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Abstract

This study was undertaken with the objective of identifying the role of Addis Credit and
Saving microfinance services in improving the total income of youth entrepreneurs in
and around Woreda 14, Bole Sub city, Addis Ababa. The study relied on 315 clients
who are actively working with the microfinance. Both quantitative and qualitative data
collection strategies were employed in collecting relevant data for the study. The
collected quantitative data were analyzed through SPSS statistical package. Likewise,

the qualitative data were used to triangulate the data found via the questionnaire.

The result of the study indicated the existence of positive relationship between the
dependent variable, increase in total income and the independent variables, i.e., saving,
credit, coaching and mentoring and innovative financial products. Compared to each
other credit, coaching and mentoring and innovative financial products as major
services rendered by the microfinance largely increase the total income of the clients.
However, it has been found out that the total income of entrepreneurs is related to the
saving amount of clients negatively. Overall, from the findings of the research it is
possible to conclude that saving, credit, coaching and mentoring and innovative

financial products have significant roles in improving the income of youth entrepreneurs.

Further studies are recommended to explore the general economic, political and social
landscapes that triggered to shift in the service of the sector as exhibited in this
research. It is also recommended that future studies should show policy makers in the
area of microfinance the relevance of examining what is happening on the ground
against what is in the policy of establishing micro credit and saving institutions in the

country.
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Chapter One
Introduction

1.1 Background of the Study

Primarily microfinance was regarded as the provision of a small loan, a microloan that is
used by a poor individual to support a small income-generating activity. It was also
perceived as a means to help the poor generate an income sufficient to effect an exit
from poverty, (Bhuiyan et.al, 2012: p 328-329). Since the early 1980s, microfinance has
been very widely promoted as the solution to poverty and eradication of abject poverty.
Over the years, therefore, following the 1990s, microfinance was taken as the most
favored and most open-handedly backed poverty eradication strategy Bateman and
Chang, (2009).

Ethiopia is one of the most populated countries of the world with more than 100 million
people with population growth rate 1.8 percent. Two third of the population is living in
rural areas. According to SBP (SBP, 2007), working age population (15-59 years) is
increasing which was 51% in 1998 and in 2006 it is 57%. Ethiopia is also a country with

high population growth with increasing ratio of labor force and huge unemployed youth.

Despite the country’s recent reports on successive economic growth, many believe that
the main challenges for Ethiopia are sustaining its positive economic growth and
accelerating poverty reduction which requires significant progress in job creation as well
as improved governance. Hence, this issue necessitates the nation to craft policies and
strategies that can empower and employ its citizens especially the youth.
Entrepreneurship is believed to positively contribute to a sustainable economic
development of a nation and can also be supported via varieties of policy instruments in

the area of finance and development.

Among other alternatives, the flourishing of microfinance is aimed at reversing the

joblessness that is on the rise as it would create employment opportunities and self-



employment and encourage entrepreneurship. Therefore, it has been argued that a way
to breakdown the poverty trap is to boost petty entrepreneurship among the poor, in
order to encourage production surpluses (Varghese, 2005). Accordingly, microfinance
as the means to increased capital, is the prime source to kick-off the entrepreneurial

production process in poor communities (Midgely, 2008).

Many contend that micro-credit has been available to poor communities for centuries
and argue that it is not a modern concept (Adams and Raymond, 2008). Moneylenders
have existed for a long time in many communities to provide credit at high interest rates.
This also draws parallel with the Ethiopian context as many people traditionally reach
out traditional money lenders in additions to the traditional social institutions that exist to
fill this gap. In particular, in Ethiopia, before the emergence of formal microfinance
institutions, cultural institutions were there in providing financial needs of individuals and

communities as Al-Bagdadi and Bruntrup (2002:2) argued:

Ethiopia has a strong culture of informal financial systems. Friends and
relatives provide the bulk of the informal credits. Many people are member
of informal savings and credit associations such as iqqub (a kind of
Rotating Credit and Savings Associations), iddir and mehaber. Some MFI
try to integrate these associations into their own services.

Owing to the aforementioned reality with regard to the availability of financial access in
many communities, the reality of poverty in communities is attached to other factors
than access to finance. The combination of social stigma from failed attempts at
entrepreneurship, institutional constraints on lending practices, and the inability to
recover quickly from setbacks such as natural disasters and personal loss such as the
death of a household earner that contribute for poverty trap in communities rather not
due to the high interest rates attached to those traditional forms of financing by money

lenders in the respective communities (Varghese, 2005).

Therefore, modern microfinance institutions focus on attempts to address the social and
political obstacles to entrepreneurship as much as they try to solve the problem of credit
availability, adverse selection and moral hazard (Hollis and Sweetman, 1998). In other

10



words, it is possible to argue that other than access to finance, microfinance institutions
give attentions in dealing with issues that imped the utilization of finance in the
development endeavors of communities especially among those who have difficulties

accessing finance among the formal financial institutions such as banks (Ibid).

After the success of microfinance experience is heralded in the rural Bangladish,
several developing nations adopted it as one of the strategies to overcome poverty.
Ethiopia, as one of the poorest nations has also established several regional

microfinances by the government and other microfinances by the civil society.

Following the establishment and operation of these microfinances in Ethiopia, several
researchers also reflect the challenges and lessons learnt from those microfinance
institutions. Studies that look into the various services rendered by these micro finances
with a special focus on how they support entrepreneurs improve their total income seem

lacking.

Thus, this research would discover the significance of microfinance institutions in
improving the total income of those entrepreneurs in Addis Ababa, Bole sub City
Woreda 14. The paper largely focuses on discovering the contributions of the Addis
Credit and Saving microfinance services in reversing the huge unemployment problems
by vesting strategies that can encourage the income of those clients. A critical insight
will be given to finding out the major services rendered by the institution such as saving,

credit, coaching and mentoring and innovative financial products
1.2 Rationale of the Study

Among other things, alleviating poverty and creating jobs are at the heart of the
socioeconomic development goals. These objectives have become the main targets of
many developing and undeveloped countries. After the experience of microfinance in
Bangladish, several countries and institutions suggest microfinance as an effective tool
for combating poverty, creating jobs, and improving the wellbeing of the poor. It has also

been proven to be an engine to poor empowerment through enabling them to manage
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their businesses and make their decision independently and enhance their self-esteem
as well as their self-efficacy.

Generally, microfinance is known as a provision of a wide range of financial services
such as credit, insurance, savings, deposit and payment services to poor and low-
income households who are excluded from conventional financial services for lack of
collateral. The underlying logic is that by offering financial services, poor and low-
income people will be able to participate in economic market through forming and
developing their micro and small enterprises. Consequently, they will be able to improve
their livelihoods, manage their businesses and make their decisions independently.

In particular, the policymakers in Ethiopia recognized the importance of microfinance to
achieve socioeconomic and millennium development goals. Therefore, they encouraged
the establishment of several institutions to deliver financial and nonfinancial services
that are needed by a large size of people who live in poverty and underprivileged from
access to formal financial services. Regions in Ethiopia established respective
microfinance institutions to deliver those financial services as per the current
sociopolitical arrangement of the nation. Addis Credit and Saving institution is also

created in this arrangement to offer financial services to people living in Addis Ababa.

As a matter of fact, it is quite customary to see huge demand for employment and
entrepreneurship opportunities by the youth in Ethiopia. The issue of youth
unemployment and joblessness is quite huge in urban areas like Addis Ababa.
Needless to mention, to reverse this challenge, the government of Ethiopia advocates
the possibilities of offering chances to the youth and women looking for job
opportunities. Hence, this study is largely informed by practical experiences of working
with youth groups struggling to maintain their business and find employment
opportunities. It is evident that most entrepreneurs find identifying a business
opportunity and sustaining a venture more challenging than finding financial access.
Hence, this research would delve into determining what roles microfinances in particular
could play in making beneficiaries successful entrepreneurs with a special focus on the

total increase in the income of the entrepreneurs.
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1.3 Statement of the Problem

Microfinance has been established as a prominent development tool to combat poverty
and more specifically to empower the poor economically and to release their
entrepreneurial potential. The sector was not that distinguished before the emergence
of microfinance in Bangladesh that expended very rapidly in the world. From this
modest beginning, more than 3,000 microfinance institutions now are believed to
operate around the world, with the Microfinance Summit Campaign Report estimating
that microfinance institutions serve 128.2 million poor people in developing countries
(Reed, 2011).

In terms of research endeavors, compared to other thematic concerns, the role of
microfinance institutions in poverty reduction and wellbeing improvement has attracted
the attention of several researchers and policymakers’ Al-Shami, et. Al (2013). The
overall logic behind the several studies around this subject matter held the view that by
providing microfinance services, poor will be able to participate in the economic market
through forming their small business and will be able to generate income and improve
their households, self-esteem and efficacy (Ibid). Despite the popularity and apparent
success of microfinance, there is no clear evidence that states the positive impact of
microfinance scheme. Microfinance servers refer to financial, nonfinancial and social
services while the clients’ wellbeing refers to the clients’ household, micro and small

enterprises performance and empowerment.

Likewise, researchers in Ethiopia explored the relevance of microfinance in bringing
sustainable economic development. For instance, Yohannes (2017) explored the effect
of capital structure on financial performance of microfinance institutions in Ethiopia. He
has found out that microfinance instructions leverage their capital base with higher debt.
Abreham (2017) assessed factors affecting loan repayment performance of borrowers.
He concluded that while loan utilization for the intended purpose, repayment trend on
irregular basis and visit & follow-up on irregular basis negatively influence the

repayment performance of borrowers.
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Daba (2003) looked into the impact of micro-financing on poverty reduction and
reported that if both outreach and sustainability are enhanced the program intervention
is judged to have a positive impact as it has created the financial market to the poor.
Mulugeta (2015) also explored the contribution of credit and saving institutions in
alleviating poverty in Addis Ababa. He discovered that the income and saving levels of
the majority of the clients have increased, women’s decision making has been

improved.

Tiruneh (2011) examines the success factors of micro and small business enterprises in
Addis Ababa. He has found out that better education level, prior management, industry
experience and planning and record keeping practices contribute for the success of
these institutions. Eyerusalem (2014) analyzes the performance of selected
microfinance institutions in Ethiopia using a balanced score card (BSC) performance
analysis approach which integrate both financial and nonfinancial metrics. Abinet (2015)
explored the Relationship between outreach and financial sustainability of Ethiopian
microfinance institutions. He has found out that significant positive relationship between
breadth of outreach measured as number of active borrowers and gross loan to asset

ratio and financial sustainability was evident among microfinance institutions in Ethiopia.

To generalize, previous research endeavors focus on either microfinance or
entrepreneurship separately. Scanty efforts are there in showing the relationship
between the services of microfinance institutions and the increase in the total income of
entrepreneurs. Hence, it is quite possible to argue that previous research overlooked
how entrepreneurship and microfinance can work as a combined tool for poverty
alleviation and empowerment of poor and unemployed youth who looked for and used

the various services rendered by the microfinances.
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1.4 Research Questions

Research Question:

% Does Addis credit and saving microfinance saving service positively contribute
for the increase in the total income of the entrepreneurs?

% What is the effect of Addis credit and saving microfinance lending on
improvement of entrepreneurs’ income?

% Does Addis credit and saving microfinance coaching and mentoring service
increase income to youth entrepreneurs?

% Are there any innovative financial products given to youth entrepreneurs that can

improve their income by the Addis credit and saving microfinance?

By answering the key questions, this research would contribute to the existing
insignificant number of studies on the challenges of entrepreneurs in Ethiopia in general
and in Addis Ababa in particular. In order to show the impact of saving, credit, coaching
and mentoring and innovative financial products on the income of youth entrepreneurs,
the questions led the tools to be employed in the research methods. Questionnaires
were designed against those key variables that are clearly defined in here in association

with the increase in the total income of entrepreneurs.

Likewise, key qualitative research methods such as key informants, focus group
discussions, case studies, semi-structured interview and observations tools were
designed taking into consideration of those key questions. Hence, those guiding

guestions shaped and led the research agenda.
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1.6.1 General Objective

The general objective of this research is to explore how microfinance institutions
improve the total income of youth entrepreneurs in Addis Ababa.

1.6.2 Specific Objectives

The specific objectives of the research include:

% To examine the effect of Addis Credit and Saving microfinance saving service on
the total income of the youth entrepreneurs in Woreda 14, Addis Ababa.

% To assess the effect of the microfinance lending services on the total income of
youth entrepreneurs.

% To investigate if Addis credit and saving microfinance institution provide
adequate coaching and mentoring to support entrepreneurs?

% To find out what major innovative financial products, interventions and

mechanisms are used to support entrepreneurship?
1.7. Scope of the Study

This research is delimited to uncovering the role of microfinance in fostering
entrepreneurship in Addis Ababa and surrounding areas. This study would focus on
understanding the role of Addis Credit and Saving institution’s endeavors in
encouraging entrepreneurship in Woreda 14, Bole Sub city, Addis Ababa. Hence, the
major thematic scope of the research agenda are microfinance and entrepreneurship. In
particular, the role of saving, credit, coaching and mentoring and innovative financial
products in fostering youth entrepreneurship and employment opportunities are the

thematic concern of the thesis.

In conducting this research, the thesis relied on the data found from those
entrepreneurs who are actively engaged in business activities. Specifically, youth
entrepreneurs in Woreda 14, Bole Sub city were the primary focus of this research.

Those youth groups between the age of 18 to 35 were the primary focus of the study.
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As is known, there are governmental, non-governmental and private credit and saving
microfinances in and around Addis Ababa. However, this thesis primarily focused on
Woreda 14 Addis Credit and Saving Share Company. Managers, credit officers,
coordinators and entrepreneurs were the focal persons in gathering data with regard to
the research agenda. Shops, restaurants and other business centers owned by those
entrepreneurs were also be the focus of the research.

1.8 Significance of the Study

The link between entrepreneurship and microfinance needs to be studied for a number
of reasons. The first reason is that entrepreneurship has been recognized very little both
in the literature and in practice despite large number of people engaged in the sector.
There are successful entrepreneurs who have created new jobs for themselves and for
others and hence have provided the society with alternative solutions to unemployment.
Therefore, this research would uncover the link between entrepreneurship and

microfinance.

It is argued that microfinances are important for entrepreneurs since they provide a
more flexible, less restrictive forms of access to finance. At the same time microfinance
is mentioned as one of the primary policy concerns of poverty reduction and alleviation
efforts. The micro and small enterprise sector is also described as the natural home of
entrepreneurship. Further, few also argue that credit and saving microfinance
institutions provide the contexts and opportunities than any other formal financial
institutions. This research therefore would show if those arguments are valid by
providing comprehensive discussions with those who work with the Addis Credit and
Saving S.C.

For entrepreneurs, this research would also indicate how microfinance can provide
conducive opportunities and strategies to foster entrepreneurship. Accordingly, a
strategy for entrepreneurs development cannot be successful in the absence of
adequate knowledge of the increasing role of microfinance and without addressing the
different constraints that entrepreneurs face at different stages in their growth and
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expansion. This thesis would uncover the different strategies that can support

entrepreneurs follow in succeeding with their objectives.

Moreover, as this study intended to explore the conditions of entrepreneurs and the
problems encountering them in Addis Ababa, Bole Sub city, the research would add to
the few studies on entrepreneurs by critically analyzing the key variables that bear
significant impact on entrepreneurs in the city and the obstacles they face to survive. To
this effect, efforts were made to gather qualitative information and quantitative data to
profile entrepreneurs as regards to the loan size, innovative financial products, the,

training, coaching and mentoring.

As raised earlier, this research would also make our insight of the role of microfinance
for entrepreneurship and self-employment in and around Addis Ababa better one. Policy
makers and other interested ones working in the area of microfinance and
entrepreneurship can consult this study to share and revise policies that affect the
sector. In addition, this thesis would provide new insight as the previous attempts to
discover the role of microfinance in poverty reduction and economic development fail to

see from this research’s perspective.
1.9 Limitations of the Study

The field study only sets out to explore the individual perspectives of innovative
entrepreneurs operating in Addis Ababa, Bole Sub City regarding the effectiveness and
usefulness of government led microfinance to promote entrepreneurship in Addis
Ababa. Therefore, the study would be limited to Addis Ababa entrepreneurs, and most
primary stakeholders were members of Addis Credit and Saving S.C. Thus, this
research would limit itself to reporting the views of those entrepreneurs while lacking the
role of microfinance that are operated and led by NGOs and other private stakeholders

in the area.

Another limitation is the lack of access to primary empirical data concerning the
contribution of microfinance and entrepreneurship to the Ethiopian economy. Hence it is
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quite challenging to conclude the role of the microfinance institution towards the overall
economic development in the nation. The woreda 14, Addis Credit and Saving
institution has got no organized data that shows the impact of it has brought on the
entrepreneurs with regard to increasing their overall income. This has limited this
research from triangulating its results against the study and follow up reports from the

microfinance.

The data collection was also a challenging experience in this study. As respondents live
quite scattered, it was quite cumbersome to reach out those people living in different
villages in Gerji area. Those data collectors who were assigned to the questionnaire had

to spend more time than thought.
1.10 Organization of the Paper

The thesis is divided into five major chapters. The first chapter aimed to provide a
general overview of the research. Specifically, chapter one provides background,
problem statement, research questions, objectives, scope, significance and limitation of

the study.

Chapter two presents the literature review. This chapter focuses on the review of
empirical and conceptual literature that exist around the concepts of microfinance and
entrepreneurship. conceptual framework used for this thesis. It highlights the works of
previous researchers in the area of microfinance and entrepreneurship. Towards the
end of the chapter the major theoretical framework that shapes and leads the thesis is

presented.

Chapter three outlines the methodology employed for this study, and emphasizes the
mixed methodology employed in the collection of data from the microfinance institution
and its customers. This chapter concisely points out the specific methodologies

employed from qualitative and quantitative research designs.
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Chapter four presents the findings of the field study. This chapter also provides an
analysis and discussion of the findings. Quantitative and Qualitative descriptions of the
data collected is presented against the literature and theoretical frameworks. Finally,

chapter five includes a conclusion and recommendations for future research.

1.11 Ethical Considerations

The ethical considerations in this research pertain to the field study. The interviews itself
were designed not to cause harm to the participants as the research questions do not
require the participants to disclose any endangering information. Also, other
considerations of protecting the dignity and anonymity was done during the interviews,
focus group discussions and observations. At the same time this effort was exerted with
the objective of protecting new innovation ideas, intellectual property and the

participant’s privacy.

1.12 Definition of Terms and Phrases

Clients: those people who work with the Woreda 14 Addis Credit and Saving S.C and
receive various services from the institution such as saving, credit, coaching and
mentoring etc.

Coaching and mentoring: the process that enable clients to achieve full potentials
through the close follow up, supervision and training services rendered by the Addis
Credit and Saving S.C to its clients.

Credit: the loan amount that a client obtains based on the trust that payment will be
made in the future.

Entrepreneurs: are people who are engaged in business activities and are currently
receiving loans and supports from the Addis Credit and Saving S.C

Income: money received especially on a regular basis through investments.

Innovative financial products: Financial products and instruments and technologies
that Addis Credit and Saving institution provide to clients.

Youth: are young people between the age of 15-29.
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Chapter Two

Review of Related Literature

In this section attempt is done to frame the major research variables and related themes
from the perspectives of existing literature and theoretical frameworks. At the outset, the
section defines and conceptualizes the key topics of the research, i.e., microfinance and
entrepreneurship. Equally important, the section encompasses of theoretical models
and frameworks that have to do with both concepts. Empirical literatures that reflect the

link between microfinance and entrepreneurship are also presented in this chapter.
2.1 Theoretical Review

To begin with, microfinance is understood as the provision of financial services to clients
who usually lack access to formal banking and related services. Thus, microfinance is
defined as providing banking access to those who might not have access to formal
financial institutions. For some of us it might be confusing to see why some people are
left out while others enjoy banking services. In this regard, (Mustafa 2008:14) presents
the rationale behind why poor people do not access formal financial institutions as

follows:

Poor people are not able to access loans from commercial banks normally
because of lack in guarantee and collateral. But there are many other
reasons also involved for which commercial banks were not willing to
finance poor. These reasons are included that poor have less education,
no proper experience and training, high expenses on transactions of small
loans and lower rate of profit.

In response to this circumstance, in several nations’ microfinance institutions were
designed to fill the gap. People in developing nations like Ethiopia should find possible
solutions that enable vulnerable and poor access finance. Accordingly, microfinance
was designed to bring credit, savings and other essential financial services within the
reach of those people who are too poor to be served by regular banks, in most cases

because they are unable to offer adequate collateral. During the time microfinance
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came into the scene, it was assumed that those people who might have no access to
banks and other financial institutions would get chances and be able to survive Yunus
(2007). Following, the literature around microfinance described the sector as a viable
option to encourage other people with the desire and passion to work on new business

opportunities.

Quite recently, it has been mentioned that microfinance servs best to those with
entrepreneurial capability and possibility. Eventually the goal of microfinance is to give
low income people the opportunity to become autonomous by providing a means of
saving money, borrowing money and insurance (Mohan, 2011). Likewise, Addis Credit
and Saving institution envisions the provision of financial access to those who might
have difficulty accessing loans and other services from other banks in and around Addis
Ababa.

2.2 The Evolution of Microfinance

As has been mentioned in many places, before microfinances emerged, individuals
used to access finance via several traditional means. The experience on microfinance
shaped the perception and practice in the sector ever since it was pioneered in
Bangladish. For instance, over twenty years ago, microfinance simply meant the
provision of very small loans (microcredit) to the poor, to help them engage in new
productive business activities and/or to grow/expand existing ones, Yunus, (2007).

However, overtime, microfinance has come to embrace a broader range of services
such as credit, savings, insurance and money transfers. This was possible as
professionals working in the microfinance sector came to understand that the poor, who
lacked access to traditional formal financial institutions needed and required a variety of
financial products to achieve meaningful improvement in their business activities and
livelihoods. Over the years, therefore, microfinance refers to loans, savings
opportunities, insurance, money transfers and other financial products targeted at the

poor, Samson et.al, (2013).
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As microfinance moves along with this new perspective with the various
commercialization of the microfinance sector, most discussion now focused around
profitability, ‘sustainability’ and risk minimization. Still others contend that while
microfinance at the beginning attempt to reach the vulnerable, the reality on the ground
show that the sector reaches the poor but not the vulnerable, Amin, et.al, (2001). We
can say that commercialization refers to the movement of microfinance out of the
heavily donor dependent arena of subsidized operations into one in which microfinance
institutions manage on a business basis as part of the regulated financial system
(Christen and Drake, 2002:4). Addis Credit and Saving microfinance is also a
government led institution which resembles to move in the new commercialization

direction of the country as opposed to what was a dead end in the Dergu regime.

At a global stage, the BancoSol's remarkable success encouraged donors and
investors to change their approach towards the sustainability of microfinances than
considering them as tools to support the most vulnerable part of the community. Cost
control, operational efficiency and commercialism, ‘market’ or ‘businesslike’ approaches
have all been promoted, and the emphasis is now on providing ‘demand-driven’
financial services to the poor (Charitonenko, 2003). Hence, from these literatures, we
can appreciate that the purpose of microfinance institutions changes slightly in that the
target of microfinance used to be the vulnerable while in practice it has become the poor
not the vulnerable. At the same time, over time, the microfinance institutions focused on
business than providing supports to the vulnerable in the form of humanitarian

operations.

In this thesis, too, the dynamics of microfinance service in general and the contribution
of Woreda 14 Addis Credit and saving microfinance S.C in unlocking the potential of
youth entrepreneurs in Addis Ababa would be sought along with these theoretical
dimensions. An insight into who remains at the center of the Addis credit and saving
microfinance service would also be examined in order to see if the targeting remains

same or the dynamics is also exhibited in the study area.
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2.3 Microfinance Models

In the literature, several models exist in expressing the outreach, efficiency and origin of
the microfinance sector. Below, attempt is made to discuss the relevant theoretical
models that explains microfinance in a general context which in turn would lead and
shape the research agenda. Later, this discussion would help the research compare the
practice of the Addis Credit and Saving S.C against the distinguished microfinance
models as presented below.

2.3.1 Grameen Model

The very famous Grameen Model is coined by the very famous scholar and expert in
the area of microfinance, Muhammed Yunus. In the model, the primary unit to whom
lending fund is arranged is to a group of five members that organize and apply for loans
(Yunus, 2007). In the first round, loan is granted for two members to invest in their
business. If these two members become successful to repay amount, then four to six

weeks later, next two members are granted for loan.

Hence, the last one member of the group will be eligible for loan if previous two repay
loan successfully. Repayment of loan open door for next loan and then go on if all
members repay loan successfully. If anyone of group member defaults in repaying the
loan, whole group will be disqualified for further loan (lbid). Hence, in here we can say
that rather than financial collateral, social collateral is involved. Each group has its own
president and secretary to coordinate all activities among their own group and to

communicate and coordinate with other groups.

From this kind of arrangement, the Grameen model brings unique and innovative
approach of group lending. As Sengupta, Aubuchon (2008) described group lending
have many benefits. First, the group usually organize members who are neighbor to

each other, those who can understand each other well and recognize their needs. The
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rationale behind this arrangement is to overcome any risk of default in the repayment of
loans by loan beneficiaries as the social pressure would make them to do so.

Second, if anyone of group member will not present in group meeting, leader or another
member can pay its installment. We can say that there is a kind of mutual
understanding between all members. Third, the potential to create social pressures
among members of society with social bindings with them remain the critical factor in
loan repayment efforts. If one member of group will not pay even one installment, social
pressure will be levied from all eight groups on this member. Ultimately the person who
takes the loan will try to pay installments. This leads to the reduction of risk for the

microfinance institution.

2.3.2 Progressive Lending-Banco Sol Model

As has been discussed above, the Grameen model of microfinance emphasized on
lending to villagers and keep loan lending in smaller amounts. The other core concept of
the Grameen model is the formation of groups. These groups are eligible to take loan

with no option of loans arranged for individuals.

Nevertheless, the idea of progressive lending-Banco Sol Model (Agion&Morduch, 2005,
pp.119) introduced to lend loan to individuals with group lending. Amount of loan will
increase after completion of every repayment schedule. But other characteristics of
Grameen model (Group lending) are included in this method, like targeting to poor,
women, group formation, and public payment. Likewise, in this research, attention is
paid to uncover which model is being implemented by the Addis Credit and Saving
institution (Ibid).

While looking into the details of the progressive lending model, it is not a surprise to
acknowledge that it is an extension of group lending (Grameen Model) while at the
same time now many microfinance institutions are adopting this approach. In this model

of “Progressive lending”, microlenders are flexible about collateral and lend loan to
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group with individuals also. This method is very helpful in areas with low population
densities or highly diverse population where group forming is not so easy due to

different ratio of safe and risky borrowers (Ibid).

Looking in to the history of the second model, it has been learnt that the Progressive
Lending-Banco Sol Model is adopted by Banco Sol in Bolivia. In the past, in Bolivia,
there was different situation when populist regime left government and there was high
ratio of unemployment in urban areas. To come to fulfill the need of time, Banco Sol
started operations in microfinance with progressive lending. Therefore, we can say that
microfinance approaches are evolved due to different political, ideological and social

conditions. According to Weiss Montgomery (2004, pp.3)

“‘Microfinance in Latin America developed under quite different conditions.
In Bolivia, a collapsing populist regime led to widespread unemployment.
Banco Sol, a pioneering microfinance institution in the region, developed
to address the problem of urban unemployment and provide credit to the
cash-strapped informal sector. The notion of commercial profitability was
embraced relatively early in this approach.”

In this research, attempt is made to see to which of these two prominent models does
the Addis Credit and Saving microfinance service fit in light of the various services it
provides. A case by case analysis and comparison of those models against the Addis
Credit and Saving Microfinance is done with the intension of understanding the

dynamics of the microfinance sector in the wider perspective.
2.4 Empirical Literature Review

In this section of the paper, attempt is done to present the overall literature review that
have presented the empirical finding of the practice of microfinance activities with a
special focus on microfinance and employment opportunities. The existing literature in
the area of microfinance indicate that researchers and practitioners were interested to

understand why microfinances worked or didn’t (Nair, 2001; Brau and Woller, 2004).
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The typical structure of a microloan, typically a few dollars to less than two hundred
dollars involves the creation of a loan committee composed of trusted members (usually
elders) of a village or community, Yunus (2007). The loan committee then makes loans
to groups of four or five borrowers which are known to each other (some program
prohibits relatives from belonging to the same borrowing group) who then decide among
themselves who will get the first tranche of loans. These ‘solidarity groups’ meet weekly
to discuss their businesses, problems, and family issues, all of which impact the ability

of the member to repay on time.

Groups receive advice from program officers, who often act as family counselors, social
workers, emergency first responders, and financial advisors (Chavan and Ramakumar,
2002; Hassan, 2002). Such extreme relationship management practices are designed to
build trust, compound social capital, and strengthen network ties among the borrowers
and the micro finance institution or microfinance institutions. In the early days of the
Grameen Bank, founded by Dr. Mohammed Yunus in Bangladesh, for example, bank
officers found it difficult to give out loans because of suspicion among villagers, and
experienced push back from the village moneylenders that viewed the Bank as
competition. Bank officers resorted to social work to first build trust before disseminating

their loan program (Hassan, 2002).
2.6 Entrepreneurship

Across several disciplines, entrepreneurship is one of the most widely used term in
business, management, economics and other related fields. One of the key observable
facts is that entrepreneurship has different meaning for different people, some use it in
the meaning of innovation, some use for creativity, risk taking, leadership, and profit
maximization from business point of view. Others from social context consider it as
startup of business, new production methods while many others see it from other
different significances. This research aligns with the definition of entrepreneurship with

startup of new business and self-employment.
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Among the various schools of thought, entrepreneurship is perceived in different ways.
Davidsson, (2004) describes that entrepreneurship is rich phenomenon which makes it
a resourceful field. While defining entrepreneurship, we consider some school of
thoughts that have major role to define this field. Entrepreneurship, under the flag of
Schumpeter school of thought (Swedburg, 2000), is about innovation in organizational
process, thinking up new combination, entrepreneurial behavior and motivation of

entrepreneurs.

While according to Gartner (Thornton,1999), entrepreneurship is about creation of new
organization or new startup, creating values and entrepreneur mean owner-manager. In
Krizner's view (Swedburg, 2000), entrepreneurship is searching opportunities and
exploiting them, so it reflects towards the alertness capability of entrepreneur towards

profit opportunities.

This study conceptualizes entrepreneurship as an endeavor to create one’s own
business based on the demand in the community. To put it in other words, an
entrepreneur is a person who understands the gaps and challenges in his/her
community and identify the resources available to venture a business. Specifically, the
concept of entrepreneurship is described by the increase in total income of the client
working with the Addis Credit and Saving microfinance as this is found quite suitable to

measure in terms of numbers than making the concept a categorical variable.
2.7 Theoretical Frameworks on Entrepreneurship

As has been argued above, in understanding and conceptualizing entrepreneurship,
there are several schools of thoughts. Among those, in this section, attempt is done to
present the two schools of thoughts in details that would be employed in
conceptualizing and analyzing the entrepreneurship in the thesis, too. In particular,
these theoretical frameworks are Schumpeter’'s theory of entrepreneurship and Austrian

theory of entrepreneurial discovery.
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2.7.1 Schumpeter Theory of Entrepreneur

Schumpeter’s theory of Entrepreneur has evolved while contributing knowledge in
theory of economic development by the German economist, Joseph Schumpeter.
According to Schumpeter (Swedburg, 2000), the concept of entrepreneurship is linked
with the concept of innovation which has to do with the effort of combining materials and
forces, which are under reach, with different method or with new combination to
produce a new innovative product. By this definition, it is important to consider that
Schumpeter emphasized on innovation rather invention while conceptualizing

entrepreneurship.

Further, according to Mondal (p.6),

“Schumpeter's model works through the transformation of production
function. A production function is the technological relationship between
inputs and outputs.” Further to elaborate innovation and resulted products,
in following there are five forms: (1) the introduction of new good for users
or new quality of good (2)the introduction of new method of production-
handling production system in new way (3) the opening of new market-
where company do not entered before, even existing or new market (4)
the conquest of a new source of supply of raw material (5) the carrying out
of the new organization of any industry, like the creation of monopoly
organization. These all steps indicated a kind of innovation by combining
sources, materials and function and producing a new product or service.

Other major contribution of Schumpeter theory also discusses motivation of the
entrepreneur. First, it discusses the desire and will of entrepreneur to establish an
organization where entrepreneur can work independently and enjoy power. Second,
that the entrepreneur will become successful in his/her business. Success has to do
with the effect of commitment by working on one’s own business and idea. And third is

joy and satisfaction on reaching his/her goals (Swedburg, 2000).

In addition to what Schumpeter argues as stated above, others such as Gartner, and
McDaniel (Mondal, p.5) explain that when we think about entrepreneurship, there are
many factors attached with it like economic, personal and sociological variables and

their combination. Personal characteristics are also attached as entrepreneurial
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behavior. These personal characteristics include the need of achievement, risk taking

propensity, locus of control, beliefs about wealth and material gain and business growth.

Overall, from this theoretical framework, it is possible to draws lessons on how
entrepreneurship grows and what real attributes are required. However, it is hardly
possible to see the linkage with financial institutions such as microfinance as this

research is attempting to do.

2.7.2 Theory of Entrepreneurial Discovery-Austrian perspective

Another theoretical perspective that scholars coined in leading research agenda in the
area of entrepreneurship is the Austrian Theory of Entrepreneurship. The Austrian
theory of entrepreneurship (Swedburg, 2000) asserts that entrepreneur anticipating
market and need of customers exactly and correctly, produce more cheaply than
competitors and earn profit. Entrepreneur makes it useful for customers and hence as it
will be more useful, entrepreneur can earn more. This idea is directly indicating to
earning profit while anticipating market and customer needs in advance. By this theory,
it is showed that successful entrepreneur will be that who can earn more profit. In other

words, profit is the driving force in shaping and encouraging entrepreneurs.

Entrepreneurial discovery emerged in Austrian economics by evolving two elements.
One, market is a center that acts as entrepreneurially driven process and other is
knowledge which can increase by market interaction (Kirzner, 1997). Austrian
entrepreneurial discovery theory relies on concepts focusing on the role of discovery
and rivalries competition. From this discussion, we can perceive that Austrian approach

emphasize entrepreneurship with economic activity and market process.

To summarize, both theories have similar and different aspects on entrepreneurship.
Different authors have different approaches on entrepreneurship; this may be due to
their research, the environment in which they are working in, the previous research and
literature available. Innovation, risk taking, and creativity are almost essential

components of both theories.
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Schumpeter’s theory mainly emphasizes on innovation, emphasizing to redefine and
regroup resources to produce new product or service. And innovation always has risk
with itself. By producing new product, accessing new market, adopting new production
system, all lead to risk. However, in case of Austrian theory of Entrepreneurship,
anticipating market and customer need is somewhat that needs an innovative idea and

it also leads to risk.

To present a comparison account of these two theoretical approaches on

entrepreneurship, Boettke, Coyne (p.5), argues,

“As compared to Schumpeter’s characterization of the market process as
creative destruction, Krizner emphasized that markets tend continually
...towards equilibrium, as consequence of continually-stimulated
entrepreneurial discoveries”. So, Schumpeter emphasize on creative
destruction while Austrian approach argue towards market knowledge
which priory unknown.

As has been mentioned elsewhere in this thesis, entrepreneurship is the process of
designing, launching and running a new business, which is often initially a small
business and enjoy self-employment. Entrepreneurship has been described as the
"capacity and willingness to develop, organize and manage a business venture along
with any of its risks in order to make a profit". While definitions of entrepreneurship
typically focus on the launching and running of businesses due to the high risks involved
in launching a start-up, a significant proportion of businesses have to close due to lack
of funding, bad business decisions, an economic crisis, lack of market demand — or a

combination of all of these.

As is known, individuals emerge as entrepreneurs for various motives and reasons.
Among those several reasons, some entrepreneurs act for personal freedom,
independence, or to create something new (Allen, 2011; Williams, 1983). Most
entrepreneurs desire to be their own boss due to the frustration they experience working

for others or from an intrinsic personal desire to own or run a venture (Barringer and
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Ireland, 2009). Whereas, other reason individuals become entrepreneurs is to pursue
their own interests, ideas or for the sheer joy of creation (Shane, 1993; Shumpeter,
1934). To finalize, it is possible to summarize that people become entrepreneurs
because they want to be in control of their own future, want greater wealth, have a zeal

for novelty and are drawn to the unknown (Barringer and Ireland, 2009).
2.8 Financing Entrepreneurs

Historically, entrepreneurs face many problems when seeking funding for their start-ups.
New ventures commonly rely on angel investing, family or friends, venture capitalists
and banks to provide the necessary capital for their businesses. As a trend,
communities did have their own traditional institutions to offset the financial demands of
entrepreneurs. In this regard, it is also argued that Ethiopians have traditional social

institution that enable them access finance while in need.

According to research, entrepreneurs who perform better require capital for expansion
purposes, for investment reasons, to increase cash flow or to off-set cash flow
difficulties in their business (Barringer and Ireland, 2009). New business struggle to
raise capital because they are inexperienced, unknown and untested (Mantell, 2009;
Barringer and Ireland, 2009). This is especially true for the young entrepreneur with little
business knowledge, experience and collateral. In a developing nation like Ethiopia, it
becomes extremely difficult for emerging entrepreneurs to secure bank loans or obtain
capital from Angels or Venture Capital (VC) due to their lack of experience (Mantell,
2009). These alternative methods of funding are limited or non-existent.

In the past, even if an entrepreneur wanted to create a business, the necessary
resources were either unavailable or difficult to find. Historically, it was near impossible
for several entrepreneurs to obtain loans for their ventures, thus many failed to succeed
or relied heavily on personal savings, friends and family to finance them. This is simply
because there were no other alternatives for funding. Research shows that
entrepreneurship and small and micro enterprise development is crucial and a prime

mover of a nation’s economy. Small and micro enterprises provide the largest number
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of jobs in all economies; therefore, as Ethiopia becomes more entrepreneurial friendly it
stands to prosper as an economy.

2.9. The link between Microfinance and Entrepreneurship

As has been mentioned above, at the outset, the concern of microfinance was providing
access to those who otherwise could not be included in the formal finance sector. In
short, it was assumed that microfinance was a weapon to eradicate poverty by providing
access to financial services to those who cannot provide collateral to secure loans from
financial institutions. Whenever microfinance is discussed in light of entrepreneurship, it
is presented with a challenge as several researchers assume that the small amount of

funds given to entrepreneurs fail to leverage the dream and intensions of entrepreneurs.

From experience, it may be possible to suggest that microenterprises are naturally short
lived, since the opportunities themselves may be inaccessible. For example, the
provision of satellite communication services to a village by an entrepreneur is an
opportunity until the arrival of widespread cell phone infrastructure (Bayes, 2001).
Therefore, large scale empirical research on the impact of the social network dynamics
of borrowing groups on the incidence of serial entrepreneurship by members of the
group may represent a theoretically richer direction.

2. 9.1 Microfinance Services to Entrepreneurs

Microfinance provides many types of services to its customers. The services are
financial (microcredit, micro-insurance, money transfer, savings) and non-financial
services (training, technical assistance, counseling, education, health...). The above
microfinance services are directed to entrepreneurs who want either to create
entrepreneurial ventures or who want to expand and develop their microbusinesses.
The creation of a microenterprise is identified in this study to the implementation of a

business opportunity by creating a microbusiness organization.
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Microfinance institutions assist two types of micro-entrepreneurs that are potential
microentrepreneurs  (creation) and  existing  microentrepreneurs(expansion).
Microfinance institutions assist potential microentrepreneurs by providing financing and
training to enable them to start a business activity. This assistance to potential
microentrepreneurs is directed mostly to poor. This is because poor are the first target
of microfinance. The objective in targeting the poor is to start their own business activity
enabling them to increase their revenues and to reduce their level of poverty
(Ledgerwood, 1998).

Moreover, microfinance institutions provide additional services to existing
microentrepreneurs. The assistance to existing microentrepreneurs is done in financing
the working capital of microenterprises, in financing the acquisition of fixed assets and
in providing them saving facilities to secure their funds and to self-finance their

development.

Other financial services offer to existing microentrepreneurs are money transfer using
mobile banking to facilitate their transfers and other financial operations, microinsurance
to insure their business operations and the unexpected that affect the smooth

functioning of the business like the sickness or the death of the microentrepreneur.

The microfinance institutions offer also non-financial services to existing
microentrepreneurs enabling them to expand and develop their activities, their skills and
to empower them. The non-financial services supply to existing microentrepreneurs are
managerial training, technical assistance, analysis of the sector of activity (Ledgerwood,
1998).
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2.10 Conceptual Framework

Figure 1. Theoretical Model on the relationship between Microfinance Services

and increase in total income of Entrepreneurs

(Source: Based on Grameen Model, Yunus (2007) and author's own construct

based on literature review and previous empirical works)
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Chapter Three
Research Methodology

3.1 Introduction

This chapter articulates criteria for determining the appropriate methodology used in the
study to uncover answers to the key research questions. In particular, the section
describes the research design adopted, target population, procedures conducted,
sampling and sampling procedures employed. Further, this section presents the various
specific techniqgues employed in the study from both quantitative and qualitative

methodologies.
3.2 Research Design

The study was meant to establish the dynamics of MFI innovation in influencing
entrepreneurs in Addis Ababa. A special focus is given to the increase in the total
income of those entrepreneurs owing to the various services and products they have
secured from the Addis Credit and saving microfinance in Woreda 14, Bole area, Addis
Ababa. A survey design was used since the researcher intended to research on all
kinds of innovative approaches designed to support entrepreneurs in and around
Woreda 14, Bole Sub City, Addis Ababa. A detailed study is sought to be conducted on
Woreda 14 Addis Microfinance branch of the Bole Sub City.

The research is considered mixed as it utilizes qualitative and quantitative data in
collecting the subject under investigation. From qualitative research methods, focus
group discussions, key informants, case study and semi-structured interviews were
used to triangulate the data found through the questionnaires. An organized structured
guestionnaire was used to collect the quantitative data that was presented and analyzed

via the SPSS software.

36



3.3 Target Population

The population of interest in the study was entrepreneurs who were supported by the
Addis Credit and Saving microfinance institution. Those entrepreneurs are the ones who
had the chance to work with the mentioned microfinance. Shop owners and youth
entrepreneurs who are working with the Woreda 14 Addis Credit and Saving Share
Company were the primary subjects of the research. Specifically, those shop owners
and self-employed citizens working and living in the areas of Anbesa Garaj, Unity

University, Mebrat Hail areas in Gerji area are the target population.
3.4 Sample Design
3.4.1 Sampling and Sampling Procedure

A mix of purposive sampling and systematic random sampling was used to identify the
target respondents in the study area. First the study area was selected purposively
based on the suitability for data collection and logistics. The survey was conducted in
Woreda 14, Bole Sub City by establishing a sampling frame form which a sample of
villages and households are selected for interview. To do so first, the list of all micro
finance beneficiaries was collected from the Woreda 14 Addis Credit and Saving
Microfinance. Since simple random sampling was not feasible and cost effective in this
particular case the list of respondents gathered was used to select 315 interviewees
applying systematic random sampling with the following steps

i.  First the sampling interval (SI) was calculated by dividing the total number of to
the target respondents sample size that is n.

ii.  Then random number between O and the S| was taken from random number
table to identify the first respondent to be interviewed

ili.  The Sl was added on the number of target respondent that is selected on step II
to select the second respondent to be interviewed and

iv. The Sl was added on the number of target beneficiary that was selected second
to find the third respondent to be interviewed and this process continued until the

nt" target respondent was identified.
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3.4.2 Determining the sample size
The sample size was determined by Cochran’s (Bartlett et al 2001) formula that is
suitable for the data under study.

Thus, the sample size was calculated using the following formula:

A )1C)
D2

Where n= sample size
z= significance criterion at 5% error term for 2-tail tests
p = estimate of variance or maximum proportion
q=(1-p)
d = acceptable margin of error

At acceptable margin of error (d) of 5% (95% CI), maximum proportion estimate (p) at
0.5 and g (1-p) of 0.5, and z value of 1.96 at 5% acceptable margin of error, the sample

size is calculated to be 384.

(1.96)2(0.5)
(0.5) = 384

(0.05)2

Correcting for finite population with the following formula

T
TEW Tl —

et

pop

Where pop is population size which is 1125. The final sample size was estimated at
287.
Including some non-response rate as nearly 10%, 315 target beneficiaries were

interviewed for this research.
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3.5 Data Collection

The researcher used both primary and secondary data to answer the research
guestions on the role of saving, credit, coaching and mentoring and innovative financial
products that have been introduced in the Addis Credit and Saving Microfinance and
how these products improved the entrepreneurial spirit or the total income of borrowers.
Secondary data is data which already exists in the record. The researcher thus found
this data relevant for the research at hand, for example the researcher made use of the

Addis Ababa Micro Finance compiled and uncompelled reports.

Moreover, in attending to the research objectives, the researcher used several
strategies in two fieldwork periods as situations allowed. The first-round data collection
was carried between January—February 2018. In this period, the researcher was able to
identify contacts, key informants, and get permission by presenting support letter from
the University to the head office of the microfinance.

The second data collection season lasted for about a month and half between May —
June 2018 which has helped improve gaps and missing data. During this time, the
researcher tried to expand on the data collected in the previous period and collect data
on several issues relating to the subject under discussion. The major strategies
employed as tools of the data collocation include various technigues as described

below.
3.5.1 In-Depth Interview

The researcher used in-depth interview with seven key informants as one of the
strategies in collecting data. Four of them were male while the remaining three were
females. On average, the key informants were interviewed twice a week ranging for two
to three hours. The discussions with the informants were carried out in their working

areas.

Regarding interviewing other people, the researcher also used other places like shops,

the Woreda MFI office, and where cobble stone works were going on and, in the
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community, at large in discussing some issues with regard to infrastructure and service
provision. This strategy supported the researcher in collecting appropriate information

as it paved me to adjust my questions to different contexts.

1.5.2 Case Studies

The researcher used case studies, especially regarding cases where people classify as
successful and failed entrepreneurs to study their background thereby assessing their
special adjustment strategies and personal commitment. Hence it enabled the
researcher to enrich the data gathered in other ways. In the data presentation, case
studies are used to supplement the significance of the independent variables by

presenting specific experiences shared by respondents.

3.5.3 Observation

Structured observations were applied in the process of data collection. Majority of the
Woreda 14 Addis Credit and saving microfinance borrowers are found around Gerji and
Mebrat Hail areas. Most of them have small shops around this area. Hence, in addition
to the interviews and discussions held with them, observation was also employed as
additional strategy to understand the motivation, commitment and passion those
entrepreneurs bring to their business. In doing so, the researcher set out to the field

after preparing an observation checklist (see annexed).

3.5.4 Focus Group Discussion

Focus group discussion was carried out as one the tools in the collection of relevant
data. About four focus group discussions was carried out. The first group discussion
was conducted among eight microfinance clients who work closely around Unity
University in the Woreda. The second focus group discussion was carried out with
another six group of clients found around the Anbesa Garaj area. The other two focus
group discussions were carried out with the clients of the microfinance institution around
the Gerji Mebrat Haile area in the woreda. These focus group discussions were led by

the guiding questions designed for this purpose and are appended along with this
paper.
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3.6 Data Analysis

Data analysis is the process of categorizing, manipulating and summarizing data to
obtain answers for the research questions. As has been mentioned above, in this thesis
both qualitative and quantitative methods of analysis were used. The data was further
organized in a manner that both quantitative and qualitative descriptions are done.
Specifically, quantitative data presented and analyzed through use of pie-charts, tables
and bar graphs. SPSS software was also used in the analysis of the quantitative data.
The researcher carried out multiple regression models using SPSS while analyzing the

relationship between the various variables stated in the research.

The aim of regression analysis is to summarize data as well as to quantify the
relationship among variables. The researcher used multiple regression equation to
explain the relationship between the independent and dependent variables. In this study
the independent variables are saving, borrowing, coaching and mentoring and
innovative financial products while the dependent variable is increase in total income
which is conceptualized as improvement in the spirit of entrepreneurship among the
entrepreneurs.

Y=B0 + B1 X1+ B2 X 2+PB3 X3+ i

The variables in the formula above represent the following:

Y = Entrepreneurship (measured by number of active entrepreneurs/clients of the
selected MFI)

BO= constant term

B1, B2, B3 = Beta coefficients

X1 = Loan product innovations (measured by number of new loan products innovations
introduced by selected MFIs annually for the last four years)

X2 = Savings product innovations (measured by number of new savings products
innovations introduced by selected MFIs annually for the last four years)

X3 = Coaching and mentoring supports (measured by number of branches opened by
selected MFIs

€i = error term
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Chapter Four

Findings and Discussions

This study has attempted to uncover the link between the key services provided by the
Addis Ababa microfinance institution and the entrepreneurial spirit exhibited by the
young borrowers. In presenting the findings of the research, attempt is done to classify
the presentation and discussion of the result against the four major thematic concerns
of the paper. Moreover, both the finding and the discussion contain the data found via
gualitative and quantitative methods. Wherever possible, attempt is made to
complement the data gathered in one of the two methods via the data found in the other

method.

This chapter concisely presents the study into four sections. Under the first section,
diagnostic tests are presented. These tests are aimed at proving the quality of data
found via the questionnaire. Under the second section, results of the descriptive
statistics of dependent and independent variables are presented. The presentation of
these variables is thought to give vivid picture regarding the key variables under
discussion. Under the third and fourth sections, summary of multiple regression results
and correlation matrix are presented. Accordingly, the findings of the study are

discussed in view of theoretical frameworks and available empirical works.
4.1. Regression Diagnostic tests

Brooks (2008) argued that diagnostic tests play crucial roles to check the OLS
estimators and the hypothesis tests regarding the coefficient estimates. If OLS
estimators exhibit those desirable properties of Classical Linear Regression Model
(CLRM) assumptions, they would be refereed as (BLUE) i.e., Best Linear Unbiased
Estimators. Therefore, in this study diagnostic tests were performed to check and

ensure whether the assumptions of the CLRM are violated or not in the model. Thus,
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the following section presents the various tests conducted to check on if those

assumptions were satisfied.

Test for Heteroscedasticity

To test for the presence of heteroscedasticity, the popular white test was employed.
This test involves testing the null hypothesis that the variance of the errors is constant
(homoscedasticity) or no heteroscedasticity versus the alternative that the errors do not

have a constant variance.

Ha = The error has constant variance;

Hb = the error has no constant variance

In this study, the test statistics give the same conclusion that there is no evidence for
the presence of heteroscedasticity. Therefore, the alternative hypothesis was rejected in
favor of the null hypothesis. Therefore, in this study the error terms are constant

(homosekedasic) overtime.

Normality test (the disturbances are normally distributed)

One of the most commonly applied tests for normality is the Bera--Jarque (hereafter BJ)
test. BJ uses the property of a normally distributed random variable that the entire
distribution is characterized by the first two moments, (i.e. the mean and the variance).
The standardized third and fourth moments of a distribution are known as its skewness
and kurtosis. Skewness measures the extent to which a distribution is not symmetric

about its mean value and kurtosis measures how far the tails of the distribution are.

A normal distribution is not skewed and is defined to have a coefficient of kurtosis of 3.
It is possible to define a coefficient of excesskurtosis, equal to the coefficient of kurtosis
minus 3; a normal distribution will thus have a coefficient of excess kurtosis of zero. If

the residuals are normally distributed, the histogram should be bell-shaped, and the BJ
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statistic would not be significant at 5%. This means that the p value given at the bottom
of the normality test screen should be bigger than 0.05 to not reject the null of normality

at the 5% level.

Histogram

Dependent Variable:
Increase_in_Total_Income_due_to_involvment_in_microfinance
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The p- value of the corresponding BJ test is 0.16 which is insignificant at 5% level.
Therefore, the conclusion is there is no or little evidence of non-normality. Thus, the
alternative hypothesis is rejected in favor of the null hypothesis that is the errors are
normally distributed.

Test of Autocorrelation (Serial Correlation)

The notion of autocorrelation defines that there is no serial correlation or autocorrelation
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among the disturbances ui entering the population regression function (Gujarati D.N,
2008). The covariance between the error terms over time (or cross-sectional, for that
type of data) is zero. In other words, it is assumed that the errors are uncorrelated with
one another. If the errors are not uncorrelated with one another, it would be stated that

they are auto-correlated, or they are serially correlated.

A test for this assumption is therefore required which is tested by the DW (Durbin-
Watson) test in this study. The DW test is a test for a relationship between an error and
its immediately previous value. Therefore, to conduct the DW test, the hypothesis is
stated as follows. Ho: No Autocorrelation (p = 0), Ha: Autocorrelation (p #0). As a rule of
thumb if the DW test approaches 2, then it is an indication for no autocorrelation. But if
the value of the test is zero, then it is an indication for the existence of perfect positive

autocorrelation.

On the other hand, if the value of the DW test equals 4, that means there is perfect
negative autocorrelation (Brooks, 2008). In this study, the DW test statistic stands at
1.74. This indicates that the model does not correspond with autocorrelation since the
Durbin-Watson value is close to 2. Therefore, it can be concluded that in this research
there is no or little evidence of a relationship between successive residuals and can be

concluded that and we fail to reject the null hypothesis of no autocorrelation.

Multicollinearity test

This test is made to check whether the independent variables are correlated or not. If
the correlation coefficient is minimum it is considered as a sign of indication that among
the independent variables there is no problem of multicollinearity. Moreover, Kennedy
(2008) stated that multicollinearity problem exists when the correlation coefficient
among the variables are greater than 0.80.
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Correlations

Number of
Number of Innovative
Total saving Total loan Coaching and Financial
deposit amount Mentoring Products
Total saving Pearson Correlation 1 341" 475" .655"
deposit Sig. (2-tailed) 000 000 000
N 315 315 315 315
Total loan Pearson Correlation 341" 1 421" 521"
amount from  gjg (5 _tajled) .000 .000 .000
the
) ) N
microfinance 315 315 315 315
institution
The number Pearson Correlation 475" 421" 1 .648"
of Coaching  gjg (2-tailed) .000 .000 .000
and N
mentoring 315 315 315 315
Number of  Pearson Correlation .355" 521" 448" 1
Innovative gy (2-tailed) 000 000 000
financial
products 315 315 315 315

**_Correlation is significant at the 0.01 level (2-tailed).

From the table above, correlations among explanatory variables are below the
threshold. As shown in correlation table, the higher correlation is between total saving
deposit in the microfinance institution and number of innovative financial products is
(0.655) and the number of training given by the microfinance to the entrepreneurs and
number of innovative financial products (0.648), which is even below the threshold. The
rest of the correlation coefficients were low indicating the absence of multi-co linearity in

this study; making the regression analysis more reliable.

Further, the collinearity statistics coefficients table below indicate that the problem of
multicollinearity doesn’t exist. If the VIF (Variance inflation factor) is below 3, it is

possible to conclude that there exists no multicollinearity problem among the variables.

46



Coefficients?

Collinearity Statistics

Model Tolerance VIF
1 Total saving deposit 493 2.028
Total loan amount 726 1.378
The number Coaching and
) .379 2.638
Mentoring
Number of innovative
.354 2.824

financial products

a. Dependent Variable: Increase in Total Income due to

involvement in microfinance

4.2. Descriptive Statistics of Variables

This part of the study presents the demographic characteristics of respondents and
descriptive statistics of both the dependent and independent variables. For clarity
purpose, the results of the independent variables are presented at the beginning and
the results of the dependent variable is presented later. Quantitative descriptions of
those variables are supplemented by qualitative descriptions with the intension of

making the descriptions more vivid.

Key descriptive data results include but not limited to mean, median, maximum and
minimum value, standard deviation and number of observations; therefore, these
descriptions are also presented in the paper. In the explanation, comparison and
analysis of those descriptive data and additional explanation is provided via the data
collected qualitative methods. Case studies, observation, key-informants, focus group
discussions, semi-structured interview results are used in triangulating the data found
via the questionnaire and interview methods. The combination of these two methods
give better explanations and descriptions of the study variables which made the study

comprehensive.
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In the presentation of these variables, tables, pie charts, bar graphs are used to present
the results of descriptive statistics of both the dependent and independent variables
included in the analysis of the relationship between saving, lending, mentoring and
coaching and innovative financial products as independent variables and increase in
total income as dependent variable. Making the presentation of the demographic
characteristics of the respondents by using the graphical diagrams has made the
descriptions of the data convenient. Whereas, the data for the dependent and

independent variable is done by using tables and verbal descriptions.
4.3 Demographic Characteristics

Descriptions of the demographic characteristics of the research respondents shade light
in giving contextual picture of who those people are and what specific characters define
them in terms of age, gender, education, marital status and other characteristics to
mention just a few attributes. Doing so would also give the opportunity to comprehend
the findings of the study if it is possible to generalize to those other people in similar
conditions elsewhere. Accordingly, below is the age, gender and education

characteristics of the respondents.

Fig 1: Age of Respondents
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As stated elsewhere, this study largely focuses on the entrepreneurship skills of the
youth population. Likewise, as can be seen from the above bar graph, of the total 315
respondents, those who are between 31 to 35 years of age constitute about 38 %.
Whereas, the remaining respondents are between 26-30 (30%) and 20-25 (32%) years
of age. In general, it is possible to conclude that almost all of the respondents are in
their youth age. The mean value for age is 28.4.

Fig 2: Sex of Respondents

Sex of Respondents

Category Frequency Percent
Female 155 49
Male 160 51

As can be seen from the table close to 51% of the total respondents are male while the
remaining 49% are females. Therefore, it is possible to argue that the study attempted
to have the participation of both genders equally. However, among the total population
of the Addis Credit and Saving S.C, 60% of the clients are reported to be the females. In
this research, despite several efforts to maintain perfect gender balance, it was possible
to involve about 49% women which can be stated as almost close to being half of the
study participants are females while the remaining are males. Hence, there is a
balanced view in the presentation of the findings of the research findings among both

genders.
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Fig 3: Marital Status of Respondents

Marital Status of Respondents
6%

M Married
H Single
M Divorced

i Widow

Regarding the marital status of the respondents, among the 315 respondents, about 59% are
married while 25% are single. The remaining respondents are divorced (10%) and widowers
(6%). Hence, it is possible to conclude that the majority of the study participants are married
while a significant portion is unmarried. It is also possible to suggest that one’s marital status
has got not significant role in hindering one’s commitment to take part in entrepreneurial efforts.
Though not the interest of this research, it can be learnt from this data that one’s status with
regard to marriage plays less or no significant role in accessing financial services at the
microfinance institution. This also draws parallel with the focus group discussion and in-depth
interview results as participants were asked if this has presented any significant impact on their

activity as a client of the microfinance institution.
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Educational Status of Respondents

Fig 4: Education Status of Respondents
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As can be seen in the above graph, from the total of 315 respondents, about 67% of them were
high school graduates. While the remaining respondents, i.e. 24%, 6% and 3% were diploma,
primary school and first-degree graduates, respectively. In summary, most of the respondents,
i.e., about 91% of the total were high school and diploma graduates as compared to the other
respondents (9%) altogether. The results of the qualitative data regarding the impact of client’s
access for credit and other services at the microfinance suggest that it plays no or less impact.
In other words, the microfinance institution does not disregard or prefer any of those clients

based on their education status but on their financial needs and proposals.
4.4 Descriptive Statistics of the Dependent and Independent Variables

The dependent variables in this thesis include saving, credit, coaching and training, and
innovative financial products. The independent variable, however, is the increase in total
income of individuals. In this section, these independent and dependent variables will
be described based on the quantitative information gathered via the questionnaire and
the information gathered via the qualitative methodologies. For clarity purpose, at the
outset, the definition of the variable is presented followed by the quantitative description

in the middle and qualitative information towards the end of the variable description.

51



As has been stated in the methodology section of the paper, in-depth interview was
used with seven key informants as one of the strategies in collecting data. Three of
them were male while the remaining four were females. On average, the informants
were interviewed two to three times a week ranging for one to two hours. The

discussions with the informants were carried out in their working areas.

Regarding interviewing other people, other places like shops, the Woreda MFI office,
and where cobble stone works were going on and, in the community were used at large
in discussing some issues with regard to infrastructure and service provision. This
strategy supported the researcher in collecting appropriate information as it paved the
researcher to adjust questions to different contexts. Hence, in the description of the
study variables, wherever relevant and appropriate, the results of the qualitative
methodology made to supplement the quantitative descriptions of the variables.

4.4.1 Saving

Saving is the amount of saving deposit that Addis Credit and Microfinance beneficiaries
deposit at the institution. Saving is one of the products of microfinances rendered to
clients. In this regard, Bhuiyan, et.al, (2012:329) argued that saving is one of the
products of microfinances that is being described as one of the independent variables in
this thesis in the following manner: “Microfinance as the provision of a wide range of
financial services like saving accounts, loans, payment services and insurances for
people with no regular access to financial services through traditional financial

institutions”.

Ideally, people are encouraged to save regularly based on what they can afford. They
are encouraged to save weekly or monthly depending on their income. The study
participants declared that the minimum amount of saving they do vary from small

amount of hundred Ethiopian birr to some thousands.
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Descriptive Statistics

Table 1: Summary of Saving

N Minimum Maximum

Total_saving_depos
it_in_the_microfinan |315 400.00 110,000.00

ce_institution

Valid N (listwise) 315

As can be seen from the above table, the minimum amount of saving deposit that
depositors made at the microfinance institution is about 400 Ethiopian birr. While, the
maximum amount of saving respondents have made at the microfinance is about
110,000 Ethiopian birr. From this data, it is possible to see how far depositors vary in
the capacity of saving at the microfinance which in turn would affect their ability to apply

and take credits for the purpose of their business or consumption

The qualitative data on saving as well depict similar variations as some of the key
informants say they have very small amount of saving at the microfinance while others
express a relatively huge amount of saving. This draws parallel with the explanation of
Mohan (2011) regarding the goal of microfinance is to give low income people the
opportunity to become autonomous by providing a means of saving money, borrowing

money and insurance.

In addition to what is mentioned above, while explaining the reasons on the level of
variations in their saving, key informants explained that most beneficiaries save at the
micro finance to show the institution that they can afford to pay back the loans they
would be receiving. They mention that they think they don’t get the amount of loan they

wish if their saving is inadequate.

In fact, the assumptions held by the microfinance’s customers draw parallel with the
explanations provided from the loan officers at the Addis Credit and saving institution.
The officers at the microfinance also confirm this by explaining that one of the key

objectives of the institution is improving customers’ saving habit.
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In addition to key informants, the data found via case study depict the following:
Casel:

Alemnesh is 28 years old woman. She has two daughters. She is raising
her kids alone. She came to Addis Credit and Saving institution three
years ago. She heard about the company from a neighbor who also
benefited by working with the company. Before three years, Alemnesh had
no saving and she used to depend on daily subsistence to feed and send
her children to school. Now, she has more than 5,000 ETB in her account
and works on Guilit, a small market place where she sells vegetables in a

village and earn better to support her life.
Case 2

Abera is an electric shop owner at Gerji Mebrat-Haile, Addis Ababa. He
has been working with the Addis Credit and Saving for the last four years.
At the start he had ideas of working but not sufficient finance to support
his business idea. He tried to approach individuals and members of his
family to start his business. In the middle of his efforts, he heard about the
Addis Credit and Saving institution from friends. They recommended him
to go for credit at the Addis Credit and Saving Share Company.
Immediately, he approached and started to get service at the institution.
Now, he has more than 100,000.00ETB at his account in the microfinance.
He also feels happy about their service. He now owns a shop that was a
dream to him just before four years.

In the semi-structed interview, a question was asked to participants if there was a
chance to get any innovative saving product, they were attracted to owing to a special
saving package designed to encourage them. Key informants disclosed that there are
no attractive packages designed targeting them. They feel that the kind of saving they
use is almost similar with other financial institutions’ saving products like the commercial

banks.
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In general, from the description of the variable ‘Saving’ both quantitatively and
gualitatively, one can understand that the amount of saving at the microfinance by the
customers vary greatly. In particular, the description of saving via qualitative methods
depict why respondents have this much difference in their saving capacity and
assumptions. We can also learn from the case studies that respondents have clarity of

reasons as to why they save in the company.

4.4.2. Credit

Credit refers to the loan amount given at the Microfinance based on the application and
request of the Addis credit and saving microfinance customers. A key informant at the
institution mentioned that the company has provided a total of 12, 000,000.00 ETB in
the last fiscal year 2017/18. Further the informant mentioned that the institution had no
debt write-off in the last fiscal year. Creditors are expected to pay back the loan
with10% interest rate, 2% service charge, 1% insurance. While comparing this with
other loan arrangements with the banks, it seems that microfinance beneficiaries are

better off as the former charge about 17% and more interest rates.

In addition, those who took loans are expected to pay at least a minimum of six month’s
interest rates and other charges. If an individual wants to settle earlier than this period,
the institution will penalize the loan taker about 5% and may write a bad
recommendation. A special form of loan is also being managed by the institution for the
youth as proposed by the government to take joblessness and the political unrest the
country is in for the last three years in a row. The arrangements for the youth fund loan
that is being facilitated by the institution include 8% interest rate, 1% service charge, 1%
insurance fee, and a 3% penalty should the loan beneficiary quit the arrangement in
advance of the settlement time. What is peculiar to this financial product is the

possibility of the youth in getting the loans without the need for collateral.
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Table 2: Credit

Descriptive Statistics

N Minimum  |Maximum  |Sum Mean
Total_loan_amount_from_th
o T 315 2000.00 180,000.00 |1.49E7 4.7400E4
e_microfinance_institution
Valid N (listwise) 315

As can be seen from the table above, of those 315 the majority have secured somewhat
average size of loans that may not be easily achieved at other financial institutions. A
significant number of loan applicants also secured a loan size as high as 180,000.00
ETB. The minimum amount of credit those respondents took is 2, 000.00 Ethiopian birr

while the maximum is close to 300,000.00 Ethiopian birr.

In general, the loan dedicated to customers is arranged in various forms. If applicants
want, they can apply for personal, group, enterprise or women’s credit types. Those
who applied for any of those credits would enter to an agreement of paying 10%
interest, 2% service charge, and 1% insurance fees. It is compulsory to pay those fees
for a period of six months despite earlier or later return period. Regarding innovative
credit products, the institution mentions the aforementioned ones as suitable and
convenient innovative credit products for potential entrepreneurs. Likewise,
beneficiaries acknowledge that the Microfinance is by far a better option. Key informants
acknowledge that had it not been for the Addis Credit and Saving Microfinance, it could

have been quite unthinkable to get access to finance for various purposes they use.

Regarding who is supposed to be the real customer of microfinance credit services, the
officers at the company expressed the shift of focus from what is known as the un-
bankable to those who can provide any form of collateral. At the beginning, credit
applicants could apply up to 700 Ethiopian birr without any collateral as a loan request.
However, as repayment of loan became quite a daunting experience for the Woreda 14,
Addis Credit and Saving S.C, customers who are able to provide collateral are given
preferences and by the time those who would be interested to apply for the relatively

smaller amount of loans as low as 700 Ethiopian birr are no more coming to the
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microfinance as they are not encouraged as it used to be in the past. This goes against
the basic principles of microfinance as Yunus (2007) mentioned.

As Yunus (2007) argued the target of the microfinances in the past was those
considered vulnerable and this finding shows that the majority of the clients are those
who can afford and thus we may not consider them as vulnerable, but poor. Over the
years, therefore, microfinance refers to loans, savings opportunities, insurance, money
transfers and other financial products targeted at the poor, but not at the vulnerable,
Samson et.al, (2013) Hence, we can generalize that the ideal targets of the
microfinance were supposed to be those would not be bankable. In the reality this is not

happening at the institution.

The loan arrangement designed at the Addis credit and saving S.C prove quite different
from what was famous in the Grameen model in that the loan committee was described
as the one who is responsible to make loans to groups of four or five borrowers which
are known to each other (some program prohibit relatives from belonging to the same
borrowing group) who then decide among themselves who will get the first tranche of
loans as Yunus (2007) argued. These close groups meet weekly to discuss their
businesses, problems, and family issues, all of which impact the ability of the member to

repay on time.

Regarding the size of the credit offered from microfinance and the impact it has on the
livelihood of the borrowers, critics suggest opposite from what Yunus (2007: 56) argues
in the following way:

Critics often say that microcredit does not contribute significantly to
economic development. Are they correct? | think the answer depends on
how you define "economic development.” Is it measured by income per
capita? Consumption per capita? Or anything per capita?

However, for Yunus, the credit for clients would significantly contribute and he said,
(Ibid: 56) “Microcredit turns on the economic engines among the rejected population of
society. Once a large number of these tiny engines start working, the stage is set for big
things.”
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The finding of this research as exhibited in the quantitative and qualitative
methodologies also align with the premise of Yunus. The results of the focus group
discussions, key informants and semi-structured interview reveal that clients who took

credits from the microfinance improved their overall total income.

4.4.3 Coaching and Mentoring

Coaching and Mentoring refers to the number of coaching and monitoring services
rendered by the Addis Credit and Saving institution officers. Loan applicants receive
trainings on key financial concepts such as spending, budget, saving and paying loans
to just mention the few. The loan officers in the institution also follow up those who took

loans and try to provide advice whenever necessary.

Loan beneficiaries get phone calls every month just five days before they should deposit
their down payments. Data gathered in qualitative methodologies reveal that the phone
calls are aimed at preventing customers from fines and unwanted expenses. The Addis
credit and saving S.C loan officers are given this task. As the loan officers have the lists
and contact details of the creditors, they directly give calls so that loan takers can

prepare themselves to pay their monthly amounts on time.

The coaching and mentoring are also done in regular manner from monthly to every
other week depending on the needs of the beneficiary. Before an applicant is granted a
loan, he or she must attend a training that is designed by the institution. Hence, for
clients a minimum of four to twelve sessions are given in a year. Majority of the clients
attend six to twelve sessions while the other remaining half attend various coaching and

mentoring sessions below six times in a year.

In the literature or microfinance, it is argued that groups receive advice from program
officers, who often act as family counselors, social workers, emergency first responders,
and financial advisors (Chavan and Ramakumar, 2002; Hassan, 2002). Such extreme
relationship management practices are designed to build trust, compound social capital,

and strengthen network ties among the borrowers and the micro finance institution or
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microfinance institutions. However, regarding coaching and mentoring, Addis Credit and
Saving Microfinance assures that beneficiaries attend training about their rights and

obligations with regard to the kind of loan they would take from its employees.

Lengrand & Associés (2009) explain microcredit as a product of microfinance that does
not nurture highly innovative businesses, but as something that can be considered as
an entrepreneurial activity capable of creating value-added businesses that can have a
role on job creation as well as in lessening of social exclusion, positively affecting

economic development.

4.4.4 Financial innovative products

The Addis credit and saving S.C designed various innovative financial products to meet
the demands of the customers. Key innovative financial products of the Addis Credit
and Saving microfinance S.C include various credit products known as personal, group,
enterprise, women, global HIV funds. These products are assumed to benefit the
various targets in many ways. In this regard, (Nugroho & Miles 2009: 22) argued
“...microfinance can help enable companies to innovate by freeing up resources:
enabling them to create additional value by reducing the transaction costs of access to

financial services.”

Personal loans are designed to provide financial solutions to individuals with the
intension of consumer loans for personal reasons. Customers may apply for loans for
the purpose of furnishing their houses or use to cover any of their consumption desires.
These types of loans might have not been possible had it not been to the Addis Credit
and saving institution for the majority of the respondents as respondents report in the
data found via the semi-structured interview and key informants discussions. Based on
the total amount of the loan request by customers, the type of collateral may be decided

by the microfinance.
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Group loans are designed to groups with business plans that can be implemented in
collaboration with peer groups. Group members themselves may serve as collaterals in

conditions where the group cannot present other forms of collaterals.

Enterprise loans are designed to enterprises that are growing. As per the direction and
policy initiatives of the government loans are arranged to encourage customers who
would like to work in the area of manufacturing than other sectors. This proves the
alignment of the microfinance to the preferred sectors believed to drive the Ethiopian

economy to a better level.

Women loans are designed to encourage women. This loan is planned to empower the
women in owning resources that make them productive citizens. Hence, specific
arrangements are made in place to encourage the women apply for this type of loan

and use for consumption, business or any other forms.

Global HIV fund is a credit product designed for those people who are living with
HIV/AIDS. As the name indicate this type of credit arrangement is designed to those
people living with HIV/AIDS so that they can have access to their medicine, other

consumption goods and/or startup business that may improve their livelihood.

In general, so far Addis Credit and Saving institution claims that it has got some five to
four financial products that would benefit communities. It is also supported by key
strategies that would make the youth, disabled and women key beneficiaries. In the
upcoming fiscal year, the share company plans to diversify some financial products by
working with other stakeholders. Likewise, the expectation and the hope of customers is
to use financial products from the microfinance and have chances of depositing and
taking out money from their accounts via core banking and other applications as other

proper banks do.

To generalize, the institution lacks other innovative financial products that attract youth

entrepreneurs. Strategies and products that exist currently are products for the youth,
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disabled persons and women. Other than those mentioned above, it is impossible to
find out a single financial product that attempts to encourage those entrepreneurs other
than a relatively easy financial access compared to the complex formats that one has to
go through to acquire loans from other formal financial institutions such as banks. At
present, the company plans to bring core banking products in the long run. Core
banking is quite familiar in the formal banks in the country.

4.45 Increase in total Income

Increase in total income refers to progress made in the earnings of those people who
are working with the Addis Credit and Saving S.C. Increase in total income is taken in
this thesis as a dependent variable that may be influenced by independent variables,

i.e., saving, loan, coaching and mentoring and innovative financial products.

As can be seen from the table below, the minimum amount of income that respondents
declared to have is about 8, 000.00 ETB in one fiscal year. Whereas the maximum
income of respondents in one fiscal year amounts as high as XXX. Hence, we can note
here that the overall income between those who earn less, average and maximum
varies with a significant amount. This also possible to explain the underlying caused for

those variation by asking critical questions with regard to key dependent variables.

Descriptive Statistics

N Minimum Maximum Sum Mean

Increase_in_Total_Income_d
ue_to_involvment_in_microfi |315 8000.00 3.20E5 4.70E7 1.4935E5

nance

Valid N (listwise) 315
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4.5 Multiple Regression Results

As was mentioned in the methodology section of the research, the model attempts to find out
the relationship between the dependent variable, increase in total income and the
independent variables i.e. saving, credit, coaching and mentoring and financial innovative
products. The model presented below is designed to show the kind of relationship these
dependent and independent variables could have. More importantly, the model is designed to
see what kind of effect doe the dependent variables have on the independent variable. The
model, thus crafts coefficients that would show the direction and magnitude of the
relationships of the stated variables. Likewise, the error terms that may not b explained in the

kind of relationships via the model is considered.

ITIN= o + B1 (SAV) +B2 (CRE) + 3 (CAM) +B4 (FIN) + ¢

Where:
ITIN: Increase in total income
SAV: Saving
CRE: Credit
CAM: Coaching and mentoring
FIN: Financial innovative products

€ =error term

Model Summary

Model R R Square Adjusted R Square

1 .8944 .799 .796

a. Predictors: (Constant), Number of Innovative financial products, Total loan amount from the microfinance institution, total

saving deposit in the microfinance institution, the number of Training given by the MFI to the Entrepreneurs
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According to the result of the multiple regression, it is possible to conclude that the 79.6%
percent of the total variance in ‘increase in total income’ is explained by the model. As we can
see from the above table, the value of the adjusted R square (79.6%) tells us that the model
does a great job in predicting link between increase in income and the practice of participating

in saving, credit, coaching and mentoring and innovative financial products.

Likewise, it is essential to mention that 20.4% of the variability of increase in income is
explained by other factors that this research has not looked at. It is recommended that other
researchers could delve into this question and find out other factors that bear significant
impact on increase in total income among micro credit and saving organization beneficiaries,

in particular Addis credit and saving microfinance S.C.

Correlation and multiple regression analyses were conducted to examine the relationship
between the dependent variable, ‘increase in total income’ and other independent variables,
i.e., saving, credit, coaching and mentoring and innovative financial products. As presented
above and elsewhere in the paper, it has been proved that there is statistically significant
relation among the dependent and independent variables. The dependent variable that is

increase in total income is positively influenced by the dependent variables.
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Chapter Five
Summary of Findings, Conclusion and Recommendations

5.1 Summary of Findings

As has been presented in chapter four, the key components of the study under
investigation were saving, credit, coaching and mentoring and innovative financial
products. Correspondingly, saving as one of the key services rendered by the
microfinance has been found out playing a significant role in increasing the total income
of the youth entrepreneurs. The minimum amount of saving deposit that depositors
made at the microfinance institution is about 400 Ethiopian birr while, the maximum
amount of saving respondents have made at the microfinance is about 110,000
Ethiopian birr. Therefore, it is possible to summarize that depositors have varying
capacity of saving at the microfinance which in turn would affect their ability to apply and

take credits for the purpose of their business or consumption.

Regarding the second major service rendered at the microfinance, i.e., credit, the
majority of the youth clients have secured somewhat average size of loans that may not
be easily achieved at other financial institutions. The minimum amount of credit those
respondents took is 2, 000.00 Ethiopian birr while the maximum is close to 300,000.00
Ethiopian birr. The loan dedicated to customers is arranged in various forms i.e.,
personal, group, enterprise or women’s credit types. Those who applied for any of those
credits would enter to an agreement of paying 10% interest, 2% service charge, and 1%
insurance fees. It is compulsory to pay those fees for a period of six months despite
earlier or later return period. Overall, credit as a major service rendered played

significant role in improving the total income of the entrepreneurs.

Regarding coaching and mentoring, Addis Credit and Saving Microfinance assures that
beneficiaries attend training about their rights and obligations with regard to the kind of
loan they would take from its employees. Coaching and mentoring as one of the key

services rendered by the microfinance institution, clients got the chance to get updates
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and several advices on how they can better manage their relationship with the institution
and better repay their loans in time without penalties and fines. This reality has helped

the youth entrepreneurs improve their total income.

Key innovative financial products of the Addis Credit and Saving microfinance S.C
include various credit products known as personal, group, enterprise, women, global
HIV funds. These products benefited the various targets in many ways. These products

contributed for the total income increase among the clients.

5.2 Conclusion

From the study, it has been found out that the increase in the total income of
entrepreneurs is attributed to the various services that the Addis Credit and Saving
institution provides. The institution’s saving, credit, coaching and mentoring and
innovative financial products which are the focus of this research significantly

contributed to the increase in the total income of the entrepreneurs under study.

In particular, the Addis Credit and Saving Microfinance has reached out several youth
with various financial needs. The institution has been evolving in shaping the various
financial services they render in the woreda. Specifically, Addis Credit and Saving
Microfinance loan provision was supported by coaching and mentoring and innovative
financial products. These products have significantly contributed to the increment of
clients’ income. The Woreda 14 Addis Credit and Microfinance beneficiary youth have

improved their total income.

Viewed from the famous models of microfinance i.e., Grameen and Banco-Solo, the
Addis Credit and Saving microfinance seems to stick to none of these models. It rather
combines approaches that deemed to be contextually relevant for the institution. It
operates in rendering both group and individual loans. Hence, it is difficult to theorize
the Addis Credit and Saving microfinance sticks to one of the two famous microfinance

models strictly.
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The data collected both in the qualitative and quantitative methods prove that the
theoretical framework designed to lead this research prove correct in that the total
income increase owing to the saving, credit, coaching and mentoring and innovative
financial products services of the microfinance. In other words, the findings of this
research align with the thought (Robalo:2) “microcredit... can in fact be considered as
an entrepreneurial activity capable of creating value-added businesses that can have a
role on job creation as well as in lessening of social exclusion, positively affecting

economic development.

Overall, we can generalize that the Addis Credit and Saving microfinance improves the
total income of the youth entrepreneurs while at the same time the institutions shifts
from its core services and targets as time progresses. The microfinance combines
features of the Grameen and the Banco-Solo Progressive Lending models and it is
impossible to say that either of the models is the key guiding principle and practice.
While providing services to the youth entrepreneurs, the microfinance lacks clarity on
how entrepreneurs emerge compared to the theoretical models used to lead this

research

5.2 Recommendations

The Addis Credit and Saving microfinance combines both the Grameen and Banko-Solo
models in its ways of operations, further studies are recommended to sort out the merits
and demerits of combining these approaches in the design and rendering of services in
the institution to get a better perspective of which model fits better to the contribution of

increase in income among clients.

Modernizing the various products and services of the institution should be the focus of
the microfinance as some of the systems in place indicated that they are even backward
compared to other financial institution such as banks. At the same time, the

microfinance should revise its products and strategies to reach out clients against what
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the other formal financial institutions are providing and assure that the vulnerable are
clearly targeted and it is not a duplication.

Further studies that show the link between the increase in total income and various
services rendered by the microfinance should be made. As well, studies exploring the
impact of hosting new financial products and policies to reach a group of community are
appreciated. Researchers should show policy makers in the area of microfinance the
relevance of examining what is happening on the ground against what is in the policy of

establishing micro credit and saving institutions in the country.
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Appendix - |

Guiding questions for Key Informants

Noop,rwdhE

What collateral are asked for borrowers?

Is the credit given for individuals or groups?

What are the strategies to assure repayment of loans?

Do borrowers get larger amount of loan if they pay full of the first loan?
Who are the entrepreneurs?

Why do you think entrepreneurs emerge in our context?

Are borrowers effective in using the money for the cause?
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Appendix-II

Guiding questions for Focus Group Discussion

o0 wNE

What are the major services you get at the Addis Credit and Saving microfinance S.C?
Have you ever taken any loan from the microfinance?

Do you have a saving account at the microfinance?

Did you have any chance to attend any training or advice from the microfinance?
What financial products do you use at the microfinance?

Does your income increase due to the services you get from the institution?

71



Appendix-lll: Questionnaire
Addis Ababa University
Master of Business Administration

ameP

B et ARG

O-L+AFePT LU TCERT "0A%O ANO NLCS emO TR ePPPIT  AWNFTNLCAPCOTPALAMEANPEINTINTNCLAD-TLS"
NTLACONTHIERaPa ROV G TP TLRDLPTID " PP ETaPLTIGD-ANTILNNNALNANNRLACA LY  MBA  (Management)
T8 1@ LU T TCENTFPTAATINA L LN LT TN 4L MNAT A T CTSICA T AL IPNALNANNN T AR T T F it O P :

NPGTav LB AP TFATNALAANNTTILNE4ELG 1N TEIPTNANANIPP LN P AT ML ST INTPMPICILE PTINTPR,IP a0 409D AL.NPAL.0ANAN
ANFANTTINTLT T2 MEPTANGALIPLE PTINPANANLLA A : Y TCE N Fara-tgav- e 1av (4. LT D~

PPGROMAENIPNTLAMLPIFEPAPMA: : 2 IAANPATTN TS EAT LO? MBA
LV MO HARLA DAL FRIP: he, 1400 L BN NENIPFANP TN 2NN YVN TN PAD-A L0816 T
Ah: +251911124985: A.7224: solethn@gmail.com

I. A1-chHOP avl %
1. Af9% hdd a.<=20 b. 21- c. 26-30 d.31-35 e.>=36
25
2. PHIUCTLLE a. PavBany P b. 4T C. BTG 828 C. fapgavspg
£914G hi.e 4
nage
3. 8¢ a. 10 b. fA10 c. P d. N9t e+AeL
Il. LCOFPhPI°
4. PACOL LCPF AT°T PUA LI (16 AL | A. A7& 9avt | B. v-(t Gaot C. oot Gooi D. hé-t Gaot
1m-?
5. PACOAPIULPIG IO TR0 TG D102 ASTFCFETe | B. a<b / (-th C.kSHI® [ PEA [ P00 / 0d,
A. AA90S (Specify)
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mailto:solethn@gmail.com

6. 798P mPAA PPD a7 (AIPAN PUA,
Ue9° 9, TN WAPTF)? NATTe NAPT
PAFE%£0C (00,000 / =)

A. 10,000.00 i

B. 20,000.00 NC

C. 30,000.00 NG
B.

D. 40,000.00 ic
C.

E. 50,000.00 N

D.

F. 60,000.00 N1

Il AT NCT ¢nO 0L:C AT TITTT

7. POASA NLC I°7 PUA 102 A. 5,000.00 B. 10,000.0 | C. 20,000.00 | 30,000.00
0
8. NCCPT WIALTT OTmeRT LGt 9°7 e B. £1MNhA | C. AnPARTNL | D.A%ACHLLRTAN
97 GFD-? NALLH + a7l
MLHONERLETTN | E. H@RYPT | F. e71L0PLGA | G, AA 910D
CRTONC PoIPPI° et (Specify)
9. N&CATPPPANTICANNPF? hP B. AL
10. AP0, Fo14:-9°2.me? APCLH B.0LAAOGIPH | C. NG DAL D.AA%ING
Z7a
11. PPN LD LHO-IPTILUNINC? 1 Gavit B. 29t C. 39wt D. AA“Ad
(Specify)__
12. (N&ECOOATOASIILVN IO-? 9% B. 15% C. 20% D. 30%
h 40% 042
13. hAS.0 ANA DATS NLCS &ma a2 PP e 1INGG | B, Af0/ C. 4meLa®e¥ | D. AA“IAS
(1L %A 97 10C? I ] Tindder PR LM (Specify)__
faavgar(
14.00&C K¥POP0 PULIRTLMPaOTI°T T 0P (HPHAT 27¢- | B. QAATA7¢- | C. ACIATPI® D. AA“IAS
10-? &M AL (Specify)__
15.0974 A0 I PAATIALNAGN L4 TP 25% B. 50% C. 75% D. 100%
NP LEITPYATIO?
16. 718 PThG N4 MOV ETRG AT TP A. h? B. AL
TALANGLTNLNEPPTHTIANGGLETNT?
17 A THNOASTFUHNLCOM,FTThGTCET1G hP B. A%

Fu?
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18.7+C499 hPSFu- NGevt (APT OC A. AmPALPODN B. 20,000 C. 30,000 D. 40,000
LILLAIMNEATETTPTTCEIPILUALIPSA?
E. 50000 F. AA

hA(2108)-

19.471& 22PN CANTPIAIPTLUNID-? A. OTHAGSANTINS | B LFF | C. 0ASAL798:8 | D. PRCT-HI08A
AFavgn,avC NHTEASPCY Co o th

BTN A

4t
20.0A%.0A000ANFENLCTEMON072ICe | A. nMgeps. B. T4 C. Ang D. HPt+§
ATOTTFIFIPIPVAN1O-?
21hA8.0 AN NLC AT emO +EI° ALCAP AG A 1 B. 2 C. 3 D. 4
A7 ACAP AX £7NFT TI0AMTS D& E. Ade—me
L0MA? ham VA>T A7 LE?
IV. AP INFNAMSATHTTATE I
21.hAh8.0 ANA A. h? B. AL
NLCTEMNFRIPARCOAPSAILACALANLING
FEOTINAMITATAAMG EIFLAMAT?
22.0F2av-AINGTFNPhar LTI 7eVA N A. OOCAh7E1LH B. 04N% C. NI9709 D. (f%av:
AGLIELLLIN/ LNESA? ao-t av-t

E. A&A%AS (Specify)
23.9° 790 M0 APION Y0 F P G- P TN 8D A. aAMS B. 090002 C. ONAOAGh@-L | D. 9o79°
TGF

24 A4 MNEPTFOILNCNUNTTINAMTANS. | A. AP B. h&
ALIO-NAD-PLOANN?
V. PATTHCTCI YIS AS.NYA04.MEPTF
25 MAEAMVALCTEMANHPOPOCALCANE | (mgor pemamge | B, anegog C./ ho1mIn- D.(MgPhATIaIAaD:
CASLNINESNTALRNFPTRIENETALCITA?
26.NALOMNAALCTEMACLELINTI AR | )\ ngor qemange | B, hadogagg C.ANTITIND- D.0MgPAOTITI G-
VOt I8 S 70 FIA IS HAL ;R H0A
@ S RILCANLANT AT A
27 RASARANOLCTEMAICPACHTITREDL | ) (oo p naggge | B, gy C.AOTITIND- D.0MgPRATITIATD:
MNESLTNLONPTF TR TE IMPIPANTACG A :

74




28 NASAKNANLCTEMAICPACHTITOINL | ) (oo » namaggn | B s pegrggo C.AOTITIAD- D.(MgehATIagAaD:
FAPRLTD-PA L, 0 IE M HN L TIL UL I THILAT
CHDEBLNTE P TANT A

AGRF DS LA T RAY-!

75




Appendix-IV: Questionnaire (English Version)

Addis Ababa University
Master of Business Administration Addis Ababa University
Master of Business Administration

INTERVIEW GUIDE AND CHECKLIST FOR MFI and ENTERPRENUERSHIP

Name of respondent..............

Dear Participant

This project is entitled “Understanding the Dynamics of Microfinance in Fostering
Entrepreneurship: the case of Addis Ababa Microfinance” The investigator is Solomon
Debebe who is currently an MBA (Management) student at the Addis Ababa University.
The aim of this project is to investigate the relationship between microfinance and entrepreneurship
in Ethiopia, particularly in Addis Ababa city. To supplement the data obtained from key informants
and Addis Ababa microfinance institutions by means of face-to-face interviews, the investigator
seeks to gather relevant information from randomly selected entrepreneurs of Bole Sub City of Addis
Ababa using questionnaire. Participation in this project is completely voluntary.

Survey results will be recorded anonymously, and strict confidentiality will be maintained. Individual
responses will not be identified in the investigator’s MBA thesis. Should you have further
information, please contact Solomon Debebe by the following address:
Tel.: +251911124985 : E mail: solethn@gmail.com

I: Demographic information

2. Age group a. 21-25 b. 26-30 c. 31-35 d. 36-40

3. Gender a. Male b. Female

3. Level of education a. Degree and above | b. Diploma c. High School | e. Primary
II: Organizational Capacity

4. For how many years did your a.l year b.2 years c. 3 years d. 4 years
business work

5 What is your main source of a. retail b. shop c. cafeteria d. other
income?

6.toal value of your asset ? a.10, O00ETB b. 20,000 ETB | c. 30,000 d. 40,000 ETB
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e.50,000 ETB

f. 60,000ETB

I1l. Credit Service

7.How much money did you take asa | a.5,000 ETB b. 10,000 ETB | c. 20,000 ETB | d. 30,000 ETB
loan?
8.what was the requirements for you | a.collateral b.company’s | c. total asset d. family and
to get granted the loan book keeping friends
9.did you encounter challenge to get | a. yes b. no
the loan?
10. If yes, why----------------- a. short term b. previous c. high loan
years burden interest

11. Time to replay loan a.1vyear b. 2 years c. 3 years d.other
12. Amount of interest rate on the a. 9% b. 15% c. 20% d. 30%
loan
13. What was the goal of you taking a. business b. business c. innovation | d. other
the loan? expansion start-up
14. For what purpose did you use the | a. for the planned b. other c. personal d.other
loan? business activity
15. what portion of the loan was used | a. 25% b. 50% c. 75% d. 100%
on the planned business?
16. Did the loan support you expand a.yes b. no
your business?
17. Do you think you are successful a.yes b. no
for taking the loan?
18. What was the total income you a. less than 1o b. 20,000 c. 30,000 d. 40,000
have got if you were profitable? thousand

e. 50,000 Other

19. What was the role of the credit

for the business you are running?

a. increase in total

capital

b. increase in

customer

c. established
new business

d. improvement in
livelihood
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base and

branches
20. How do you describe your . very good b. good . average . not good
relation with Addis Credit and Saving
Microfinance S.C?
21. Did you get any training from the . once b. twice . three times .4 times
MFI? How many times a year?
lll: Coaching and Mentoring
22. How frequent does the MFI offer . once a month b. quarterly . biannual . yearly
coaching and mentoring to you?
23. What types of training package . training b. individual . workshop . nothing
does the MFI offer? consultation
24. Do you think it is relevant to offer . yes b. no
coaching and mentoring ?
IV: Entrepreneurship and Innovative
Ideas
25. The service rendered at the . strongly disagree | b. disagree . agree . strongly agree
Microfinance helped us open
businesses in several places
26. The trainings, coaching and . strongly disagree | b. disagree . agree . strongly agree
mentoring services provided us
chances to expand our business
27. Because we work closely with the . strongly disagree | b. disagree . agree . strongly agree
MFI we have improved strategies in
our work
28. The various training and support . strongly disagree | b. disagree . agree . strongly agree

we receive from the Addis Credit and
Saving MF improved our competitive

abilities.
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