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Abstract 

Backgrou/ld: Afar regional slate is one o./Ihe pas/oral dominanllivelihoods in the country_ Like 

any other pastoralists Afar region was also neglecteelfi-om developmental activities and services 

like lJIicrojinance instilulions. The reason why such MFJ did 1101 exist in the region was not 

studied b~fore. This study explores challenges and prospects of introducing sustainable 

micro/inonce services in Ihe region/ocusing on the pas/oral people. 

Objective: This study explores challenges ami prospects a/introducing sustainable microjinance 

services Aiilr pastoral population and the demand/or the service. 

Me/h oi/s: The study employed a mix of both quantitative and qualitative methodology employing 

semi structured (lml il1-delith interviews with 60 pastorolists ./i"01ll two markets in zone one of 

Aysa 'ita and Logia markets. 5 coopemtive leaciersji-om Aysa 'ita lVoreda, and 8 key informants. 

The prmiciparJts were selected./i·o/1/ two markets (Logia and Aysaita) purposive sampling. 

Fini/ings: Among the pastomlist sample, a substantial number a/participants were found with 

high need/or microjinance services at the same lime with lack of awareness as how /0 diversify 

income generating activities. They show also a good habit 0/ in/ormal lending and borrowing 

with good repayment cult lire aided by clan hosed court (mob/a). With regard to saving they are 

1)00" in saving hu/ {hey sholV a need qlform(f/ A11-;'/s for saving, money I r({n.~fer, and credit 

services. NCO {tnd ~t:0ve,.nlllenl led coopero/ives Ivere nol as such effective in their .five years 

journey. The region has some spec!flc constraints which increase cosl ofproviding micro finance 

services 10 the pastoral cOIl1I11/./I7ity: such as harsh climate, highly dispersed settlement, poor 

in/i"astructure and socia economic conditions {lnd other constraints. Interest issue is the most 

sensitive chal/enge observeelfi-om the sluc0' regarding/ailure of introducing MFI in the regiOn. 

CO Ilc/IISioll : form the study it was concluded that there are specific constraints which could 

increase cost o(providing sC/'vices to the pastoralists. However, there are also compromising 

factors which help sllstainable lIIicrojinance service like good demand and culture o(repayment 

enforcement by the cultural court. 

RecoII//}/elldatioll: Multi-Ji:teeted interventions on issues of incoII/e diversification and business 

skill of past ora lists should be carried out so as to create awareness about business, and so as to 

encourage need 0/ the people for credit and saving services. integration should be maintained 

with interventionists so as to cover operational costs and the product design should also cope 

I I'ilh hene./lciaries' clflture. 
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Chapter One: Intl"Oduction 

1.1 Back Gro und of (he Study 

The study area, Afar nat ional reg ional state is located in the north east of Ethiopia. 

Accord ing to central statist ics agency (2006) more than ninety percent of the people are 

pastora lisls w hile the remaining are agro pastorali sts. Based on the agency the regional 

state comprises twenty six percent of Ethiopian pastora li sts. 

Pasto ral iSIs in Ethiopia like in th e other cou ntri es have continuously suffe red from a long 

hi sto ry 0 1· political, economic, anel soc io-cullUral marginali zation including from 

Mic rofinance se rvices (Wolday 2008 : Nur 2006; Pasto ralisl Forum Ethiop ia 2002). More 

than any other pastora l groups in Eth iopia, Afa r pastoralists have been neg lected in terms 

ol· ,·ese;lreh ;Ind development pl"Ogramll1es (Yayneshct and Kclcll1cwork, 2004, p. 5). 

The pastora li sts' problems have been aggravated by the recurrent and complex natural 

calamities such as drought, nooel, di sease and so fo rth. Due to both artifi cial and natural 

calam ities, the pastorali sts have emerged as the poorest of the poor. Micro finance 

Institut ions (MFls) cou ld playa signifi cant role in improv ing food security and 

all cv iat ing poverty. With regard to thi s severa l studies (Obaidullah 2008; Halder and 

Mosley 2004; Woller 2002; Wolday 2008 ... ) noted that providing micro fi nance services 

to pas tora l households is one aspcct of promoti ng load security. Wo lday 2008: Pastoral ist 

Forum Ethiop ia 2002. and Pastorali st Deve lopment Assoc iati on 2007 also said in their 

study and reports that the absence of feasible microtinance act ivities in pastora li st areas, 

part icu larl y in Alii !". worsens the live ly hood or the peoplc in the reg ion. It is obvious that 

micro finance institutions can contri bute the ir role in ente rpri se deve lopment whenever 

thcy arc implcmcntcd propcrl y. Il owcvcr, somc says it is not a panacea which by itse lf 

can help enterpri se dcvelopment. 

Thu s, even though these studics and othe r rcpo rts remarked on thc non-existence of MFls 

in th e rcg ion th ey do not go through to ex pl ore lirstl y co ul d introd ucti on of susta inable 

microfinan ce insti tution he lp cn terpri se deve lopment given that the ex isting environment. 

Add itionally, they don't try to see reasons behind dalliance of such institutions to be 



establishment while its usc is crucial in poverty reduction and income di versi fication in 

sp ite of some neg[ igib[e criticisms. 

Since 2008 the regional state is tryi ng to estab lish feasible MFI in th e regIOn. 

Unfortunately, the effort of the region to establi sh the feasible institution docs not come 

in to pract ices until thi s research is undertaken because of unidentifi ed reasons. 

Therefore. this stucly will try to ex plore thc challenges ancl prospects found in the region 

to introduce feasible M[' I l'or the pastorali st majority people for ente rprise deve lopment 

ancl ultimately pove rty reducti on purpose. Consequently, poli cymakers and other 

stakeho lders will be bendieiaries o f the study result l'or thei r informed dec ision making; 

espec ia[ly it can be he[pful fa r estab lishment of client oriented MFls. 

The remai ni ng parts of the introduction are organi zed as Fo llow. Under thi s introductory 

part statement of the prob lem is presented I·i rst. Next to that, gene ral purpose statement, 

research objective and resea rch ques ti ons are 1''o [low respective ly. Signi fi cant of the 

stud y, scope and I imitations of th e stud y and organ ization of the paper are also presented 

under thi s introductory pa rt respect ively. 

1.2 Statement of th e prob lem 

Microfinanee industry has got the attention of academicians and practitioners as an 

innovative method of fi ghting poverty. Because of th is, studies made rega rding MI' l are 

several a[1 over the world . However they are concentrated mostly in the areas MFls are 

es tabli shed . As per Camp ion, (200 1, p 6 1), and Sharma,(200 1), Because of the be li ef 

that Illicroti nance se rvice de li very in urban areas invo lves lower costs owing to higher 

popu lat ion density as well as belle ,. inli'astructure ancl economic opportun it ies, almost a\1 

MI'l are establ ished in towns and dense ly populated sedenta ry rural areas so as to 

undertake the ir services in cos t effect ive way. 

Most studies made regarding MFls are therefo re focused on the esta bl ished MF I in the 

sedentary popu lation areas of the world. It is obvious that s ignificance of such researches 

may not help much to the sparse ly sett led and mob ile nature cOlllmunities li ke Afar 

pasto rali sts. 
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As per Letenah Ejigu (2009), most of the studies made in the sett led areas of the world as 

we ll as in Eth iopia focused on three key areas. The first one is impact assessment of the 

[VII" programs on the li ves of th e poo r. The sccond hot arca in the MF industry among 

resea rchers is whether M F outreaches the poorest of the poor who is in need of financial 

se rv ices. The third area that got the attention in the MF industry is the issue of financial 

susta inab ility of MFls. 

Stud ies foc used on necd of M Fls in poverty all ev iation, outreach to the acti ve poor, and 

the poorest, main strcam ing MF ls, sustainability and performance of MFls are al so 

common. There are also resea rches which focus on tailori ng MFI for spec ifi c setting of 

peo ple and communities to meet th ei r spccific need in ut il izing the harvest ofMFls. 

Evcn though al mos t all M I~ l s arc designed give relat ive se rvices for the poor, providing 

Mic.rofinance services to pastoral communities are not like prov id ing to sedentary 

populati on. Because, pastoral ists ha ve. their own bus iness style, income generating skill , 

cxpenditurc preferences, and generall y different economic act ivities which make them 

different in the need lo r Mic rofinance serv ices from that of the dense ly populated and 

settled areas of the country. 

Afa r the reg ion of pastoral iSIs ( I11 01'C lhan 90% of the population as of 2006 CSA) is 

different sett ing. The differences includes infrastructu re which needed to implement cost 

effecti ve MF I for enterpri se deve lopment; geographical location of the people which 

could impact the performance of MI' l in cos't effi ciency and outreach concern; and other 

j':lctors which can made !\ 1 ~lr people d ilTcn.;llt ill selling. 

There are so me stud ies w hich sugges t Microlina ncc services for pastorali sts. IFA D for 

example assumes that financial services, where effect ive ly deve loped and deli ve red, can 

of reI' subs tantia l benefit s to livestock owners (pasto ralists) and play a significant role in 

rural deve lopment and ri sk management anclmitigati on strategies. 

Despite the recogni zed importance of these cross-cutt ing issues, rural farmers, espec ially 

herders and pastorali sts, rrcquentl y ha ve no access to financ ial services in the IFAD 

focused pastoralist areas (Rota and Calvosa, 2009 p. I). Some studies and repo rt papers 

suggested directly or ind irect ly that Afa r peo pl e needs MFls as an intervention 
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mechanism to pove rty all eviation whereas the region st ill did not have any MF I in 

operat ion unti l the study ti me (W IRD Consult 2005, p. xi,Pastora li st Fo rum Eth iop ia 

2002, Nur 2006, and Wolday 2008, unpublished). 

Degefe (2009, p g I) also posit that th e economy of pastoralist s ([JO/'{/I1{/ pastorali sts) is 

not yet suffic iently monet ized. Hc did not hesitate also to mention their cultura l insurance 

schemc which is s imil,,,' to that of the sedentary far mcrs and urban dwe ll ers Iddir 

insu rance scheme and their customary la w of contributing catt le to restore their relatives' 

loss of wea lth by any devasta ti on. However, Degefe, (2009, p. 83) argued th at there has 

been li ttl e effo rt on the s ide or MFl s in Eth iopia to link their operations with tradi tional 

i !l sI it lit ions. 

Nevertheless, thcse studies did not go through spec ilica ll y in exploring how far a 

microfi nance servi ce is needed for Afa r pas tora li st life sty le and how it wo rks in such 

pastora l areas. They did not also try to show stakeholders what prospects and challenges 

are there so as to introduce feasib le MF ls in th e reg ion towards enterprise deve lopment. 

Exploring the challenges and prospects could be done by assess ing the over all aspects of 

the ma rket fo r M Fls in the region which could be helpfu l to see the viab ility of the region 

fo r commercia l or se lf-sustainable MFl s. 

Thus, the first moti ve to undertake thi s research is to fi ll the gap the studies didn't go 

through rega rding what chal lenges and prospects could encounter introducing MFI in the 

pastoral community and how different it wou ld be from that ofconvcntional ones. 

The second rationalc is in the yea r 2008, a committee concerned to the estab lishment of 

MF I. in Afar regional state was formed. The commi ttee was consisting of higher officials 

frol11 the Afa r reg ional state fi ve burea lls, and Afar pastoralist development association an 

NGO undertaking severa l deve lopment acti viti es in the region. This committee was 

assembled from the bu reaus whi eh were expected to be shareholders of the assu med MFI. 

Technical committees who ean help the higher offi cials in the development of the 

institu ti on were al so formed. However, after some efforts to establi sh the MFI they fai led 

to succeed in that period. Until 201 1 march the MFI is under establ ishment procedures. 

No operati on is started due to uniden tifi ed reasons. Therefo re, know ing reaso ns whieh 
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Illakc the estab li shlllcnt to be delayed and reasons that made the currentl y establ ished 

MF I non-operat ional can also help to explore challenges which can ham per in troducing 

MF I for pastoralists. 

1.3 I'll rpose statement 

As it is described in the next rcv lew literatu rc, several studies in dense and settled 

populat ion areas and the theoretical overview of MFls have a number of chall enges and 

prospects which impact their perforl11ance and feasib ili ty. As to the li terature, those 

cha ll enges and opportunities are com prised of supp li er side, demand side, government 

side, and lastly environmental side (such as remoteness from infrastructure, cli mate 

cond ition, and so forth). 

Thus, thi s study ailll s to explore all possible prospects and challenges of introduc ing 

feasible MF I and how different wou ld be introducing microfinance service in the 90% 

pasto ral region and subsequcnt ly to suggest al ternat ive MFl s which can resist the 

expected cha ll enges or factors could hinder establ ishment of MFI in the reg ion. 

1.4 Spec ific objectives 

Thus. the ma in object ive 01· the stuely will be to explore prospects and cha ll enges of 

introd ucing microlinance servi ce in pastorali st populat ion in afar reg ional state so as to 

see its feasibility to continue and how different it wo uld be. Hence, the prec ise object ives 

which specitically answer the gene ral propose statements are decomposed as follow: 

,. To see the necd or the pastoralist people for microfinan ce serv ices, 

:;. To investigate en trepreneurial and trad ing ski ll s, credit and sav ing habit of the 

pastora l peop le, 

>- To in vestigate phys ical and institut ional inti·astructu re or the region in helping 

introduction of feasi b Ie 111 iero fi na nee, 

>- To see soc io economic and environmenta l condi ti on of the region in relation to 

establishing microfinan ce services, 

;- To see trends ofNG Os and cooperat ive led servi ces in the region, 

:;. To see how difference microfinance institutions wou ld need In the pastora l 

populat ion from that of micro finances in the sedentary populated areas 
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1.5 Research questions 

~ How is the need of the pasto rali st people for microfinance servi ces, 

~ I-I ow is the entrepreneuri al income rai sing and traeling skill s, credit and sav ll1g 

habit of the pastoral peop le, 

j;.- How good is the phys ica l and inst itutiona l infhstructure of the region in helping 

introducti on o r feasib le microfin ance, 

~ What chall enges or prospects does has env ironmental and soc ia economic 

condition of the reg ion in re lati on to estab lishing microfi nance services, 

~ What pos it the trene! of NGOs and cooperat ive led services for introducing 

feasible mi crofin ance servi ce in the region and 

~ how diffe ren t microfi nance institutions would need in the pastoral populat ion 

from that of micro fin ances in the sedentary popul ated areas 

1.6 Significance of the stud y 

It is hoped that the study will open opportun ity to hole in to pastorali sts' lifestyfe and 

stud ying microfinance se rvice whi ch could be feasible fo r them. The find ings and 

recommendat ions of the stud y could al so be used fo r Afar reg ional state who is 

respons ibl e and facil itator fo r es tabli shment of MFls HS a tool of poverty alleviat ion 

mechan ism. Thi s is because that the fi ndings wiil inform decision makers about what 

chall enges and prospects are there in in troducing feasible microfinance service in the 

pastoral region and the recommendati ons will help them in th eir aim of what to do 

onwards. In addition, MF ls, NGOs and private in vestors wishing to establish MFI there 

could be benefited in aiding the ir market research. 

Over all , the ultimate benefi ciary is the Afar peo ple from implementati on of the 

recommendations and fu rther studies made in the fu ture based on thi s study. However, 

the major benefi cia ry of the research will be the resea rcher by himself for that it is first 

experience which will pave the way for him transform in to a quali fied researcher if it 

underta ke it in a qualifi ed manner. 

1.7 Scope and limitation of the study 

Due to di stance problem between Afar and Addis Ababa and shortage of human and 

fin ancia l resource, it is diDicult to orga nize interviews and questi oners at large sca le from 
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the pastoral people and this can reflect limited information about the information that 

needed from representative people. With thi s view, the research topic focu sed on demand 

of the people fo r MF services and possib le challcngcs and prospects of introducing 

micron nance services in Afi,,' pastoral population. The study did not aim give complete 

feasibility stud y whi ch enable to concl ude the possibility of sustainable MF service in the 

reg ion. However, it will give for I'urther stu dy some aspects of the issue which could be 

taken in to consideration. Mainly, the stud y emphasized geographically on zone one of 

Afar regional state taking two woredas which have a market access for the pastorali sts. 

Because pastoralists in the region have identi cal lifestyle, 60 pastoralists from market of 

Aisi'eta and market of Logya in Dubte wo reda were interviewed in the markets places of 

the wo redas. The data were al so gathered from documents, interview of diffe rent target 

groups. 

1.8 Organization of the paper 

The research result is organized in nve major parts. Firstl y, the introductory part which 

contains the resea rch problem, purpose statement, spec il'ic object ives, research questions 

and other background informat ion are presented. Next to this the review literature with 

theoretical as we ll as empirica l reviews are fo ll owed . The third part gives explanation of 

research des ign and mcthod used in the study. In the lo urth pa rt of the rescarch presented 

the data analysis and interpretations sidc by side. The last fitlh part of the research gives 

summary and conclus ion and recommendations for the stake holders described in the 

signilicance or the stud y. 
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Chaptet· Two: Revicw of Relatcd Literatut·c 

2.1 IntroductionofMicro Finance 

The micro-finance revo lution was developed in the 19S0s and came of age in the 1990s. 

Thi s was the general con text in which the fi nanc ial self-sufficiency of MFls has become a 

major priority. It occurred when the many advances of prev ious decades in market 

knowledge, lending methods and savings mobilization were combined with a commercia l 

approach to financial mediat ion for low income people, making financiall y susta inable 

micro-finance possible Graeub and Kraehenbuehl 2004, p. 15. In spite of its focus on 

self-susta inabi lity, MFls are focusing on poor people. 

Poor people are those with not ab il ity to access loans from commercia l banks normally 

because of lack in guarantee anc! collatera l. But there are many other reasons also 

involved for which commercial banks are not willing to finance poor. These reasons are 

inc luded that poor ha ve less educat ion, no proper exper ience and training, hi gh 

transact ion expenses of sma ll loans and lower ra te of profit. Therefore limi ted option to 

access loan leads to push poor peop le in more poverty. This situati on resu lted in 

eJ11erging the idea of micro lending and rnicrofinn nce. According to Mustafa and 

Ismailov (200S, p. IS) microfinance therefore is, a way to finance people, those have no 

collateral or any property for guarantee. 

Genera ll y mierofi nance inc ludes a range of financial servIces such as sav lIlgs, credit, 

money transfe rs, and insurance , among other things for poor and low income people. 

Hav ing in mind the definition of microfin ance, the literature is organized as follow. The 

literature is prcscnted in to two main categories, which are the theoretical overview of 

microlinance and empirical part. In the theo reti ca l part of the li terature, theoretically 

stated roles, approaches and chall enges of microfinance are presented. Whereas, the 

empirica l part of the literature, it 

microfi nance's empirical roles and 

is discussed studies undertaken regarding 

empirically observed cha ll enges III the 

implementation of mic ro linancc as a too l of pove rty allcviation in seve ral countries 

including Ethiopia. The now of the empirical presentation wil l be sta rting discussion 

hom studies allover the world and the n to Afri ca, and Ethiopia. 
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2.2 Theoretical Overview Micro finan ce Institutions 

In thi s part of the research it is di scussed the issues of microfinan ce services from the 

theoreti cal Ii teratu res . 

2.2.1 What is Micl'olinance Institution? 

The de fini tion of Mic rofinance inst itutions proposed by some authors and organizations 

are seemingly different fi'om one another. However th e essence of the defin ition is 

usually the same in which mi crofi nance refer to the provision of financial services 

primarily savings and credit to the poor and low income households that don't have 

access to commercial banks. 

Rob inson (200 I p. 9) cited in (Letenah Ejigu, 2009) defines MF as small sca le financ ial 

services primarily cred it and sav ing provided to peoplc who farm or fish or herd who 

operate small enterprises or microenterpri ses where goods are produced, recycled, 

repai red or so ld ; who provide services; who work for wage and comm ission; who ga in 

income from renting out small amount of land, vehicles, draft an imals, or machinery 

too ls; and other individual and groups at the loca l level of develop ing countri es both rural 

and urba n area. 

similarl y, Ledgerwood, (1999) noted that The fai lure of commercial banking to provide 

/inancial se rvices to the poor coupled with disadvantages of using informal markets are 

major rationa les for intervention in the market for financ ial services at the micro level. 

Consequent ly, microfinance emerged as an economic development approach intended to 

add ress the financ ial needs of the deprived groups in the society. Hossa in and Kn ight 

(2008, p. I) also defi ned microfinance as ' th e supply of loans, sav ings, and other basic 

financ ial services to the poor'. Bes ides they noted that microcredit, a centra l theme of 

microfinance, is broad ly recogni zed as ' the practice of offering small , co ll atera l-free 

loans to members of cooperatives who otherwise wo uld not have access to the capital 

necessa ry to begin small businesses. 

2.2.2 Savings: A highly importau t se rvice fo r the poorest 

Previously MFls rega rded savings as being a less important service than credit. Therefore 

"' recent studies the sav ings possibi lity is ca ll ed the " forgotten ha lf of micro-finance" 
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(G raeub and Kraehenbue hl 2004, p. 15). As per the authors, co ll ateral systems or 

compulso ry sav ings were implemented, to ex tract sav ing from the clients in order to 

provide a security for the MFI. These kinds of programme des igns are based on the 

preva lent and powerful ass umption that the poor cannot save. The experience has shown 

however that there is a high demand lor saving lacilities, ortt: /l even higher than for 

cred it. 

T here fore only credit se rvices ca ll become a heavy burden lo r vulnerable hou sehold s, if 

th ey cannot rcly 0 11 a regular income. Sav illg deposi ts on the other hand have quite 

different characte ri stics than loan money and they are highl y va lued especially by the 

poor households. 

ROBINSON (2001: 230) as cited In Graeub and Kraehenbueh l 2004, mentions 4 main 

reasons why the poor save: 

Savings as insurance against emergency situati ons like illness, old age, loss of income 

and oth ers and uncxpccted in vestmcnt opportunities. 

Savings as stock to equalize irregular income, for example fo r farmers whose income 

tluctuates with the seasonal cyc les:These people save when their income is high for 

consumption in peri ods when income is low. Many intorm al sav ing methods are lIsed for 

th is purpose. 

Savings for soc ial and religious Obligations: commonl y save fo r life cnSIS and 

ce remonies such as birth, pu be rty, weddings and funeral s; as well as for soc ial 

obligat ions such as contribu ti ons to fam il y or friend s or vi llage function s. 

Savings for future long-ter m investments: such as land purchase, children's education 

and house construction. 

Old age and disabi lity: include saving for in vestment in children 's education and 

marriages, with the expectation that the pare nts will be cared for in old age or case of 

ill ness. 

A Ithough most of the poor peop le do not have access to fo rmal sav ings deposits, there are 

a lot of poss ible ways to save fo r them. Poor people can depos it cash money in their 

home, buy animals or become a member of informal sav ings groups. Some even pay 

collectors to hold their sav ings safely. 
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2.2.3 Role of microfinance in poverty alleviation/enterprise development 

Current li terature is emphasizing on the growing importance of microfinance as an 

csscnt ial povcrty alleviation mcchan ism. Thi s was achieved by the crea tion of 

opportunit ies for entrepreneurship, which enable the poor to elimi nate unemployment and 

poverty by fulfilling their creati ve potcnti al. 

Regarding to thi s Lalitha, (2008), citcd in Luong (20 I 0, p.3), noted that microfinance is 

better tool of poverty al leviation by prov iding financial serv ice to the poor people as to 

prov ide small -sca led fi nanc ial se rvices primaril y sav ings, credit and insurance to people 

performing small or micro business activi ti es such as herdin g, farmi ng, or micro 

enterprises producing and se lling goods. 

In addition to that, acco rding Hossa in and Kni ght (2008, p. 1) by adopting microfinance 

as a centra l element in th eir developmen t programmes, several development 

organ izations such as NGOs. decreased to some extent poverty leve l of poor people whi le 

simu ltaneously enhanced the profi le of women and other underprivil eged communities. 

To sum up, microtinance can play big role in provis ion of financial serv ices to poor and 

low- income people whose low economi c standing excludesthem from using formal 

financial sys tems. The prov ision of finan cial services to the poor therefore helps to 

inc rease household income and economic security, build assets and reduce vulnerabi lity. 

2.2.4 Approaches of MFls towards outreach of the poor 

Although almost all microti nance practitioners agree that their goa l is to improve the 

wel fare of the poor, they do not agree about how best to achieve thi s goal. Most 

approaches to microfi nance lay be tween two ex tremes: the poverty approach and the se lf­

sustainabi lity approach. The poverty app roach targets very poor clients who are very 

costl y to serve. In the poverty app roach, donations cover the shortfa ll between revenue 

from clients and the cost of supply. The se lf-s usta inability approach on the other hand 

targets less-poor cl ients on lhe f, :i nges of the forma l fina ncial system (Schreiner 2002, p. 

I). Correspondingly, according to Fernando (2004, p. 1-2) there are three camps of 

thought on the issue of lin all cia I services for the poorest. 
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The fi rst camp simply argues that the extremely poor cannot be reached with 

microfi nance se rvices on a sustainabl e basis. Th is camp suggests addressing the 

ex tremely poor households living in small, iso lated communities in areas that lack basic 

infrastructure and markets other government interventions. The second camp advocates 

that the poorest or the poor can be reached not onl y on a sustaina ble basis but also on a 

large scale. The third camp thinks that extremely poor people can be serve with 

microfinance but there need subsid y to support the susta inabi lity of the institution for 

long term serv ice. 

These views determine the dec is ion ofmi crofi nancc implementat ion in a given country or 

comm un ity. 

Although mi cro iinance has been util ized in almost all parts of the world, some 

areas/reg ions wo rk especia ll y hard to adapt certa in bas ic microfinance tenets to their own 

unique ci rcumstances. Social, economic and re ligious restrictions have often led to 

creat ive ways of adapti ng principles of microiinance to the rea lities of the env ironment 

(U nit ed Nat ions Capi tal Development Fu nd 2002, Dusuki 2008) . 

The other approach considers religion as criteria to im plement microiinance se rvices. 

According to Batool, (2007, p. 6), Islamic teaching views that, it is wrong to charge any 

iixed interest at all tor credit services. This is based on the be lief that it is unjust for 

anyone to earn an income purely from money itself, without any labor. Due to thi s view 

Islamic iinancial inst itutions have deve loped several fin ancing techniques that are 

app li cab le acco rding to the nature of the commodity or business and finance period of the 

project. The principal ii nanc ing techniques arc: murabaha, mudaraba, musharaka, 

ijarah, andqardaf- hasen (Khan and Phillips 20 10, p. 5).However, most of the 

instruments except 11111rabaha and qardal- hasen are pop ul ar mechan isms in the context 

of microfinance.l3ecausc, thc instruments need thorough reporting and transparency 

requirements surrounding the distribution of any profit or loss can resul t in substanti al 

operating burdens and costs on small busi nesses which are generally unacc ustomed to 

forma l accoun ti ng and reporting. 
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MurabalUl: is the most popular and widely used Islamic financing instrument. 

Murabahah contrac t is sim ilar to trade finance in the context of working cap ital loans and 

to leasing in the context of fixed cap ital loans . It in vo lves the resa le of a commod ity after 

the lender adds a spec ific profit margin (often referred to as the 'mark-up ' ), wh ich is paid 

by the borrower who agrees to buy that commod ity. Usua lly, repayment is made in 

installments to the financ ier, who pays the price to the ori ginal supplier of the 

commodity. As to Khan and Phil lips this type of fi nance is commonly used for financing 

assets or working capital inputs, such as raw materials, machinery or equipment. Since 

thi s instrument aims to get profit it is simila r to the sustai nable approach. 

Qa rr!al-!t a.WIn : is lending loans without charg ing any profit/extra amo unt or interest to 

the poor who cia not able to receive finan cc h om other formal finan cial intermediaries. 

With such loans, the borrower need onl y repay the princ ipal, although certain scholars 

all ow the lender to cover the administrative costs incurred in di sbursing the loan as we ll. 

The service charges are not profit; they are actual costs incurred through office rent and 

sa lari es, far example. Thi s approach is similar to the pove rty approach of MFls . 

2.2.5 Theoretical cha llenges of MFIs in helping enterprise development 

Att itude of MF ls towa rds soc ial res ponsibility and fi nancial sustainability of 

microfinance institutions is an issue that intl uences the decis ion to estab li sh MFls in an 

extremely poor people. In relation to th is, Luong (20 I 0, p. 3) stated that, in order to 

rea li ze the aim of reachi ng poor people, microfinance inst itut ions shou ld be se lf­

sufficient and not to depend so much on donors and governments. MFls which belong to 

financial sustainability approach believe that the institutions shou ld be ab le to cover cost 

and make profits on se rvi ces that they alTer to customers. 

However, accord ing to the view of soc ial respons ibili ty approach too much focus on 

l11aking profit may lead to shifts in custol11er groups, from extremely poor to margina l or 

above poverty line group (Luong 20 I 0, p. 3). Thus l11i crofinance institutions which 

believe in a self-sustai na bility approach may not strive and make investment in 

deve loping enterpri ses in the ex treme ly poor areas. They may only focus on the active 
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poor and work with those who know what they should do to develop their enterprises 

using the money fro m microfinance. 

According to Dusuk i, (2008), most forma l intermed iaries like commercial banks regard 

low-i ncome househo lds os ' too poor' to save, thus fu rther accentuates the ri sk of 

su pplying credits to them. Furthermore, no insurer is willing to insu re aga inst possib il ity 

of no n-repayment due to natural and commonest hazards affli cting small prod ucers in 

develop ing countries; for examp le, drought, livestock di sease and breakdown of 

equipment. The risk exposure in supplying cred its to the poor clients is fu rther 

exacerbated due to the inherent difficu lty for the commercial financial institution to 

divers ify their portfolio. For example, most of the rural clie nts who deri ve their incomes 

from agr icul tu re need to bo rrow in the pre-harvest season, making it diffi cu lt for banks to 

diversify thei r portfolio. 

Both li na ncia l institutions and poor clients face high tra nsaction costs due to asymmetric 

information problems which natu rall y appear in the finan cial transactions. These costs 

related to searching. monitoring and enforcement costs wh ich are directly related to the 

information problcms inherent in the rural li nancia l markets. The uncerta inty regarding 

the ability of borrowers to mect future loan ob li gat ions, inabi lity to monitor the use of 

funds and demand fo r sma ll sum of loans by the rural households furt her reinforces the 

higher units of transaction costs, which is characterized by fixcd costs (Braverman & 

Guasch, 1986; Ze ll er & Meyer, 2002) c ited in (Dusuki ,2008). 

Dusuki ident ilied th ree facto rs which infl uence microfinance services to become self­

sustainable 

Phys ical factors: Poor Infrastructure, Few roads, rails, etc., few markets , No te lephone, 

faxes, internet, etc ., few bank branches, 

Stipp ly side: hi gh transaction costs and hi gh risk business due to: screening problems, 

monitoring prob lems. enfo rcement problems. regard clients as "too poor to save", non­

coll ateral clients , uneconomic and small loan size cli ents, no insurance on natural hazards 

and diversification problems 
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Demand side: R isk avers ion altitude due to: Illiteracy, Feeling insecure, Lack of assets 

and lands, Risk of natu ra l hazards, Ri sk of illness, Ri sk of po lit ica l instability, Ri sk of 

econom ic mismanagement, Reluctant to bo rrow, and Reluctant to use better technologies 

in production 

The other obstacles wh ich can hinder or delay establi shment of MFls and affect 

perfo rmance of MF in its role of enterpri se deve lopment are be lieved to be the 

uncertainty regarding th e abi li ty of bO lTowers to mee t future loan ob ligations, inab ility to 

monitor the use of funds and demand for sma ll sum of loans by the rural households 

further reinforces the hi gher units of transacti on cos ts, Similarl y, physica l and soc io­

economic barri ers may also contri bute to the failure, These include poor infrastructure, 

remoteness, difficu lt terrain , illi teracy, poor healthcare, malnutrition, caste or ethnicity 

and gende r, 

2.2.6 E nablin g environment for s li sta inable MFls 

As it was described in the introductory sect ion of the review literature, MF is financing 

mechan ism for the poor, Poor people may need money to help the ir ente rprise as we ll 

the ir consumption . However, the matter o f business deve lopment may not be retarded 

only by lack o f loan; there may also be there other factors which can chal lenge 

introducing microfinance services for enterpri se deve lopment. Thus, it needs enabling 

envi ronment in addition to I'inancing issues, Regarding the demand side constraints, 

Women's Refu gee Com mi ssion fi eld manual fo r practit ioners (2009) argued that 

en terprise development services are most effective within the fo ll owing enab li ng 

en\' i ronments: 

Access to Credit and Fi nan cial Services: It is prefe rable that bus inesses have access to 

crcd it to purchasc necessary equipmcnt or to expand th eir bus incsses, but in -kind grants 

can be a substitute if mic rocred it or othe r financial services are not availab le, 

Access to Ma rkets : users of microfinance serv ices should have access for thei r products 

to the market 
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Re lativc Security and Stability: In order to funct ion effective ly, bus inesses need a 

secure environm ent w ithou t being co nstant ly subject to confli ct and instability. Conduct a 

co nfli ct ana lys is to determ in e how co nfli ct has a ffected the market and how it co uld 

potentiall y a ffect inte rve ntions. 

Requisite Infrastructure: Fun ct ionin g in frastructure is he lpful - but not essen tial- in 

eas ing the now o f goods. In order to determine thi s, programmers can conduct an 

assessment of current in frastructure and its e ffect on market access as well as on an 

enterpri se development interventio n. 

Economic Activ ity: For existin g enterpr ises, there must be a stead y flow of economic 

activity that prov ides them with access to producers, sell ers, buyers, manufacturers, 

traders and other market actors along the va lue chain . 

2.3 Empirical Evidence of Microlinance Services 

In this section it wo ul d bc prese nted tindin gs of di ffc rent researche rs on the issues impact 

of MFls on en terprise development a nd on poverty reduction. Challenges observed 

empiri call y are a lso to be rev iewed. T he empirica l evide nce is organi zed as fo llow. Fi rst 

empirical impacts o f MF ls on enterpri se deve lopment or poverty red uctions issues of the 

wo rl d ex per ience are discussed. Second ly empirica lly observed challenges of 

mi crotinance are prese nted. Nex t to thi s, over all MF evidences o f some Afri can 

coun tri es and Ethiop ian cases and pastorali sts' cases are o ffe red one by o ne respecti ve ly. 

2.3. 1 E mpirically observed Role of Microfillallce Services 

Based on emp iri ca l studies undertaken on mi cro finan ce in Bang ladesh and Pakistan , 

despite so me criti c isms, m icrofi nance is making significant contribution in upliftin g the 

li ve li hoods of disad vantaged rura l co mmun ities (Meyer 2002; Hossain and Knight 2008; 

Inte rnationa l Finance Co rpo rati on 2008). The cri tic ism regarding the ro le o f microfinance 

is emanated from the methods used in the impact stu dies . Nevertheless, severa l studi es 

showed that mi croj~na nce ca n he lp as an in strum ent to poverty all eviation helped with 

othe r interve nti ons. 
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According to Fernando (2004, p. 4), in hi s review of several studies in Bangladesh, an 

innovative approach targeting destitu te rural Bangladeshi women who have little or no 

income opportunit ies, received training and support in pou ltry and li vestock raisi ng, 

vegetable garden ing, ~lg ri c llllllrc. fi shery productiun, or grocery business . Based on the 

review, two thirds of these women have 'graduated' from abso lute poverty. 

13atcman (2011) asks thc cssential questio n of impact studies. The key question IS 

whether microfinance promotes sustainable 'bottom-up ' deve lopment. The author 

summar ized findin gs of many resea rchers rega rding the key question. As cited by the 

researcher, Robinson (200 I) is argu ing that m icrofinance helps to build thriv ing hubs of 

entrepreneurial activity, with many clients escap ing poverty by growi ng their informal 

microente rprises into smull and med ium enterprises. La Porta and Schl iefer (2008), 

however, show that thi s is rare. Storey (1994) notes that policy-makers should cons ider 

the dangers associated with the very high fai lure rates for microenterprises, particularl y 

new sta rt-ups. As per the Bateman (20 II), a major claim long made of microfinance is 

that it can reduce the credit const raints that often face potential entrepreneurs in poor 

communities, and that preclude enterpri se development. A contrasting viewpoint is that 

credit constraints affecting tiny indiv idual enterprises are 110t the core problem. It is the 

overall lack of access to credit fo r small and medium ente rpri ses that prevents 

microenterpri ses growing into anything more substantive. 

According to Gracub and Kraehenbue hl (2004), in their MF study made in Eretria, 

contend that wh il e micro-enterpri ses are an important source of income for many poor 

households in Eritrea , they are only one part of their overall li velihood systems. [n 

theory, by providing money when it is needed, micro -finance can help cl ients to reduce 

th ei r vulnerab ili ty, expand their options and graduate from a reacti ve mode of survival to 

a more proact ive one. However in the context of Eritrea, micro-finance is not able to 

help the very poor people to cl imb out of poverty, but it is possib le to reduce their 

vulnerability. Although close ly related. poverty and vulnerab ili ty are different thi ngs. 

Income or consumption levels trad itiona lly measure poverty, whil e vu lnerab il ity reflects 

the risk of exposure of people to downward pressures and shocks and their abil ity to cope 

wit h the consequences orthese ri sks (Graeub and Kraehenbueh l 2004). 
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2.3.2 Empirically observed challenges of microfinance 

In the past, many rLlI"al finance programs fai led due to a combination of lack of attention 

to institution building, faulty design and implementation, and bad macro policies driven 

by polit ica l interests (Nagarajan and Meyer 2006) . 

Assumpt ion of microfinance providers to different approachcs has its impact on 

establishment and perforillance of microiinance. Resea rch taken place in Bangladesh 

showed that the init ial phase of rapidly expanding outreach to the extremely poor 

impeded sustainabil ity of microfinance industry. As to the study, the industry must be 

transformed in to one capab le of retaining ex isting clients and reaching those who have 

been left behind. This will contri bute to reducing costs and improving the sustainab ility 

of MFls in Bangladesh, most of which are hi ghl y subs idy dependent. The study also 

found several impediments retard ed the development of more flexible products. Such as 

sav ing cu lture, interna l and management control systems, loan quali ty, and client 

dropouts (M eyer 2002, p. 14) 

Low coverage of the extreme poor households by microtinance programmes was also 

menti oned in other studies. Reasons for nOll-involvement of the poor in microfinance 

providing NGOs, as identi l'ied by (Halder and Mosley 2004, p. 7) were: perception of 

MFls that clients lack capacity to save and repay regularly ; NGOs ' fear about 

misappropriation of funds by clients; on the supply side. Whereas on the demand side, 

lim itat ions in the avai lab ility of liquid cash for the sav ings, lack of awareness, illiteracy 

and poor cu lture of credit were fou nd to be the ma in reasons inhibiting the extremely 

poor. 

The primary challenges fac ing all MFls in Pakistan are lack of adequate human 

resources, securing sou rces of funding, and reaching profitability. In general, in Pakistan, 

microfinance is still viewed as a socia l inte rvention to alleviate poverty. This vi ewpoint 

has been the primary reason for lack of growth in the secto r and is the source of its 

cu rrent chall enges (lnternationa I Fi nance Corporation 2008, p. 1 7 -1 8). 

As per Graeub and Kraehenbuehl (2004 p. 144) study indicates, the experience of poor 

MFI clients seem to ex ist subs tantia l entry or mobility barriers to high retu rn niches 
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within the rural non-farm economy. The picture is one of a com plex balancing act 

between agriculture and a growing enterprise secto r. The balance in the single household 

will depend on a range of facrors: the factors observed are presented as foll ow: 

PI'in ,"jt) ' of food sec ll rit y : The prilll acy of food securit y in the minds or rural Eritreans 

means that even where income-generating opt ions are avai lable the first choice wil l be to 

get land and to grow crops for home consum ption. 

Cultural attitudes to uusiness: Traditional gender divisions of labor are chal lenged 

when women become invo lved in cash transactions. In addit ion agricu ltural activi ti es are 

soc ially more revered than others. 

Education and skills: the study remarked a strong link between business success and 

education in Eritrea. This corre lation does not mean that better educated people always 

have a better income, but usually cli ents who have di versificd with success are better 

educated. 

Access to market: This includes not only the usual physical infrastructure fac ilities such 

as road building and maintenance, improved com municat ion and electrification , but also 

institutional innovations to reduce entry costs through the introduction of grades and 

sta ndards and public price reporting system s and th e rel axat ion o f burdensome licens ing 

and regulatory requirement of micro enterpri ses. 

Lack of cap ita l: In the absence of complete cred it or savings markets, individuals are 

typica ll y unable to smooth consumption in sp ite ofa strong des ire to do so. 

Dackauskaite (2009, p. 12-15 ) revealed in his study about client exit in Ethiopia that 

factors affected cli ent ex it ultimately ll1icrofinance performance could be divided in three 

groups namely thc dcmand factors, the suppl y factors and the env ironmental factors. The 

demand side I·actors encompassed personal shocks and graduation while suppl y side 

fac tors wo uld include competit ive environment, cha racteristics of prod uct and quality of 

serv ices. While, the envi ronmental lactors inc lude economic s ituation in the country such 

as unfavorable macroeconom ic s ituation, civ il un rest, or adverse weather conditions that 

has a negat ive effect on the population and increases its vulnerabil ity. 
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In conla rmi ty with the above idea. Mati n et :11 (2002, p. IG) in his archi va l study stated 

that the depth of outreach problem of mic rofi nance institutions can be seen in terms of 

demand and supply fo rces. As per the author, most stud ies focus on the demand side 

forces lead ing to th e conclusion that not all categori es of the poor can make good use of 

the services. However, it must also be noted that such demand side constraints are 

underpinned by certain suppl y side factors li ke the nature of the serv ice prov ision and the 

terms of the contract. It could be argued that changes in these supply s ide features 

through better product design and deli very methods- wo uld alter demand in ways that 

deepen outreach . 

Hal der and Mosley (2004, p. 8) in their finding from Bangladesh ident ified several 

suppl y and demand s ide facto rs influencing in non-NGO participat ion of the extremely 

poor which are summarized as fa 110\·1': these factors can negati ve ly affect estab li shment 

of microfin ancc for the ext remely poor as well as the poor. 

Demand side factors such as: economic vulnerability of the ultra poor; less use ofNGO 

services; lack o f knowledge on NGO services; lack of time; inappropriate loan size; 

personal confli ct; and fea r of misapprop ri ation of loan money. Whereas the Supply side 

factors include: restricti on in membershi p; vu lnerable status (l ack of permanen t add ress); 

opposition from existi ng NGO members; an.d negative attitude ofNGO staff. 

Wo ll er (2002, p. 5), noted from its archi val study that the greatest cha ll enges fac ing 

microfinance pionee rs in the past we re how to deliver small loans in a cost-effecti ve and 

sustainab le manner to a poor and often hard-toreach cli ents, absent physical co ll ateral, 

given information asymmetri es, and with relat ively high per-uni ts costs. The solutions 

we re a high degree of product standardization, full cost plus pricing, joint liability, a 

heavy emphasis on repaYlllent disc ipline, and an overarching emphas is on financial self­

suffi ciency. 

Likewise, Sebstad and Cohen (200 I) cited (Cohen 2002, p. 5) using inforillation co llected 

in four countri es, argue that if microfinance services are to be more effective in helping 

th e poor it is better to manage financial ri sks, then it needs to th ink in terms of matching 

20 



products, loan Size, repayment amoun ts, and financial Ilows and repayment cycles to 

cl ients' needs. 

Ahmed (2002, p. 3) poi nted out from its findings some barriers that can ari se between the 

financial institutions and the clients in a developing economy perspective. Phys ical 

barri ers of poor infrastructure li ke lack of marke ts, roads, power, communications, can 

wo rsen both the ad verse se lection and moral hazard problems. Phys ical constraints inhibit 

the financi al insti tutions to gather information on their prospective clients. According to 

the tind ing once cred it is advanced, it is diffic ult to monitor the use of the funds. 

Socioeconomic " ,ctors of clients li ke low numcri cal skill s clue to illiteracy, 

castefethnici tyfge nder as pects preventing interacti on also add to the adverse se lection 

problcl11 as per the study. 

Lyman et al (2005) in their report regarding the fi nancial sectors especially l11icrofinance 

activities of the country stated that l11i croiinance of Yel11en has at least two challenges. 

First, Yel11en's Muslil11 re li gious trad ition expects 'Sharia-camplial1t ' financin g 

approaches. Second, Yel11 en has a long hi stori ca l and st ill widespread tradition 

(predol11inantl y among men) of 'qat' consumption (a mild but addi cti ve stimulant 

consul11ed in Eas t and Northeast Africa and the southern Arabian Peninsul a) . The 

interaction of traditiona l Yemen i wo rk hab its and the consumption of 'qat' mean that the 

wo rk day for many Yemeni s ends in the earl y aftern oon. 

A stud y conductcd in neighboring country Ke nya noted that one of the cha ll enges in 

in troducing MFl s was lack of any coml11ercia l credi t or ti nancing organizat ions wi lling to 

operate in pastoral ist areas. Because the ri sks in vo lved in credit and commerce in these 

areas were ass ul11 ed to be high (The center fo r l11inority rights deve lopl11ent 2005, p. 8). 

Acco rding to McKa gue and et al (2009, p. 2), despite CARE's longs tanding presence and 

wo rk with res ide nt s in the Kenya pastoral region, hi gh rates of vulnerability and poverty 

al11 0ng li vestock pastora li sts ha ve pers isted. Pasto ra li sts remained continuall y threatened 

by drought with l11inimal access to markets and lil11ited access to ri sk-mitigation 

opportunities like credit, savings and insurance. Loans are given onl y to li vestock traders 

and ranchers, who buy the livestock form CA RE' s orga ni zed pastorali sts. 
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2.3.3 Empirical Ev id ence froIll MFls in Ethiopia 

Ethiopia one of the li st developed co un tries is using the new too l of poverty alleviation 

for more than a decade. Giving focus to the secto r, several studies were also undertaken 

by different universit ies students and scholars. However as to knowledge of the 

resea rcher most if not all of the studies did not go through to explore challenges and 

prospects fou nd in the pastora l communities spec itically Afar pasto ral people to 

in ves tigate why establishment o f micro finance institutions are delayed for a decade. 

According to Wolday (2008, p. 9) paper report th e objcctive or an enabling policy, legal 

and regulatory national fram ewo rk or Ill icro finance in Ethiopian should focus on: 

Increas ing outreach, includ ing di sadvantaged groups such as wo men and remote areas 

(pastora li st areas) . Contra ry to the suggestions, as to the paper, Ethiopian microfi nance 

industry suffers from limited outreach, innex ible financial products, lack of loan capital, 

lega l and regulato ry cons traints, high ri sk, limited capac ity and othe r external factors. 

Based on the mixed approach study of Wo lday (2008, p. 17) MFls in Ethiopia need to 

increase their scope and funct ion by sea rching fo r new markets and by broadening the 

range of finan cial services offered to cli ents. Households are not s imilar in culture, 

re li gion env ironment. Even within one group, different segments can exist with different 

needs. As per the paper the n, microfinance providers shou ld shift from the traditional 

supply-drive n to demand -dri ven financia l products which in volve market research and 

new product deve lopmen t. The stud y re marks that the microfinance industry of the 

cou ntry did not give attent ion to the ta il ored made financial product needs of Muslim 

commun ity. 

Pasto rali st Forum Ethiopia (PFE) (2002) in its po licy recommendati on to the Ethiopian 

federa l affairs noted that pastora lists in Ethiopia like in the other African countries have 

continuously sulTcrcd I'rom a long hi story of political , economic, and socio-cultu ral 

marginalization. Based on the recommendat ion the problems o f' pastora li sts have been 

aggravated by the recurrent and complex natu ral ca lami ties sueh as drought, nood, 

di sease etc. Due to both artincial and natural ca lamities, the pastoralists have emerged as 

thc poorest of the poor. As a recommendat ion the forum suggested that rural finance 

(microfinance) could playa sign ificant role in im proving food security and alleviating 
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povcrty. In th e pastoral areas , however, rural li nance institutions (bank and micro 

linance) hardly exist in those areas 

In Ethiopia th e creation of private business enterprise and the essence of competition 

have come to be regarded indi spe nsable to economic prosperity (Esayas Bekele, 2009, p. 

6). As pef the researcher, loans as sma ll as five hundred birr started to be rationed to 

millions of Ethiopians a iming at the creation of small private cnterprises. In fact the 

primary mandate of most of the microiinance intuit ions that are found in the country is 

the creation of opportunities lor self-employment and inco me gcneration. In Ethiop ia, it 

is believed to bring about cnterpri se devclopmcnt with thi s sma ll amount ofloan. 

Kereta 's study cited in ( Letenah, 2009, p. 4) showed that in terms oFb rcadth of outreach, 

Mfls arc serving an incrcasing number 01' c lients in each year I·j·om 2003-2007. The 

industry 's growth rate in terms of number of clients is 22.9%. However he indicated that 

the MFls reach to the disadvantages particularly to the poor is limited that is about 

(38.4%). 

Letenah Ejigu, 2009, p. II concluded in hi s study that In tcrms of depth of outreach 

mcasured by avcragc loan size, all MF ls in Eth iopian have low average loan size of $ 

117.85 which is nearer to the standa rd $ 150. So it seems that Ethiopian MFls are good at 

depth of outreach. This is probably because Ethiopia is so poor that it extends very 

meager loa ns as compared to many countri es. However he co nc luded in hi s study that: 

~ All tvlFls are good at cost management as they have low expense ratios as 

compa red to their industry benchmarks. Within them the large MFIs have clear 

cost management superiori ty fro111 the smu ll counterparts. 

~ Ethiopian MFls are efficie nt as measured by operat ing expense to GLP and cost 

per bo rrower ratio and also productive measured by borrower per staff. Cost per 

borrower is a poor indicator and Ethiopian salary leve ls and other payments to 

in puts a re so low that they will lead to false conclusion when compared to other 

countries as a measure of efficiency . 
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2.4 Summary of the Review of R elated Literature 

To sum up, both th e theo retical as we ll as th e empirical ev idences asserted that microfinance 

has a vital role in poverty allev iatio ll . Whereas some believe MF is not a panacea so it needs 

other helping mechani sm to use its ro le in enterpri se development. The literature showed that 

the impact of mic ro fi nance is de te rmined by a pproaches o f mi cro finan ce providers towards 

deep outreach and finan cial susta inability o f the in stitut ion. 

Bes ides from th e literature one can inferred that challenges impede introducti on (equal ly 

pe rfo rmance) of mic rofin ance a ll over th e world as we ll as in Ethiop ia a re not out o f four 

factors. Whic h are dem and factor (with regard to clients or potent ia l c lients problems), 

supply factor (problems of mic ro fin ance prov iders), government facto r (po licy, 

regulation . . ), and environmental factors (remoteness, weathcr. .. ) 

Ove rall, the studies rev iewed above said all about th e impact, challenges ad approaches of 

mi cro fin ance. Howeve r, except for Wolday (2008) mentioning the non-existence of 

mi cro finan ce in stitution in Afar and So mali, the re is no study that explores what challenges 

and prospects in in trodu cing mic ro fin ance services in Afar regional state; specifically the 

pastora l comm unity with rega rd to introd uc ing feas ible M Fls. T hu s, statements o f the 

probl em and resea rch qucstion s were deve loped after a ca utiou s review of this literature . T he 

gap th at is go in g to be fill ed the re fore is, exploring the cha ll enges, and 0ppoltun ities, how 

d iffe rent it wo ul d be and what alternati ves of microfin ance in Afar reg io nal state co uld be 

introduced. 

Inferrin g from the literature, thi s resea rch tried iden ti fied variabl es which can he lp in 

investigating chall enges and prospects found in the reg ion which co uld impact estab li shment 

and success of feas ib le m ic rofin ance se rvices in the region. The variab les identifi ed from the 

literature are listed as followin g: 

Need of the pastora l ist people for 111 icrotlnance services 

Entrepreneurial and incoll1e ra is ing skill o f th e people 

Saving and credit hab it o f the poeple 

Infra structure iss ues in th e reg ion 

Cond itio ns increase or decrease cost o f services fo r sustainab le MFl s 

Success or failure o f the semi-formal fi nancial servi ces (cooperatives and NGO s) 

And lastly how d iffe rent it w ill be from th at of sedentary areas with respect to 

se lection, disbursement, repayment, collateral , group formation, collection, and 

cnfo rcement mechanism , to undertak e sustainabl e MFI in the pastoral popUlation. 
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Chaptel' three: Research design and Methodology 

3.0 Introduction 

Under thi s part of the study the methodology part is presented. This part includes 

rationale for se lection of the stu dy site, research approach of the study, data co ll ection 

proced ures, data co ll ecti on too ls, data anal ys is procedures and others. 

3.1 Rationa le for C hoosing the Reseal'ch Site 

The region is characteri zed by a relati ve ly harsh climatic cond ition for people to li ve in. 

Observing the speci fi c cond ition of the region, and in availability M FI, Afar Region was 

taken as an importa nt s ite of research so as to investigate all poss ib le prospects and 

challenges foun d in sllch a harsh climate region in introducing sustainable MFls. 

Zone was one of the 5 zones of A far regional state. And it was taken as a research site for 

thi s study purpos ive ly. The reason for se lecting thi s zone is firstl y because of famil iarity 

with the area. There was an implied assumption that the exposure to background 

information about an area, cu lture and trad iti on of community helped the resea rcher to 

work and interact safe ly withi n the communi ty. Bes ides, the pu rposeful selection of zone 

one will be accompa nied by logisti ca l reasons and ava ilab ili ty of relati vely better formal 

and semi· fo rmal fi nanc ial serv ices. Out of the eight woredas in zone one two wo redas 

which ha ve market place fo r pastorali sts were se lected considering logisti c issues. The 

specific study areas are the market of Aysaita woreda found in Aysaita town, and market 

of Logya in Dubte wo reda which is located near the capital Samara. Aysa ita market is 

one of the big and important markets in the region which integrates pastoral, agro 

pastora l, highlander communities . The market in Logya did not have a specific day of 

ex istence bu t it is a prominent market center in the reg ion. 

3.2. Research approach 

A combi nat ion of qua litat ive and quantita ti ve method is often the best way of handling 

research questi ons through tri angulation (Russe l, 2005 cited in Ahmed, 2005). Hence, 

endeavors were madc to util ize the advantages of each method. Thus, the study used 

quali ta ti ve as we ll as quantitati ve research approach to exp lore challenges and prospects 

of introducing microfinance services in pastoralist population of Afar regional state. The 
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approach helped the study, to explore attitudes and expcnences of pa rticipants (the 

pastora l Afar people who are assumed to be client of th e institution, clan and religious 

leaders, offic ial of currently establishing MFI, and ofticials from cooperat ive desk of the 

reg ion). 

In addition to these target groups, experts of credit giving one NGO and cooperatives 

desks officia ls which participate in giving informal microfinance services and their 

beneficiaries were al so included. The expected experiences are regarding the need of MFI 

in the regional state, enabling environment for MFls by exper iencing available 

infrastructures, business sk ill of the pastora lists, geographica l sett ings cultural and 

reli gious conditions, , sav ing and credit cul ture of respondents, the challenges of 

introducing microtinance in the region, and the nature of the MFI needed there and 

opportun iti es there . 

The qualitative approach by its very nature is needed for its advan tage of exploring of 

rich, detai led , val id proccss of data on the perception or study part icipants' about need of 

the pastoral people for microfinance services; entrepreneurial and income raising sk ill of 

thc people; saving, credit and money transfer habit of the people; institutional and 

ph ys ical infrastru cture o f the region which can help MF services; condition and status of 

the available MF services and other issues .. Therefore in mixed approach, like mixed 

questionnaire and interview, document analysis , huge amount of data can be co ll ected in 

the qualitative part and fro m thi s amount, required data is generated. The other major 

advantage of qualitative methods is fl exibi lity wh ich hclp researcher to co ll ect data in 

depth and in deta il. On the other hand inc luding quantitative data can help in control ling 

the extra flexibility to a manageab le manner. The quantitative approach was also 

included to get the advantage of managing respondents. 

3.3 Data collection procedures 

The procedures rollowed to collect va luable data are presented as fol low: 
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3.3.1 Target g.'oups and sampl in g 

Based on the target groups that are going to be interviewed and questioned, the study 

employ convenience samp li ng technique . . Apart from the target people to be interviewed 

documents were also consulted. 

Clan leaders, reli gious leaders and higher officials of the establishing MFl, experts of 

NGOs participating in providing micro credits services, official of cooperati ve desk of 

the region , SACCOs and cooperatives were selected purposively aiming that they are key 

informants. Clan leaders in Afar region have a vital role in policy implementation and in 

overall economic, soc ial and cultural decisions of the pastoral community. In order to 

represent each in the interview and get ideas from representative clans, five clan leaders 

were selected purposively taking one from different clans of the region. The second target 

group, religious leaders ha ve also crucial role in the Muslim majority community. Thus, 

one higher leader of the council of Islamic affairs of the region was interviewed . The 

third target of the study was ofticials of the currently under establ ishment process MFI 

called AMFI and one of the officials was interviewed in-depth interview. Two experts of 

crcdit giving NGOs, onc official of cooperatives desk of the region, on official of the 

Afar culture and language and 5 coopemt ives'/SACCOs leaders were a lso inte rviewed. 

The last but the prominent target group of the study was the Afar pastoral people. For thi s 

group, the study used convenience sampling by taking 60 people ti'om market of Aysa ' ita 

woredas and from Logya market in Duble woreda. The pastoralists from each market 

centers were comprised of hal f male half female, (30 females and 30 ma les totally) . 

The sample size was determined cons idering time and resource constra ints of the 

researcher to undertake huge interview with laity pastoralists and bel ieving that the 

pastoralists have mostl y identical in perceptions and nature of responses. The target 

groups selected are believed also that to the most extent they can give results whi ch cou ld 

help for further research with allocation of suffi cient resource, time, and human power in 

the future. 
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3.3.2 Data Collection Methods 

In thi s study mUltiple data co ll ecti on methods were employed. Actual ly, according to 

Well ington (1996: 17) even in a si ngle sma ll scal e study adopting a mUltiple method is 

reco mmendable. In thi s stud y, re levant and adeq uate informat ion were gathered th rough 

reviewing related literatures, in-depth interview. and survey methods. 

3.3.2.1 Review of Documentary Sources 

Re levant related materials on microfinance issues were ident ifi ed and rev iewed with an 

objecti ve to estab li sh sta tement of the problem, designing questionna ire and interv iew 

guidcs and formulating co nccptual framcwo rk for the study. Documents and web of 

related organizat ions we re also assessed and ana lyzed so as to strengthen the ana lysis part 

orthe research. 

3.3.2.2 I nterviews 

For the purpose of co llecting detai led informat ion in the stud y, in-depth intervicws was 

conducted with all officia l participants of the Afar microfinance instituti on and se lected 

representatives of government and NGO key informants, prov iders of current informal 

financial services (NGO and cooperat ive), clan leaders and rel igious leaders. There was 

also a semi-structured interview with the pastoralists us ing some enumerators for 

interviewing and or translating the interv iew. The interview was held by interviewing 30 

(15 female and 15 male) pastoralists from each selected markets of the two woredas 

(totally 60 from the two woredas) in market places up to the needed number of 

participant was obta in cd. 

Semi structured inte rview quest ionnaires was also held with clients of NGO and 

cooperative desk led financial se rvices (5 SACCOs/ or cooperat ives) in order to get 

mixed study results regarding success or failure of such serv ices in the reg ion. The 

interview was made with 5 parti ci pants out of II cooperati ves in the town during the 

study year. 

3.3.3 Data co llect io ll too ls 

To achieve the objective of the study, relevant and reliable data were co ll ected uSll1g 

appropriate research instruments. Semi structured interviews was prepared to collect 

quantitative as \:vc ll as quan tita ti ve da ta through surveying pastoralist in market places 

28 



and clients in their home and work places. Various interview guides were also developed 

and used to gather qual itati ve data with the in-depth intervi ew methods. 

Specifica ll y, the study was conducted unstructured interviews with the official s and 

experts from AMF I, APDA, and cooperati ve desk of the region. In addit ion to that, 5 clan 

leaders and one I'e li gious leader were interviewed wi th some tlexibility by asking 

prev iously prepa red interview questionliaire. Thi s method enabled the respondents as 

they are key in fo rmants, to be free and give in depth information about the study. For the 

pastoral people of Afa r the mi xed approach of the interview questi onnaire was 

implemented. Moti ve behind to conduct semi stru ctured in terview questionnaire fo r the 

pastora l Afar people is, that to manage and control respo ndents from unrelated poss ible 

answe rs. 

The interview was designed with structured and semi structured interview questionnaires. 

The interview with both target groups shows that it brings good resu lt because of the 

Dagu' (traditional culture of info rmation transmission) of the people which enables them 

to offer all what they have. 

While in secondary dala, the study eiliphasized reports of the NGO CArDA), cooperative 

desk of the reg ion , regional and Federal government and other organization s, and web page 

of NGOs like web of Afar pastornlist deve lopment assoc iat ion (APDA) whi ch give some 

inform al cred it to th e pastoral community in the region and other related literatures 

concerning this issue. 

3.3.4 Data recording procedures 

For the sem i structured as we ll as unstructured interviews, notes were taken as well as the 

interviews were audio taped. And later the interview was transcribed in to paper. With regard 

to semi structu red interview questionnai re for th e pastoral people, responses written on the 

space oflhe interview questionnaire. Wh ile ill respect to the docum ents, analysis it was taken 

place with public documents (e.g. , statistica l data, strategic plan document of the regio n, 

socia economic data of the region, archi va l material and related web inform ation of the 

reg ion) . 
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3.4 Data ana lysis procedures 

The qualitat'ive data was analyzed by sUlllmariz ing the words of the study participants. As to 

quantitCltive dClta, t(lbu lation, Clnnlysis and interpretnt ion were carried out lIsing frequencies 

and percentage. And it was tried to compare the data with each other. Finally, based on the 

analyzed data, interp retation was made sid e by side with the analysis part to come up with 

certnin concl usions and recommendation s at th e ellcl. 

3.5 Strategics for validating findings 

To strength the accuracy of the study, as it was described in data collection procedure the 

study tri ed to triangulate the study results by compare and contrasting the data from one 

target groups with the other target groups and supporting the pastoral ists with the other 

responses. The data extracted from docum en ts lVas compared and contrasted with that of data 

from officials and the data generated from the pastoral people with that of the clan leaders; 

th e clnul rrolll religious leaders w ith Ihal or dan leaders and generally, all of the data we re 

compared and contrasted with each other. The procedu re was supposed to increase th e 

reliability and val idity orthe study. 

3.6 The narrative stnlcture and ethica l issues 

The lHlITalive stru ctL1re was made by scriptin g the c0 1l versation and responses first and 

translat ing the conversa ti on in to Engli sh languages to bring wordings of the respondents in 

to the language of th e study. With respect to ethica l issucs, the study planned not to mention 

individuals' name and not to com III it any behavior which can affect the culture and norms of 

the soc iety. 

30 



Chaptel' Four: Data Analysis and Interpretation 

4.1 Description of the Study Area 

The region shares boundary with fo ur nat ional regional states i.e. in the northwest Tigray 

Region. ill south west /\ ll1hara reg ion, in sou th Orom iya and in southeast Somalia region 

and has Two Intern ati onal boundaries in east Djibouti and northeast Eritrea. At present 

the region is divided in 5 zones, 32 we red as, and 40 I kebeles . From these 5 

administrati ve zones, zone one is the largest zone, it covers 36% of the reg ional area were 

as zone j'ive is the smallest zo ne in the region, it cover 6 % of the region area (Afar atlas, 

20 I 0). 

The other issues rega rdi ng an overview or the reg ion are presented hereunder so as to see 

enab ling env ironment in the region for introduction ofMF services. 

4.1.2 Population size and Distribution: 

The size of populat ion of the region is one of the essential factors in the development 

programs. As Compared to The last three Decades To day the growth population of the 

region as well as the coun try shows low growth (CSA). Accord ing to the centra l statistics 

authority, the populati on size of the reg ion is 1,4 1 1,092 and out of thi s 86.60 % reside in 

rural area and 13.40% in urban area. The spatial distribution va ries from zone to zone i.e. 

29.89%,24.90%, 14.07%, 18. 10% and 13.01% li ves in zone one, Two, Three, Four and 

Five respective ly (Afar atlas, 2009). 

4.1.3 Pop ulation density: 

Only popu lation size of the reg ion doesn't show the rea l pressure because size is relative 

it varies along area. Population density o j' the region is an indicator for population 

pressure (if there is unbalance economic development). In the region population density 

is 14.88(15) persons/ sqk.m.; it varies from zone to zone. This va riation mostly depends 

on the suitability of the area fo r human sett lements. Relatively, Zone Five has high 

density /64 persons/ sqk.m / of popu lation whereas Zone Two has the lowest /9 persons/ 

sqk.m / (Afar atlas, 2009). 

Relati vely in hi gh land area sett lement is dense and in low in low land area due to 

innccess ibility, water shortages, and inrcstali olls o r disease-causing in sects, mainly 
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mosquitoes, prevent permanent settlement. Therefore, settlement is sparse ly populated 

anel the pop ul ati on engaged mainly in livestock rising (A la r atias, 2009). 

4.1.4 La nd formlRe li cf of the Region 

The region is an area of Low Land , with an irregular dra inage system and depress ion , 

which, is 114 m be low sea level as wel l as some of the exposed rocks. 35.47 % o f the 

regio n has an elevation less than 400 m above sea level whereas 5 1.44% has an elevation 

between 400 to 900 and 13.09 % has an e levati on above 900 m above sea leve l. 

4.1.5 Tempera ture of th e R eg ion 

The regions' temperature is usual ly high and ranges from 12°c to 48°c, May, June and 

July being the hottest months, and January and February th e co ld est months (Afar atlas, 

2009). 

4. 1.6 R a in fa ll of th e Reg ion 

The region is hi ghl y characte rized by low rainfall zo ne. Re lativel y hi gh a ltitude area such 

as western part of zo ne five, zone one and fou r rece ives >900 Illlll of rai n. These area 

covers 0.88% of the regio n area. Whereas most part of zone one and zone two receives < 

300 mm . It cove rs 51 .33% o f the regio n. (A fa r atlas. 2009) 

4.1. 7 Ed IIcational Stll tus of the Region 

In compa ri so n to o th e r regions in the country, AI'ar region is one of the least deve loped 

and access to soc ial se rvices is very limited. In te rms o f educati on, the region has schoo l 

enrol ment rates below th e nationa l average. For example, gross enrolment (7-14 years_ is 

est imated at 25.22% out of 250,91 I school-aged child ren only 64,272 are enro lled. 

4.1.8 Hea lth Services a nd Health F a cili ties 

The number and qu a lity se rvice of hea lth fac il iti es are cruci a l to decrease mothers' and 

children eleath and to c reate heal th man powe r better bus iness undertaking. In the reg ion 

the re are 2 Hosp ita ls, 3 1 Health Centers, and 209 Heal th Posts. With regard to health 

personnel's the re are 3 Spec ia li zed Doctors, 10 Doctors, 49 Health Officers, 250 Nurses, 

33 PharJ11acists, 56 Laboratory Technicians, 313 Front line hea lth workers, 44 Health 

assi stance and 29 sa nitations. 
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4.1.9 L ivelihoods 

There are two major livelihoods in the reg ion: pastoral ism and agro-pastorlism. 

Approximate ly 90 percent of the reg ion 's rura l popu lation pract ice pastora li sm while the 

remain ing 10% practi ce agro-pastorali sm which consist of a mi xture of livestock rearing 

and rain-fed or irrigated crop production. 

4.1.10 Land owners hip 

Grazi ng land tends to be communal although li vestock migration may take place beyond 

a clan' s terri tory. In urban areas indi viduals own land but with the approval of local 

admin istrat ion and clan leaders. Agriculture land tends to be inherited and individually 

'owned', although it is orten managed by the community or clan/sub-clan. Clan leaders 

may rcnt lanel to pri vate investors at an agreed fee-this is common in Gewane and Ambira 

areas. Large scal e sa lt mining in Afdera is on land allocated by the government to large 

scal e investors but in Berhale and Dobi sa lt mining is on a smaller scale on communal 

land which is a ll ocated by clan leaders (Save the child ren, 2008). 

4.1.11 Employment 

There is relati ve ly I ittle employment to be found outside the towns, other than seasonal 

agri cultura l labor, and sometimes li vestock herding (Save the children, 2008). 

4.1.12 Livestock and migration 

Cattle, sheep/goats and camel are the main productive li vestock rea red . In normal and 

good years migration tends to be within home distri cts or zone, whereas poor years may 

result in migration across to other zones or neighbouring regions (Save the children, 

2008). 

4.1.13 Markets and marketing corridors 

Different administrative and li ve lihood zones have their own main market towns. Most 

admini strati ve zonc capitals anci di strict towns are important trad ing centers for 

surrounding villages/ towns. There are, however, a number of important market towns 

wh ich serve wider areas as market ing hu bs fo r livestock, food and non-food 

commod ities . These include Yallo, Chifra , Aysaita, and Werer. Dalifage, Ab'alaD ul echa 

anci Berhale are al so important market centers although sell ing fewer commodities. 
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Livestock markets in ne ighbouring regions such as Senbete, Bat i and Almata are al so 

very important for Afa r region (Save the children , 2008). 

The main commoditi es so ld by the pastora l and agro-pastoral groups of the region are 

Illainly livestock. Unlike, other pastoral comm uni ties such as the Somal i, mi lk sa les are 

limited due to market constrain ts and the fact that most of it is consumed by commun ities 

producing it. Sesame, onions, fodder, and fruits and vegetables are al so grown along the 

Awash Ri ver and so ld to neighbouring markets and Dji bouti. Commodit ies that are 

normally purchased by local coml11unities are mainly foodstuffs such as lejJ, wheat flour, 

rice, and suga r and household items. 

4.1.14 Constraints 

Given the magnitude of' livestock resources, li ves tock ma rket and services are limited 

market centers are loca ted far from the epicenter of high potential li vestock areas . In most 

cases, pastora li sts have to travel lo ng distances to access markets which results in 

li vestock body condition dete ri orati ng on the way. When the livestock reaches the 

market. it fetc hes the lower price due to deteriorated body cond itio n. This is serious when 

weakened li vestock trave l long distances to reach markets and often die on the way. 

Majo r constrains to marketing are poor infrastructure, inaccess ible areas due to poor 

roads, and lack of reliable market information both for pastora li sts and traders. Others 

constraints are conflict and limited cross-border opportunities especia lly towards 

Djibouti (Save the children, 2008). 

4.2 Overview of Hawsi-Resu Zone 

Ad ministl'ati ve Zone one (Haws i-Resu Zone) is one of five Zones of the Afar Region of 

Eth iopia. Thi s zone is bordered on the south by Admi ni strative Zone three, on the 

southwest by Administrat ive Zone five, on the west by the Am hara Regional State, on the 

northwest by Admin istrat ive Zones four and two. on the north by Eritrea, and on the east 

by Republic of Djibout i. J-Iaws i-Resu zone comprises eight wo redas namely (Aysa'ita, 

Dubti , Afambo, Mi lle , Elider, Chil'ra, Adaar, &/(orri woredas). 
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Based on the CSA, 2008 thi s zone has an est imated total population 01'42 1,790 of wh ich 

230.537 we re ma les and 191 ,2 17 were females; 82,827 or 19.6% of its population are 

urban dwe ll ers. 

The Hawsi-Resll Zo ne has the follow ing characteri sti cs: 

• It comprised the highest population nu mber as compared to other zones of the 

Afar region 

• T he largest number o f coo pcrativcs found in thi s zo nc. 

• The largest number of L ives tock Population arc found in th is zone; 

• From these 5 adm ini strat ive zones, zo ne one (Haws i-Resu) is the largest Zo ne; it 

covers 34.58% o f the Regiona l tota l area; 

• T he largest number o f woredas were found in th is Zo ne namely (Aysa' ita , Dubti, 

Afall1bo, Mill e, El ider, Ch ifra, Adaar, and Ko rri woredas); 

4.3 Socio Dcmograph ic Charactcristics of Participants 

4.3.1 Age a nd sex cO IllPosi t io n of res pondents 

The sa mple respond ents were aimed to be half female and half male so as to identify 

d iffere nces in responses between the sex compositions. Mostly MF services are related 

with Mi llennium Development goa ls (MDG) (Wolday2008, Hossa in and Kn ight 2008, p. 

1, an d Women's Refugee Commiss ion li elelmanual for practitioners 2009). Women are 

mostly the focus o f MF servi ces. For that reasons assess ing womens' neeel separate ly is 

essent ia l. Thus the propo rtion of female to ma le respondents is fi fty- fifty . 

Tab le 1: Age and sex compositio n o f res pondents 

Ma le Female Tota l 

Age g roup i'hl. 1% No. l:,{, No. 'Vt, 

20·30 4 7 II 18.3 

31·40 8 13 21 35 

41·50 9 9 18 30 

51·60 9 I 10 16.7 

Total 30 30 100 

Source: Survey resu lt 20 II 
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With regard to age compositio n of respondents, s ince the interview was made considering 

maturity for credit serv iccs and maturity for co ntract, their age starts from 20. The 

maximum age of respondents was 60 and average respondents ' age is 39.5 yea rs. 

4.3.2 Marita l s talll s o f respondc nts 

Table 2: Marital sla lus of Respondents 

Male Fema le Tota l 

Marital status No. % No. % No. % 

Single 0 0 I 3.3 I 1.7 

Married 30 100 23 76.7 53 88.3 

'vVidowed 0 0 2 6.7 2 3.3 

Divorced 0 0 4 13.3 4 6.7 

Total 30 100 30 100 6 100 

Source : Survey res ul t 20 II 

All of male respondents are marri ed and out of the 30 ma le respondents 10 of them have 

more than two wives. This could indicate that they have high family size and ultimately 

which exposed them to share the ex ist ing wea lth among the extended family of the 

household. With regard to female respondents 88.3% of them are marri ed whereas the 

remaining 1.7%, 3.3%, and 6.7% are att ributable to s ingle, w idowed and divorced 

respective ly . 

Respondents ' response from the open quest ions shows that most of w idowed, divorced 

and s ingle respondents are leading their li ve depending on relatives and parents. This 

could be an oppOrllllli ly lor micro/inance services. l3eca usc, the rcs ult indi cates that there 

is a need to get finance for income generati on purpose to get-out from sfamily 

dependency. 

4.3.3 Ed ucationa l stat us of Respondents 

Education can be factor for success of Microfinance servi ces in a comm unity. The study 

result from Eretria shows that there is a strong link between business success and 

education in Eritrea Graeub and Kraehenbueh l, 2004. People w ith qua li ty equation 

means with better know how and awareness about bus iness, ma rket and other issue. 
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Afa r regional state is one of the poorest regions 111 terms of education coverage. 

Respondents 0 (" thi s research are not also diffe rent from the general educat ional 

characteristics of the region (Save the children, 2008). The result in tab le 3 also confi rms 

that the pastoral participants are poor in education. 

Table 3: Ed ucationa l status of Respondents by sex 

Ma le FCJlI:l/c Tota l 

Educ;ltioll level No. % No. % No. % 

Ill iterate 1'1 46.7 25 83.3 39 65 

Read and write 4 13.3 3 to 7 11.7 

Grade 1-8 0 0 0 0 0 -
9-1 2 0 0 0 0 0 -
AI'C1b ic 12 40 2 6.7 14 23.3 

Total 30 100 30 100 60 100 

Source: Survey result 20 I I 

46 .7% of male and 83 .3% of fe male are illiterates in total 39 respondents which are 65% 

of them cannot read and write . Thi s have it negative effect on iVl F service prov iders, in 

terms 0 f cost 0 f tra i n i ngs and other customer capac i ty bu i lei ing issues. 

Out of the total responde nts onl y 11.7% can read and write through informal education in 

kebeles and other opportunities. Arabic in the region is given either in the village 

' Qur' an ' centers or in grade level in towns, and Djibouti. 40% of male 67% of female on 

tota l average 23 .3% of respondents said that they can read and write' Arabic' . 

4.3.4 Fa mily size and depend ency characteristics of respondents 

Average family size of AI';1r reg ion from CSA is 5.5 (2007). However here, respondents 

respond that a single household takes 14.3 dependents. 88 .3% of respondents lead their 

li ve lihood independentl y" (Tnble 4). Thc remaining respondents I 1.7% are dependent on 

their relati ves. 46 of the 53 respondents have dependents. Tota ll y, the family and 

ex tended fami ly members dependent on all respondents are 856 which are on average 

14.3 persons per respondent. The highest fa mily size in a household respondents stated 

are 24 with in household and 9 dependent outs ide the hO Ll sehold. 
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As stated in the in depth interview with higher offic ial s li'OITI Afar culture and language 

development offi ce the A far people are still living in a communal way of li fe. One who is 

docs not have any to spend, did not bothered about the basic needs. Relatives consider 

helping those who do not have as responsibi lity and the donated person also consider 

getting basic needs from the ir relat ives as a right to be helped. 

Question was forwarded to the pastoral respondents to see if there are family members 

who generate income other than the income from the household . 26.7% of the 

respondents said that there are about totally 44 members who work their own work(table 

4). However, most respondents do not believe that most of the indi vidua l work of the 

famil y members is not enough lead their li velihood. 

The reason push them to such genera lization as stated In their responses is because, 

famil y member who work in kcbclcs, and wage of' constru ction works did not got out of 

help li'Dlll the ex tended family. 

Table 4: Family size and dependency characteristics of respondents 

Ca tego ry of respondents Number of Percentage Total family Highest fa mily 
respo ndent s members in members 

household recorded 
Respondents who lead their 53 883 643 24 
live lihoud irakpcndl:Jllly 

Respondents depending their 7 11 .7 29 -
livelihood 011 relntives 

Tota l 60 lOa 
Dependents who li ved with the 46 of 53 184 9 
independent respondents 

Tot:ll mcmbcrs in;\11 category 856 
Average of total household members 14.3 

to total respondents 
I:alllily Ill!.:mbcrs wilo l:;I!"t\ inCOlIll': N tllilber of pe rccnta ge tot alllullllJer or lIIelllber 

respondents gencrating inco mc 

Yes 16 26.7 44 I 
No 44 73.3 I 

Source: Survey result 20 I I 

The source of income from those who has job outside their fam il y jobs are, employment 

at government o"fices like kebeles, work in neighboring and Arab cO llntries, wage in 

Tendaho project, petty Irade and animal marketing. 
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The extended famil y whi ch has man y dependents in the back indicates that there is a need 

for 1vlF se rvices to se rve the severa l dependents behind respondents. 

4.4 Bo rrow ing and Le ndin g Cu lture of Pastora lis ts 

4.4 .1 Borrowin g culture of respondents 

Assessi ng borrowing culture of pastorali sts he lps to know first their knowhow and 

awa reness abo ut loan and credit related iss ue such as repayment cond itions and re lation 

of the pastorali st w ith fo rm al or informa l finance providers. Assessing thi s condi tion 

enab les MF service providers to des ign the training for customers and oth er related 

issues. 

T he first question forwarded to pastoralists regard ing borrowing culture was whether they 

have borrowing trend in the past and or currently. All of participant responded this 

question and the res ults are presented for fema le and ma le separately. Since women are 

the foclls (Hossai n and Kni ght 2008, p. 1,) of MF services, knowin g the ir trend of 

bo rrowi ng separate ly can help stakeho lde rs des ign MF services for spec ial needs of every 

Ll s ~r urIbe service s. 

Table 5: Borrowin g cuiture of pastora lists by sex 

!VInic Fema le Total 
-

Age group No. % No. % No. % 
2. 1 Borrowing habit form 
each other 

Yes 20 66.67 18 60 38 63.3 
No 10 33.3 12 40 22 36.7 
Total 30 100 30 100 60 100 

2 .2 Amount of borrowing Number of Higher Lowest Average 

from each other respondents borrowed amount borrowed 
amount borrow amount 

Sex Male 23 1500 50 98,100 42/5 
Female 17 1500 10 13,850 815 
Total 40 I I 1950 2800 

2.6 Agreement on interest issue for the borrowing? 

Yes 40 100 
No - -

Total 40 100 

Source: Survey result 20 II 
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The result shows that 66.7% of male and 60% offema le (Table 5) respondents are user of 

credit 1'1'0111 til l: in !~lJ'Il1;d sector (relati ves, !~lInil y members, friends and neighbors). On 

average, the total respondents who experience borrowing are 63.3%. The rest 36.7% 

percent did not have borrowing cu lture as such remembered. And even some of them hate 

borrowing and see it as begging. 

Sources of borrowing responded by the pastoral respondents are mostly relatives, 

neighbours, fri ends, Brothers and sisters. No one of the respondents had borrowed ever 

frolll any formal sector like banks. Even, no one had experience of borrowing from the 

cooperatives operating for fi ve years in the region. This shows that the pastoralists are 

aware of borrowing from relati ves but in terllls of the ir experience with forma l and semi­

formal financia l providers it is zero taking the sample respondents as a base. 

4.4.1.1 Purpose of bor rowing 

A good borrowing culture could contribute for sustainabil ity of MF services. However, 

high awa reness aboul borrowing by itse lf could nol be helprul lor success of susta inable 

MFls. It could be a burden to the bo rrowers if borrowing is consumption purpose rather 

than income generat ing. Thus, assessing the purpose for wh ich the loan is taken could be 

a good experience for sustainable type MF serviccs. Borrowing for the purpose of 

consumpt ion and other household expend itures could create burden on the house hold to 

repay the loan. Acco rciing to Graeub and Kraehenbuehl, (2004, p. 15), credit se rvices can 

become a heavy burden for vu lnerablc households, if they cannot re ly on a regular 

income generation to get profit and to services loan repayment. 

With regard to the purpose of the borrowing, pasto ral respondents give different 

responses apart frolll the business purpose and related to their own experience. Some of 

the respondents ' borrowing experi ence is related to preserve their li vestock from losing. 

If livestock breeding livel ihood was considered as bus iness, it could be sa id that those 

who borrow to preserve se lling anima ls in lo\,ver price during bad season are sa id to be 

bo rrowing for bus iness purpose (i. e. li vestock preserving as income generating purpose). 

However since M F servi ce is needed for income generating and income diversification 

purpose (Dusuki , 2008) such borrowings are considered here as borrowing for 

consumption purpose. 
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The reasons stated by the respondents li sted down here under except two respondcnts out 

of 38 are related to consumpt ion and house hold spending purpose. 

Borrowing for business purpose 

To undertake petty trade spec ially to buy floor and sugar I·j·om the market and sa le 

it in the vic in ity (vi llage) and get profit. 

To buy goa ts in chcap and sale th em in the market in pro lit. 

Borrowing for other purposes 

In case of cash shortage for consumption spending to prese rve from se lling 

animals in cheap and losing thei r value when no market/demand/ 

When spend ing for house hold consumption is beyond capacity of the borrower. 

For health spending 

In case of no asset to sal e fo r spendi ng they borrow to fulfill bas ic needs. 

Respondent depend their live lihood on others also borrow to fulfill some need 

wh ich could not be covered by their relatives . 

Cooperat ives in the region give interest free loan for their members for busincss as we ll 

as other necessary issues. APDA also gives charge free loans to cooperat ives and 

Si\CCOs aiming the loan and aid to be credited at reta il Icvel by these parties for 

business purpose. However, indi vi dual borrowers from those cooperatives in practice 

spend some times fo r othcr purposes other than business for example for health spending. 

4.4.1.2 Repayment Co ndition of the pasto ralist Participants 

Culture of people towards repayment can affect introduction of feasible M FIs in a region. 

If people consider loan/cred it as a gift in it s culture, any se lf-sustainable approach MI'l 

fea rs to undertake linancial services in such condit ions. Accord ing to (Braverman and 

Guasch, 1986; Ze ller & Meyer, 2002) cited in (Dusuk i, 2008), unceltainty regarding the 

abi li ty of bo rrowers to meet future loan ob li gations, inabi lity to monitor the use of funds 

and demand for sl11all SUI11 of loans by the rural households furthe r rein fo rces the higher 

units of tra nsact ion costs. which is characte rized by fi xed costs. 

Pas toral coml11uniti es are known in the ir soc ial inte raction and helping each other. 

Accordi ng to interview with some officia ls, elders and clan leaders, helping relatives is 

considered as a responsibility while the donated person considers all gifts from its 
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re lati ve as the right to get from the haves. Communal use of wealth is still working in 

Afa r region. However, the view of pastora li sts for obl igation is differcnt. The question 

which enabled checking the condit ion of repayment cond ition of borrow ing responded in 

tab le 6. 

Table 6: RepaYlllent condition of th e pastora list participants 

Repayment condition or the fln storal ists Total Response 

Frequ ency % 

2.7 Agreement duri ng hOITO\ving rc g<l rding J'cp"ymcl1( condit ions 

Yes 27 69 
No 12 31 

Total 39 100 
3.2 Do you repay your li abi lity 011 time 

Yes 27 73 
No 10 27 

Total 0 0 
3.4 Does lenders pressure you to repay 0 11 time or be rore 37 100 

Ves 8 20 
No 32 80 

Total 40 100 

SOllrce: Survey result 20 II 

The questi on of agreemen t cult ure o r the pastora li sts during taking credit !"i'om their 

re lative was responded by 97 .5% (39) respondents who had a trend of borrowing. Out of 

that 27 respondents (69%) responded that they have agreement with the borrowers 

(re lat ives and friend s). The agreements are not in wri tten document but an oral prom ise to 

pay back the liability on a specific time. If the amo unt of money borrowed is considered 

big/much the borrowing and lending is made between eyewitnesses. The other 31 % of 

respondents did not have any oral agreement regarding payment conditions for the cred it. 

If the borrowers did not tell the lender when to repay, the lender did not have a culture of 

asking when to repay. 

To measure the peoples' cu ltu re of repaymenl ano ther question was far warded which 

s:tid 'do yo II rep"y),ollr Ii"bilily Oil lillie'. The ques tion was posed to the participants who 

had an experience of borrowing. 37 or 92% of the 40 respondents who experience 

borrowi ng responded the question. Out of them, 73% sa id that they pay their liabi lity to 

the re latives on time whereas the remain ing 27% believe they repay the li ability delaying 
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by pass ing some time. No one of the respond ents fa il to repay its liabilities at al l exce pt if 

the lender forg ives (say 'Au/if') thc borrower. Reasons ror paymcnt delaying arc lack of 

market for animals to sa le in good price and waiting good price by extending the 

repayment. 

Those who repay on times sa iel that since liability is others' property it shou ld be turned 

back to its owners . They said also that refusing to pay ob li gation means one wants to get 

soc ial sanct ion and hated by elan members othe rs. They also fear not on ly soc ial sanction 

but borrowing in the future may not be possible if obligations are not paid. 

Pressu re of lenders on the borrowers to repay timely shows a reac h culture of borrowing 

and lending because if there is pressure on borrower the people are serious regarding 

contract of repayment. If not the lending ai,d borrowing culture of the people is part of 

helping each othet·. The ent ire respondent who experi ence borrowing answered th is 

question and out o f' th e 40 respondents 80% responded that lenders did not pressure them 

to repay while the remaining 20% said their lenders sometimes told them to repay. 

In case of refusa l of repayment and any problem related with that Afar people have their 

own culture of so lving such connicts. All of the respondents said that in case of default 

and refu sal of repayment, if the lender c laims, the issue wil l be seen first by the 

borrower's family and relatives . If they cou ld not solve the problem it went to the sub 

clan or e lse to the clam leader and so lved there. The lender forgives small amount of 

money lent as a gi fts to the borrower. 

With respect to cooperati ve members they do not face default of repayment. However, 

so me (4 out of 7) APDA's client cooperatives did not fully pay their loan at cooperative 

leve l at the time they were supposed to pay. And still APDA give them a favor to pay 

back the revolving fun d taking so me time. The problem with this is mostly because they 

could not accumulate and set aside profit for paying back the revo lv ing fund. Payment 

revolving fund is down payment at the end of the five years. 

From the interview with community e lders and clan leaders, even if the lender is from 

other clan or from other people othe r than Afars, his money can get easi ly in the cultural 

court ca ll ed 'Mablo'. To decide on sueh issues the Afar clan leade r and or community 
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elders ask eye witness or if there is no eye witness they force the borrower to give 

swearword in thc namc 01' hi s/her god or in th e name 'Quran ' .Oath is a very respected 

be lief in Afar pastoralists. If one swearword in a deceptive way they believe that 

something bad wi II get him or her. 

This is one specific cu lture of past ora li sts in Afar reg ion which has a pos iti ve implicati on 

fo r MF services to lend money wit h co nt ract in fron t of eyc witness and then the money 

is assured in repayment whether the borrower fail ed or n01; becau se, liability of a clan 

member is a li ability of the clan as a who le if the amo unt is above the capac ity of the 

bo rrowe r and or his relat ives. 

The borrowers do not also wa nt be named de faulter. They do not want also claim 

repeatedly to their clans bringing to them problems and obl igat ions; because, if a member 

of a clan al ways bring a prob lem and liabil ity to it s relatives or to the clan there wi ll be 

soc ial sanction that they refused to give him respect. So fearing the socia l sanction no one 

wants to bring ob li gat ions to hi s relatives and clan, if the li ability is not above its 

capac ity. Thus, this cu lture insures lenders from default risk. And generall y costs related 

to searching, monitoring and enfo rcement which are directl y related to the information 

problems inherent in the rural financ ial markets co ul d get so lution . 

The government structure of kebele is al so made in the reg ion cons idering the clan 

structure. Th us any issue known in the kebele is known in clan. And issue clai med at clan 

level is known in kebele . Thi s culture could give secur ity from default ri sk to finance 

prov iders and ul timately it helps introduction of sustainable approach I'vlF ls in the reg ion. 

If the services of MF ls are accepted by the community, the culture of pastoral community 

in forcing the members who fail/refuse to pay their ob li gation and the act of the society to 

cover any liability of their members.could contribute to reduce ri sk of los ing the loan 

money in the mob il e style of pastoral community. 

However accep tance of the types of the service by the cu lture and religion of the 

community seems a precondition. Inte rview with clan leaders and religious leaders shows 

tha t they could help MF serv ices if the services did not contradict with Islam ic teachings. 
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The cultural court (mablo) of Afar is structured from Macabanlu/ kedoabba which means 

clan leader, dada/ Abba (s ub clan leader) DinihSa 'alai sheiklkadi(reli gious affai rs of the 

clan) , and fi 'emaSa 'ala(yo uths affairs leader).Soconsidering culture and reli gion in Afar 

is similar. Therefore, MF services which consider need of its customers can see the 

relation o f the cul tu re :lI1d religious an~lirs in the pastorali sts. 

The people have a great respect to the cultural courls Ihan to governmenl court. 

Through Ihis cOUl'l Ihe people are adminislered and solve Iheir problems for 

cenluries and until now Ihe governmenl courts are nOI as such working for the 

pasloralisls since Ihe problems are solved al a grass 1'001 wilhin the clan itself 

(Source: interview with one key informant). 

4.4.1.3 Decision on borrowed mon cy 

In deve lop ing count ries the trend of property ownership and spending is in the hands of 

husbands mos tl y by the solc dec ision of men. To see this condit ion in afar pastoralist 

community it was forwarded to the participants if there is any entity who decides on 

spending of borrowed money. 

Tllble 7: Dccision on borrowed money 

Is there any who decide 0 11 spend ing of borrowed Femnte Res pondents 

money Number Percentage 

Yes 3 20 

No 12 80 

Total 15 100 

SUlirce: Survey result 20 II 

All of the male respondents who had asked the question said that no one participate on 

the deci sion to the spending issue. They borrow when they want and they spend it as they 

wa nt. However, with rcgard to the female respondents, out of the 15 female respondents 

who respond this ques tion 3 i.e. (20%) sa id that husbands have influence on what to do 

and how to spend borrowed money. nevertheless, 80% of them said that they have their 

own right and dec ision how to spend and what to do with the money they borrow by their 

own. Because, the money is borrowed to cover basic needs of the household. 
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In the ope n part of questi on,some female respondents said that they do not tell husbands 

what th~y borrow I'rom r~ lati ves. 

4.4.2 Lendin g trend of the pasto ra /is ts 

People a re eager mostl y to tell the ir good behav ior. Asking the people in thi s case about 

thei r repayment trend of loans o n time ly bases could or cou ld not be answered well 

because people may excaudate the punctual ity and loya lty. 

To so lve such possib le misleading responses, the pastoral ists were asked the ir lending 

cu lture and their borrowe rs' repayment trend. 

Table 8: Le ndin g Irend of the pas lo ralis!s by sex 

Male Fe male Total 

Age group No. % No. % No. % 

4.1 lending habit of the pastoralists 

Ves 24 80 8 26.7 32 53.3 

No 6 20 22 73.3 28 46 .7 

Total 30 100 30 100 60 100 

4.4 Charging of interest 0 11 lending 

Yes - -
No 32 100 

Source : Survey result 20 11 

The first question posed to the pasto ral ists was about the ir lending trend. Th is question 

was answe red by all of the part ic ipan ts. 80% o f ma le and 26.7% of fema le respondents 

said th ai tlley ha ve kllti ing cu lt un; some or the responden ts who experience lending to 

ot hers did not have borrow ing cu lture. The rema ining 20% of male and 73 .3% of 

respondents did not have lending trend totally from the 60 part ic ipants 53.3% respo nded 

that they lend to their re latives, friend s, and nc ighbo rs. The rest 46.7% frol11 the total d id 

not have lending experience . 

Ma le respondents are bette r experienced in lendi ng culture than fe male ones. This cou ld 

indicate that feillale responde nts do not most ly own a property to lend and have not the 

right to lend much money. Money lent by female is small in amount as they respond in 

the open part of the quest ion showed. 
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With regard to in what way they lend, all of the lendi ng and borrow ing are made in 

money. In addi ti on there is trend or lend ing milked animals unt il the milk time is over for 

those who do not ha ve milk for consumptio n. 

One of the clan leaders said that helping each other in Afar region is the day to day 

act ivity. Poor hllll ilies wh ich ha ve not animals for lively hood arc given milk animals to 

usc the milk and then return back the animal thereafter. 

What kind of cred it culture they have is a matter which is a bette r to explore from the 

respondents. Regarding th is, quest ion was posed to those respondents who have lend ing 

cultu re. The questi on was regarding interes t charge on lending and was responded by all 

of the respondents . No one of these respondents charge interest or any other charges for 

the cred it they give to their relati ves. 

The reasons forwa rd ed to the questi on emanated from cultural and religious po in t of 

views. Most or the responden ts reasoned out that rece iving and giving interest on credit is 

a taboo in Afar Addu ' (cu lture), prohibited in Islamic teaching and considered as 

grccdi ness. Somc of the respondent s also do not charge in te rest for the credit they give 

not because of religious po int of view but, due to there is no trend of receiving such 

additiona l money on what one gives as helping hi s relatives. 

"The aim of the credit people borrow and lent alit is not expecting profit. So 

expecting pro.fit.fi"om one who did not have any money and borrow.fi"om you is a 

wboo and improper action to receive additional money"; thi s is response of one 

elde r during intervi ew of clan leaders. 

No one of the clan leaders and elders had experienced interest rate charge. Clan leaders 

and members see charging interest from the reli gious as well as cu ltura l point of view. 

One of the elders said that "taking and giving 'riba' (interest) is worse than sexual 

intercuurse with une 's uwn mulher !" The culture and reli gious teaching regarding interest 

are identica l in the eyes o r the pastoral people. 

4.4.2 .1 Repaymcnt con ditions on Icndin g of pastora lists 

Repayment condi tion of part icipants was to uched in the borrowing part of the paper. 

However for the reason previously stated it was better to ask partic ipants about the 

repayment trend of their bo rrower. 
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The quest ion regarding repayment agreeme nt was res ponded by 3 1 of the 32 respondents. 

Out of these respondents 25 wh ich are 80 .6% of them responded that they agree as when 

to repay the cred it however /'rom 80.6% responses 48.4 only said they do agree regarding 

repayment time, wh il e the remain ing 12.2% responded that the wo rd of agreement is 

come from the bon'ower lei ling of paymen t time or season. 19.4% respo ndents also did 

not have trend of agreement for the credit they give to others. 

Table 9: Repayment conditions on lending of pastoralists 

items Responses 

Frequency Pcrccntn ge 

Agreement with borrowers regarding repayment date dur ing lending? 

Yes oral flgreclllcnt 15 48 .4 

The borrower [dis when to rqnly 10 32.2 

No agreement 6 t9.4 

Total 51 100 

RepaYlllcnl condition borrowers on time? 

Yes Illost of the times 26 83 .9 

Delay mostly I 3.2 

Some delay some pay timely 4 12.9 

Total 81 100 

Source: Survey res ult 20 I I 

The trend of Agreement rega rding repayment time when one becomes borrower is lower 

by about I I % th an (table 9) when one becomes lender. This result might be because the 

compos it io n of respondents is somewhat di·fTerent and the number of respondents is al so 

un li ke. Hav in g these differences the results are related. All the agreements are oral and 

not fo rmal because, the respondents consider promising when to repay bac k the credit by 

bo rrower is like an agreement . 

How is the repayment condition of bo rrowers') On time ly bas is or not; was also asked to 

the lender respondents and the responses is sum mari zed. 
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4. 

From the 3 1 res pondents 83.9% respondecl that their borrowers pay most ly the liability on 

t ime. One out of 3 I respo ndents sa id that hi s borrowers mostly delay to pay back its 

li abili ty. Whereas the remain ing 4 respondents whi ch are 12.9% of 3 1 respondents 

believe that their borrower are mixed. Some repay timely and some delay. 

4.5 Saving culture of pas toralists 

MFl s arc spenclin g mu ch cost on awareness crea li on amo ng the ir users so as to mobilize 

huge amount of savi ng and made that sav ing as a source of money fo r further lending. 

Sav ing culture o f a people can play ind ispensable ro le in ass urin g sustainabi li ty of 

microfinance services (Meye r 2002 , p. 14). Because the more the peo ple are good in 

saving the lesser the cost needed-

Table 10: Saving culture of pastoral respondents by sex 

Mnlc Femn le Tota l 

Freq uen cy % Frequency % Frequency % 
Items 

Saving habit ofpastoralists 

Yes 15 50 6 20 21 35 
No 15 50 24 80 39 65 
Total 30 100 30 100 60 100 

4.2 kind of saving? 

Live stock I 5.3 
MOlley 7 36.8 
Livestock and money 10 52.6 
Jewel ry and Money I 5.3 
Total 19 100 

4.3 Saving Amount of Number of Total saving o/th e re~po/1{lel1ls Al1erage salling 

respondents respolldellt.\" who respoJ/d 10 Ihe ljuestion amOllll1 

Male 7 127,000 18,143 
Female 2 18000 9000 
Total 9 145000 1611 

Source: Survey resu lt 20 II 

for MF services to spe nd on costs like awareness creation regarding saving and the more 

able to generate lesser cost finance. Hi gher trainin g cos ts can hinder slI stainability 

approach MF services fro m undertaking business in such areas . With regard to sav ing 

culture of the people th e first quest ion posed to the pastora l pa rticipants was if they have 

sav Ing. 
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The question was responded by all or the participants. Out of the 60 pastoral participants 

21 which are 35% sa id that th ey have saving cu lture. The other about three fold of the 

respondents responded that they do not have sav ing trend. Responses of female and male 

respondents are not proportional. The proportion of respondents who save and who do 

not in th e case of Illale respondents is lifty- fifty. Whereas, the female respondents who 

have sav ing arc on ly 6 out or th e totals remale respondents. This is 20% of the fema le 

respondents. The remaining 80% of fema le do not know or do not ha ve sav ing. The total 

35% who ha ve sav ing trend are composed of25% male and 10% female respondents. 

Totally the sav ing culture or thc pastoral respondents is one third of the part icipants . 

Thus, the result could be considered as low saving trend. Females' contribut ion to sav ing 

is very low wh ich is lower than the lower the total result. 

Some of respondents cons ider thei r I ivestock as sav ing and some of them consider sav ing 

only the amount rc sc: rvccl in Jl101wtary . Question which identifies the kind of' saving they 

used was forward ed. The question was answered by 19 respondents out of those who 

believe they have sav ing which are 21 respondents. 

One of the respondents i.e. 5.3% believes that its li vestock are sav ll1gs . For this 

respondent, there was no sav ing in money. 7 out of the 19 respondents (36.8%) said that 

th ey save in money. Ano ther 10 ou t of 19 (52.6%) sa id that they have saving in money as 

well as th ey believe thei r livestock wealth is part of their sav ing. There is a female 

respondent also who has sav ing in cash and in jewelry form. From those who said their 

saving is in cash, there arc respondents who ha ve livestock. However they do not 

consider the animal s th ey have as sav ing. 

Question regarding amount of saving experienced by participants was posed and 

responded only by 2 females and 7 male respondents. Out of the who le pastoral 

participants who explain their sav ing amount are only 9 respondents those are 15% out of 

60 respondents. On Ave rage the amount saved by each of the 9 respondents is birr 

16, II I. The average lo r male respondents, saving amount is more than a double of 

female respondents' saving. 

50 



SO l11e of the m also sa id that the al11 0unt is not stab le so there is no spec ific al110u nt of 

sav ing they saved before so with regard to thei r current saving, si nce they do not have 

saving currently they cO lild not ex plain the nuctual ing amount they saved beFore. 

The saving al110unt lo r cooperatives starts 1'1'0111 20 birr and goes as per the savers need. 

The al110 unt saved is not enough to undertake business for l11embers greater than 28. 

APDA did not take sav ing however; it pushes its bencticiaries to have sav ing account in 

banks. At the end or December 13, 20 I I APDA coord inated SACCOs saved totally 

46370. Thi s is very low within one year which was accumulated frol11 366 mel11bers. The 

share of the sav ing is birr 46370 -;. 366 l11el11bers about 126 birr per a year. 

One officia l of cooperative desk said that "there is a fear in the desk, because, 

some cooperatives are waiting until they get seed capital instead of accumulating 

their capito/through s(fving participating in business activit ies ", 

4.5.1 Saving place for the pastoralists and Need for formal saving institutions 

Table 11: Saving place [or the pastoral ists and Need [or formal sav ing institu tions 

4.5 Place of saving Frequ ency Percenta ge 

AI I-lome II 68.75 
In shops of Nearby tOWIl 5 31.25 
Banks -

TOlal 16 100 
Ma le Fema le Total 

4.7 Demand orthe pastoralists for Freq uency % Frequency % Freqllcncy % 
formal institutions \vhich give you 

saving services 

Yes I need II 40.7 2 9.5 13 27. 1 
I do not know what it uscd 2 7.4 10 46.6 23 47.9 
N o I don't need 14 51.9 9 42.9 12 25 

TOlal 27 100 21 100 48 100 
4.8 Initiat ion for saving if institutions give interest for saving? % 

Yes 4 10 
No 36 90 
TOlal 40 100 -- -
.source: Survey result 20 II 

Saving trend at home and saving trend in the formal financ ial institutio ns are not similar. 

In terms of awareness for MF services one who has Irend of sav ing in banks and other 
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formal sav ings are bette r. Whereas in terms of need for MF serv ices people who save at 

home need financ ial se rvices whi ch give them a profit on it and more security than 

putting at home. 

Respondents w ho ha ve .s ll v ing Irend were asked to ex pla in the place th ey used to save. 

From the 35% of tota l pasto ral par ti c ipants whi ch are 2 1 respondents onl y 16 participants 

wh ich are about 76.2% are able to exp lain the pl ace they used to save. Out of the 

respondents 68.75% ( II in number) said that th ey saved thei r money at home in the 

places whi ch they be li eve that is sccu red. Some o f them save the money especia ll y men 

respondents g iving the ir money to wives to put it in secured place . T he remaining 5, 

respond ents whi ch are 3 1.25% of 16 respo nd ents put thcir sav ing in shops o f the nea rby 

towns. 

The purpose or sav ing why the pastorali sts save was al so asked. T he aim of sav ing from 

both respondents seems dilTercn!. Because, remale respondents' sav ing foc used mostly 

on meeting the cu rrent need of house hold spendi ng when househo ld leade r refused/fa iled 

to give money fo r the ho use hold basic needs. However there is one fe male respondent 

wh o is savi ng to li ve in town a fter some t ime fo r better life and education for her 

children. 

Regard ing male responde nts' a lill o f sav ing, they mostly they fo cus on security of 

li vestock from los ing them at all during drought by death. To sec ured the li vestock from 

los in g entirely by death during drought period, so me of the ma le respondent sa le their 

deteriorated li vestock and save th e amo unt for restocki ng durin g good time. 

The resul t shows th at awa rencss of male respo ndents seems better than fe male 

respondents. However, the resu lt may become due to property ri ght of the people. 

No one of the respo ndents was experienced w ith sav ing in banks. So the next quest ion 

posed to the pasto ral respond ents was abo ut the ir need to have formal sav ing institution. 

The qu estion was posed to al l o f the participants but respo nded by onl y 80% of the 

part ic ipants the compos ition o f the respondents was 27 male and 2 1 femal e respondents . 

40.7% of male res pondents and 9.5% of th e 2 1 fe male respondents show need for form al 
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financia l institution to be establ ished for their saving. Out of the 27 male respondents 

10% and 46.6% of female respondents do not kn ow and or do not care to ha ve formal 

financial institution for their sav in g. The remaining 51.9% of male and 42 .9% fem ale 

respondents do not need fo rmal finan cial service fo r saving. Tak ing the total average for 

both female and male respondents, 27 .1 % 47.9 and 25% of respondents sa id that their 

need for form al finan cial servi ce, no care and no aware of its use and they do not need to 

ha ve it respecti ve ly. 

From the respondents who do not need to have and do not aware about the financial 

services, there are individuals who said putting money at home and in shops of supplier is 

secured and no need Lo have an organization serving similar service. 

Respondents who show need for formal fin ancial service sa id that when they save at 

home, some of thcm faccd losing the money through di stributing of it to relatives. 

Because, if one hears about the money saved at home all ask them to borrow. Some of the 

respondents also sa id that sav ing at home is not successful be because members of a 

household take from the saved money no w and now without necess ity to take money. 

These defects of saving at home init iated the respondent to the need of forma l financ ial 

services fo r their sav in g. 

Questi on was forwa rdcd aiming to see changes of respondents' response in their need for 

finan cial services after adding to the s~lV in g servicl! interest rale. 

Out of the 48 rcspondents respond to the prev ious questi on onl y 40 were continued 

rcspondi ng. Only 4 out o f 40 tha t is 10% respondents were initiated to have formal sav ing 

if they get additional money for the saving they made. Whereas, 90% the respondents 

responded that they wo uld nol be ini ti ated to save in that financ ial service. Some 

respondents who we re supporting establi shment of formal finan cial services for their 

sav ings were turning back to those who have denied having formal financial service in 

the ir area. The interest rate in thi s case plays a negative role in init iating people to save 

result thi s opposes the belief of conventional MFls interest result can in itiate savers to 

save, 
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Interview resu lts from NGOs, cooperatives and offic ial s show that saving mobilizat ion in 

Afa r, region is not as such big amoun t. From the SACCOs which are believed to be at 

good position and given certificate from the cooperative coordination office in the region, 

the highest sav ing amount in two years is 40,000 Birr save by more than 30 members. No 

sav ing service in the region gives in teres t to the savers regard ing cooperatives and 

SACCO, coordinated ,,,,d or helped by AI'DA and afi ,,· reg ional government rural and 

pastoral deve lopment Bureau. 

4.5.2 View of the Pastora lists for Interest Ra te based sav ing 

As to the interviews show the most sensit ive issue regard ing MF services in the region is 

the issue of interest. Res istance for interest comes fro m religious and cultural po int of 

view. The opposition is not only from the members of the cooperat ives but also al l 

part icipants of th e program and outs ide · the program including staff members and 

officials. Because thcy be li eve that th ey are in a pos ition to fu lfill the need of their 

people. 

The MFI which is lo und in the process of establi shment is planned to have service 

change for its credit services . As to the MF I thi s was taken as a temporary so lution for the 

opposition fro m the people to interest on credit. However the institution cou ld not fou nd 

even temporary solut ion to solve problems related with sav in g. If the MF I charges serv ice 

charge starting frol11 10-140/0 and forget paying <lily benefi t for sav ings th e aim of the 

MFI which is contributing to reduce poverty will be affected negatively. Burden of debt 

wi ll be higher when the peop le pay interest for borrowing where as they do not receive 

interest for the savi ng they make. 

One of the reasons those who do not save was, they do not like sav ing because of the birr 

amount saved at one time is not like putti ng money in terms of property which is 

livestock. Those respondents understand th at putting cash at home is mak ing it inactive. 

According to these respondents, instead of putting money aside to save, it is better to buy 

animal and which could give birth or it will be fattened and so ld for more than that of the 

money which was aimed to be saved, Thus, it could be concluded that some of them 

knows the nature of money which deteri orating in value if put as ide without yield. Th is 
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result shows that they need any fo rmal sav ing serv ice which is acceptab le by their culture 

and give them not only security but also yielding of the money saved. 

Even though most ol'thc people reject to have interest based nnancial se rvice for saving, 

altel'l1atives passed by the reli gious leaders and some ofncials during interview may 

initiate people to save. As to the in terview result, work ing for sharing of pront by 

contribut ing one's capita l and other' s knowledge, time to the adm ini stration and 

ope rat ion of the bus iness, and effo rt is not prohibited. The alternative is ca lled 

·MII/'{//who·. It is onc or th c instrull1cnts devcloped by the contem porary Is lamic finance 

provides (Khan and Phillips 20 10, p. 5, AsyrafWaj cl iDusuki 2008). 

Even though the altel'l1ative seems acceptable by the peo ple due to its freeness from 

interest, its comp lex ity could create another prob lem if not we ll managed. Appl ication in 

Eth iopia needs more care than the conventional interest based MFls. 

4.6 Moncy transfer trcnd of pastora lists 

MF institution provide mostly services like cred it , sav ing and moncy transfer activ ities. 

Pasto rali sts are claimecl to be not yet suffi cientl y monet ized the ir economy (Degefe, 

2009, p. 81) than the sett led hi ghlanders which are getting focus of MF se rvices due to 

their viab ili ty for feasibl e MFls. 

The tota l banks fo und in Afar reg ion are on ly 5 which are located on ly in two of the 5 

zones. The onl y Banks found in Afar are commerc ial bank of Ethiopia in 5 towns and 

Alllbesa bank in Samara. The rcst 30 woredas out of th e tota l 32 did not have any 

nnancia l institution. 

To see viab ility of the reg ion for feas ible MF services extracting the pastoral ists' money 

tra ns re I' trend is necessary because money tra nsfer is OnC of thc serviccs provided by 

M lOi s. The better the people are aware of and using any money transfer mechanism 

means there is a beller market fo r thi s busi ness. But it could also indicate that they may 

not need other allcl'Il ati ve than that of they used currently to transfer money between the 

pastoralists. 

55 



The first questi on posed to the pastoralist regard ing money transfer was if the used to 

se nd money to others. All of the pa rtic ipants respo nded the question and presented the 

res ult by sex . 

Respondents who said yes to th e questi on ware 66.7% 6.7% and 36.7% for male, female 

and whole average res pondents respective ly. The rest 33.3% of male, 93.3% of female , 

and totally 63.3% respondents d id not ex perience se nd ing money to others (Table 12). 

Table 12: Money trans fer trend of pastoralists by sex 

Male Female Total 
11t:' lIt s Fn.' llllcIIC), 'Yo , Freqllency 'X. F I"C<lll CIiCY 'Yo 

5.1 Do YOll send money 

to others 

Ves 20 66 .7 2 6.7 22 86.7 

No 10 33.3 28 93.3 38 63.3 
Total 30 100 30 100 60 100 

5.2 Do others send 
money to you? 

Ves 21 70 9 30 30 50 

No 9 30 21 70 30 50 

Total 30 100 30 100 60 100 

5.3 Do your money sent reach to the recipient? --
Ves 20 90.9 

No 2 9.1 

Total 22 100 

5.7 do you lost your money on trans fer? 

Ves 5 15 .6 

No 27 84.4 

totrtl 32 \00 

Opinion about having Male Female Total 
forma l money transfer Frequency % Frequency % Frequency % 
institution in their vicinity 

Support 14 63.6 6 31.6 20 48 .8 

No care and Awareness 7 31.8 \3 68.4 20 48.8 

No need I 4.6 - - I 2.4 

Tota l 22 100 19 100 41 100 

Source: Survey resu lt 2011 

The d ifference in response of fcmale res pond ents frol11 male respondents here is also 

apart of property ri ght o f the people. In every qu esti on which touches the property ri ght, 

fema le respondents' result is lower than the male. So the result may not indicate females 
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which are th e focus of MF ls are less aware than the male but, it ind icates they have less 

property right than the l11 en. 

The problem of properly right may ha ve effect on the credit serv ice provided by MFI. 

The clTect is the cred it ma y not be e frecti ve ly used by the targeted users (Fernando 

2004,). From the res ult it cou ld be said that property ri ght amo ng the pa rtic ipants is low, 

because, sending money to others is expected to be experienced frequentl y. But, a ll of 

them send money to oth ers se ldom. 

Partic ipants who do not experience sending money to others were given another 

alternative questi on. The result was al so somewhat hi ghe r expos ure of money transfer 

experience than the result in the previous question. Female respondent who receive 

money sent from their re lat ives and famil y members from other places are 30% of the 

res pondents. Thi s res ul t is hi gher ex per ience of money trans fer by 23% than when they 

were asked if they have experience of sending mo ncy to others. Males result is also 

similarly increased by littl e from 66.7% to 70%. Tota ll y male and fema le respondents 

grow from 36. 7% to 50% the in crement in percentage of experience in money transfer 

may be attr ibutable to the availability of money to send. Which means, pastora lists are 

more receiving amollnt sent from abroad and their relat ives than they send money to 

others. 

Gene rally the response indicates ha lf o f the part icipants showed the ir need for financial 

service wh ich gives money transfer service. 

The means of money transfer they lIsed is most ly by relatives, friends and neighbours 

who we nt to the place they need to send. Except for one who exper ience receiv ing o f 

money li·om banks, the who le respond ents use the informal mechanism to receive money 

se nt from their relatives. 

Checking the experience o f the pastoralists is needed co ncerning the safety of money in 

transfer by thc inlo l"lnal mechani sm. The more suffer res pondents faced by thi s money 

transfer mechani sm the more they need another secu red a lterat ive of money transfer. 
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Generally, even though they did not mostl y faced losi ng of money except few, delay in 

receiving, sending and turning back of the amount sent are common sufferings which 

indicates there is a need for formal money transfer in the region . 

To the respondent s who have expe ri ence of receivi ng money from others they were asked 

abou t loss of money during Iransfer. This questi on was responded by 32 respondents. Out 

of these 5 which are 15.6% of respondents sa id they faced an event of losing money in 

transfer. The rest 84/4% did not face losing of the money. However there were 

contradict ing responses in the open s ide of the responses for example some of them sa id 

that they lost small amount of money in transfer but they ignored it. Some was exposed to 

receive in longer time pass ing someti me alicr the time it was supposed to be received. 

The rea son I"or the luosing or ll1om.:y ill lran si'er was not out of the iss ue mobil ity. 

Recipient respondcnt's mobi lity, ignorance of the persons who bring the money and 

relative share the money aft er it rece ived safely were the reasons mentioned. 

Knowing more about the pastoralists' needs of money transfer helps to see one of the 

aspects which contribulc to the viabi li ty of the reg ion for sustainable MFs. Question was 

forwarded regard ing the need of the people fo r formal financial se rvice for money 

transfer act ivi ti es. This question was responded by 22 male and 19 female totally 41 

respondcnts. Out or thosc, 63.6% or ma le and 3 1.6% of female respondents were in 

support of introducing financial service for money transfer in charge fo r the service it 

provides. From the 41 (Table 12) respondents there are al so who do not care whether to 

have or not to have such institut ion. 31.8% of male 68.4% of female and totally 48.8% of 

respondents are in this category. The total sUppOI"i for the formal money transfer se rvices 

are 48.8% o j" the 41 respondents. 

It cou ld be conc luded that indispensable num ber of respondents believe that introducing 

such institution could so lvc the problems of delaying in rece iving of and sending to 

money. Some respondents sa id Ihal secu rity of informat ion co uld be maintained if such 

institution ex ists . 

Some orIic ials said thatthc Awash basin areas (including the stucly area) and other parts 

of the region are not similar in money transfer activ iti es, because, youths in zone 2 for 
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example are most ly 111 igrated 10 middle east countri es and send 1110ney to cover their 

parents' livelihood, In addit ion the admin istration sitting of the regional government is in 

the Awash Basin area, Thus, migrants in Arab countries and governl11ent employees in 

Sama ra scnd moncy 10 thcir parcnts, familics and relative under the ir help by the pcrsons 

who we nt to that placc, 

There are people who do not send to their family and dependents because of lack of 

means to send money, The regional government also uses the neighboring regions' towns 

that have banks to send money for the wo redas of the Afa r reg ion, 

Unavailab ility of financ ial inst itution serving thi s serv ice could be in this case a prospect 

for introducing MFI in the region ; because, there is a need to ha ve it by the people as well 

as by the regional government Thus, introducing MF service in th is case could help 

sustai nab le MFI to monopolize market and get 1110re profit from it 

4,7 Source of Income, Business llnd Incom e Gencnlting Skill of Pastoralists 

MF services accord ing to sustainable approach MFls works, to active poor who can use 

money and knowhow to yield it for rcpayment after taking thcir profit(Graeub and 

Kraehe nbuehl 2004, Schrciner 2002,), By ask ing different questi ons related to th is issue, 

it cou ld be measureci pastoralists business knowhow and viab ility for MF serv ices with 

and minimulll business ancl marketing training costs. 

Table 13: Sou rce of income, business· and income generating skill of pastoralists 

Number of Percentage 
Pri mary so urce of in come Respondents 

An imal herding 45 75 

Hercling Mixed with farming 4 6.7 
Employment 2 3.3 
Dependent on Relati ve animal herding 9 15 
Total 60 100 

Secondary so urce of inco lll e 

F.mning 25 41. 7 

Petty trade and animal marketing 5 8.3 

Employments by herding others' livestock 6 10% 
No secondary source 24 40% 

Tulal 60 100 

Source : Survey resu lt 20 II 
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As it is seen (Tab le 13),75% of the pa rticipants get the primary income fro m livestock 

breadi ng, while the rest 6.7%, 3.3% and 15% get their primary income from agro pasto ral 

activit ies, empl oyment fo r milk and getting born animals, and dependent on relatives 

respecti vel y. 

Secondary income of the pa rt icipan ts was also as ked . Out of the total participants, 4 1.7% 

said that they have a plot of farm which help the ho use hold; 8.3% pmt icipates in petty 

trade li ke se lling suga r and floor in their village; and goats marketing taking from village 

to nearby towns. Other 10% from the respondents al so sa id that they take others' animal 

with th eir small num ber 01' ani mals for graz ing to get some benefits. The rest 40% of 

respondents ha ve not addit ional income generat ing activity. 

90% of Afar peo ple are pure pastorali sts. The resul t here shows that there are near to half 

agI'o pastorali st out of the 60 pastorali st parti cipants, Thi s result could indicate that either 

pastorali st are not ns sli ch good in proportion of coming to market than agro pastorali sts, 

or the study areas arc alTec tcd by Awash basi n efi ecl. About half o f the people in the 

areas lead their live li hood by the means of agro-pastorali sm, If the sample was taken 

li'OI11 zone two and zone fo ur of Afar reg ion it may show di fferent results. 

Some responde nts who have fa rm as secondary sources did not own the farm on their 

own. Instead they share from the prod uct prod uced by relatives who take the land as a 

share from the clan. Until the research is undertaken land is owned by tribes . All those 

who f arm land sai d that they rece ive some amount after the porti on of product is paid 

(hal f of it) to the cultiva tor and the rest sha red among relati ves who own the land. 

Most of the respondents who sa id their primary source of income is not li vestock rearing 

are, dependent on the livestock breed ing either by gett ing employment in animal breeding 

or getting bas ic needs from the pastorali sts as an a id. Agro-pastoralism is onl y considered 

as equal source of income as li vestock breeding by 4 respondents which is 6.7% of all 

participants . 

4.7.1 Interval of respo nd ents coming to market 

Relati on of the peo ple with market indi cates to some extent that the more the pastoral ists 

come n'cquently to market the Illore they are nearest to monetized economy the 1110re they 
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co uld be categorized as active poo r. Pastora lists were asked about the interval they co me 

to market to see extent of thei r relati on wi th market. 

The res ult of the ques tion shows that 33.3% of female and 6.7% of male respondents 

co me to market within 1-2 weeks some o r th em come week ly and sometimes with in two 

weeks. Out o f the to tal respondents of each sex 36.7% of male and 40% of female come 

to market w ithin 3 weeks to I month. There are a lso 40% male and 6.7% of female 

respondents who take more than 2 months to co me to market. The rema in ing 6.7% of 

male and 20% fem a le re sponde nts do not kn ow de finitel y in what interva l they come to 

market. 

Females' interva l of com ing to market showed that they are more related to market than 

the male. The reaso n of the res ult may be here due to job (work) dist ribut ion among the 

pastora li sts. In a far reg ion more productive as we ll as reproductive activit ies are made by 

females. 

The interval or th e pastora li sts coming to market could he afTcclcd due to distance or 
th eir vici nity li'o m the market cen ters. T he stu dy area Aysa' ita and Dubte are of the towns 

which have market centers . However there are also places and woredas w hi ch do not 

have market cente rs around the ir area. Some woredas whi ch are rc lated to neighboring 

rcgions Li se the neighbor ing reg ions towns walk ing long d istance j ourney w ith high 

temperature . 

Howeve r currentl y the reg iona l governm ent is establi shing animal yards' throughout the 

woredas to facilitate establi shm en t o f market and enab ling peo ple in crease th eir 

transact ion ancl ultimatel y to deve lop the ir busi ness act iviti es and income diversification. 

4.7.2 Awareness to B us in ess and Business Diversi(ying Tren d of Past ora lists 

Purpose of pastoral isis com ing 10 market cou ld show their knowhow about business. 

Peo ple who know tradc arc 111 0 re producti ve and can usc c redit lo r y ie ldi ng purpose on 

the other hand if people are a lways come to market only to buy consumptio n good it may 

indicate that they ha ve lesser awal'eness "bout business. than those buying goods I'or sa le. 
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Ta ble 14: fi usin"ss lI WlI l'cncss li nd d ivc l'sify ing trend of pastoralists 

Habit of tak ing commodities Ma le Fe male Total 
fro m the m:1rkct 10 rcs:lic ill 

the ir vil lage 
Freq uency '% Frcqucll cy 'Yo F requen cy % 

Yes 6 20 4 13.3 10 16.7 
No 24 80 26 86."7 50 83.3 

Total 30 100 30 100 60 100 
Habit of pastoralists for 

fattening and resell ing 

animals buy ing frolll market 

Yes I 3.3 3 10 4 6.7 

No 29 96.7 27 90 56 93.3 
Total 30 100 30 60 100 

Source: Survey res ul t 20 II 

The ir trend of buyi ng goods for resa le in the ir vi ll ages is 10 out of 60 participants 

(16.7%) respondents. All110st all or the cOl11 l11odities taken to vill age as stated by 

respondents are basic goods like noor, suga r and other sl11 all consu l11 er goods so ld by 

fe male respondents. Th e res t majo ri ty (!) l.YX.) 01' rcs polH.k: n ls CO lll e to markd on ly lur 

the purposes other than trade (petty trade). Regard ing the ir trend of buying ani l11a ls fo r 

fattening and reselling in the l11arket frol11 the tota l part icipants only 6.7% respondents are 

pa rlicipating in buying an il11als either directl y for rcsale in prof'it or take sOl11e ti l11c up to 

they becol11e fatte n and selling after that fo r profit. 

However, as the percentage of respondents who do not partic ipate in any business activity 

other than pastorali sl11 anc! agro-pastoralisl11 is high, it shows the need of the people to 

part icipate in business is less . Awareness of the people towards business activities is not 

on ly seen in the pasto rali sts of' the reg ion. Afars who dwe ll in urban areas, are also 

hesi tate to take bus iness activities (APDA report, 2007). All11 0st all of the l11erchants in 

the l11 arket are non-Afars. 

Thus MFl s who ail11 to serve pastoral population of Afar need to be aware of the 

bu s illl~s se s found in the reg io n (0 be financed. 

4.7.3 Wealth of the Participants 

Deterl11 in ing wealth of peop le is one of the factors whi ch heir to kn ow the leve l of 

poorness in a region. The l11 ain ta rge t of MFls is the poor people. Wealth in afar reg ion is 
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determ in ed main ly by number of li vestock owned. Save the chi ldren determin ed that the 

main wea lth of Awsa live lihood zone (study area) is livestock and land ownership. 

Rega rdin g the pasto rali st, ' nllmber o r li vestock, out th e 60, 38 res pondents (63.3%) have 

camels: wherens J(} respondents arc owners of cattl e in addition to th e olhcr an imals. 

There are al so 54 respondents (90%) who process goats . Therc are a lso 17 respondents 

who have donkeys . There are res pond s who own came ls and goats but not catt le. There 

arc a lso other respondents who process catt le with goats bu t not cam e ls . Respondents 

who have all type or animal s, who have onl y goats and do not process any li vestock, are 

a lso there. 

Tab le 15: Wealth of th e participants 

Anim al Range of Number of Total number Avera ge Avern gc animal to 

ca tegory ownershi p respondents anil11:lls i ll :1 anima ls to (GO) total dependents of 

range respondent respondents 

1-5 20 54 2.7 

G-IO 7 70 10 
('~I111 c l 11-20 II 187 17 3 I 1 /85G~ 0.36 

-- I camel ror J 3S 3 11 3111GO-
Total! Average 63.3% 5 dependents 

Cattle 1-5 5 20 4 

G- IO 9 88 10 

11-20 4 65 IG 

2 1-40 14 4 18 30 781/856=0.91 al most 
- one for a dependent Above 40 4 190 47.5 

Total /A verage 36 781 785/60-

60% 13 

Goal/sheep 30 1-10 12 124 10 

11-30 14 300 2 1 
27961856= 3.3 almost 

3 1-50 7 311 44 
10 goats for 3 

5 1-100 12 980 82 
--

Total persons 
Above 100 9 108 1 120 

54 2796 2796/60-

90% 46.6 

Source : Survey resu lt 20 II 

At the house ho ld leve l which has on overage 14.3 dependents, average num ber of 

came ls, catt le, and goa ts owned arc 5, 13, and 46.6 res pective ly. At household leve l 

weal th statu s o f'the p~lrli c ip:ll1t s see m s at good stage. 
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Si mpl y presenting number of livestock owned by the house ho lds can indicate the people 

are wealthier. But , ir the number com pared to th e number or dependents it could show 

the true wealth sta tus o f'the people. 

In the demographic cha racteristics of th e pastoralists the result shows that the 60 

respondents have in the back about 856 members who depends their li ve lihood them. 

Average number dependents weather it is family member or any of the re lat ive is 12.5 

dependents per household. 

To see the level or poorness in the soc iety it is better to show the number of li vestock 

each dependent owns in a house hold. Even if it could not be representative, the number 

or animals each membcr can have, has present in the table. According to the survey 0.36 

camel is fo r each member in the househo lds of respondents. This means from 3 

dependcnts in a household one owns a camcl. The number of call ie fo r 10 dependents of 

the respondents is about 9 cattle; thi s means out of 10 dependents 9 ha ve cattle for each 

and a ile is without a cattle. Regarding goats, each dependent of the respondents have 3.3 

goats: which means almos t about I goat for cvery 3 members in the household. The 

cu ltu re of the region is to help each other when one increases its wealth there is hi gh 

possibility of increasing dependents (save the chi ldren (2008, p. 41) . 

According to save the childre n,(2008, p. 61), all weal th groups of Afa r pastoral ists 

receive food aid, becausc, be ller-off and middle groups take dependents from their 

relatives .As the result shows availability of potential customers for MF service is high in 

the reg ion. The potentia l challenge concern ing wealth of the pastora li sts is identifying 

and getting or identifying acti ve poor who can help susta inability of feas ible MF Is. 

APDA did not need to separatel y se rve on ly poor and no identifying mechan ism poor is 

found, because, Afa r pastora li sts are considered all poor. So cooperative organi zed in the 

wo rking site of APDA (in 7 woredas) are viable to be financed by the program. The 

cooperative desk of the reg ion is also serving all members of the soc iety who wants to 

cooperate by th ei r own effo rt. 
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4.8 Mobility of Paston, lis!s 

Financing mobi le peop le ha ve hi gher diffi culty in terms of lean contro ll ing staff costs, 

inli'astructure avai lability issues (Coppock et a l 2002, and Houten 2002). 

The more the sett lement is stabl e and dense; it is less costly to introduce MF service 

l h ~n.:. I lowcver being l1l obilL: on ly may not contribute to higher cost, because, jf the 

migration place and time is ickntilicd and number of migrat ing members from a hOllse 

hold is identified th e service can be prov ided with the rema ini ng fam ily members or may 

be designed a method used to cope with the mob ility nature o fpastorali sts. 

Settlcmcnt style of pastora li sts was forwa rded and the number of respondents lead 

sedentary live lihood. mobile during drought and fl ood, and always migrat ing fro m places 

to places fo r grazing arc 13.3%, 56.7% and 30'!!o out of the 60 responden ts. T he more 

mobi le the people are the more ri ski er and costly to undertake financ ial services in such 

mob ile population. About 86.7% of the respo ndents are mobi le e ither during drought 

season andlor fl ooding. 

Table 16: Settlem ent o f res pond ents 

Settlelll c lit sty le o r respond ent s NUllliJer Pcn:cllt<lgc 
. 

Sedentary 8 13 .3 
Mobile during drought nood seasons 43 56.7 
Pure mobile 18 30 
Total 60 100 

Coming bnck to origin al settl ement in good time? 
Yes 53 98. 1 
No I 

TOlal 54 100 

Source: S urvey result 20 11 

As th e responses I'i'om the open part of the quest ion show, there is no difference between 

those who are pu re ly mo bil e and mobi le during drought seaso n. Al most a ll respondents 

migrate leav ing some fa mily mem bers .in home. Even from those who say the ir li velihood 

is pu re ly settled the re are respondents who sa id the ir yo uths are migrat ing during drought 

and fl ood season taki ng livestock to better graz ing places sta ring w ith in their woredas 

and up to cross zona l mi grations. 
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4.8.1 Possibi lity of mobility for money transfer micro finance service 

The mobility of pastora lists can have an opportuni ty for MFls. Regard in g thi s, some 

respondents show need or money tran sferrin g scrvin:s during m igration, becau se, most of 

the respond ents sa id that th e ir famil y is divid ed during th e migrati on time that some went 

with livestock and so mc stay at home. Even through financ ing mob il e people have an 

additiona l operation and costs and specifi c de fa ult co ntro ll in g ri sks, the res ult shows 

there is greater prospect for money transferri ng service. 

4.9 Need of the participa nts for FOl' I11 a l Micro iinance Serv ices 

The Afar reg ional srate rural deve lopment office in cooperati on w ith PCDP (Pastoral 

Co mmunity Deve lopment Program) coordin ates th rough the region about 37 sav ing and 

credit cooperat ive (SACCOs). Based on the interview with offi c ia ls however, the 

SACCOs are not till wo rking in an effective way even through this 37 cooperatives are 

sclected and certified SACCOs in the region, clue to lack of awareness in th e people abo ut 

bus iness, marketing and cooperati ves and other preseason they are not effective . Out of 

the 37 coo perati ve the one whi ch have better sav ing unti l the survey time is, one 

cooperati ves which saved abo ut birr 40,000. Th is is saved by more than 30 members 

ta lking 2 yea rs of saving. 

APDA is al so aidi ng and coord inating about 20 cooperati ves. More than half of the 

cooperat ives are not as such effecti ve . Howeve r, th e in it iat ives may plant a root to the 

awa reness creation orthc pastora li sts . 

For MF services aim ing to achieve outreach o f the poor without comprom ts lllg 

sustainability iss ues. it necds al so to ex pl orc the need of thc pcop le by asking direct 

questions whi ch explore the needs pastoralis ts for M F se rvices . In add ition, it is 

necessary to know awareness of th e pastor'a lists , the amount they need from the formal 

MF servi ce, fo r what purpose they need to take the cred it, what is their perception to 

in te rest based MF service, and other re lated issues. 

The firs t question regarding those iss ues was concerni ng awa reness of the pastora lists 

towa rds any sav ing and cred it services . 50% o f male and 20% of females responded that 
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8. 1 

8.2 

8.3 

they ha ve awareness abo ut sav ing and cred it services. Totally, 35% out of the 60 

respondents from bo th sexes have all exposure to hear about sav ing and cred it. The -

Table 17: Need of the peo ple for 1'0nl1>11 Microfinanee services 

Experience in saving and credit Male Female Tota l 
services 

N % N % N % 
yc~ 15 50 (, 20 21 35 
No 15 50 24 80 39 65 

Total 30 100 30 100 60 100 
Inten tion of pastoral iSIs to take loan 

from MF program ifit ex ist 

Yes 10 
00 _ 

.:U . .) 18 60 28 46 .7 

No 20 66.7 12 40 32 53.3 
Total 30 100 30 100 60 100 

Amollnt demanded to be borrowed Male li'cl1lale Tota l 
fro111 the MF services ifit existed 

Highest recommended amount Birr 10,000 10,000 
Lowest recolllmended amount Birr 4,000 2000 

Number of respondents who put the amount 9 12 21 
they need to borrow 

Tota l amount recoll llll cnd by Birr 58,000 Birr 67500 Birr 125,500 
rcspolldcnts 
A verage loan amount needed by the 6444.4 5625 Birr 5976.2 
respondents 

Source: Survey resul t 201 1 

rema ining 50% of male 80% female totally 65% of respondents did not have awareness 

about saving and credit se rv ice giving organ izati ons. 

From the SACCOs coord inated by the cooperative desk of the reg ion with PCDP I I are 

Ic und in aysa'i la. SACCOs initiated by APD A, rural and pasto ral development of the 

reg ion, and individually fo rmed are al so in the study areas. However, awareness of the 

people about sav ing and credit se rvice is not as such sat isfactory. No one of the 

respondents was member of any cooperative or SACCOs. Their awareness about the 

iss ue of cred it and sav ing was through 'daC/gu' (cultured information communication). 

Their intent ion to take cred it service from fo rmal MF service was also asked. 33.3% of 

male, 60% of fema le and totally 46.7% respondents did not want to borrow or they do not 

care, because, their relatives can provide them aid or credi t. So they do not know the 
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difference between bo rrowi ngs from formal financial in st itutions and from the ir relati ves. 

The need of female respo ndents for credit service is higher than the male respondents. 

Getting hi gher intenti on/need to get finance from female respondents is advantageous for 

MF service prov ide rs because th e cost may incl udc to get consent of female to part ic ipate 

in MF se rvice ca n be minimized. Women are co nsidered by MF ls better credit worthier 

than men (Women 's Refugee Commiss ion fi eld manual for pract iti oners (2009)). 

M icrolinance programs prov ided in the sedentary populated areas of the country give 

cred it service on average $ 11 7.85(Letenah Ej igu 2009, p. II ). For MF services a imi ng to 

undertake its operat ion needs to know what amoun t people need from the credi t serv ice. 

Regardin g th is issue, question was forwa rded. As it is shown in (Table 17)it was 

res pond ed by 9 malc an d 12 female respondents. The hi ghest amount male and female 

respondents requested to borrow are, 10,000 for both and the lowest was 4000 , for ma le 

and 2000 fo r fema le . On average male, fema le and both of them stated birr 6444.4, birr 

5625 and birr 5976.2 res pectivel y. 

T he borrowi ng trend of cooperative membe rs is from birr 500 to birr 5000. The 

determ inant to take the maximum amount of loan is the contribut ion and saving amount 

of the member. APDA coo rdinated coo pe rati ves also follow the member with highest 

share owner ship of the cooperat ive gets hi ghest loan . The amount most ly lent to 

indi vidua l members of A PDA 's cooperatives is from birr 3,000 to 7,000. 

T he so urce o r loa n lo r th e A PDA's target toopera ti ves is birr 40,000 seed capi ta l and birr 

60.000 of revo lving I'und whi ch do not charge inte rest g iven by APDA. The loan by all 

coope ratives and A PDA is given in money I'o rm . 

The purpose th ey want the credit service was a lso asked to respondents. Some sa id they 

wa nt it to increase or to have li vestock. Some o thers a lso said that they need to have 

credit to fulfill house ho ld spend ing durin g shocks and bad seasons there were a lso two 

respondents who sa id th ey need to borrow to leave pastoral liveli hood and li ve in towns 

to get schoolin g fo r children and the othe r one to leave dependency on relatives and lead 

independentlivelihoocl w ith their family members. 
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The purpose pastoralist mention cou ld be taken as purpose of business, if livestock 

rea ri ng is considered as a means of income generation. The result show almost al l of the 

respondents did not aware of income divers ifi cation other than li vestock breed ing. 

All the question s regarding lI si ng MF services were asked before raising the isslIe of 

interest, because, if interest was raised befo re need of credit service it wou ld not be 

identi fied respondcnts nccd for th e fo rmal M F service. 

rvlos ( or res pondents whn need tlu.; credit rcspo ll<.i (.;d to interest issue that they wi ll not 

take cred it if there is interest rate due to the prohibition cul turally and religiously. 

All of the five the cooperatives are not giving interest for saving. 4 of them and APDA 

did not charge interest or any othe r charge on the loa n. However, there is one cooperative 

Jj'OIll the li ve whieh did not give interest lor saving but whieh charge service charge of 

10% to cover some opcrational costs. Some members consider it like an interest; 

howcver, since the charge is not paid out to others, they believe there is no interest. 

The interview with the currentl y establi shing MFI and cooperative desk of the region 

showed also, the most challenging issue with regard to MFls and MF services is about 

interest rate. No SACCO in the region is giv ing any addit iona l charge or interest for their 

members thus. The trend of the SACCOs in the region shows that it could be an obstacle 

to se rve pastorali sts. All clan leaders and reli gious leaders sa id that members of the clan 

and religion do not ha ve a trend of paying or rece iving interest for borrowing or lending. 

It is taboo (not appropriate) and . Haram ' (prohibited) by Islamic teaching and not 

acceptable by the people. 

Clan leaders and reli gion leaders were asked regarding the sustainability issues of MFls. 

If there is no profit for the institutions; the poor may not be benefited thereafter from such 

services. 

One of clan Icaders said that "the people under my clan did not have any trend of 

rece iving or paying interest. Thus, my clan members do not need and will take 

their decision; but, if the service is coming by government, we do not oppose its 

establishment since others who need may be benejitedji-om it. [fmay also be used 

fi,,·the peaple like the services hanks provide us now". 
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The religious leaders also sa id that it sustainab il ity could be maintained through methods 

wh ich comp li es wi th Islamic teaching such as doi ng business for profit sharing and others 

Islamic methods. 

Wi th rega rd to the in terest issue the AMFI is aim ing to charge service charge of 10, 12, 

and 14 for small ente rpri ses, pastora li sts, and medium enterpri ses . According to the 

offi cials, the service change is not rea ll y ca lcul ated cost of services. But, it includes mark 

up fo r growing pu rpose. However, as per the interv iew the se rvice charge was not 

accepted by the reli gious and clan leaders, and oth er offi cials. Bu t, as one of the officia ls 

sa id , the service charge is on a way to be changed by any other profitab le method. It was 

onl y mentioned in the memorandum of establishment for license compliment purpose. 

Aner establishment, de ta iled discuss ions will be taken to des ign MF serv ices which cope 

wit h the interest sensitive pastoralist customers. They also ai med to ha ve experience 

sha ri ng with the newly es tab lis hed interest free ba nk in Ethiopia. 

With regard to the cooperative respondents to the susta inabi lity Issue they are not 

working together a business . They mobili ze sav ing and give crecl it for members who need 

to borrow. Thlls no profit is expected to the cooperati ve as fi nance prov ider. 

4.10 Trend of Cooperatives and Credit G iving NGOs (APDA) 

APDA gives revolving birr 660,000 fu nd to II cooperatives start ing before 5 years and 

additional a id of birr 300,000 to these I I cooperati ves . There are also 9 SACCOs that 

take birr 360,000 seed fund . Totall y, APDA invested birr 1,320,000 for these 20 

cooperati ves. Additionall y, controlling, operational and fund rais ing costs att ri butable to 

thi s program and siallsalaries are expcnd itures splendid by APDA. 

According to the experts of APDA, with such kind of subs idized credit program , the II 

cooperatives we re not as such effect ive even though there is ind ispensable change 

achievcd through training and timely contro lling of the cooperati ves' acco unts. 

4.10.1 Cha ll enges and Prospects 

Interv iew resu lt s from cooperat ives and APDA shows that there are several cha llenges as 

we ll as prospects in the reg ion with respect to microfinance services. 
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Challenges : 

I .(l ek or :lwarclll:ss ahout husiness ~lIld markcling ; 

Shortage of capital to undertake profitable bus iness; 

Sustainab iliry issues due to interest sens itivity of the people; 

Lack of human resource; 

No central price index and market information for members' products in the 

regIon; 

Sav ing is not easy to be co ll ected mostl y because members are; not vo luntary, 

since they do not have any bene fi t by sav ing except some members get credit 

se rv Ice; 

Low \vorking habit of members; 

Employing workers in the kcbcles is not successful. Almost all staffs employed 

fo r cooperatives ware grade 8 com pl ete, there is st ill hi gh turnover; 

Markets are not as such avai lable in the region most markets are out of the 

regIon; 

The need of people and products of cooperatives are not much, due to 

marketing problem of members; 

Lack sufficient infrastructure in the region to reach kebeles; 

Prospects 

There are also prospects seen by AMF I, APDA, and cooperative desk of the region. 

Those are: 

Several capital providers waiting establishment of MFI in the region 

Government focus on micro leve l bus iness 

Untouched market and monopoly of benefits from financia l services in the reg ion 

due to una vailability suffic ient of financ ial interm ed iaries 

Well organi zed clan based potentia l customers and others . . 
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Chaptcl' fivc: Conclusion and Rccommcndation 

This stud y was conducted to exp lore challenges and prospects of introducing sustainab le 

Mic rotinance serv ices in Arar pastoral population. Based on the findings of the study, the 

foll owing conclusions could be drawn and recommendations were forwarded. 

5.1 Summary and Conclusion 

Major constrains to developmenta l activ ities 111 the region are, harsh cli matic 

condit ion which result in high turnove r of staffs and addi tional cost to cope the climate, 

risk of dro ught, poor in frastructure, low educat ion as well as hea lth coverage, 

inaccess ible areas due to poor roads. Lack of reliable market information is also the 

major problems of the region. Others constra in ts are conflict with different tribes wh ich 

result in losing pasture areas . Market cen ters arc locat ed far from pas tora li sts. W hen the 

livestock reaches th e market, it fetches the lower price duc to deteriorated body 

cond ition. 

All of these constraints could hinder introduction of sustainab le MFI in the region; 

because, additional costs could be incurred and the ri sks would be taken to cope with the 

constra ints. Operati onal and controlling costs in such dispersed and mobile areas are 

high. Default ri sk is also expected to be higher than other areas due to the mobility oflhe 

pastorali sts. However the commun ity has speci fi c qua lities which can compromises the 

constraints. Afa r pasto ral ists are a we ll·organized society that could help for sustainable 

MFls. The clan based way of li fe could ena ble MF I to be secured from default ri sk due to 

the culture of the soc iety to cover ones li ability by relatives or if big amo unt by the clan 

members. In addition there are severa l sources of funds wa iti ng estab lishment of MFI in 

the region frol11 deve lopm enlnl organizHti ons which is an indicator of prospect. 

Average lilillily size aI' Alill' reg ion li'om CSA is 5.5 (2007). However based on 

the survey a single household has 14.3 dependents. According to the survey from 3 

dependents in a household one of them owns a camel. Out of 10 dependents 9 have cattle 

lo r each and one is withou t a catt le. Rega rdi ng goats, each dependent in the household 

has 3 goats. 
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The result shows avai lability of potential customcrs fo r MF se rvices due to the ex istence 

high number of poor dependents on relati ves . 

Afar pastora li st partic ipants lack income diversil'i cati on and business skill other 

than livestock breed ing (75%). The rema ining genera tes their primary income from agro 

pastoral acti vit ies, employment for getting small (born) animals and milk, and 

dependency on relat ives. Most of the part icipants did not have secondary income source 

other than livestock or ago pastoral activ iti es. Almost all of the merchants in the market 

are non-Afars. From the res ul t it co uld concl uded that cred it service for pastorali sts 

without income diversification skill and without business skill lead to debt burden if the 

MFI did not supported with other interven tion acti vities 

Pasto ral ists have good bo rrowing and lenciing trend mostly fo r household 

consumption purpose. Their repayment culture is also admirab le; because, the clan based 

life style enable them to manage defaul ts. At cooperat ive leve l, some cooperatives de lay 

repayment of revo lving fu nei. Sou rce borrowing l'or the pastorali st pa rt icipants is total ly 

from the informal sector (relatives, neighbors, and fri ends) . No responde nts have 

borrowed eve r from any forma l secto r like banks. Even, no one had experience of 

borrowing from the coo pe ratives operating for five years in the region . On average 

pastorali sts need to borrow from formal MF I is about birr 6000 which is big amount 

compared to that of average credit given in Ethiopia. 

From the finding it could be concluded that pastoralists are aware of borrowing from 

re lat ives but in terms of their exper ience with formal and semi-formal finan cia l prov iders 

it is minimal taking the sample responden ts as a base. The purpose of borrowing was not 

for income generating acti viti es rather for consumption purpose. Credit for smoothing 

consumption are considered indebting the poor rather than benefi tin g. Indebting 

pastorali sts also may lead to de lilUlt ri sk. 

MFl s are spending much cost on awareness creation among their beneficiar ies so 

as to mob ili ze huge amount of sav ing and made source of fund for furth er lending. On ly 

2 1 part icipants (35%) have informal sav ing culture at home anci in shops mostly if there 

is surplus moncy after household spencling from sa le of livestock. 80% of fema le do not 
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do not have sav ing culture. On Average the amo unt saved by 9 respondents is birr 16,111 

each. This average is good when it is compared to the cooperat ives sav ing. Cooperatives' 

sav ing is nOI effeclivc dlle 10 Ihe f'li llire of members to save limely. The purpose of the 

sav ing is partly for business purpose and some for secur ity of los ing animals by death in 

the case of dro ught and shocks. Even though it is small, there is need for formal MF I. 

Th us, the result shows there is limited sav ing cu lture in the reg ion. However, the amo unt 

saved could point out that there is an opportun ity for sustainable MFls of getti ng huge 

amount of fund by mobilizing surplus money from pastora li sts who sold li vestock. 

The most sensiti ve issue regarding MF se rvices in Afar region is about interest. 

Pasto ralists as well as cooperati ves are mostly aware of the ' riba ' (interest) issue. In their 

cultu re of borrowing and lend ing they do not have trend of charging any additiona l 

money on the cred it. All of the pa rticipants see interest from cultura l as we ll as relig ious 

point of view. For susta inabie approach, serving without interest is not viable in the 

conventional MF ls. For that reason, AM FI changed the name of interest by "Service 

charge" with the normal fixed interest of 10 to 14 percent. Result from the study shows 

that Ihe resi stance for interest could not be halted by "servi ce charge"; because, issue of 

prohibition in Islam is not with the name called interest, but, with the fi xed nature of 

getting secured protlt by one s ide while the other take full ri sk of getting 01' loosing profit 

li'om the loan. Al ternati ve for susta inability issue posed by some of key informants was 

related with the contemporary Islamic finance. And AMF I aims to do more on the 

interest area to make the se rvice charge compl y with Islamic teachings. 

The resistance of the pastoralists to interest due"to religious and cultural prohibition cou ld 

be seen as a big cha ll enge to introduce conventiona l susta inable MFI in the reg ion. 

Trend of money transfer in pasto ralist population is low due to unava ilability 

sufficient institutions which give the service. There are on ly 6 banks in the region five of 

which located in onc zone. Somc coopera ti ves usc neighbou ring regions banks. 48.8% of 

the 4 I pastorali st participants support introducing of fo rmal money transfer services to 

receive remittances and to send money to their relatives. 

74 



U na vai lability o r financial in st itution serving muncy transfer serv ice in the region , could 

be in this case a prospect for introducing MFI in the region; because, there is a need to 

have it by the people as well as by th e regional governm en t. Thus, introducing MF 

serv ice in thi s case cou ld help sustainable MF I to monopolize the undeveloped fin ancia l 

market and get more profit. 

There is no difference between those who are purely mobile and mob il e during 

drought seaso n. Almost all respondents migrate leavi ng some family members in home. 

This is an opportunity for MFI in the region to give microfinance se rvices for the settled 

fam il y members and control the loan given sim il ar to that of other sedentary popu lated 

areas. In addition it could be an opportunity for money transferring se rvices. 

Trend of subsidized cooperatives in the region did not show expected change in 

five operational years. Even cooperatives which get seed capital and revolving fund are 

mostly in efCective due to so many ractors like lack or bu sin ess and marketing sk ill , low 

demand fo r their products, shortage of cap ital, infrastructure of the reg ion etc ... 

5.2 Recommendations 

Based on the study results and conclusions, the researcher would like to recommend the 

following points for effective implementation of MFI which could keep its sustainabi li ty 

witho ut comprom ising th e values of the pastoral community. 

I. The major constra int of the pastoralists observed 111 the stud y area was 

infrastructure Iss ues and limited awareness about microfinance and business. 

MFls aiming to be esta bli shed in Afar region by focu sing on the pastoral 

community should therefore work, in cooperation with interventionists, 

government, and deve lopmenta l organi zations to minimize operationa l other costs 

and maintai n susta inabi lity e.g. by using some budgets of the developmenta l 

organ izations for training target beneficiaries, by using governmenta l buildings 

for o ni cc use. 

2. From the study it was observed that pastoralists are mobile in settlement. Both 

financial institutions and poor clients face high transact ion costs due to 
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asymmetri c information problems. And this had been seen as a challengc which 

exposes to high default risk. However this constraint could be so lve to some 

extent by providing the loan in recognition of clan leaders. [f the services are 

based on the clan structure s ide by side with the government structure, MFl s 

could be benefited by leaving the loan controlling responsibility to the clan 

leaders. The clans' trend of l'orcing liability payment by the borrower or by its 

relatives or by the clan at large could serve in this case as a better collateral as 

we ll as way of outreaching by giving equal opportunity for all clans. And 

gene rall y costs related to searchin g, monitoring and enforcement which are 

directly related to the information problems inherent in the rural financial markets 

could get solution . 

3. Pastoral ists in the study area showed a demand ['or credit most ly for consumption 

smoothing. To make the potential customers business oriented borrowers, and 

betit frol11 thel11, MFls should idcntify appropriate businesses ['or the region before 

credit delivery. Wo rking much on training of the pastoralists to aware about 

income diversification sk ill s and saving habits helped with the intervent ionists 

wo rking in similar areas also could help susta inable MFI in the region. And the 

MF serv ices should be started from the densely pupated areas to keep its 

sus tainability. At the brcakeven in the long run through outreaching huge 

customers .. MF [ could be profitable if it starts from the densely populated areas . 

4. Interest on loan an cl saving was the most cha ll enging issue observed in the Afar 

regional state. Changing the name of interest by serv ice charge was not also 

accepted by the most ot' pastoralists. Thus, it needs long lasting so lution; and here 

there are two recommendations f'orwarded: a) either serving the poor without a 

profit by covering calculated cost of opcrati on; b) or by designing a profitable 

fVIFI which comply with the cullUre and religion of the customers. This could be 

done by adopting the contemporary Islamic finance in to the region's conditions. 
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Append ix A 

Int erview questions (s urvey questiollnaires) for NOli -Borrowers Pnstoralists 
Enumerator 

Oate _____________ _ 

1: Personal detai ls 

1.1 Age of past ora li st ____ _ 

1.2 Sex . Female D Male D 
1.3 Marital Status Si ngle 0 married 0 0 divorced 
1.4 Educational level Illiterate 0 Read and write only 0 
Grade 9- 12 0 above grade 12 0 
1.5 Nu mber of dependents: 

o widowed 0 
Grade 1-8 0 

Within the household _______ _ _ outside the household _______ _ 
1.6. Are there famil y members who earn income? a. Yes b. No 
1.7 . If"yes" to Q 1. 6, cou ld you te ll us their number? ___ _ 
\Vhat is their source of income? ------ -------------------------------------

2. Borrowing h"bit of the l'"s tor"lisls 

2. I Did you borrow ever before? a. yes 

2.2 If you say yes how many times did you borrow? 

b. no 

2.3 From where do you borrow? ______________ . ____________ _ 
2.4 For what purpose do you bo rrow? ________________________ __ 

2.5 How much did you borrow on average? 

2.6 Did you agree before the loan with regard 10 interest charge for the loan? 

2.7 D id you ~ ' grcc at the time the loan you take regarding repayment condition? _______ _ 
2.8 What kind ofagreement _________________ _ 
2.9 I ryes did you repay on the agrced time? _ _____ _ 
2.1 0 If you say no why ______________ _ 
2.11 Iryou say yes why ________________ _ _ . ___________ _ 
2.12 Did the lender ask you to repay the loan with in the agreed lime? 
2.13 If do not repay the loan for your lender who so lved the probl em? ____________ _ 



3. Lending habit of th e pastoralis ts 

3. I Do YOLI lend for others? a. yes b. no 

3.2 IfYO lI say yes how many times lend ? 

3.3 Jf yoll say yes \.vhat do you lend? ___ . _____________________ _ 

3.4 Do YOLI charge interest charge to YOllr borrower 

3.5 Ifnot why don ' t YOLI cha rge interest rate on the loan _________ ________ _ 

3.6 What is yo ur benefit when you lend _______________________ _ 

3.7 Do YO LI decide a time for the repayment? a. yes b. no 

3.8 Did YOllr borrower repay your asset on the due date? a. yes b. no 

3.9 Ifnot what was/ or is YOllr action for delayi ng or refusal of payment? 

3.10 what is the reaso n your borrower borrow the money _ _ ______________ _ 

4. Saving habit of the pastora lists 

4.1 Do have YOll saving? n. yes b. 11 0 

4.2 IfYOlI have sav ing what is YO llr saving? 

a. Livestock b. money C. .Jewelry 

d. ot hers (spec ify) ______________ _ ______________ _ 

4.3 How I11llch do you save? (specify each oJ'your saving) 

4.4 Sav ing amount in livestock 

4.5 Ifyollr sav ing is in money, where do yo u save? Circ. ____ _ _ _____ _ ______ _ 

4.6 For what purpose do YOLI save? ___ _____ _ ________________ _ 

4.7 Do YO ll need institution which gives you saving service? ____________ _ 

4.8 What abollt if the instituti on gives YOLI interest for your saving? __________ _ 

5. Money transfer flwarCIl CSS of the pastonilists 

5.1 Do YOLI send l110ney lor others? a. yes b. No 



5.2 I!"YOll say yes, by wilatl11cans do you send? 

5.3 Does your recipielll receive the money on time? a. ycs b. No 

5.4 If you use to send money the money you send is received 

I. Fully 3. Not rece ived 

2. Pal1ially 4. I did not check ever whether it received or not 

5.5 Do others send you money? ___ _ 

5.6 Who bring for you the money? _________________________ _ 

5.7 I-lave you ever lost you r money on trans fer? a. yes b. No 

5.8 If yes, how many times did you lose? ______ _ _____ _ 

S.9What was the ca lise of lose? 

5.10 How do YOli sec irtilel"c ex ists organiza ti on to serve this money transfer? 

6. Mnrketin g busin ess Ol li e! income raising ski ll of the pastora lists. 

6. 1 What is your primary source of income? ______________________ _ 

6.2 Do you have source 01· income? __________________________ _ 

6.3 in what interval YOll came 10 market? ___________ _ 

6.4 Do you have trend 01" laking goods from the market for sale your village? 

6.5 Do you have a trend of bay ing and farttning livestock for resa le _____________ _ 

6.6 If you say yes how do you descri be its profit? ___________________ _ 

6.7 Do you have your own li ves tock. if you have till the number of the livestock under each category 

Camel cows nnci o:\cn ___ _ Goats shcep __ 

Others (speci fy) 

7. Mobili ty of the pastora lis ts 



7.1 How is you settlemcnt style? a. sedentary b. mobile c. other 

7.2 I-low far YOllr cu rrent settlement is from market ccnter 

7.3 If YOll say mobile, how far you migrate fromillarket center? 

7.4 Please describe frequency ofyollmigratioll in a year? 

7.5 How long do you stay there? __________________________ _ 

7.6 If your sett lement is mobile, Is your migration place a. cliffercnt 

7.7 Do YOll come back to YOll r ori ginal settlement offer migrat ion? 

b. simi lar 

7.8 How do re l11ai ned fam ili es lead thei r livelihood there? _________________ _ 

7.9 \Vhich and how much of the f~lInily are migrati ng for grati ng? 

7. 10 [fthere are family members remainder in your original settlement how do they lead thei r li ve 

7.11 Do yo ur remai ned family members send money for migrant family members? 

7.1 2 Do ),olll11igrant send 1110ney or to the rel11ained family? _________________ _ 

7.13 Who take the transferring service responsibility of the 1110ney? ____________ _ 

7.1 4 Is it secured to send 1110ney in such away? ______________________ _ 

8. Need of the peop le for credit 

8.1 Do you know saving and credi t services __________________ _____ _ 

8.2 Do YOLl have em intent ion to be a beneficiary oCthe micro credit program? 

iI. Yes b. No 

8.3 Ifyo ll need the creel it service how mllch YOli need? _____ Birr 

8.4 If you need credit in what way do you prefer to be? 

a. III money c. goods 



b. li vestock d. others 

8.5 For what pu rpose do you need the credit? ______________________ _ 

8.6 What is your opinion if the credit giving organization charges you interest rate the loan? 

8.7 Do )'ou believe credit se rvice will change your livelihood? 

8.8 I-IOII'? 
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Appendi x B 

G uidin g int erv iew questioll s to official o f A MFl: 

Status of established, 

Why was it delayed till that ti me? 

What is its plan? 

Who wi ll be th e focuses of the institution? 

Pastoral. I\gro pa storal ists, 

Women, you th s, others 

Avai lability of staff, current ly and in the fut ure 

Initial and future ca pital and Source of cap ital 

Town dwellers, 

Infrastructure iss ues in the reg ion L1 sed to undertake the services smoothly 

How do yo u describe awareness of the pastora lists, agro pastora li sts and urban dwe llers regard ing 

microfinance? 

Did the MFl unde rtake feasibility study? 

Ir s\) wila llhe study shows 

What type of M F is going to be introduccd? 

What will be the se lection procedures? 

Did, you sta rt giving Micf(l finance services, 

I f not why 

What challenges did hinder the program from undertaking the service 

What fears and threats are seen in the f"uture? 

What prospects and opportunities can you identify for the MFI? 

If you start services what kind of services d id you start? 

Credit in money / kind 

Sav ing and in su ra nce 

Did you consider the social structure/ or soc ial capi tal o f the pasto ral commu ni ty in rend eri ng 

service'? 

How is the coo rdination of th e responsib le bu rea us, NGOs, and other concerned bodies? 

What mechanisms are identified to finance the poor pasto ralists without comprom ising Sllsta inabi li ty 

or in stitut ions established or go ing to be establ ished? 

What co uld contribute th e st,."l cgic plan orlhe region in helping feas ible MFls for poverly reduction? 



Appendix C 
G uidin g Int erv iew qu C's tio lls to C lall leaders 
St ructure clan of yo ur clan 
Do you know where all yo ur people are? (Geographica[ description) and thei r direct [eader, 
Who are the poor in yo ur soc iety? 
[-[ ow do you help you r poor? 

Do yo ur people borrow from each oth cr? 
[s there a confl ict regarding repayment, 
How do yo u reso lve th e confli ct? 
Do yo ur peop le repay the money in surplus or the same amount they borrow? 
[-[ all' do yo u treat thc borrower who fail s to repay thc loan? 
Wha t sanctions do you ha ve? 

What kind of credit services l'o r th e poor does your clan have? 
What do you say if' there is organization which gives creelit, saving anelmoney transfer services 
in your community? 
Such organ izat ion needs to be continuous and so they need profit, if they want profit from what 
they borrow what COLI [d yo u say? 

Appendix 0 
Guiding Interv iew Quest ions to Re li g io ll s Leaders 
Do believers in yo ur area borrow each oth er? 
[n what economic acti viti es religious leaders parti cipate? 

Contract of borrowing, repaymen t, default settlement 
Do YO ll engage in repayment se ttlement? 
What is the structure of the rel igion? 

Mosques, how many mosq ues, imams per kebe[e? 
Do the mosques found allover sett[ement of thc pastora[i sts? 
What abo ut in the case of' 111 0b i[ity 
What do yo u breach you r believers regmel ing creelit sav ing and other business issues 
How do yo u pe rceive introduction of MF [ in Afa r regional state? 
[[ow can th e religious albirs hc[p introducing MF[ in thc region? 



A ppendix E 

Semi Structured Interview Questionnaire to NGOs (APDA) and Cooperatives 

I. Cl ients profil e 

How many clients are involved in yo ur programme? 

How are yo ur clients di stributed geographically? 

Do yo u target specific ethnic or religious groups? 

What is the eligibility criteria used to se lect targe t groups? 

How you r programme target the poor? 

How do you identify the poor people in a community? 

How is your clients' repayment status? 

How do you enforce pcople to repay in case of defau lt? 

2. Conditions of loans 

What type of financial services do you render? 

Did yo u charge interest rate for you r cli ents? 

What is thei r response/perception about the interest rate? 

Irlhere is interest what is the interest rate far loan ? 

Does your programme require co llatera l? 

If yes: What are examples of co llateral? 

Do you require collateral savings? 

What is the maximum amount ortlle first loan? 

What is the maximum amount of th e succeeding loans? 

Ho\V IOllg are the 10:1n repa ymellt periods? 

Do yo u concede a grace period? 

What are the loan repayment rates? 

How do you give loan? 

How do you distribute you r loan and sav ing serv ices service? 

3. Purpose of the loan 

3. 1 For what purpose do give the eliets loan? 

3.2 Did yo ur clients use the loan for th c pu rpose it was givcn? 

3.3 How do you control it? 



4. Training 

S. Changes obse rved 

Did you observe changes on you clients' livelihood? 

6. Staff 

7. Portfolio and balance shcet 

7.1 Can you tell us the total amount ol'sav ings per programme cycle? 

7.2 Can you te ll us the total amount of donor money per year, per programme cycle? 

7.3 What is yo ur average yea rly budget fo r the program? 

7.5 How do you maintain the sustainab ility of the program? 

8. Con trolling/and evaluation procedures 

9. Ca n you provid e us with additiona l materi a l? 

Eva luation doc uments 

Traini ng guides 

Annual reports 

Proposa ls other re lated documents 
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3.3 f·n~'~· ·oll ·n t\,/ . ~t\t\.'J . h~"" M ao'/'t\ . I, '),'l,,} :H\rllrnt·~l(}·' __________ _ 

4. IIl:Irn<;'} il-t""lIh-t 

4.1 1I-I'/l,o,69'~: IiI:Irn'o' ,eli"ll:l? ___________ _ 

4.2 lil:lrn" f" 'UI'I ' flU", frll:lrn'o'(D. I" e ',:/' II C'II~ " ________________ _ 

5, wrC'''It.- p.f·71'lIw.'!' 

5.1 'T'C'''It-0 ''' ,fm'''l(D. IIw.'I' /l'/'O"lIh'/' '1''':/' )"e.C;JII :fu·? ___________ _ _ _ 
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6.1 {\TC"I?afr' f'/'1'mt,'1' Ii?-hoi: 9",} .rhGl ,:/'w.? _______________ _ 

U. fODlill 1i~"I''i'l ~~_ 

{\. !-.!H-f]f]t9':I: ~ __ 

rho {\Jt":l: _____________ _ 

7. fTC'''1?''''" 7C'rG:{\o?' n-/'<7V{\h-r 

7.1 fTC"I?rfV' ",{ft')-'e 1,'"lh.e Ilj:':" 9"'} fhGl )W, ? 

7.2 fTC"l?"'" .e.;J'(.)I':r (\TC"l?u»' fO'I.lim"'!- ",OD)'~? I,u'l~.e ),C.r,)- yo') fht.l )G1.? _____ _ 

7.3 n~l,(/o'J; f4~"HU/J} NI'/'r],e \"hrnrJ (/Drn'} ?W} fhC\ ',w.? _____ _ 

7.4 fTC'7~·aD· ·) 'I,rl),e,)} llyn'} 'hll'Il'I')'~:;:u·, ________________ _ 

7.5 faOaD{\~' '7/Lw' ~C(l S't.I'j·ODi\!J ·n~·c nTcli 'j-'f- .e"1M' ____ . _________ _ 
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