services admallholder farmers

Q201: When did the microfinance institution begin openain your area?

Q202: What was the main objective for establishing youicrofinance institution?

Q203: Are you aware of the major types of services timtrofinance provided to you?
1.Yes 2No

Q204:1f yes what are these services? (Please specify)

Q205: What are the modes of financing of smallholdemins in Degahbour microfinance

institution?

Q206: How far(km) the microfinance institution distant from the biciaries residential place?
1. 0-5kmz2. 5km-10 km3. 10-15 km 4. Above 15 km

Q207:How do you rate the overall services provisionh&f Degahbour Microfinance institution?

1. Excellent &ood Blot good
2. Very Good Average
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Section Three: Utilization of Microfinance services

Q301: Have you frequently used the services providechbyOMFI? 1.Yes 2.No

Q302 If “Yes” in Q301 which services have you usednfrdhe Microfinance Institutior’s
(Multiple answers are possible)

1. Credit Services 3. Saving

2. Money Transfer 4. Remittance

5. Mobile agent Banking (Hello cash service)

Q303: If you used credit services from the Microfinanostitution how many times have you
been received?

1. Only One time

2. Two times

3. Three times

4

. Above Four times

Q304: Have you taken a credit services from the Micrarfice institution in the last three years?
1. Yes 2. No

Q305: If “Yes” in Q304, how much amount of credit sewidid you received from the

Microfinance? Please specify

Q306: If “No” Why did you not?

Q307:What is the purpose taking credit from the fromMierofinance institution?Nlultiple answers is
possible) Rank the following in increasing order of their useassigning 1 to the most commonly

used purpose

1. Consumption 4. Education

2. Agriculture 5. Trade and business

3. Health 6. Housing/housing repairs
7. Other (specify)
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Q308: Did you use the entire credit for the intended psg? 1. Yes 2. No

Q309: If your answer to Q308 is No, how much did you spar other purpose?
1. Fully 2. Partially

Q310 If your answer to Q, 308. Is No, what is your wraor loan diversion?
1. The credit given is not enough for the intenderppse
2. It was my initial intention
3. Market problem the project faced
4. Others (specify)

Q311: How is your saving culture at the Microfinancetitugion?
1. Very good 2. Good 3Not bad 4. We don’t know

Q312: How much amount of money have you saved in thettase years?
1. 1-5,000 Birr

5,000-10,0008Birr

10,000-15,000 Birr

>15,000 Birr

Nothing to save

a bk~ 0N

Q313: For what purpose do you save?
1. For expand business

For consumption

For repayment

For personal needs

a kb 0N

For emergency

6. Others
Q314: What form of guarantee security is required byNherofinance service to get and utilize

the services provided (Crejfit
1. Physical Assets
2. Group social security
3. Both
4

. Not sure
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Q315: How do you organize yourself before receiving Mfarance Services?
1. Groups
2. Individual person
3. Other (specify)

Q316: Did you get any training from the Microfinance b using the services provided?
1. Yes
2. No
Q317: If “Yes” for Question # 318, what type of traiginlid you get?
1. Business skills/book keeping
2. Loan servicing

3. Marketing and customer care

4. Others (specify)

Q318: By whom this training was given?
1. By loan officer
2. By managers
3. By external bodies
4. Others
Q319: Was the training useful?

1. Yes
2. No
Q320 Did you access the information regarding for Mianahce services?

1. Yes
2. No
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Q321: How would you rate the following statements relgtimicro financingservices after
utilizing such services? Rate the following factorsfive point scale, ranging from 5 to 1:

Note: -SA - Strongly AgreeA - Agree,N - Neutral DA - DisagreeSDA - Strongly Disagree.

Statement SA | A N DA SDA

. Improvement in Income level

. Improvement in consumption level

. Improvement in employment level

. Poverty reduction

A
B
C. Increase in children enrollment to schools
D
E
F

. Improvement in social status

G. Confidence building and gaining self respect
H

. Increase in decision-making power

l. Improved communication skill

J. Awareness of social issues

K. Developed entrepreneurship skills

L. Better utilization of already available resowsce

M. By the help of microfinance your savings hagéased

N. Satisfied with products and services Offerediii
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Section Four: Importance attached to factors influacing utilization of MF services for

smallholder farmers

Q401: How importantly are the following factors for usin§Microfinance Services (rate,g4)

Not important at al(2) Not important 8) Indifference 4) Important ) Very Important)?

S/N Challenges Rank
3 4 5

1 Distance from the Microfinance facility

2 Saving Culture

3 Loan size

4 Training in using credit

5 Access of information about MFI's services

6 Interest rate

7 Payback period

8 Market for agricultural Products

9 Price fluctuation of agriculture

10 Service quality of Microfinance services

11 Culture beliefd Influence

12 Existence of entrepreneurship opportunity

13 Membership of farmers to the Microfinance

institution

Others Specify:
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APPENDIX 2

Section five : Interview Questions for Degahabour Nerofinance Officials

Q501: What do you think about the major factors hindersamgallholder farmers’ utilization of

Microfinance services?
Q502: How does Degahabour Microfinance institution reaghits clients?

Q503: Does your institution organize training sessiamsybour clients about how to manage and
utilize the services they get from your organiza®o

Q504: If Yes, when before or after training is given?

Q505: Can you please identify the problems of undemailon of the services confronting your

clients?
Q506: What efforts are you making in order to overcoheegroblems identified in no Q5057

Q507: What are your suggestions to ease utilize of miicanice services to smallholder farmers

in this sector?

Section Six: Focus Group Discussion (FGD) Questions

Q601: How do you explain microfinance service utilizatiof smallholder farmer’s in the study
area explained?

Q602: What do you think about the major challenges y@ufacing regarding the utilization and
interaction with the Microfinance services?

Q603: What do you feel needs to be improved by the MREI&ture in terms of their products
and doing business?

Q604: Are there any cultural practices and beliefs thatér smallholder farmers’ utilization

towards microfinance service?

THANKS FOR YOUR PARTICIPATION
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APPENDIX 3: SAMPLE PICTRURES
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