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ABSTRACT 

The Ma j or causes of low economic g rowth and hi g h incidenc e o f poverty III 

E thi op i a, includes l ac k of e mplo y m e nt opportunities, education, h ea lth a nd e tc . 

To reve r se th e eco nomic declin e and p ove rt y s ituation in the country, th e 

E thiopian government has tak e n poli cy mea s ur e, such as, s tructural a dju st ment 

pro g ram (SAP), ag ricultural d ev ci o pment led industrialization (ADLI) and 

poverty reducti o n strategy paper (P R S P). C urrently , increa si n g the acc e ss to 

micr o finan ce se rv ice s for th e poor arc accepted a s olle of the too l to attack 

poverty. 

OCSSCO is one th e MF' I that was established in August 1997 to achieve th ese 

ob j ec ti ves in th e region. This thesis att e mpt to sec the impa c t of thi s in s titution 

w h e ther it impr oves the li v in g s tandard o f it s cli e nt s or not and the challenges it 

expe ri e nc e d in the G uto Wayu Woreda. 

Primary data were co llected through s tructured questionn a ir e fr om frequ e nt and 

new clients. Seco ndar y data wer e collected from different publi s hed books, 

unpublished yea rl y o r «uarterl y reports journ a l articles, CSA report s and o th e r 

r e lc va nt offi c ial reports . 

T h e impa ct assessment was based o n the va ri a'blcs s u ch as i n co m e , nutritional 

stat u s, ac cess to e ducati o n , m e di ca l facilitie s, sav in g and e mpl oy m e nt 

opportunities . The findin g of the ' s tud y indicat e d that the the OCSSCO'S mi c ro 

financing sc h e m e h as had a po s iti ve impact 011 improving the li vi n g s tand a rd s of 

its c li e nt s ill th e s tud y area. 

Ause n ce of ad e quate trained m a na p ower to follow up a nd s uper v ise the 

activities o f the poor who operates th e ir business in the environments with hi g h 

business ri s k in nature has been found in the s tud y .There fore, OCSSCO S h o uld 

d ev el o p the capacity of its staff. In addition OCSSCO Illust make an effort to 

strengthen it s financial capacity in o rd er to incre ase the amount of loan it 

disburses for eac h client. 

v 



Table of Contents Page 

Acknowledgements ...... ............. .. ............. ....................................... ......... . 

List of tabl es ......... ...... ..... .............................. ......................... ..... ..... ....... .. II 

Abbreviations ....... ... .. .. ..... ......................... ................ .................... ........ ........ IV 

Abstract................................................ ... ................................... ..... .. ........... v 

Chapter I Introduction .............. ....................................................... ......... I 

1.1 Back ground...... .... .... ........ ............ ...... .................... .. ............................. I 

1.2 statement of problem.... ..................... ........... .. .................. ........ .. .. .......... . 6 

1.3 objective of the study .......... .... ............... ................... .... .............. : ............ 8 

1.4 Significance of the study.............. .. .... ..... .... ........................... .......... ..... 8 

1.5 Hypothesis .... .. ..... ....... ............... .............................. ... .............................. 9 

1.6 Nature of data, source and methodology .............. .. .................................. 9 

1.6.1 Sampling frame, Sample size and sample procedure ................. 10 

1.6.2 Instruments of data gathering and Analysis ............................... 12 

Chapter II Theoretical Review of Literature .......... ........ .. .. .... ..... .................. 15 

2.2 Micro finance and poverty reduction ....................................................... 21 

2.3 Out reach and ~ustainability of microfinance ................ .......................... 24 

2.4 Conceptual frame work of micro finance impact assessment 

on poverty reduction ..................... .. ........ .. ................................ ................. 27 

2.4.1 Impact assessment at House hold level ..................................... 30 

2.5 Micro financing in Ethiopi a ..................................................................... 32 

2.6 Review of Empiricallitet:ature ....... .. .. ....................................................... 36 

2.7 Literature on Ethiopia ..................... .. .. ........ ... .... ...................... .......... ....... 40 

Chapter III .... .. ............... ... ...... ............. . ........ ... ...... .... .... .. ... ............... .. ...... ..... 45 

3.1 Description of the study ......... ..................... .............. ........ ....................... 45 

3.2 Description ofOCSSCO and its program ............................ ... ................... 49 

Chapter IV Finding of the study .......................................... ...... .................... 55 

4.1 General characteristics of Clients .... ...... .................. ........... ..... .............. .. 55 

4.2 Marital status of the house hold ............ ............. .. ..................................... 57 



4.3 Sample respondents by educational status ...................... .. .. ...... .. ........ ...... 58 

4.4 The impact of OCSSCO on in come .......... .................. ...... .. .... ...... .... ........ 61 

4.5 Impact on household consumption ........................................................... 68 

4.6 Impact of micro finance on accumulation of assets .................................. 71 

4. 7 The impact on access to educntion .... .......... .. .......... .................. ...... .. ........ 79 

4.8 Impact on Employment .......... .. .... .. .. .. ...... .......................... .. .. ............... 85 

4.9 Impact on Savings.... .... ....... .. ............ ........ ............. .. .... ...... ... ........... ... .... 93 

4.10 Impact on Access to med ical Facilities ................................................. 95 

4. I I The impact on Empowerment ........................ ..... ...... .. .............. ............. 98 

4.12 The major operational problems 

OCSSCO loan. program ............ , ....................... .. .. ....... .. .. ...... ................. 102 

4.13 The perception of clients in the program.......... ....... .... .... .. ........ ............ 104 

Chapter V Conclusion and Rcr om mendation.. .... .. ..... .... .. ....................... ..... 107 

5.1 Conclusions ....................... ... ........................ ........ .... .. .... .. ...... .. ....... ......... . 107 

5.2 Recommendations ..................... .. .. ........ ........... .. .......... .............................. 1 12 

References............................... .... .. .......... ...... ........ ................. .. ... ..... ..... ........ 114 

Annex 1 



1.1 Back Ground 

Chapter I 

Introduction 

About one billion people in the world live in house holds with 

percapita income of less than one dollar per day (Morduch, 

2000). Especially, insubsaharan Africa countries , in eluding 

Ethiopia, the human livelihood are characterized by sharp 

contrast of increasing disparity between the rich and the poor. 

Poverty in Ethiopia, is a manifestation of complex factors such as, 

high population growth, environmentdegradation, unemployment 

, drought , limited access to resources , limited access to health and 

education serves, etc . In otherwords, (loor economic perfol'lnance, 

low technological base, frequent occurrence of drought and 

famine, internal conflicts and displacement have continued to 

exacerbate poverty in the country. The consequence of such 

economic slow down is worsen the living conditions of the poor. 

The World Bank, on poverty reduction strategy paper indicated 

that in the year 2000, about 45 percent of the country's 

population lives below the poverty line (World Bank, 2001). 

In addition to this, the Federal Government of Ethiopia in its 

poverty reduction strategy paper (PRSP) stated that the 

incidence of poverty both in rural and urban areas is47 and 33 

percent respectively (MEDaC, 1999). 



Though the proportion of poor people living in rural areas is 

obviously high, urban poverty is also increased because of rapid 

growth of urban population. 

Poverty is not only limited to lack of income, but also includes 

the deprivation of most of the population of both rural and 

urban from the opportunity of education, health and security. 

Depending on the nature of rural and urban population different 

features of poverty can also be observed (MEDaC, 1999). 

In the rural areas, marginal land holdings, degraded natural and 

livestock resources, decline agricultural income, limited 

opportunities in non-farm activities, growing food shortages, 

lack of access to education, health and poor infrastructures, 

etc.are some of the features of rural poverty (World Bank, 2001). 

In urban areas, the growing number of people living in the 

street, homelessness, violence, prostitution, beggary, 

environmental degradation, etc. indicates the extent of desperate 

poverty. 

Based on nutritionally determined national poverty line of 2200 

calories per adult per day, nearly 47% of the rural population 

lives below the poverty line compared to 33% in the urban areas 

(RUFIP, 2001, cited in Daba, 2003). 

This shows poverty in Ethiopia is chronic and accelerating in 

both rural and urban areas. Itana Ayana (1995) indicated that 
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there is increasing the number of house hold absolutely poor and 

live far below subsistence level. 

The major causes of low economic growth and high incidence of 

poverty, in Ethiopia, includes lack of employment opportunities, 

skills, education, health and infrastructure (Wolday, 2000). 

These problems have been aggravated by soil degradation, 

deforestation, recurrent drought, civil war and inappropriate 

policies (Mekonnen, 1999). 

An attempt that has been made to facilitate the economic 

development of the country, In its all round is challenging 

(Matsebula, 1996). 

Todaro (1997) argued that this includes raising people's living 

standards, that is their incomes and consumption level of food, 

. education, medical services, etc. creating suitable environment t.o 

growth of people's self esteem, through establishment of social, 

political and economic systems and institution which promote 

human dignity and respect and increasing people freedom to 

choose by increasing opportunities. However, unless the poor 

people are centered when development polices are formulated, 

economic development may serve merely to promote social 

injustice and inequality (sand brook, 1982). Thus, poverty and 

poverty alleviation issues targeting the poor is undoubtedly 

3 



important for development policy formulation in countries like 

Ethiopia, to tackle the challenges of poverty. 

To reverse the economic decline and poverty situation in the 

country, the Ethiopian government has taken policy measure such 

as s tru c tu ra I adjustment program (SAP), agricultural 

development led industrialization (ADLI), and poverty reduction 

strategy paper (I'RSI'), to increase productivity and reduce 

poverty. Berhanu (1999) indicated that even though the reform 

programs and policy changes resulted economic recovery and 

growth of GDP, the achievement towards eradication of poverty 

was not satisfactory. 

Recently, increasing the poor access to micro finance services are 

accepted as one of the policy instruments of the government and 

non-government organizations to enable poor households to 

create their own jobs to become self employed and undertake 

income generating activities (Webster, A and Fielder,C ,1996). 

Wolday (2000) argued that the establishment of sustainable and 

profitable microfinance institutions that reach a large number of 

poor household who are not served by the conventional banks 

snch as, commercial and development banks because of high 

collateral and other security requirement, their institutional and 

structural problems have been the current issue of the new 

development strategy of the Ethiopian government, that is 
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poverty reduction strategy. Many of the micro-finance programs 

provide credit to the poor based on social mechanisms such as, 

group based targeted lending to reach the poor including women, 

who lack access to formal financial institutions (Khandker, 1998, 

and Hossain, 1988). 

World Bank (2001) argued that lack of access to finance led to 

the development of informal financial institutions which may no 

longer require collateral for loan guarantee and can provide 

resources to a large number of poor people. 

This is why many governments and non-government put their 

attention on micro finance so as to enable the poor to engage in 

income generating activities.By understanding the problem of 

poverty In the country, the current government of Ethiopia puts 

poverty reduction strategies high on its development agenda. 

Various policies and strategies of the government clearly state 

that their major objective is poverty reduction in the country. 

MoFED (2002) supported this argument in the Millennium 

Development Goals of Ethiopia. The document shows that by the 

year 2015, the poverty situation of the country should be 

decreased by half from what is now. 

5 
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1.2 Statement of the Problem 

Johnson and Rogaly (1997) argued that NGO's have begun to 

implement micro financing as an effective instrument of poverty 

reduction since 1990s. In Ethiopia also government and NGO's 

started to deliver financial resources to informal sectors. As 

result, micro financing has been considered available tool to 

reach the poorest segment of the population (Bekele, 1996, and 

Solomon 1996). In addition, World Bank (2000) indicated that 

providing the poor access to financial services is as one of the 

key poverty reduction instruments of international development 

institutions. 

In any low income country, however, the prevailing operation of 

the formal financial institutions is inefficient to provide 

sustainable credit facilities to the poor. Most of the requirements 

demanded by formal institutions for the purpose of lending 

which require physical collateral worth three to four times the 

amount of their loans are beyond the capacity of the poor. 

To solve those limitations, micro finance institutions have been 

developed. Many of these programs use social mechanisms, such 

as group based lending, to reach the poor, particularly women, 

who lack access to formal financial institution (World Bank, 

1998). 
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This group based lending approach provides an innovative 

promising mechanism to provide credit to the poor with ultimate 

objectives of poverty reduction. OCSSCO, which is one of the 

micro finance institutions , provides credit and saving services in 

Oromia regional state by targeting resource poor people with 

ultimate objectives of achieving house hold level food security, 

increasing house hold income and improving the over all 

economic and social condition s of house hold in the region. 

The poor participate in micro finance programs in the 

expectation that borrowing increases their income and sustain 

self-employment. It is also considered as a strategy to increase 

Income, improved saving, improved nutrition, increase access to 

e ducation, health and improve living standard of the poor and 

ultimatel y, achieve the objective of poverty reduction. The 

impact assessment of micro finance institutions is important to 

assess whether it achieves its objectives or not. 

In Guto Wayu Woreda, the program started in the year 1997. 

Though the program ha s been in place for the last eight years, 

there was no impact assessment has been under taken on the 

performance of the program and its contribution to improve the 

living standards of the poor. There fore, this study attempts to 

fill this gap in Guto Wayu Woreda. 
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1.3 Objectives of the study 

The main objectives of this study is to examine the role the 

Oromia credit and saving share company in improving the living 

standard of the poor. The specific objectives include: 

1. To assess the impact of OCSSCO Micro finance on the 

living standard of the poor. 

2. To suggest appropriate policy options to improve the micro 

finance program of OCSSCO. 

1.4 Significance of the Study 

In spite of the fact that OCSSCO has been undertaking its credit 

and saving program for the poor people in the region since 1997, 

no impact assessment had been made to evaluate its program. 

This study is important as it tries to verify whether OCSSCO 

Micro-finance program improves the living standards of the poor 

or not. Accordingly, the study tries to assess the impact of micro 

finance on the living standards of the poor. Therefore, th e 

findings of t his study may be useful to help po Ii cy makers and 

micro finance institutions to make decisions regarding the i r 

credit delivery mechanism s for the betterment of poor. The study 

may also indicate the direction for latter research work in the 

a rea . 
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1.5 Hypothesis 

Participation in microfinance programs enables the poor to enter 

in to the income generating activities which leads to improve 

their in come, food consumption, access to health and education. 

In addition, with the microfinance service, the poor can save and 

build their assets 

This hypothesis is originated from the fact that surplus 

production from income generating activities enables the clients 

to feed their house holds. The hypothesis also refers to that the 

intervention of microfinance increase income and there by help 

the poor to send their children to school and get access to 

medical facilities. The clients become more financially self 

sufficient and economically independent and thus, increased self 

esteem and self confidence .This leads to improved leverage 

indecision making and increase bargaining power. 

1.6 Nature of Data, source and methodology 

The research method employed is a survey method. Both 

qualitative and quantitative data were used in the study. The 

data includes both primary and secondary data. 

The primary data was collected by conducting an interview with 

target sample respondents, using a structured questionnaire 
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containing both close and open ended questions that were 

developed by USAID'S Aims project (2000). As a quantitative 

tool with both the control and experiment groups used with some 

modifications and adjustments to fit with the situations of the 

study area. 

The secondary data was collected from secondary sources 

including published books, unpublished yearly or quarterly 

reports, journal of articles, CSA reports and other relevant 

official reports. 

1.6.1 Sampling frame, sample size and sampling procedures. 

The OCSSCO has seven branches in the Eastern Wollega zone 

(Guto Wayu, Guduru, Getema, Anno, Sasiga, and Sire& Diga) . 

The selection of the sub branch of study was based on the length 

of time they stayed in the program. Based on these criteria Guto 

Wayu branch was selected for the study. 

Two stages stratified sampling technique was used to select the 

client for the study. First round frequent clients were stratified. 

In second round new clients were stratified. From each stratum 

hundred sample respondents were selected using systematic 

random sampling. 
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Accordingly, the first group consisted of those who were in the 

waiting list or who have just taken a loan for the first time, but 

the second group consisted of people who have been in the 

program for more than two years and that have received a loan 

twice or more. The total sample size was 200. 100 were chosen 

from frequent clients and the other 100 from new clients. 

According to Johansson and Rogaly (1997), impact analysis 

requires control group which is a sample of people similar to in 

every respect, but who have only received a loan for the first 

time and who have not been members of the program not for 

more than one year to compare with sample clients that have 

received loan for more than two years. 

The control group approach is the most widely accepted and used 

approach to asse ss the impact of micro finance. In practice, it is 

difficult to find control group that exactly similar to credit 

worthy borrowers. 

When they have assessed the impact of different micro finance 

institutions in Ethiopia, for instance, Tsehay and Mengistu 

(2002); Asmelash (2003) and Bamlaku (2004), in their studies of 

the impact of ACSI on its clients in Encmay woreda, impact of 

DECSI (Dedebit credit and saving Institution) on its clients in 

Ganta-Afeshum Woreda and impact of micro finance services 

11 
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among poor women in Ethiopia respectively, used clients of one 

year and less( new clients) as a control group and compared the 

changes observed between new and frequent clients .This 

argument also supported by Hulme (2000) . 

To overcome these limitations , this study used new clients as a 

control group because they were already identified as the poor 

and they are similar with those of frequent Clients. 

Therefore, the treatment (experiment) sample consisted of all 

households who were classified as frequent clients of the program 

for more than two years, and those who have taken loan twice or 

more. On the other hand, the control sample consisted of all 

households who were clients of the program for less than one 

year who had taken loan only for the first time . 

1. 6.2 Instruments of Data Gathering and Analysis. 

In this study, mix of approaches was used in data gathering 

instruments, in assessing the impact of OCSSCO on its clients. 

Primary data were collected through the interview from the 

sample I"Cspondents using structured questionnaire. 

Questionnaires are related to indicators of income, status of 
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consumption, accumulation of assets, saving, educational 

facilities, medical facilities, and other related issues. 

This structured questionnaire was the quantitative tool that was 

used to collect primary data from sample respondents in addition 

to this, and focus group discussions were conducted with the 

clients of the program and officials and employees of sample 

branch. 

A total of five focus group discussions were conducted with 

clients of different duration category and the officials of sub 

branch. 

Secondary data was collected from secondary sources such as 

review of books journal articles, unpublished study documents, 

CSA reports and other official reports of relevant quality. 

The questions were first prepared in English language then it 

was translated in to" Afan Oromo" to facilitate the data 

collecting process. In order to collect the primary data, six 

enumerators were recruited and trained. Based on this, the 

primary data was collected. 

The data was analyzed using descriptive statistics, SPSS. 

Statistical tools such as ratios, percentage, means and standard 

deviations were used. Inferential statistics of chi-square test of 
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independence was used to establish relationship between the 

dependent variables and other explanatory variables in 

condensing the data for interpretation. 
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CHAPTER II 

Theoretical Review of Literature 

The term micro finance refers to small-scale financial services 

primarily credit and savings provided to people who farm or fish 

or herd and who are engaged on smal l enterprises or micro 

enterprises and to other indiv idual s and groups where goods and 

services are produced (Robinson, 2001). According to Bose 

(1998), the poor in most of developing countries could not engage 

on productive activities due to lack of capital. In addition, 

Mengistu (1999) al'gued that markets, in developing countries are 

fragmented and don't function well. As the result, they limit the 

financial flows between formal and informal sectors. This is the 

reason why most of the people in developing countries arc 

considered to be very poor and unable to accumulate substantial 

savings. Gebrehiwot (2002) also argued that the poor could not 

engage on productive activitie s because of financial constraints, 

especially from the formal financial sectors. 

Khandker (1998) and Hulme (2000) supported the above 

argument that formal financial sectors require collateral and 

credit rationing and also they prefer for high-income clients and 

large loans. In addition, Gebrehiwot (2002); Johnson and Rogaly 
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(1997); and Dejene (2001), noted that the poor do not access to 

credit from formal financial institutions are their unrealistic 

collateral requirement, the high transactions costs for small 

loans, lack of information and the informal nature of the 

businesses in which the poor are engaged and considered as 

illegal activity. The processes and procedures they use to provide 

loans are bureaucratic and tedious. 

There fore, there is a gap between the demand of the poor to 

financial resources to increase their productivity and improve 

their income to escape from poverty , and actually the availability 

of the finance to the poor. So as to use this opportunity, 

moneylenders began to provide small loans in the absence of 

formal financial institutions. But according to Murdoch (1998), 

in his study conducted in Bangladesh argued that the interest 

rate charged by these moneylenders is too high, since 

moneylenders operate with little competition. In support of the 

above argument , Ghate (1992), indicated that, in spite of the 

important role of informal money lenders in many low income 

countries, the majority of rural poor households are not 

benefited and can not invest on productive and income 

generating activities due to they charge high interest rates. And 

thi s has been aggravating the situation of the poor people, 
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consequently, an alternative and innovative approach that can 

provide credit to the poor has been designed and successfully 

attempt in many developing countries. The Grameen Bank of 

Bangladesh is one of the micro finance institutions, which 

focuses its credit on the basis of group collateral to promote self­

employment and income growth (Khandker, 1998; Solomon, 

1996). 

The emergence of micro finances could be seen from two 

directions. First, as potential market growth for financial 

services. Secondly, as development paradigm shift by the 

government and NGOs from mere relief assistance to mobilize the 

society towards sustainable development (Foina, 1999 as cited in 

Wolday,2000). 

World Bank (1996) indicated that many of the developing 

countries have established the micro finance programs with the 

explicit goal of reducing poverty by providing small amount of 

credit to the poor to generate self-employment in income earning 

activities. Bangladesh is a leader among low-income countries 

offering micro finance using a group based the loan guarantee 

mechanism rather than collateral. 

The Grameen Bank of group based lending schemes has two 

important features that attract the poor. Borrowers are allowed 

to deal with a financial institution through a group and members 
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self-select their own group. This group based lending also 

reduces Grameen's loan default costs by exerting peer pressure 

to repay loans. It also helps the Grameen Bank to pool resources 

and diversify the risks of lending a cross communities and 

groups. 

According to Solomon (1996), the operations of the informal 

finance obtain their rules and regulations from the culture of the 

society, their common cultural background and the mutual 

obligations and family bonds help to operate and promote the 

trust accountability and moral responsibility in the informal 

financial sector. As the results, their transactions are conducted 

on the basis of trust and intimate knowledge of customers. 

The success story of the Grameen Bank has been the main model 

for the rapid expansion of micro finance institutions throughout 

the developing countries 

Hailu (2000), also stated that micro finance schemes for the poor 

gained momentum in the 1980s and 1990s and were used as an 

effective means of poverty eradication and empowerment of poor. 

Choen (2000) also agreed with the contribution of micro finance. 

According to him, access to microfinance is a key risk 

management strategy for clients, and reduces vulnerability and 

contributes to poverty reduction. 
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The poor people in Ethiopia have low income that leads to !ow 

investment, which results to low productivity and more low 

income. Access to institutional credit that contributes to increase 

in investment is very limited in Ethiopia. The majority of the 

poor are access to financial services from informal lenders such 

as, moneylenders, "Iquib", "Iddir", friends, relatives, traders 

etc. 

The capacity of the formal financial institutions in Ethiopia has 

been too weak to satisfy the demand of the poor for credit. The 

commercial Bank of Ethiopia (CBE) and Development Bank of 

Ethiopia (DBE) have only 170 and 32 branches respectively, in 

the whole country . As of March 31 , 2001 , the private banks all 

put together had 89 branches. The majority of branches of the 

commercial banks are concentrated in urban areas. According to 

Mulat Demeke et al (1998), only 21 percent of the Woredas in the 

country have bank branches although there are banks in some 

Woredas, because of high collateral requirements, the poor have 

limited access to the conventional banks. In addition to the above 

argument, Abdi (2003); Solomon (1996); Aseffa (1987), supported 

that because of the limited capacity, high collateral and other 
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security requirements of the development banks, over 80 percent 

of the rural poor have not been eligible for credit from formal 

ban ks. 

As the result, conventional banks have disbursed bulk of their 

loans to government owned agricultural and industrial projects, 

state farms, state created cooperatives and rich businessmen who 

met the qualifications (Abdi, 2003). These indicate the credit 

provisions of formal institutions in Ethiopia don't consider the 

needs of the poor. 

The study under taken by IFAD and World Bank (Cited in 

Wolday, 2000) supported this argument. According to this study, 

though, there are 5.2 million active poor in Ethiopia; only 

500,000 have got access to credit. These problems can be 

attributed to the failure of formal financial institutions to 

operate in countries like Ethiopia. As the result, the micro 

finance program in Ethiopia has got considerable acceptance in 

order to provide credit to the poor. 

Wolday (2001) indicated that micro finance activities in Ethiopia 

as policy instruments which support both thc rural and urban 

poor to increase output and productivity, induced tcchnology 

adoption, improved input supply, increase income, reduce 

poverty and achieve the objective of food self sufficient. Hence, 
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micro finance is taken as a prime component of the new 

development strategy of Ethiopia, which focuses on poverty 

reduction. As the result of such policy, in the last decade, micro 

finance industry has shown a remarkable growth in terms of out 

reach and sustainability. 

2.2 Micro Finance and Poverty Reduction 

Webster, A and Filder, C (1996) argued that lack of savings and 

capital make it difficult for many poor who wants jobs to be 

come self-employed and engage on income generating activities. 

Providing credit seems away to generate self- employment 

opportunities for the poor. But, due to lack of physical 

collateral, they do not have access to institutional credit. Micro 

finance programs provide credit using social mechanisms such as 

group based targeted lending to reach the poor including women, 

who lack access to formal financial institutions (Khandker, 1998; 

Hossain, 1988). 

According to, Bamako (2000), micro finance institutions have 

encouraged the poor households to use the variety of saving 

sel·vices and products. Deposit services helps low income house 

holds to save for different purposes, including ,accumulate funds 

for future investment such as purchasing livestock, children's 
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education, housing construction, purchase of machinery , 

managing irregular income streams and social and religious 

obligations, such as life crises, ceremonies , religious holidays, 

contribution to local funds and functions, old age and disability. 

Wolday (2001) stressed that even if micro finance is not panacea 

for poverty and all other development related challenges, it is 

nevertheless an important instrument in the poverty reduction 

programs. 

Khandker (1998) argued that when poverty results from 

unemployment, reducing poverty requires expanding th e 

opportunity of jobs, where poverty is the result of low 

productivity and low income, reducing poverty requires investing 

in human and physical capital to increase workers productivit y. 

But in most of developing countries poverty is caused by lack of 

both physical and human capital. Therefore, increasing 

productivity by creating employment and developing human 

capital is unquestionable. Hence, providing the poor with access 

to financial services is one of the instruments to increase their 

incomes and productivity. 

22 



Similarly, Wolday (2001) argued that although micro finance 

alone cannot provide infrastructures such as roads, hou si ng, 

health, water supply and education services, it contributes 

important role in order to realize the above interventions . In 

addition, it empowers the poor and provides them with the 

confidence, self-esteem and financial resources to increase 

income and acce ss to s ocial services. 

The purpose of micro finance is much more than an income 

generation instrument , it has considered as one of the key 

driving mechani s ms toward s meeting the millennium development 

goals. Cross (2003) has argued that there exists a direct link 

between micro finance programs and four of the millennium 

dev e lopment goals. He ha s agreed that in the line with reducing 

exterm po ve rty and hunger, evidences demonstrate that micro 

finance helps reduce poverty through increased income, allowing 

people to accumulate assets and reduce their vulnerability. In 

achieving universal education, he maintained that households 

that have access to micro finance spend more on education than 

non-members and participating in credit and saving programs 

has enabled many familie s to send several children to sc hool and 

reduce dropout rates. Similarly, in promoting gender equality 

and women empowerment, micro finance ha s been widely 
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accepted for empowering women by increasing their contribution 

to house hold income; there by, increase their control over 

decision that affect their lives. Micro finance programs also 

contribute to improve nutrition housing and health, especially, 

among women clients hence, it has been helping reduce child 

mortality, improve maternal health and combat diseased. 

2.3 Out reach and Sustainability of Micro Finance 

The performance of micro finance institution is evaluated in 

terms of three variables; such as, out reach, sustainability and 

Impact. Varon (1994) argued that outreach is a hybrid measure 

that assesses the extent to which the MFI has succeeded in 

reaching its target clients and the degree to which it has satisfied 

the clients demand for financial services. In other words, out 

reach refers to the provision of a wide array of quality financial 

services to a large number of clients, the level of transaction 

costs levied on the poor, and the extent to which clients are 

satisfied with financial services. Many of micro finance 

institution have achieved the out reach objective of reaching a 

large number of clients with small amounts of resources. 

However, studies of outreach fail to show who benefited most 

from micro finance institutions program. 
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Goetz and Gupta (1996) argued that women are the main 

participants and beneficiaries. Yet, many poor women lack 

enough power with in the household in order to mobilize their 

loans to improving living standard. On the other hand, 

Sustainability of a MFI is measured in terms of generating 

enough revenue (excluding subsidies to cover the cost of all 

aspects of production and loan funds). 

According to Wright and Dondo (2001), to achieve both 

sustainability and out reach objectives, the organization should 

give attention to the designing of appropriate products and cost 

effective and efficient systems of operation. 

When we see the experience of the Grameen Bank, this approach 

successes in densely settled poverty stricken areas of Asia, but 

for African appropriate delivery mechanism has to be designed 

through trail and error. The Grameen Banks approach of 

formation of smal l homogenous groups, for group guarantee of 

loans and supervision of loan utilization, recovery of loans in 

small regular installment and institutions for collective save 

could work well across different environments. However, the 

activities such as taking the bank to the poor people and 

intensive interaction of bank staffs with borrowers may not 

appropriate and could become to costly to provide credit for 
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sparsely settled people. (Hosain, 1985 as cited in Daba, 2003), 

park and Ren (2001), indicated that there are always trade off 

between sustainability and out reach. From the experience of 

Grameen Bank, the Bank, Charges 20 percent interest rate on 

small loans while the financially sustainable interest rate for the 

bank is 32 percent. At the time the MFls are trying to achieve 

financial self- sufficiency, they mostly face difficulty to reach the 

poorest of the poor in rural areas due to they charge high 

interest and transaction cost. 

Similarly, Johnson and Rogaly (1997), park and Ren (2001), 

indicated that Garameen Bank and Bank Rakyat Indonesia (BRI) 

provide loans that tend to be larger (and less focused on the 

poor) at commercial viable rates (48 percent and 34 percent) 

respectively, have not only achieved operationally sustainable 

(i.e. are covering operating costs inclusive of subsides), but also 

are approaching or have achieved financial self sufficient (Where 

costs, especially, capital, are measured at their market 

valves).When there is attainment of such sustainability, it 

involves too much cost interms of borrowers socio economic 

impoverishment (Rahman, 1999). Due to the cost of reaching 

their people exceed possible revenues, subsidies are important so 

as to reach the poorest people in sparsely settled rural areas 

(Johnson and Rogaly, 1997). 
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However, any kind of subsidy provided must be to support the 

operational cost of scheme of the institutions rather than in the 

form of low interest rates and tax repayment policy (Johnson and 

Rogaly, 1997, Kabeer, 2001). 

Yaron (1994) also stressed that almost all of micro finance 

programs rely heavily on subsidies granted from government, 

donors and non- government organizations. 

He also argued that MFIs usually do not subsidies in order not to 

the interest rates are generally at or above market levels. 

Asmelash (2003) argued that however, the main objective of 

micro finance institutions is not to increase their operational 

income or outreach and sustainability rather to increase the level 

of income of their beneficiaries as well as to improve their 

productivity and living standards by providing easily accessible 

and appropriate financial services . There fore , the success of the 

performance of the micro finance is best measured on the change 

they bring on the living standard of the poor. 

2 . 4 Conceptual Framework of Micro finance 

Impact assessment on poverty Reduction 

Impact assessment of micro finance program is an important to 

evaluate the success of the program in its major objectives, 

whether the program brings the desired benefits to the target 

group 0'· not. Assessing micro finance impact has been the main 
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concern of development specialists in order to know whether 

providing financial services to the poor has improved the living 

standard of the poor and has reduced the poverty. 

According to Lidgerwood (1999) and Tsehay and Mengistu (2002) 

there are two major schools of thought that are important in 

impact assessment of micro finance. The first one is the financial 

system approach and the second one is the client oriented impact 

analysis approach. The first one focuses on changes in the 

organi z ation (MFI) and its operations . As such, outreach and 

sustainability of the program are taken to be important proxy 

indicators of the impact of the program on the clients (Goetz and 

Gupta, 1996). 

The assumption i s that if bo t h outreach and s ustain a bilit y ha v e 

been enhanced, then the interventions is judged to have a 

beneficial impact as it has widened the financial market which in 

turn extend the choice of people looking for credit and saving 

services. The second one is the client oriented impact analysis 

approach. The approach focuse s on the intended target groups or 

clients, this is the case developed by USAID'S AIMS project that 

seeks to assess impact at household , enterprise , individual and 

community levels (Varon, 1997) . 
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Thi s idea is supported b y, Getaneh (2004); Hulme (2 000) and 

Khan 1ker (1998). Ledger wood (1999) stated that there are three 

types of impact of a program. These are Economic impacts, socio 

political or cultural and personal or psychological. The 

a ss umption is that large MFls reaching hundred of thousand of 

client s ma y aim at, bringing change in economic growth in a 

region or sector, a shift in the political aspects of a particular 

district and improvement in borrowers' sense of self. 

To assess the impact micro finance interventions at different 

l eve ls, the type of the variables to be assessed s hould be defined 

carefully and must b e mea s urable . Hulme (2000) stated that 

economic indicator s have dominated micro finance impact 

assessme nt. The socia l indicators s uch as ed uc ational status, 

accesses to health services, nutritional levels and contraceptive 

u se have recently been extended in to the socio-political arena in 

a n effort to assess whether the micro finance can promote 

e mpowerment (Mayoux, 199 7) . 
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2.4.1 Impact assessment at Household level 

At the house hold level, micro-finance services have impacts on 

household income, income diversification, household assets, 

education, health, nutrition and coping strategies which are 

mainly the indirect impacts of increased in household income 

generated by the micro enterprises (Khandker, 1998 and Hulme 

2000). 

Impact assessment of the micro-finance services at the 

participant level requires adjustments to control for differences 

in unobservable household and village characteristics. That is , to 

measure the credit impacts of programs that are due to 

variations in individual level participation, it is necessary to 

control for difference s in village level characteristics that attract 

a program to particular village (Daba, 2003). 

In addition Zeller and Sharma (1998) argued that the impact 

assessment of the micro finance services consists of comparing 

house hold or individual level out comes between those with 

access to financial services and those without. 

It is important to control various other factors that 

simultaneously affect household welfare such as prior-owned 

human and physical capital. 
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During the impact assessment there is an issue, which requires 

attention. These arc the extent to which the observed differences 

in welfare out comes between frequent client and new client 

households due to credit access or due to unobservable factors. 

There is a strong possibility that benefits attributed to credit 

could be over estimated if the non-observable attributes are not 

considered (Asmelash, 2003). 

Failure to consider unobservable characteristics may lead to 

biased measure of impact. There are two key sources of bias can 

exist in empirical work during the impact assessment of micro 

finance on poor households. These are selection bias and 

placement bias. The first one exists due to key differences 

between micro-finance program frequent clients and new clients 

that can not be observed and measured. Where as, selection bias 

arises where those with particular characteristics choose to 

participate in a program a key problem. 

Morduch (1998) stated that selection bias not only lead to over 

estimation benefits, but a l so le ad to under estimation of benefits 

incases where programs take specia l care to se lect clients that 

ha ve some inherent but immeasurable weakness. Furthermore, if 
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the programs have under taken in location with better 

infrastructures , no accounting for this fact can again lead to the 

over stating of benefits and quite to the reverse is true if they 

are placed in communities that are worse off. Therefore, 

assessing impact needs careful analysis of the out comes 

attributed to the program and identification of control groups 

similar to the experiment group to minimize the attribution 

problem. 

2.5 Micro-Financing In Ethiopia 

The existence of financial markets capable of mobilizing 

financial resources is widely accepted as essential for economic 

development of any country. But the credit market in the country 

is highly fragmented; this limits the financial flows between 

formal and informal sectors (Mengistu, 1999). 

Itana (2001) argued that the poor in Ethiopia are often self 

employed in small scale businesses due to lack of education and 

skills and limited employment opportunities. In addition to this, 

Hayat (1997) stated that the poor particularly, Women create 

their own jobs in very small agricultural, manufacturing service 

and petty trading. Yet, these small scale informal activities are 

32 



not in apposition to yield sufficient income to escape the poor out 

of poverty (Itana, 2001). 

In Ethiopia, conventional banks are not in a position to provide 

financial services to the poor because of high transaction cost 

for small loan s, unl'ealistic collateral requirement and shortage 

of financial resources (Seifu, 2002, cited in Asmelash, 2003). 

More over, the structure and location of these institutions is also 

another factor limits access to finance, particularly, to the rural 

poor. A number of Woredas in the country, which have formal 

banks (such as commercial banks and development banks) are 

limit ed. Although there are branches in some Woredas due to 

high collatel'al requirements, the poor have limited access to 

credit. 

Solomon (1996) argued that informal financial lending has been 

considered as the most important source of finance both in urban 

and rural poor in Ethiopia. It has ass umed that the increased 

prominence, mainly due to excessive rules and regulations of the 

formal financial sector. 

Dejene (1993) indicated the function of Iqquib and Iddir as the 

sou rce of finance in informal se ctor in Et hiopia. However they 

have certain limitations, associated with the scarcity of loanable 

funds for investment. 

33 



Andualem (1997); Mengistu (1999) and ltana (2001) argued that 

raising investment, capital and lack of sufficient loan able funds 

and facilities al'e among the barriers faced by micro enterprises 

sector particularly, informal sector. Since microentrprices have 

very limited access to from conventional banks specialized 

financing scheme should be developed to facilitate credit access 

to poor, increasing their productivity and income generating 

activity. 

In recent years, considering that poor people have limited access 

to credit from the formal financial market and recognizing that 

lack of finance is the major problem of informal sector operators 

to start their business, some NGO's such as the Relief society of 

Tigray, Ethiopia Relief organization, ReddBarna (Norwegian), 

National Association for Development and Action Aid Ethiopia 

have tried to extend credit to poor house holds in some parts of 

the country (Mengistu, 1997 as cited in Berhanu, 1999). 

Wide scale micro financing started on March 30/1990 following 

the signing of credit agreement between the government of 

Ethiopia and the international Development association (IDA). 

The credit scheme aimed at financing the market towns to 

improve infrastructure in towns, in market and service centers 

for the agricultural hinterland and to alleviate problems of 

urban poverty (Mengistu, 1997). 
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In the past, micro credit service and saving mobilization in 

Ethiopia were being carried out by NGOs, government 

departments, cooperatives and others in fragmented and 

inconsistent way. But according to Wolday (2000), the 

government took the initiative to establish a regulator frame 

work in order to facilitate sound development of micro finance 

industry. 

The National Bank of Ethiopia (NBE) supervises MFI in 

Ethiopia. The Ethiopian government has laid down a regulatory 

frame wO"k for the establishment of MFI by issuing a 

proclamation No. 4011996 that provide for the licensing and 

supervision of MFIS. Currently, there are 22 micro finance 

institutions registered under the National Bank of Ethiopia, 

operating in the urban and rural areas of the country. They are 

sponsored by regional governments , local associations, NGOs, 

and government departments (Seifu, 2002). Since the issuance of 

this proclamation in July 1996, 22 MFIS have legally registered 

and started delivering Micro finance services. 

35 



2.6 Review of Empirical Literature 

Different studies in different countries have been conducted to 

examine whether micro finance can really help the poor or not. 

The studies made on three micro finance institutions in 

Bangladesh on selected household levels. This study indicated 

that the most important of the effects of borrowing from a micro 

finance program is its impact on per capita expenditure. The 

study also pointed out that the participation in group -b ased 

micro finance shows positive and significant impacts for school 

enrollment, asset holdings, consumption, nutritional status and 

house hold net worth of borrowers in all three programs. Two 

major studies have as sesse d the economic impact of Grameen 

Bank on rural households. The first of this , undertaken in the 

mid 1980s by Hossain, M. (1988) was based on structured s urrey 

of 975 borrowers in the villages. Household information was 

collected from a random sample of 200 households in five villages 

and 80 households in two control villages. The study produced 

several types of evidence indicating the positive impact on the 

economic status of Grameen Bank borrowers. The loans had 

generated new employment, which reported that they were 

unemployed before joining the program. Incomes in member 

hou seh olds were 43% higher than in target group households In 

the control villages. The study also indicated increase s in per 

36 



capita food consumption in member households and more in 

housing and education. 

The second by the World Bank together with the Bangladesh 

Institute of Development studies used data on consumption, 

savings, and asset ownership and net worth to assess the effects 

of micro finance programs on poverty. The data were collected 

from members of the program and non-members. Based on the 

above measures, the researchers argued that Grameen Bank not 

only reduced poverty and improved welfare of participating 

households, but they also enhanced the house holds' capacity to 

sustain their gains over time (Khandker, 1995 cited in Daba, 

(2003). 

Pitt and Khandker (1998) argued that micro finance has brought 

positive marginal impacts on consumption and male schooling in 

Bangladesh. They showed that micro finance has become a 

promising strategy to shield the poor from vulnerability through 

consumption smoothing as well as building assets. 

In addition, they indicated that micro finance and investment in 

human capital are directly related. This shows that micro finance 

encouraging participation in schooling. They further stated that 
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the micro finance has improved the program clients towards 

reproductive health. 

Several studies have conducted to measure the effects of 

participation in credit programs specifically on food security and 

nutrition. According to Zeller and Sharma (1998) argument, in 

most countries, the poor spend as much as 91 percent of their 

income on food and also that most loans taken, particularly, 

informal sector, were used for the purpose of financing 

consumption related expenditure. However, when the impact of 

program participation on food security and nutrition was 

evaluated , the re s ults were mixed . Positive effects were found on 

household caloric availability in the studies conducted in 

Bangladesh , China and Madagascar. 

Similarly, Pitt, M . M and S.R Khandker (1998) evaluated the 

impact of the program participation interrelation with seasons in 

consumption. Based on this study, the largest consumption effect 

of credit was in the hungry season, just before the crops were 

harvested. They argued that households with low consumption in 

the hungry season were more likely to participate in credit 

programs . According to those studies, micro finance has 

appositive impact on food security and household caloric intake 

of its clients' household. However, participation in micro finance 
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program and use of credit for consumption purpose is also 

affected by seasons (Pitt and Khandker, 1998; cited in Asmelash, 

2003). 

According to Khandkcr (1998); World Bank (1998), Based on the 

impacts of three credit programs in Bangladesh such as Grameen 

Bank, Bangladesh Rural Advancement committee and Bangladesh 

Rural Development Board found that impacts of micro-finance 

services given to women were much greater than that of men. In 

all three programs a 10 percent increase in women's borrowing 

increases household spending per capita by 0.4 percent; women's 

borrowing increased household consumption twice greater than 

men's borrowing. In addition to this, women's borrowing also 

found improved children's welfare and their education. Generally 

speaking, borrowing from micro finance programs has significant 

impact on the nutritional well being and improved household net 

worth. 

With the objective of examining the long-term impacts of micro 

finance on program clients in Bangladesh, Khandker (2003) also 

conducted a research work. In his study, he found out that micro 

fiance is serving a useful purpose in benefiting the poorest 

segment of the program clients and in reducing poverty 111 
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Bangladesh. He also argued that females were benefited than 

male from micro finances. Services. But the poor found to spend 

much on food, not on other income generating activities. There 

fore, according to Khandker, enhancing the skill of the program 

clients is very important in addition to providing them with 

credit. From this, what we concluded unless the poor engaged on 

income generating activities, the micro finance institutions could 

not achieve their objectives so; the benefit of the micro finance is 

evaluated from the perspective of meeting people's short-term 

problems. (Khandker, 2003; Cited in Bamlaku, 2004). 

2.7 Literature on Ethiopia 

Studies on impact assessment and loan repayment determinants 

of micro finance institutions are very limited in Ethiopia. 

Kassa (1998) in his study of impact of micro financing under the 

micro enterprises project scheme in southern Ethiopian, has 

shown that before the credit scheme 1584 program participant 

were able to send 5504 children to school, while after the credit 

scheme (in the first cycle), 1168 program participants sent 5952 

children to the school. Moreover, in the second credit cycle, the 

number of children sent to school increased from 406 to 421 out 

of 460 program participants. 

40 



He also indicated that the growth in income, employment, 

consumption and medical expenditure of program participants 

after the loan has increased. According to him, the average 

income after the loan was greater than the average income before 

the loan in all round (in the first, second and third loan cycles). 

Similarly, Daba (2004), in his study to examine the relationship 

between participating in micro financing and the improvement in 

living standards of the poor, he found that OCSSCO has made 

positive contribution towards improving the welfare of the 

program beneficiaries . 

He also argued that since the out reach is increasing as the years 

go by and the loan repayment performance has been 100% for 

several years, it is possible to argue that OCSSCO is 

contributing to poverty, reduction. 

In addition to this, Berhanu (1999) conducted a research work on 

micro credit and poverty reduction based on a case study of 

POCSSBO in Addis Ababa. The main objective of the study was 

to identify the determinants of the loan repayment and the 

contribution of micro credit on poverty reduction by financing 
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micro enterprises and creating, job opportunities Based on his 

research results were that loan repayment is mainly affected by 

factors like type of activities, gender differential, wealth 

differential, the availahility of other sources of income, the 

attitude of program participants towards loan repayment , the 

educational level of the program clients and the size of the loan . 

He also found that health, education, and consumption 

expenditure have increased after the loan compared to that 

before the loan. Employment and household income have also 

increased after the loan. According to his study, access to health 

services educational facilities and nutritional status of the 

program clients have also shown some improvements. He also 

stated that micro finance intervention has appositive effect 

towards poverty reduction. But he found unsatisfactory results 

for saving mobilizations, as the project did not attach the saving 

facility with its credit program or facility. 

Berhanu (1999) argued on the positive impact of micro finance in 

improving the living standard of the poor and thereby reducing 

poverty. He used loan repayment performance as determinant 

factor for improvement in living standards of the poor. 
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Tsehay and Mengistu (2002) on the impact of micro finance 

among poor women in Ethiopia argued that the micro finance 

interventions have brought positive Impacts in the improvement 

of economic status and empowerment of micro finance programs 

beneficiaries. 

In addition to the above-mentioned argument, Camilla (1997), in 

her study of micro finance for women's indicated that poor 

women do not want to take risk. This is why they concentrate on 

low income business based on their traditional skills and 

experiences which contradicts the objectives of empowerment of 

micro finance institutions. According to her, since they engaged 

on the same activities such as in food processing and retailing 

they provide the same products and services and competing with 

each other for a limited markets. 

Oxaal and Baden (1997), also stressed that for credit and income 

gcnerating programs to have a positive impact on women's 

empowerment they need to move a way from a frame work where 

women are the passive recipients of a service using borrowers 

group as the basis of social development activities, the scope of 

credit programs can be broaden from an arrow focus on 

individual economic self, reliance to other activities, such as 

training in health. 

43 



According to Johnson and Rogaly (1997), micro finance helps to 

improve social relations. Micro finance programs are powerful 

means of developing the self-confidence of the poor by providing 

a demonstration of trust in their clients. It helps to identify the 

problem of powerlessness (which may result from economic 

inequalities) with in the households and in the community at 

large. The self-confidence of the poor is developed through the 

time with the improvement of their economic activities. 

In sum, studies of overseas on the impact of the MFIs in 

improving the living standard of the poor are not exhaustive. 

Though the program has been in place for the last eight years, 

no impact assessment has been undertaken. This study tries to 

fill this gap by focusing only on the impact of micro finance on 

improving the living standard of the poor. That is poverty 

reduction. 
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Chapter III 

3.1 Description of the study Area 

Guto Wayu is among the 21 districts of east wallega zone that has 

a total area of 1439.82 square kilometers. The district holds 

about 6.42 percent of the total area of the zone. Guto Wayu 

district is contiguous with Sibu Sire in the cast, Sasigga and 

Digga in the west, Gidda Kiremu and Limu in the north & Jima 

Arjo, Nunu Kumba and W/Boneya to the south bordering also 

some part of Gudeya bila in the northeast. This district is 

divided in to three distinct geographical areas with different 

proportions: namely the high land 4.35 percent which is very 

small part of the district, midland 45.90 percent & the low Land 

49.75 percent. Guto Wayu is characterized by undulating 

landform features with ridge and plain in all its an 

Area. With the exception of Uke and Loko farm areas, it is full of 

ups and downs with some hillsand mountains.Komto and Delati 

arc two of the mountaions having on altitude of 2490 and 2016 

meters above sea level respectively. Additionally, there are some 

hills namely Miti 1500m, Loko 1890m and Dale 2360m.Guto Wayu 

is endowed with numerous streams and rivers such as Icy, Uke, 

Loko, Bespeaks, Wachu, Adiya, Tato and ada. In addition to these 

rivers we can find some of the streams such as Gengelet, EBicha, 
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Jato, Wendo and Kaya Jabo which are permanently flowing 

through out the year. 

Since the district is situated at an altitude above 1300 meters 

above sea level the dominant climatic condition is a sub tropical 

type. As result, this area is experienced mean annual temperature 

of slightly greater than150e and mean annual rainfall of 1600 to 

2000mm. 

The dominant soil types are district Nitosols, Which have good 

agricultural potentiality with high water carrying capacity. The 

PH value is less than 5.5, which is an indicator of acidity. 

Previously, the district was highly covered with dense forests and 

savanna grasses and the high lands even around the capital town 

"Nekemte" there are remnants or big mother Trees which show 

the presence of forests in the past which is now denuded and left 

the area barren with out any regret. Today man made and 

natural forests of the district like komto and some others are 

under sever condition, Which needs close control in order to save 

for future ecological balance for the surrounding. These forests 

are also the home of different wild animals including very 

attractive seasonal birds, which are not found in areas where 

46 



there is no forest. Deforestation is highly practiced by the local 

farmers through which they gain an income by selling charcoal, 

firewood and different lumbering materials. The greatest portion 

of fuel wood consumption of the capital town is obtained from 

this district, in which the major areas in the district where fuel 

wood possibly comes at large to the town is expected from these 

forests. The natural vegetation pointed above occupies 10612 

hectares of land in the district , in which 1542-hectare is natural 

forest and 9070 hectare is man made forest. Major types of wild 

animals found in the district are Hyena, Pig, Monkey, Ape, and 

Fox, Lion & Tiger. There is no reserved land for wild life 

conservation . 

The 1989 population & housing census result is the base of 

population projection allover the country. Based on this census 

result, the population of Guto Wayu district is projected to be 

133823with 0.66 percent urban population in 1995 .The 

percentage of urban population for the district doesn't include 

Nekemte town population for that it has got its own urban 

administration power recently. From the total population in the 

district 99 . 34 percent is the rural population, which directly 

sustains his life & the neighboring urban dwellers by the 

agricultural & similar activities. The crude population density of 
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the district in the same year was about 93 person's per. Km 2. & 

the dependency burden is about 80.93. 

Agriculture, which is basically rain fed and is dominated by 

small and a subsistence holder is the backbone of the In 

habitants of the woreda. Because of long population settlement, 

over cropping (crowding) and little or no improvement in 

traditional forming practices there is considerable natural 

resource degradation. 

This has further resulted in declining agricultural production 

and there by starvation of the population, because of recurrent 

drought and famine As in the case in many Ethiopian rural areas 

the level of poverty in Guto Wayu keeps people trapped in 

marginal, existence with emphasis only on day to day survival. 

As a result, people have little opportunity to accumulate capital 

either to invest in income generating activities or for future use 

during time of adversity. Industrial development is extremely 

backward. 

The major economic activities of the population in the woreda 

include farming, animal raring, petty trade, services giving, 

wood and metal work. 
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3.2 Description of OCSSCO and its program 

Based on the experience and the model developed by the Gram e en 

Micro finance, the first micro finance service in Ethiopia was 

introduced as an experiment in 1994 when the Relief Society of 

Tigray (REST) attempted to rehabilitate drought and war 

affected people through rural credit scheme (Mulat Demeke etal, 

1998). Although the development of micro finance institutions in 

Ethiopia started very recently, the industry has shown 

A remarkable growth in terms of out reach , particularly in 

number of clients. According to proclamation No. 40 / 1996, 

National Banks of Ethiopia (NBE) issued for licensing and 

supervision of micro finance activities, the NBE registered 

OCSSCO in August 1997. 

Institution willing to engage in micro finance activity should 

fulfill the following 

Should obtain license from the National Bank of Ethiopia. 

Should create Share Company that is governed by commercial 

code of 1960 owned fully by Ethiopians national and having head 

office in Ethiopia and, 

Should deposit the required minimum capital 25000 US Dollar 0.· 

200,000 Ethiopian birr. 
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Since it has been "egistered, OCSSCO has been involved in 

assisting resource poor people through the provision of financial 

resou rces. 

The genera l objective of OCSSCO is to alleviate poverty and 

promote economic development through the provision of cred it 

and saving services . 

The specific objectives of OCCCO includes, achieving house hold 

l eve l food secur-ity in Oromia, increasing house hold income and 

improving the over all economic and social conditions of rural 

house holds (AEMFI,2000). 

The strategy of OCSSCO is to meet the above objectives includes, 

targeting resource poor people, mobilizing both compulsory and 

voluntary saving, and delivering credit to the poor. 

According to AEMFI (2000) quarterly bulletin , the following are 

criterion to qualify for OCSSCO's credit and saving services: 

The capability of poor, i.e. those house holds who have relatively 

basic resources and can afford to pa y savings and loan with 

interests. 

Physical and mental fitness in terms of requirements of the 

specific enterp"ises int ended to be undertaken. 

Wil lin gness to join OCSSCO and adhe"e to group and center laws 

and by laws and join responsibility for loan repayment. 
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Good personal conduct and having a recommendable history of 

trust worthiness in the community. 

Residing permanently with in the boundary of OCSSCO's 

Operation. 

Prompt loan utilization and repayment. 

Daba (2003) indicated that the process of identifying the poor 

starts by consultations and discussions with the peasant 

association administrations and local elders to target the poor 

people. 

The local elders and Kebele administration are responsible to 

rank peasant association members in to poor, medium and rich 

r J 
based on their wealth. 

After the poor are identified, trained and accepted by OCSSCO, 

borrowers form their group based on the following criteria. 

A group comprises of 4-6 members 

Both male and female can form a group. 

Member of a group must be from the same village 

Only one person from a house hold is allowed to be a member of 

a gro u p 

Center consists of 8-10 groups 

Initially, the institution allows a loan size of birr 1000 per 3n 

individual. The next higher loans is allowed only after the 
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borrower repays the previous loan. The duration of the loan is 

one year. 

Accordingly, individuals of four to six members who knows each 

other form a group and eight to ten groups form a center .The 

centers meet once a month for the purpose of compulsory saving 

and discussion the matter concerning their economic and social 

issues of their environment currently, the organization has more 

than 90 sub branches .The sub -b"anch is the basic organization 

and operational unit. That is all loans are processed, approved, 

disbursed and followed up. AS AEMFI (2000) quarterly bulletin, 

OCSSCO managed to provide credit and savings services to 41099 

clients. This shows it remains much for OCSSCO to meet the 

financial needs of the poor in the region. 

Loan terms are related with maturity of activities for which the 

loan is used. Interest rate on loan is 11.5% Repayment is based 

on pay as you earn methodology with in a year. This method 

helps the clients in reducing interest expense and the institution 

in reducing cost of default .The credit program is dedicated to 

finance agricultural in puts, farm oxen, petty trade, fattening 

oxen and ruminants, and activities related to farming operations. 

The company charges 3% service charge to cover expenses during 

loan processing. 10 Birr is also compulsory for first time 

52 



borrowers as a membership fee. Groups and centers can set 

penalty and fining systems for disciplining their members of 

groups are encouraged to save. 

The members should have (or establish) trust on each other. The 

clients Volunteer to take joint liabilities which include volunteer 

to repay loan and save compulsory savings if other group 

members don't /not willing/can't pay loan clients should be those 

who accept and respect obligatory social traditions .The center 

formation is based on willingness for center joint liabilities. 

Those groups come together and form a center. 

If group member is absent / not willing to pay / can't pay, the 

group to whom he / she belongs, should pay the loan. If more than 

50% of group members are absent/not willing to p a y / can't pay, 

the center to which the group belongs should pay the sum amount 

that should be paid on the same date and time (this is the group 

guarantee approach). A group whose member defaulted will not 

be granted further loan. 

Clients can save any amount, but a minimum of Birr 2 pel' month 

as compulsory. Members and non-members can save as 

voluntary, individual savings. Group saving is a deduction of 
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10% of loan disbursed to an individual. Group saving serves as 

collateral. With drawl from this account is prohibited , unless all 

group members fully pay their loan and interest and quite from 

their membership. 
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Chapter IV 

Findings of the study 

4.1. General characteristics of clients 

The demographic characteristics of the respondents such as their 

ages , marital status, their educational level, health condition, 

their relations with the head of house hold and wealth conditions 

may have direct and indirect relations with the way they use the 

loan or other financial services. In addition to this, impact 

assessment requires a clear picture of the individuals and 

households demographic characteristics such as educational 

level, sex, household size, number of dependents and working 

groups in the household. 

The following table summarizes the sample respondents' 

individual demographic characteristics. 
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Table 4.1: Sample Respondents by sex 

Type of clients Sex Total 

related to loan Male Female 

Frequent Count 61 39 100 

client 

New client Count 64 36 100 

. To t a I Count 125 75 200 

Percent 62.5 37.5 100 

Source: Survey Data 

From the total of 200 sample respondents in the sample branch, 

100 from frequent clients and 100 from sample respondents of 

new clients were interviewed for this research purpose . Of the 

total of sample respondents of frequent clients 61(61.0%) are 

males, and 39(39.0%) are females and from the total of sample 

re s pondent s Of new clients 64(64 % ) are male s and 36(36%) are 

females. From the total of sample respondents 125(62.5%) are 

males and 75(37.5%) are females. 
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Table 4-2 Marital status of the household. 

Type of clients Marital status of the house hold 

related to loan head Total 

S ingle Ma .... ied Divorced Widowed 

Frequent Count J 4 72 6 8 100 

Client 

New count 3 88 4 5 100 

client 

Total Count 17 160 10 13 200 

Percent 8.5 80.0 5.0 6.5 100.00 

Source: S ur vey Data 

Table 4.3 

Chi-Square Tests 

Value df Asymp.sig (2-

sided) 

Pears on C hi- sq uare 9810 3 .020 

Likelihood Ratio 1042 7 3 .015 

Linear by linear 116 J .733 

association 

N of v alid cases 200 

Considering the marital status of the total respondents, 17(8.5%) 

are s in g le , 160(80.0%) are married , 10 (5.0%) are divorced and 

13(6.5 %) are widowed. Out of the total respondents of frequ ent 

client s 14(14 . 0 %) are s ingle , 72(72. 0 % ) are ma .... ied, 6(6 .0%) are 
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divorced and 8(8.0%) are widowed. where as out of the total 

respondents of new clients, 3(3.0%) are single, 88(88.0%) are 

married 4(4.0%) are divorced and 5(5.0%) are widowed. This 

indicates that majority of sample respondents are married. 

Significant at 95% of confidence level, that means there is a 

significant difference between frequent and new clients in their 

marital status. 

4.3 Sample respondents by Educational status 

From the total respondents 87 (43.5%) are non-literate, 

91(45.5%) are grade 1-4 complete and 22(11.0%) are grade 5-8 

complete. Out of sample respondents of frequent clients 

45(45.0%) are non-literate, 40(40.0%) are grade 1-4 complete 

and 15(15.0%) are grade 5-8 complete. On other hand, out of 

sample respondents of new clients 42(42.0%) are non-literate, 

51(51 %) are gradel-4 complete and 7(7.0%) are 5-8 complete. 

This shows that the educational status of the sample respondents 

91(45.5%) lie in the range of grade 1-4 completed and 87(43.5%) 

are non-literate. This implies that most of sample respondents 

are in the range of grade 1-4 complete. There is no significance 

difference between frequent and new clients in their educational 

status. 
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Table 4-4: Sample respondents by their educational status 

Educational status of Type of sample respondents 

sample respondents Total 

Frcquent New clients 

clients 

Non-literate Count 45 42 87 

Grade 1-4 Count 40 51 91 

comp lete 

Grade 5-8 Count 15 7 22 

comp l ete 

Source: survey Data 

Table 4.5 

Chi squa,·c Tests 

Value df Asymp. Sig 

(2-Sided) 

Pearson chi-square 4342 2 .114 

Likelihood Ratio 4413 2 .110 

Lincar -by-Linear . 283 1 .595 

Association 

N of valid cases 200 

Table 4 - 6: Age of sample respondents 

Type of clients related to N Mean Std. Min Max 

loan Deviation 

Frequent clients 100 32.29 10.102 18 52 

New Clients 100 32.21 2,022 18 55 

Source: survey Dnta 
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The mean age of the re s pondents of frequent client s wa s 33.29 

where as the mean a ge of the respondents of new client s wa s 

32.21. Us ing T-Test s ignificant at 95 % confid e nc e level. 

Therefore, there is significant difference between the respondent 

of frequent and new clients in their age. 

Table 4-7: Number of dependents with in hou se hold 

Type of clients Related to N Mean S td.deviation Min Max 

loan 

With out 100 3.44 2 , 022 1 10 

Frequent approach 

clients With approach 100 3 .8 0 2 , 025 1 10 

With out 100 2.91 1 ,38 6 1 7 

New clients approach 

With approach 100 2.93 1 ,365 1 7 

Source: s urvey Data 

The mean number of house hold dependent s between frequent 

and new client wa s 3.44 and 2.91 before the loan re s pectively and 

3.80 and 2.93 after the loan re s pectively. 

There was the increment of the number of household dependents 

of frequent client s after the y ha v e become the beneficiaries of 

the micro finance program. Before the loan the average number 

of house hold dependent s wa s 3.44 where as after the loan the 

average number of hou se hold d e pendents wa s 3.80. On the other 
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hand, the average number of house holds dependents of the new 

client before the loan was 2.91 where as after the loan 2.93. 

There was a significant difference at 99% of confidence level. 

Therefore, there was a significant difference on the number of 

household dependents between frequent clients and new clients 

after the loan. 

4.4 The impact of OCSSCO on income 

Micro finance is expected to improve the long term economic and 

social security of its clients through wealth creation, income 

smoothing and asset building etc. The assumption is that the 

intervention of the micro finance through the provision of 

financial services, especially credit that aimed at enhancing the 

welfare and economic situation of its clients by availing adequate 

finance to engage them in profitable activities. On the other 

hand, if the loan is used for non-productive activities, such as 

consumption and purchase of non-productive assets, micro 

finance intervention will not bring the intended impact, which is 

poverty reduction. 

One of the immediate impacts of having access to Cl"edit from the 

micro financing program is on income of clients' households. 

Thus, participation in micro finance program may have a 
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positive impact on the economic welfare of clients' households. 

House holds with higher income levels have more choices , can 

better meet their basic needs, and enjoy broader opportunities. 

And the change in the household welfare may be evident in the 

diversification of income sources and in the trend of income in 

the food security, in the education of children and access to 

health facilities, employment opportunities, in the food 

consumption patterns, and the ownership of specific key assets. 

However, the above factors are not solely affected by 

improvement in income. There fore, an attempt has been made to 

look in to the possible ways of measuring the impact of OCSSCO 

service on the living standard of the poor so as to mak e 

reasonable conclusion. Hence, the impact of micro finance on the 

income of the beneficiaries may be evident in the mean of income 

and in the sources of the respondents . Respondents were asked to 

give information about their household annual income and trend 

of income during the last two years. 
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Table 4-8 : Trend of household income 

Ty P e 0 f cI i e n t Over all hou s e hold in come trend 

Related to loan In the past two y ears 

Incre ase Remain Decre as e Total 

the s a In e 

Frequent C ount 68 10 22 100 

cli e nt 

Ne w client Count 16 26 58 100 

Count 84 36 80 200 

Total Percent 42 18 40 100 

Sourc e : s ur vey Da t a 

Ta bl e 4 .9 

C hi- Square Test 

Valu e df Asy mp .s ig 

( 2 - s lded) 

Pears on chi - 54.804 2 .000 

s q u a r e 

Likelihood Ratio 58.06 7 2 .000 

Linear-b y - 46.212 1 .000 

Linear 

N of va lid cas es 200 

P a rticipation in micl·o financ e s er v ice ha s a n exp ectation that 

lea ds to in crea se in hou s e hold inc o me. T h e r e fore , in order t o 

ev alu a t e th e impa c t of O CSSC O 's se r v ic e on the hou se hold s 
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income of its clients, sample respondents were asked to judge 

their household income in the past two years. Accordingly, 

68(68%)of frequent clients, and 16(16%) of new clients replied 

that their in come has in creased in the past two years, 10(10%) 

of frequent client and 26(26%) of new clients reported that they 

have experienced no change in their in come and 22(22%) of 

frequent client and (58%) of new clients replied that their 

income has decreased in the previous two years. There is the 

significant difference at the 99% of confidence level between the 

frequent and new clients in the trend of their income. 

Respondents were also asked the reasons for increased or 

decreased the in come of their household since they have 

participated in the micro finance program. 

Table 4-10: Reason for income increase 

If income increased, why? 
Type of client Relate Good Able to Got Total 
to loan Agricultural Purchase inputs due to jobs 

season accessibility of credit 

Frequent cou nt 21 46 1 68 

client 

New client Count 16 0 0 16 

Total Count 37 46 1 84 

Percent 44.04 54.76 1.85 100 

Source: survey Data 
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Table 4.11 

Chi-square Tests 

Value df Asymp 

s i g 

(2-sided) 

Pearson chi - 70,290 3 .000 

sq u a re 

Likelihood Ra tio 89.253 3 .000 

Linear-by-linear 25.61 1 .000 

N of valid cases 200 

Based on the response of the respondents the reason why their 

income has increased in the previous two years, 46(46.0%) and 

0(.%) of frequent and new client respectively replied that their 

income has increased due to they are able to purchase in put 

because of accessibility of credit, 21(21.0%) and 16(16.0%) of 

frequent and new clients respectively their income has increased 

due to good agricultural season. The difference is significant at 

99% of confidence level between the frequent and new clients. 

The main reason for increment of income of frequent client was 

due to accessibility of credit. In similar way, respondents who 

felt decreased household income were asked to the reasons for 

that, accordingly, 62.6% of new clients replied that their income 

has decreased because of unable to get inputs due to lock of 

credit. 
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Table 4-12: Reason for income decreased 

Type of clients Why did your income decrease? 

related to loan Illness or Unable to get Crop Family Total 

death of one or inputs due to failure member 

more of family lack of credit Lost 

member jobs 

frequent Count 4 8 7 3 22 

clients 

New Count 3 46 7 2 58 

clients 

Total Count 7 54 14 5 80 

Percent 8.75 67.5 17.5 6.25 100 

Source: survey Data 

Table4.13 

Chi- square Tests 

Value df Asump s i g (2-

sided) 

Pearson chi square 74.218 4 .000 

Likelihood Ratio 82.304 4 .000 

Linear by lin car 61.088 1 .000 

Association 

N of valid cases 200 

For better under standing of this variable, respondents were 

asked to explain the reasons for increase or decrease of their 

income. From the discussion conducted , with the respondents of 
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frequent and new clients which have answered their income was 

increased or decreased, the following responses were obtained. 

For instance, 46%, 21 % and 1 % of frequent clients which replied 

that their income has increased, they reported that their income 

was increased because their were able to purchase in puts due to 

accessibility of credit, good agricultural seasons, and got jobs 

respectively. Only 16% of new clients, who replied that their 

income was increased, they agreed that their income was 

increased due to good agricultural season. 

On the other hand, the most fundamental reasons for the 

decrease of the house holds income during the last two years, 

4%, 8%, 7% and 3% of frequent clients replied that illness or 

death of one or more of family member, unable to get inputs due 

to lack of credit, crop failure and family member lost jobs 

respectively, were the main reasons why their income were 

decreased. 

Where as, 3%, 46%, 7% and 2% of new clients replied that 

illness or death of one or more of family member, unable to get in 

puts due to la ck of credit, crop failure and family member lost 

jobs respectively were the main reasons for their income were 

decreased. 

The result of the chi-square analysis supports the argument that 

micro financing scheme has a positive impact in improving the 
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income level of the beneficiaries. This result is similar to what 

zeller and sharma (1998) and Pitt and Khandker (1998) argued. 

Hence, one could argue that respondents of the frequent 

borrower were beneficiaries from OCSSCO's of credit scheme. 

4.5 Impact on House Hold Consumption 

Micro finance intervention are expected to support clients in 

ensuring food se curity, which is one of the main objectives 

of the institutions and the prime concern of all house hold 

insuring food security, (Tsehay and Mengistu, 2002). The 

condition of diet (nutrition) is an important factor in the well 

being of the household members. Thus, the assumption of this 

variable is that the participants of the micro finance scheme will 

have a better house hold diet condition and food sec urity in bad 

years as compared to house hold diet condition of the control 

groups. 

Hence, for the purpose of this study the monthly expenditures on 

food and the trend of consumptions expenditures of respondents 

were used as the variables. 

In line with this, respondents were asked the changes they 

perceived in their food consumption after micro finance program 

participation. 
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Table-4.14 approximate month ly consumption Expenditure 

Std. 

Type of client re lated to N Mean Deviation 

the loan 

With out Frequent client 100 277.27 101.532 

approach New client 100 285.70 103.064 

With approach Frequent client 100 351.05 123.445 

New client 100 288.53 102.165 

A change due Frequent c l ient 100 73.78 50.388 

to loan in birr New client 100 2.83 15.994 

Source-survey Data. 

Refore the loan the approximate mean monthl y consumption 

expenditure of frequent and new client were 277.27 and 285.70 

respectively. The average approximate monthly consumption 

expenditure of new clients was higher than the frequent clients 

before the loan. After the loan the average approximate monthly 

consumption expenditure of frequent client was higher than the 

new clients. The change was 73.78 and 2.83 birr respectively . 

Extremely higher change was observed in the monthly 

approximate consumption expenditure of frequent clients. 
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Table 4.15 

In dependent sample Test 

Levine's Test for Equality of 

variances 

Approximate Eq ual variances .265 .608 

monthly assumed 

Consumption 

expenditure Before 

the program in birr 

Approximate Equal variances 2.603 .108 

monthly assumed 

Consumption 

expenditure After 

th e 

Program in Birr 

A . pproXimatc Eq ual Variances 101.597 .000 

monthly assumed 

Consumption 

expenditure change 

due to the program 

Birr 

The change of approximate monthly consumption expenditure of 

frequent clients after the program was higher than new clients so 

the result supports the argument that the intervention of the 

micro finance improves the consumption expenditure of the house 

holds of its clients. 

70 



4.6 Impact of micro finance on accumulation of assets 

The survey attempted to assess the impact of micro finance on 

households' accumulation of assets. This is because owner ship of 

durable assets is regarded as one of the most important 

indicators of improvement in the household welfare. In this 

regard, in addition to the impact on the overall house hold in 

come, micro finance is also expected to improve the ownership of 

key household assets of its clients. For many households, the 

house, they owned, is the most valuable asset. When the house is 

improved, it appreciates in value, and there by increases a house 

hold's material wealth, it provides shelter and contributes 

directly to the material well being of the house hold, but it can 

also serve to create or enhance a business premise. Housing 

improvements may create space for inventory or other 

enterprise-related items. Rooms and storefronts can be added to 

the house to be used for rental or enterprise purposes. Such 

improvements can help households to diversify and to add a 

steady income stream to their economic portfolio. 

Hence, the assumption of this variable is that, beneficiaries of 

micro finance scheme have better housing condition and 

ownership of residential houses obtain an opportunity of large 

capital through loan, they will be engaged in more profitable and 

productive activities, there by increasing their income level. Due 
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to this, they will have better financial capacity to up grade their 

residential and business houses through repair or build 

additional rooms from the income obtained due to loan able 

activities 

Table 4.16 The type of the house the respondents have 

Type of clien ts What type of house did y ou have? Total 

Related to loan Roof Others Both 

with Roof types 

iron with Of 

sheet grasses houses 

Frequent Count 47 42 0 11 100 

clients 

New clients Count 37 56 2 5 100 

Total Count S4 98 2 16 200 

Percent 42 49 2 16 100 

Source: Survey Data 

Table 4.17 Chi-square Tests 

Valve df Asymp.sig 

(2-slded) 

Pearson chi-square 7440 3 0.059 

Lil,elihood Ratio 8279 3 0.41 

Linear by lineal' Association 1 1000 

N of valid cases 200 
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Furthermore, Table 4-18 summarizes the frequencies of whether 

the respondents have made any improvement on their houses and 

the type of improvement made by the respondents. 

Table 4.18 Answer of the respondents whether they have 

Improved their house or not 

Type of clients Did you improve Your Total 

Related to loan house'! 

Yes No 

Frequent Count 61 39 100 

client 

New client Count 17 83 100 

TOTAL Count 78 122 200 

Percen t 39 61 100 

Source: survey nata 

Table 4.19 

Chi -square tests 

Value df Asymp s ig Exact s i g Exact s ig 

(2-slded) (2-sided) (I-sided) 

Pearson chi - 40.689 1 .000 

s qua re 

Continuity 38.86 1 .000 

correction 

Likelihood ra tio 42.572 1 .000 

Linear -by- 40.486 1 .000 

Linear 

N of valid cases 200 
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The survey result indicated that 61(61 %) of frequent clients and 

17(17%) of new clients made improvements and repairs their 

housing during the last two years, From this argument, it is 

possible to say that OCSSCO's micro financing intervention has 

appositive impact on the housing improvement of the house holds 

of its clients. 

In addition to this, when clients were asked the source of income 

to improve their houses, their reasons would be summarized as 

follows. 

Table 4.20 

Reason for the Improvement of the house of the respondents 

Type of clients If you have improved your house, how? 

Rela ted to loan Gifts or Other Tota 

Improved Aids I 

income due to 

Access to credit 

Frequent coun t 53 8 0 61 

clients 

New Count 4 6 7 17 

clients 

Total Count 47 14 7 78 

Percen 73.07 17.94 8.97 100 

t 

Source. Survey Data 
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Table 4.21 

Chi -S quare Tests 

Valu e df Asymp s i g 

(2-sided) 

Pearson chi-squ 65.23 4 .000 

Like lihood Ration 79.145 4 .000 

Linear by Linear 57.328 1 .000 

Association 

N of valid cases 200 

From the above analysis, it was found out that out of the total 

frequent clients reported they have improved their house, 

53(86.88%) replied that the source of income for the 

improvement of their hou s e wa s due to access of credit from the 

micro financing intervention. Therefore, the results suggest that 

OCSSCO'S micro financing intervention has a positive impact on 

the improvement of housing of its client's households. 

Respondents were asked whether their purchasing power to buy 

items was improved or not. The result shows that 70 (70%) and 

16 (16%) of frequent and new clients respectively reported that 

their purchasing power to buy items was improved. On other 

hand 30(30%) and 84 (84%) of frequent and new clients 
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"espectivcly rep l ied that their purchasing power wa s not shown 

improvement. 

Tab le 4-22 Trend of purchasing power of clients 

Typ e of c1i en ts Have your purchasing power to Total 

Re lated to loan buy itcms improved 

Yes No 

Frequent Count 70 30 100 

clients 

New Count 16 84 100 

Clients 

Total Count 86 114 200 

Percent 43 57 100 

Source: Survey Data 

Table 4.23 

Chi-Square Tests 

Valve Df Asymp. Sig Exact sig Exact sig 
(2-sided) (2-side) (I-sided) 

Pearson chi-square 59.486 1 .000 

Continuity 57.303 1 . 000 

correction 

Likelihood Ratio 63.219 1 .000 

Fisher's Exact Test .000 . 000 

Linear- by- 59.188 1 .000 

Association linear 

N of valid cases 200 
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Out of the sample respondents who reported that the trend of 

their purchasing power to buy items was shown improvement, 

51(51 %) of frequent clients replied that their purchasing power 

to buy items was improved due to in come from loan able 

activities. On other hand, out of the sample respondents who 

reported that the trend of their purchasing power to buy items 

was not shown improvement, 64 (64%) of new clients agreed that 

their purchasing power to buy items was not improved due to 

lack of credit. 

The findings of the survey indicated that OCSSCO'S micro 

financing scheme has a positive impact on the improvement of 

the purchasing power of its beneficiaries to buy items. 

Table 4.24 The reason for improvement of purchasing power 

Type of client If your purchasing power was improved, why? 

related to loan Due to income Gifts Good Others 

from loa n able or Agricultural 

activities Aids season 

Frequent Count 51 1 18 30 

clients 

New Coun t 0 10 15 84 

clients 

Total Coun t 51 2 33 114 

Percen t 25.5 1 16.5 57 

Source: Survey Data 

Total 

100 

100 

200 

100 
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Table 4.25 

Chi -squa.·c Tests 

Value Of Asymp, sigi 

(2-sided) 

Pearson chi-square 76.852 3 .000 

Likelihood ratio 97.607 3 .000 

Linear by-Linear 75.247 1 .000 

Association 

N of valid cases 200 

Tab le 4.26 The Reason for of the purchasing power was no 

improved 

Type of clients If your purchasing power was no 

related to loa ns improved why? 

Lack Failure of Market Total 

of Agriculture problem 

Credit Products 

Frequent Count 0 16 14 30 

Clients 

New Count 64 17 8 89 

clients 

Total count 64 33 22 119 

Percen t 32 16.5 11 100 

Source: survey Data 
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Table 4.27 

Chi-square Tests 

Value df Asymp.Sig 

(2-sided) 

Pearson chi - 108.642 3 .000 

s qua re 

Likelihood Ra tio 138.343 3 .000 

Linear by Linear 94.646 1 .000 

Association 

N of Valid cases 200 

4.7 The impact on Access to Education 

As children and other school age dependents of the poor 

household s have marginal access to educational facilities, credit 

provision for income generating activities is expected to improve 

this Situation (Birhanu, 1999). 

The assumption is that house holds with higher income leve ls 

have more choices and broader opportunities so as to meet their 

needs. 

Therefore the hypothesis of this section is that in addition to the 

improvement in income, micro finance is also expected to 

improve the possibility of additional expenditures in education of 

beneficiaries' household members. 
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The findings be low are based on the number of school age 

children attending school. 

A simple measure of participation in education is the enrollment 

rate, defined as the percentage of children with the normal age 

range for attending a particular level of schooling that are 

actually enrolled. 

Information was col lected on the trend of school, schoo l age 

children enrolment in both frequent and new client; the findings 

of the study are as follows. 

Table 4.28 Trends in number of family members attending 

school 

C hanges in number of family 

Type of client members a tending school 

Related to loan Remained Tutal 

In crea s ed the same Decreased 

Fre quent Count 60 23 17 100 

client 

New client Count 15 37 48 100 

Total Count 75 60 65 200 

Percent 37.5 30 32.5 100 

Source: survey data 
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Table 4.29 

Chi square Tests 

Value df Asymo s i g 

(2-sided) 

l)earson chi-square 45.051 2 .000 

Likelihood Ratio 47.612 2 .000 

Linear -by-Linear 

Association 41.198 1 .000 

N of valid cases 200 

The survey result regarding trend of school age children 

enrollment during the last two years reveal that frequent clients 

house hold have reported better improvement on school age 

children enrollment during the period, where as the percentage 

of new clients house hold who have shown an increase is 

relatively lower than the frequent clients. 

The result shows that 60(60.0%) of sample frequent clients and 

only 15(15%) of sample new clients reported the trend that the 

number of their family members attending school increased for 

the last two years. However 48(48%) of sample of new clients 

and17 (17%) of frequent clients reported the trend that the 

number of their family members attending school has been 

decreased over the last two years. 
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Farther more , when clients were asked for the reasons of increase 

or decrease in the trend of their access to school during the last 

two years, those who have shown an increasing trend have 

replied that the main reason for the improvement of school age 

enrollment in their house hold, was income improvement from 

loan able activities and followed by access to new school building 

in the area . However, lack of in come for school tuition was the 

main reason for the decrease of access to school enro ll ment for 

those who had shown a declining trend. 

Table 4.30 

The Reasons for increase in school Enrollment 

Type of clients If there is increase in number of school 

related to loan attendants why? 

Income Access to Increase 

Improvement new in the 

From loa n able school awareness Total 

activities building 

Frequent Count 35 14 11 60 

clients 

New Count 0 10 5 15 

client 

Total Count 35 24 16 75 

Percent 47.0 32.0 21.0 100 

Source: survey Data 

82 



Table 4.31 

Ch i-Square Tests 

Va l ve df Asymp.s ig 

(2-sided) 

Pearson chi-square 54.11 7 3 .000 

Like li hood Ra ti o 68.065 3 .000 

Li n ear by li near Association 49.346 1 .000 

N of Va l id cases 200 

Tab le 4.32 Reaso n to decrease in school enrollment 

Type of client If there is decrease in nu m ber of sc h ool attended why? 

related loa n 
Lack of Lack of Lack of Others Total 

income for access to interest to 

schoo l ed u cation attend 

tuition in area school 

Frequent Count 19 20 2 0 40 

clients 

New Count 52 23 8 2 85 

clients 

Tota l Count 71 43 10 2 125 

Perce n t 56.8 34.5 8 .0 1.6 100 

So u rce: survey Data 
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Table 4.33 

Chi- Square Tests 

Value df Asymp.sign 

(2-sided) 

Pea rson 47.309 4 .000 

chi-square 50.756 4 .000 

Likelihood Ra tio 

Linear-by-Linear 38.626 1 .000 

Association 

N of Valid cases 200 

The increase in educational expenses is not the basic criteria to 

evaluate the impact of micro finance on access to education due 

to the increase in educational expenses may be associated with 

the increase in the price of educational materials or the level of 

education .This is the reason why the number of school age 

children currently attending school and the trend of school 

enrollments are used. 

Table 4-34 Numbers of family members attending school 

Ty P e of clien ts N Mean Std Std.Error 

Relate to loan deviation mean 

Frequent client 99 2.40 1124 .113 

New clients 83 2.11 1148 .126 

Source Survey Data 
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Respondents of frequent borrowers' average number of family 

members attending school were 2.40. On the other hand the 

average number of family members attending school of new 

clients was 2.11 from this there was significant difference 

between the enrollment of school age children who are currently 

attending school of the frequent clients and new clients have 

shown differences. 

The main reasons for the school age children do not attend the 

school include they are need to work in business and agricultural 

activities. Therefore based on the above test results it is possible 

to say that OCSSCO's micro financing scheme have shown a 

positive impact on improving school enrollment of its clients 

house hold. 

4.8 Impact on Employment 

Having access to micro finance credit has also expected impact 

on the employment opportunities of the household of clients. 

Based on the assumption, information on the type of business 

activities and trends of employment opportunities were collected. 
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Table 4-35 Major types of business activities they engaged 

after the Loan 

Major t y P cs of business activities 
Wood 

Type of c li ents La ca I or Tota I 
related to 103n Drinking Se II i ng In eta I B ea u t Agricnlt Anim Ret 

preparat injera work Text y u r a I al ail 
ion i I cs sa 10 n activitie H usb Tra 

s .ndry de 
I'reque Cou n t 20 I 7 I 5 2 I 25 2 18 100 

n t 

Clients 

New COllnt II 6 I 5 6 0 37 0 25 100 

C li ents 

COli It t 31 23 30 8 I 62 2 43 200 

Tota l P e rcc 15.5 11.5 15 4 .5 3 I I 21. 5 100 

n t 

Source: survey da ta 

Table 4.36 

Chi-square tests 

Value Of Asymp.si 

Pearson chi-square 16.336 7 .022 

likely hood Ratio 17 .867 7 .013 

Linear-by -linear 6.774 1 0.09 

Associa tion 

N of valid cases 200 

Out of total s ample respondents, 25(25%) and 37(37%) of 

frequent and new clients respectively repo rted th a t they were 

engaged on agriculture. The other 20(20%) and 11(11%) 17(17%) 

and 6(6%) and 15(15%) and 15(15%) of frequent and new clients 

respectivel y the y were engaged on the business activities of 10 ca I 
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drink preparation, selling injera and wood or metal work 

respectively. These were the main business activities that sample 

respondents were engaged. Respondents were also asked the 

trend of their employment opportunities, whether there was 

improvement or not. Accordingly, 75(75%) and 18(18%) of 

frequent and new clients respectively reported that the trend of 

their employment opportunities have shown improvement on the 

other hand, 25(25%) and 82(82%) of frequent and new clients 

respectively reported that the trend of their employment 

opportunities have not improved. There is significant difference 

between frequent clients and new clients in trend of their job 

opportunities, 99% of confidence level, it is possible to say that 

the Micro financing Sc heme have positive impact on employment 

generation. 

a e -T bl 4 37 T ren d s 0 f emp oymen t t oppor unl les In th e as t t wo 

yea rs 

Was your employment opportunities have 

Ty p e 0 f C lie n t s improved? Total 

related to loan Yes No 

Frequent clients Count 75 25 100 

New clients Count 18 82 100 

Count 93 107 200 

Total Percent 46.5 53 . 5 100 

Source: survey Data. 
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Table 4.38 

Chi-square Tests 

Value df Asymp.sig. Exact Exact 

(2-sided) Sig. sig.(I-

(2- aides) 

s ides) 

Pear s on chi-square 65.300 1 . 000 

Continuity 63.029 1 .000 

connection 

Likelihood Ra tio 69.532 1 .000 

Fisher's Exact Test 

Linear-by-Linear 64.9 73 

Association .000 .000 

N of Valid C a ses 200 1 .000 

Perception s of client s with the Micro financing sc heme in 

improvement of the trend of their busin ess since they have 

become the program beneficiary were also collected. 

69(69%) and 22(22%) of frequent and new clients respective ly 

reported that the trend of their bu s ine ss was improved. On the 

hand , 21(21%) and 50(50%) of frequent and new clients reported 

that the trend of their business was reduced. 
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Table 4-39 Trend of the bu s ine ss 

Type of Clients related What was the trend of your business? 

to loan Total 

Improved Remain Constant Reduced 

69 10 21 100 

Frequent Count 

Clients 

Count 22 28 50 100 

New clients 

Total Count 91 38 7 1 200 

Percent 45.5 19 35.5 100 

S ourc e: - S urve y Data 

Table4.40 

Chi: - Square Tests 

Valu e df Asym.sig.(2-

sided) 

Pearson chi - 44.646 2 .000 

square 

Likely hood Ra tio 46.565 2 .000 

Linear-by-Linear 

Associa tion 35 .920 1 

N of valid case s 200 
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Type 

Respondents were also asked the reason for the improvement of 

the trend of their business. From the respondents of sample 

client who reported the improvement of the trend of their 

business 38(38%) and 17(17%) of frequent and new clients 

respectively reported that the reason for the improvement of the 

trend of their business was due to their favorable price of their 

product and the other 25(25%) and 1(1%) of frequent and new 

clients respectively replied that the trend of their business was 

improved due to the quality of their product. 

Table 4-41 Reason for the improvement of business trend 

If the trend of your business was improved why'! 

of clients Product Favorable Location Other type Total 

related loan quality Price Advantages of 

improvement 

Count 25 38 4 2 69 

Frequent 

clients 

Count 1 17 3 1 22 

New 

clients 

Count 26 55 7 3 91 

Total Percent 28.57 60.43 7.69 3.29 100 

Source: survey Data 
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Table 4.42 

Chi-Square Tests 

Asymp.sig 
Value df (2-sided) 

Pearson chi-square 59 . 914 4 .000 

Like l ihood Ratio 57.221 4 .000 

Linear by Linear Association 48.990 1 .000 

N of va l id cases 200 

On the other hand, respondents were also asked the reason for 

the trend of their business was not improved .Out of the sample 

respondents who reported that the trend of their business was 

not improved 20(20%) and 53(53%) of frequent and new clients 

respectively, the reason for the trend of their business was not 

improved due to un favorable prices . 

, - U I Table 4 43 Reason for the trend of b s·ness reduced 

If the trend of the bus iness was not improved, why? 

T h e pr ice Unfavorab le Location Other Tota l 

Type of clients re l ated to of price disadvantages reasons 

10 an substitute 
reduced 

Freq u ent Count 5 20 4 2 31 

clients 

Co unt 4 53 12 9 78 

New C l ients 

Count 9 73 16 11 109 

Tota l Percent 8.25 66.97 14.67 10.09 100 

Source: Survey Data 
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Table 4.44 

Chi-Square Test 

Value df Asymp.sig. 

(2-sided) 

Pearson chi-square 47.758 4 .000 

Likelihood Ra tio 50.077 4 .000 

Liner by Linear 32.072 I .000 

Association 

N of Valid cases 200 

From the above analysis frequent clients have shown more 

improvement in their trend of their business than the new 

clients. But it is difficult to conclude that trend of the business 

was improved due to micro financing scheme. Because out of 

sample respondents who reported the trend of their business was 

improved, when they were asked the reason for the improvement 

of their business, the main reason for the improvement of the 

trend of their business was the favorable price of their product 

which mayor may not related to the micro financing scheme. The 

same is true for sample respondents who reported the trend of 

their business was not improved when they were asked the main 

reason for the trend of their business was not improved; they 

agreed that it was due to unfavorable price of their product. 
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4. 9 Impacts on Sa ving s 

There are two types of s aving s . C ompul s ory and voluntary saving 

compul so r y s aving is normall y enforced and s tarted immediatel y 

when the loan is approved for the program participants. On the 

other hand, compulsory saving includes compulsory group 

saving, compul so ry center saving and compulsory individual 

savings. These kinds of saving are important in micro fin a ncing 

s cheme s ince the y arc u se d a s collateral. Compulsory indi v idual 

savings ranges from birr 3 to 6, and compulsory center sav ing 

ran ges from birr 2 to 4 per month. Compulsory group saving is a 

saving of 10% from the loan s ize. These v oluntary sav in g i s an 

individual s avin g that is based on the willingness of the 

individual to s av e and with draw at any time when th e need 

arises. 

Table 4·45 -Sav in g Mob ilization in Guto Wayu Branch of Ocssco 

(Birr) 

Types of Savings 

C ompul so r y sav in g Voluntary 

Individual Group Center Individual 

Year s avin g sav in g saving sav ing Total 

2002 / 03 3009 36,270 2089 4350 45718 

2003 / 04 7260 116,890 31 ,395 25370 180915 

2004 / 05 - 202 ,970 7 1 ,356 346208 620534 

2005/06 . 273,940 70580 10 7006 451526 

S ourc e-Oc ss co 2006 . 
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No statistics are computed because presence of personal saving 

account after the program participation is constant. After the 

program participation, all frequent and new client s had their 

own personal saving account. But the type of savings wa s 

compulsory and voluntary saving by micro finance institution. 

When re s pondents were asked their s ource of money for saving 

79 ( 7 9%) and 2 (2%) of frequent and new clients respectively 

reported that it wa s from business (Farm) profit financed by the 

loan. On the other hand 5(5%) and 29(29%) of frequent and new 

clients respectively reported that the source of Money for their 

savi n g was loan from mone y lender s and friends. 

Table 4.46 

C hi- square Tests 

Value Df Asymp.sig.(2 -

s ided) 

Person chi-square 123.186 2 . 000 

Lil<ely hood Ra tio 147 .887 2 .000 

Linear b y -Linear 101.34 7 1 . 000 

Association 

No of valid cases 200 

F rom thi s anal ys is there wa s a s ignificant difference between 

frequent clients and new clients in the source of money to save. 

The source of mon ey for 79(79%) of frequent clients was from 
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business (farm) profit financed by the loan but for new clients 

the source of money was loan from moneylenders and friends. 

There fore, it is possible to say that 99% of confidence level, 

there is significant difference in source of Money for saving 

between the two groups of clients 

4.10 Impact on Access to medical Facilities 

With regard to the impact of OCSSCO's on access to medical 

facilities to its clients, the respondents' access to medical 

facilities during the last two years was examined. From this 

analysis, it was found out that: 

Table 4-47 Trends of medical facilities of respondents 

Type of Client related to Was access to medical 

loam facilities improved after the Total 

program? 

Yes No 

Frequent Count 60. 40 100 

Client 

New Count 23 77 100 

Clients 

Count 83 117 200 

Total l>ercent 41.5 585 100.0 

Source: survey Data 
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Table 4.48 

Chi- square Tests 

Value df Asymp.sig. Exact sig. 

(2-sided 1- Sided 
person chi-square 28.195 1 .000 
Continuity correction 26.691 1 .000 
Likely hood Ratio 28.993 1 .000 
Fisher's Exact Test 

Linear -by-Liner 28.04 1 .000 
Association 

N of Valid cases 200 

60(60%) of sample respondents of frequent client s and 23(23. %) 

of new clients have reported that an increasing trend in their 

access to medical facilities, however 40% of sample respondents 

of frequent clients and 77% of sample respondents of new clients 

reported the trend that their ability to get access to medical 

facilities has not been improved after the program participation. 

The difference between frequent and new clients in getting access 

to medical facilities was examined. There fore, the difference is 

statistically significant at 99% to confidence interval. The above 

Chi-Squarc results leads to the support of the hypothesis, which 

states that there is the difference between frequent clients and 

new clients in their trend of access to medical facilities. The 

result indicated that the percentage increase in a access to 
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medical facilities WllS higher for frequent clients than the new 

clients . 

Table 4-49 Reason for the improvement of trend of medical 

facilities 

If access to medical facilities was improved 

Access to Be t ter 

money from 10 ca I so ld 
Type 0 f c1i en ts Lon a b Ie Treatment ho u se 

Activ i ties hold Others 

assets 
Count 40 18 6 0 

Frequent l y 

Count 0 17 4 4 
New 

clients 

Count 40 35 10 4 
Total Percent 44.94 39.32 11.23 4.49 
Source survey data 

Table 4.50 

C h i-s qua re Tes ts 

Tota l 

64 

25 

89 

100 

Value df Asy in p .si g. (2-s ided) 
Pearson chi-square 55 .098 4 .000 
Like l ihood ra tio 71.223 4 .000 
Linear by linear 43.212 1 .000 
Association 

N of va l id cases 197 
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From the above analysis , it was al s o identified that from the 

frequent clients who reported the improvement of the trend of 

their medical facilities, 40(40%) of have agreed that the 

improvement of the access to medical facilities was due to access 

to money from loan able activities. We can conclude that the 

program participant have benefited from the micro financing 

scheme. 

The"e fore, it is possible to conclude that 99% of confidence 

level, there is a significant difference between the frequent and 

new clients in the access to medical facilities due to the 

OCSSCO's micro financing intervention . 

4.11 The impact on Empowerment 

A part from economic and socio-cultural impacts, micro finance 

intervention is believed to boost the borrowers sense of se lf­

esteem. This according to Ledger wood (1999) is personal or 

psychological impact, which is one aspect of empowerment. 

In their study of empowering women through micro finance, 

Cheston and Khun (2002) considered participation indecision 

making, equal status in the famil y, increased political power and 

increased self-esteem as indicators of empowerment. 
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In recent years, much attention has gone to de s cribing how micro 

finance might lead to increased empowerment of the borrower. In 

many cases, the focus is on women borrowers and changes in 

their status with in the household and the community. 

In this research, participation in a micro finance program is 

expected to have positive impacts on empowerment of the 

individuals who receive and use the micro finance services 

particularly female clients. 

This study also tried to assess the gender dimension with in the 

household. That is the assessment was made in order to evaluate 

patterns of decision making and what happens to the role of the 

married women in the hou se hold and business activities as they 

be come member of micro finance program. The survey sought to 

determine if frequent clients gained more control over decisions 

on the use of revenue from their matched enterprise a lso, it 

sought to identify if there is great individual decision making 

among the clients on applying for loan and use of the loan funds. 

As we have seen above, empowerment of women is one important 

dimension of well fare improvement since; OCSSCO has this as 

one of its prime concern. It is , there fore, very fundamental to 

raise the is s ue of women empowerment as result of the credit 

provision. With this in mind, however, examining whether women 

really invested the loan they have taken in activities that they 
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found app"opriate s o as to improve their living standard needs 

closer attention. As we have seen below women were most females 

decided to take the loan jointly with their partners. 

Participation in micro finance program expected to help to 

control over resources in the part of women client s. Information 

who makes decisions regarding the decisions about taking loan 

and using loan was collected . 

Out of total sample respondents of clients 80(80%) and 76(76%) 

of frequent clients and new clients respectively, make decision 

about taking the loan the hu s band to ge ther with the wife, 

18(18%) and 19(19 %) of sample respondents of frequent a nd new 

clients respectively hu sba nd only make decision to take loan -a nd 

4(4%) and 5(5%) of respondents of frequent and new clients 

re s pecti ve ly the wife only make decision re ga rdin g to take loan. 

On the other hand 7 0( 7 0 %) and 74(7 4%) of frequent and new 

clients res pectivel y, the husband with thei r r es pective 

partner s(w ife ) mak e deci s ion to use th e loan for their activities, 

14(14%) and 1 7( 1 7%) of sample re s pondents of frequent and new 

clients respectivel y the hu s band alone make decisions concerning 

to use loan and 16(16%)and 9(9%) of sample respondents of 

frequent and new client s re s pectively the wife only make 

deci s ion s regardin g to use loan. F rom thi s re s ult, we were not 

sa fe to say that women were actually makin g u se of the loan they 
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have taken to improve their own and their family's living 

standard. There fore, it is difficult to suggest the impact of 

credit of micro financing scheme on woman empowerment due to 

the result does not show much difference between the frequent 

clients and new clients. 

Table: 4.51 Decision making in the household and business 

activities 

Decision about taking Decision about loa n 

Decision maker loan use 

Frequent Frequent 

Clien ts New clients clients New clients 

Husband Only 16 19 14 17 

Husband and 80 76 70 74 

wife 

Wife o nl y 4 5 16 9 

Source survey Data 
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Table 4.52 Chi-square Tcsts 

Asymp sig. 

Value df (2-sided) 

Pears on chi-square 6.742 3 0.540 

Likelihood Ratio 9.312 3 0.102 

Linear by linear 6.432 1 0.141 

Association 

N of valid cases 198 

4.12. The major operational problems OCSSCO loan 

program 

Based on the information that was collected from sample 

"espondents, the following table summarizes the responsiveness 

of' clients concerning their major operational problem after they 

have participatcd in the OCSSCO's program. 
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Table 4.53 Major operational prob lem s of OCSSCO lo a n 

Maior probl ems 
S ho rt age of Lack of La c k 0 f 

" w o rkin g mark et kn ow ledge 
0 OJ) c - :;:"0 capital for o ut to u sc lo a n ... 0 

~ 
~"O " " ( land) p" t ... " ~ "': 

0 - " c :: 0 OJ) .c .-

" c -
.;< .- ~ " _"0 

Q.~~C:: ~ 0 ~ 

E " c 
" ~ " c 

~ 

" 0 ..... . - - ~ 
C":I CO..!l::: o " ~ " Total - " 0 ..J"O !- u I.. _ ..JO 

frequents Co u II t 40 0 53 4 I 2 100 

: Iient s 

'I e w CO " n t 32 26 36 6 0 0 100 

: Ii e nt s 

rota l co 1I n t 72 26 89 10 I 2 200 

Percent 36 13 44.5 5 0.5 I 100 

So urce : S ur vey Data 

Table 4.54 

Chi-Sq uar e Tests 

Valve df Asymp: s i g (2-

sided) 

Pearson C hi- 33.536 5 . 000 

sq u a re 

Lil,elihood 44.763 5 .00 0 

Ra tio 

Linear-by- JlOS 1 .293 

Linear 

N of Va lid 200 

cases 
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Respondent s were asked their main operational problem s s ince 

the y have become the beneficiary of micro financing scheme. 

Accordingly, 53 ( 53% land 36 (36%) of frequent and new clients 

respectively reported th a t absence (lack) of market for their out 

put was the main operational problem, and the other 40 (40%) 

and 32 (32%) of frequent and new clients reported that lack of 

bu s iness knowledge was the m ai n operational problem and s o on. 

The perception of client s in the program 

As it wa s explained in the methodology part of this research, 

there was focus group di sc us s ions made with sa mple respondent s. 

Ba se d on thi s group di sc u ss ion , an attempt was made to know the 

perc e ption of sam pl e respondents w ith the OCSSCO's micro 

financin g s cheme in the s tud y area. 

F rom thi s discussion, information was gathered in relatin g with 

the benefit s, the sa mple respondents obtained from the program , 

any kind s of weakness that n ee ds attention s about the program 

and their' recommendation s to s how the direction of improvement 

about MFIs services. 

Accordingly, the perceptions of clients concerning the benefits 

the y gained from the pro g ram participation s on improvements on 

hou se hold income , hou s e hold con s umption status, acce ss to 

employment opportunity, access to medical facilitie s, educational 

facilities and s a v in gs are identified . 
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From the discussion, it was identified that 90.2% of sample 

respondents reported that participating in micro finance 

program would serve a useful purpose in increasing in come of 

house holds and wealth (assets) accumulation, clients have 

developed the habit of saving help them to expand their business 

to offset any possible future loss, for loan repayment, urgent 

need to cover an expense of education, medical expenditure, 

house rent, to purchase house hold equipments, and for 

contingency. 

Most of the sample respondents have agreed with the time of loan 

disbursement, voluntary individual saving of the program, group 

compulsory saving, center compulsory saving, appropriate 

interest rate, sufficient a device and supervision monthly center 

meeting and appropriate time of loan disbursement , and loan 

repayment. During the discussions, respondents replied that 

inspite of the benefit of the credit provision in improving the 

income of their house hold, the size of the loan the institution 

have allowed is too small. This, according to them, limited their 

capacity so they are forced to engage in activities that asked 

them little effort and provided them with quick return over that 

would enable them pay their debt timely. Itana / 2002 / supported 

this idea by saying that the smaller the size of the loan, the less 

will be the chance to engage in profitable activities. In addition, 
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they went on to explain that small loans discourages even those 

poor people whose credit requirements higher than the maximum 

amount of money that could be permitted by the institution. 

During the focus group discussion also most of the clients 

argued, that in spite of the fact that they have a capacity to 

borrow a loan amount of more than the maximum amount of that 

is allowed to borrow the institution does not permit to borrow 

larger amount. 

They have agreed that group lending approach is important to 

clients that can not provide collateral for credit, but all of the 

respondents are not interested in this lending approach. They 

replied that despite the fact that their group members, especially 

those who arc not in a position to settle their debts when illness 

or death al·e assisted, but they arc people who commit default 

intentionally or fail to repay loans, place a financial burden up 

on their group members, where by all members of the group 

would be forced to share the cost. 
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Chapter V 

Conclusion and Recommendations 

5.1 Conclusions 

Providing the poor access to credit is one of the various 

instruments in order to reduce poverty. Since formal financial 

institutions failed to reach the poor for collateral requirements, 

micro finance program is being practiced all over the world as 

one of the major strategies being used to reduce poverty through 

the delivery of financial services such as credit saving, 

insu.·ance, etc. Micro finance institutions have established in 

Ethiopia after the issuance of proclamation No 40 /1 996 that 

twenty two micro finance institutions have been legally 

registered by the National Bank of Ethiopia (NBE) and started 

delivering services. Today, provision of credit and saving 

mobilization is thought of as an avenue for development Based on 

this line, OCSSCO was established in 1997 in Oromiya Regional 

state with the objective to reduce poverty and promote economic 

development through the provision of credit and saving services. 

The main objective of this study is to assess the impact of 

OCSSO' s program whether it has improved the living standard of 

of the poor and reduce poverty or not. The impact assessment 

was conducted in Guto Wayu sub-branch of OCSSCO in Eastern 

Wellega Zone. However, knowledge about the achievements of 
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these strategies remains only partial and controversial. On other 

hand, there are studies that indicate the micro finance programs 

are found important agents of social change simultaneously 

addressing poverty reduction. The few impact assessment studies 

conducted in Ethiopia showed that the intervention of micro 

finance has positive impacts on improving the living standard of 

the poor and ultimately reduce poverty. But there are studies 

that indicate Pessimistic kind of result on the impacts of micro 

finance towards reducing poverty. 

Based on this assumption, it was hypothesized that participating 

in micro finance programs improves: the level of income, food 

security of their house hold members, their assets and enables 

the poor to have access to school and medical facilities. Data 

were collected randomly from the sample respondents of frequent 

and new clients. The questionnaire includes household 

characteristics such as socio-economic conditions, perception of 

respondents about the program and their suggestions. The 

assessments were focused on the impact of MFI at house level, 

which mainly associated with the changes in the living condition 

of the clients. The analysis of the assessment at the house hold 

level were by using descriptive analysis and chi-square test of 

indepcndence based on variables such as income, housc hold 
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nutrition, emplo y ment opportunities, saving , acce ss to education, 

and medical facilitie s and women empowerment. 

The a s sumption of micro finance intervention is that the 

provi s ion of financial services to the poor improves the living 

condition and economic situation of it s clients . 

Based on this as s umption, the finding s of the s tud y made on the 

intervention of micro finance in the study area would be 

s ummari z ed as follow s 

In the stud y area , most of the s ample re s pondents from the 

frequent client s wer e found to r e giste r an increasing trend in 

their income for the last two years in compari s on with new 

client s (control g roup) . 68 (68 % ) of sample re s pondent s of 

frequent clients onl y 16 (16%) of new clients the trend of their 

income ha s shown increasing for the last two year s . Improvement 

of their ability to purchase in put due to access ability of credit 

was the main factor s for the increasing trend s income for 

frequent clients. In other words, the main factor s for decrease 

the trend of the income of new clients 62(62%) was they 

couldn ' t get inputs due to lack of credit s. 

As faras food con s umption i s concerned , there wa s a s ignifi cant 

difference , after the loan on the average approximate monthly 
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consumption of clients. The change was birr 73.78 and birr 2.83 

for frequent and new clients respectively. Extremely, higher 

change observed in the monthly proximate consumption 

expenditures of frequent clients. 

Regarding to the housing situation, the survey result indicated 

that 61(61 %) of frequent clients and 17(17%) of new clients 

made improvement and repairs their housing during the last two 

years. In addition to this when respondents were asked the 

source of income to improve their houses, 40(40%) of frequent 

clients and 1(1 %) of new clients, indicated that due to income 

from loan able activities. 

The survey result a Iso indica ted tha t th e employment 

opportunities of frequent clients were improved than new clients 

during the last two years. 

The study also indicated the positive impact of the micro finance 

on the improvement of medical facilities of program participants 

.The findings of this study showed that frequent clients have 

shown improvement of the medical facilities of their house holds 

than new clients 60(60%) of frequent clients, but only 23(23%)of 

new clients have shown improvement of medical faculties during 

the last yeal's. 

110 



Accordingly, the main factor for the improvement of their 

medical faculties, was access to money from loan able activities 

for 40(40%) of frequent clients. 

Concerning saving, both frequent and new clients did not have 

saving account before they had participated on the micro finance 

program, but after they become the member of OCSSCO both 

are, the beneficiary of compulsory and voluntary saving there 

fore, based on this variable there was no significant difference. 

The result of the findings also indicated the intervention of the 

micro finance in the study area had a positive impact on the 

educational facilities of the household of frequent clients. 

But women's autonomy in household decision-making has not 

shown improvement after the loan. There for the intervention of 

the micro finance in the study area did not have positive impact 

on empowerment of women. 

Most of the respondents have appreciated the appropriate time of 

loan disbursement and appropriate time of re payment. Center 

meeting created a chance for clients to make contact and to 

exchange their experiences and share their problem. But In 

group-based approach, clients claimed that some clients 

intentionally failed to repay their debts so that it becomes the 

financial burden on the other group members. Others also 

claimed that the loan was not sufficient for their projects. 
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This study indicates that 90.2% frequent clients agreed that the 

intervention of the micro financing scheme in the area improved 

their living standard of their households. 

Absence of adequate trained man power to follow up and 

supervise the activities of each individual, lack of sufficient 

financial resources, absence of sufficient infra structures 

especially in the rural areas and illness or death of its clients to 

recollect the loan were some of the main problems identified 

from the discussion made with the official and staff of OCSSCO. 

5.2 Recommendations 

As a policy indicator, the intervention of micro finance is 

expected to improve the living standard of the poor and reduce 

poverty. As such it improves the economic status of the society 

and country as a whole. 

From its initial establishment OCSSCO is expected to reduce 

poverty and promote the economic development through the 

provision of credit and saving services. Based on the findings of 

this study, OCSSCO has attained the target of improving the 

living condition of its clients in relation to income, employment 

opportunities, consumption status, and education and health 

facilities. 
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But much more must be done in relation to improving the status 

of women in decision-making .As most of the clients suggested 

that the loan was not sufficient to run their projects. Therefore, 

OCSSCO ought to make an effort to increase the size of loan for 

its clients in relation to the business size and type of activities. 

Moreover, clients also indicated that the interest rate is not fair, 

especially, when they compare it with interest rate on saving 

(3%) with the lending interest rate (11.5%). They say it 

discourages saving in the institutions. 

The finding of research also indicated that there were the 

diversification of business activities, almost 25%and 75% of the 

loans were disbursed for agricultural activities and different 

business activities respectively, but the size of the loan the 

institution allows is very limited. This, according to the 

respondents, limited their capacity to engage in activities 

required high initial capital. 

As a result, they were simply engaged on activities that give them 

immediate return and would enable them to repay their credit. 

Therefore, OCSSCO must make an effort to strengthen its 

financial capacity in order to increase the amount of loan it 

disburses for each client. At the end, it should call NGO, investor 

and government for additional source of funds to reach out the 

remote and the poorest segment of society. 
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ANNEX I 

SURVEY QUESTIONAIRE 
ADDIS ABABA UNIVERSITY 

SCHOOL OF GRADUATE STUDIES 
Institute of Regional and Local Development Studies 

Questionnaire for survey on " The Impact assessment of the microfinance on 
improving the living standards of poor: The Case of Oromia Credit and Saving 
Share Company (OCSSCO) in Guto wayu woreda." 
Name of interviewer ______ _ 
Date of the interview ______ _ 

1. Personal information of the Respondent 
(Please make a '..j' mark in the Dash provided in front of the Question) 
1.1 Name: ___ ___ _ 
1.2 Sex: 1. Male 2. Female _ ___ _ 
1.3 Age 
1.4 Marital Status: 

1. Single _ ___ 3. Divorced ____ _ 
2. Married 4. Widowed ____ _ 
5. Others if any ____ _ 

1.5 Educationallevel 
1. Non- literate ____ _ 
2. Grade 1-4 complete ____ _ 
3. Grade 5-8 complete ____ _ 
4. Grade 9-12 complete _ ___ _ 
5. Above grade 12 ___ ___ _ 
If it is above grade 12, specify the qualification: ____ ___ _ 

1.6 Number of dependents within the household 
1. Before the loan 2. After the loan _____ _ 

2. Loan and Loan Repayment 
2.1 Did you have previous access to credit from other formal or informal 

financial Institutions? 
1.Yes 2. No ____ _ 

2.2 If Yes, When? Amount of loan in birr ___ _ 
2.3 Purpose of loan ___ ___ _ 
2.4 In how many months was the total loan wanted to be fully repaid? 

2.5 Have you completed repayment of the loan? 
1.Yes 2.No _ ______ _ 

2.6 If your answer for Q. No 2.5 is No, Explain your reason and amount. 
Reason _____ _ _ 



Amount of outstanding Birr ______ _ 
2.7 Are you a customer of OCSSCO? 

1, Yes ____ _ 
2,No ____ _ 

2 . 8 If your a nswer for Q 2.7 is yes, when did you Start as cu stomer? 
Year (in Ethiopian calendar) _________ _ 

2 .9 How many times have you taken loan s ince then? _____ _ 
2.10 What was the amount of the first loan? Birr 
2.11 Wha t is the amount of your current loan? Birr 
2,12 Would you tell us the amount of credit you have ta ken from OCSSCO? 

1 st round Birr 5th round Birr 
2nd round _____ -Birr 6 th round ______ Birr 
3 rd round Birr 7th round Birr 
4th round Birr 8 th round Birr 

2 .13 Do you think that the loan is sufficient to run your project? 
1, Yes 2 , No ____ _ _ 

2.1 4 If your answer to Q.2 .13 is No, how much do you propose that IS 

sufficient to run your project? Birr 
2 .15 What is the interest ra te of the loan? Per cent 
2.16 Do you think tha t the interest ra te on loan is fair? 

I.Yes 2.No ____ _ 
2 .17 If you answer to Q. 2. 16 is 'No, 'would you tell us the appropriate interest 

rate? Percent 

3 , Information about source of income 
3 .1 Did you have a source of income for your household before the loan ? 

1, Yes 2, No ____ _ 
3.2 If your answer to Q.3.1 is yes, expla in the source and the a mount of 

your mcome 
Source of income 
Amount of monthly income Birr 

3.3 During the last two years did your over all household income 
1. Increase 2. Remains the same 3 . Decrease 

3.4 How did your income increase? (If increased) 
1. Good agricultural season 
2 . Expand existing business 
3. Able to purchase input due to accessibility of credit 
4. Got jobs 
5 . Others (specify) 

3.5 How did your income remain constant or decrease? (If rema in constant 
and decease) 
1. Illness or death of one or more of your family member 
2 . Unable to get inputs due to lack of credit 
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3. Crop failure 
4. Family member lost jobs 
5 . Others (specify) ___ _ 

4. Consumption and Nutritional Status 
4.1 What was the approximate monthly consumption expenditure of your 

household before program participation? Birr _____ ___ 
4.2 What is the approximate monthly consumption expenditure of your 

household after program participation? Birr ______ _ 
4.3 Does the number or types of your meals for the last two years have 

1. Improved 2. Remained the same 3. Decreased __ _ 
4.4 If your answer to Q.4.3 is improved, how has it improved? 

1. Able to buy more cereals such as teff, maize, etc 
2. Able to buy vegetables and fruits 
3 . Able to buy diary products milk, meat, cheese, egg, etc. 
4. Able to eat suitable foods like pasta macaroni etc. 
5. Able to eat three times (meal) a day 
6 . Others (specify) 

4 .5 Do you think that this improvement of consumption expenditure of your 
household is associated (re lated) with a rise in income from business 
financed by the loan? 
1. Yes 2 . No ____ _ 

4.6 If your household diet has not been improved after program participation? 
What are your major reasons? 

1. _______________ _ 
2. _________ _ 
3. _______________ __ 

5. Information about the hou sehold assets 
5 .1 What type of house did you have before program participation? 

1. Roof with iron sheet 
2. Roof with grass 
3 . Others (specify) 

5.2 Did you improve your house after program par ticipation? 
1.Yes 2 . No _____ _ 

5.3 If your answer is yes, due to; 
1. Access to credit 3. Improved income 
2.Gifts or Aids 4. Others (specify) 

5.4 If your answer for Q .5 .2 is No , what are the reasons? 
1. ___________ _ 
2. ___________________ _ 
3. ____________________ _ 

5.5. What are the types, numbers and estimated value of the assets you 
purchased after program participation? 
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~ Total value in birr 
1. Chairs 
2. Tables 
3 . Beds 
4 . Radio / Tape Recorder 
5. Stove 
6. TV 
7. Refrigerator 
8. Others (specify) 

5.6 Did your purchasing power to buy assets was improved after program 
participation? 

I, If your answer is 'Yes', how? 
1,Due to increase in income from micro finance activities 
2, Due to increase in income from non_microfinance activities 
3, Gifts or aids 
4, Good agricultural season 
5, Others (specify) 

Ii If your answer is No, Why? 
1, Lack of credit 
2, Failure of agricultural products 
3, Market problem 
4, Lack of working capital 
5 , Others (specify) 

5.7. Do you have livestock? Yes No ___ _ 
If yes, list their type, number and average price per animal 
Type No Average price in 

Birr 
1. Oxen 
2. Cows 
3. Calves 
4. Sheep 
5. Goat 
6 . Horses 
7. Mule 
8. Donkey 
9. Chickens 

10. Others (specify) 

5.8. Did the number of your livestock after program participation 
1,Increased 2, Remained the same 3 decreased 

5.9 If your answer is increased, how? 

5.10 If your answer is, decreased and remained the same, why? 

4 



6.Information About Access to Education 
6.1 If you have children of school-going age , how many of them have 
been attending school before program participation? ___ _ 

6.2 Did the number of your children attending school after program 
participation 

1. Increased 2. Remained constant 3. decreased 
6.3 If increased, how? 

1. Income improvement 
2. Access to new school building 
3. Increase in the awareness of household towards education 
4. Others (specify) _ _ _ _ 

6.4 If decreased or remained constant, why? 
1. Lack of income for payment of school tuition fee 
2. Lack of access to education in area 
3. Lack of interest to attend school 
4. Others (specify) ____ _ 

6.5 If there are school age children, and currently don't attend school, 
what is the reason? 

1. They are required to assist in the business activities 
2. They are required to assist in non - business activities 
3. Disabled 
4. Don't want to learn 
5. Others (specify) _ __ _ 

7. Access To Medical Facilities and Expenditure 
7.1 Did your family and yourself have access to medical facilities before 
program participation? 

1. Yes 2. No ___ _ 

7.2 If your answer to Q. 7.1 is yes, who was the bearer of medical 
expendi ture? 

1. Yourself 2. Other family members 
3. Relatives 4. Free medical service user 

7.3. What is the average annual household medical expenditure after 
program participation? Birr 
7.4 Do you think that your access to medical facilities has improved after 

program participation? 
1. Yes 2. No ____ _ 

7.5 If your answer to Q.7.3 is 'yes', what is the main reason? 
1. Access to money from the micro finance activities 
2. Better local treatment _______ _ 
3. Sold household assets _______ _ 
4. Borrowed from other sources, _ ___ _ 
5. Others (specify) _____ __ _ 
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ormation on Employment and Business 
the major types of activities you engaged after program 
) 

k preparation 
l.etal work 

2. selling "injera " 
4. Textiles 

sh or repair 6. Beauty salon 
·al activities 8. Animal husbandry 
Ie 10. Others (specify) ___ _ 
k that your employment opportunities have been improved 
ticipation? 
1. Yes 2. No _____ _ 
~r to Q.8.2 is Yes, how? 

,r to Q.8.2 is No, why? 

.nk that your income has improved due to improvement 
:tunities due to microfinance? 

1. Yes 2. No --:-__ ---:---:-
,d hired labor in your business or farm activities? 
. Yes 2. No _ ___ _ 
,r to Q 8.6 is yes, how many? ______ _ 
~mporary or permanent? and for which 

G AND USE OF ACCOUNTING SYSTEM 
~ a personal saving account before program participation? 
Yes 2 . No 

,r for Q.9 .1 is yes, specify the monthly saving amount 
Birr ___ _ 

l. personal saving account after program participation? 
1. Yes 2. No _ _ _ _ _ 

or for Q9.3 is yes, 
at type of savings have you made and where? 

n 1. n On 



ii. Borrowed from money lenders and friends /relatives 
iii. Others (specify) 

9.6 To what purpose did you save? 
i. To earn interest income 

ii. Loan repayment 
iii. To expand your business 
iv. For safety purpose (from theft or damage) 
v. Others (specify) 

9.7 Do you have accounting records (system) for your business? 
1. Yes 2. No __ _ 

9.8 If your answer to Q.9.7 is yes for what purpose? 
1. In order to evaluate financial position or net income or loss 
2. for tax purpose 
3. for loan repayment or settle purpose 
4. others (specify) 

9.9. If your answer to Q.9.7 is 'No', why? 
1. the transaction is too small to record 
2. lack of accounting knowledge 
3. others (specify) ____ _ 

10. Price and Business 
10.1 How was the price of your products or services? 

1. It was favorable ___ __ ~ 
2. It was unfavorable ___ _ _ 

10.2 What was the trend in your business? 
1. Increased 2. Remain constant 

10.3 If increased, it was due to. 
1. Product quality 
2. Favorable price 
3. Location advantage 
4. Others (specify) 

lOA If decreased, it was due to 
1. The price of substitute products was reduced 
2. Unfavorable prices 
3. Location disadvantages 
4. Others (specify) 

11. Empowerment 

3. Decreased 

11. 1 Who makes decision to take loan and use loan in your house hold 
1. Husband only 
2. Wife only 
3. Husband with wife 
4. Others (specify) 
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11.2 Who makes decision to buy in puts and sell agricultural and 
Business products? 
1. Husband only 
2.Wife only 
3.Husband with wife 
4 .others (specify) 

12. Other Information 
12.1. Do you think that have you benefited from the credit scheme of 

OCSSCO? 
1. yes _____ 2. No ____ _ 

12.2. If your answer to Q.11.1 is No, why? 

12.3. During your OCSSCO loan program participation period what are your 
major Operational problems? 
1, lack of business knowledge 
2, shortage of working capital (land) 
3, lack of market for output 

4, lack of knowledge of using the loan 
5, loss or damage 
6, weather conditions 
7, others (specify) 

12.4. What is your overall opinion about the credit scheme of OCSSCO? 

Focus Group Discussion 
1. How many members does your group have? 
2. How do you become the OCSSCO's program beneficiaries? 
3. What are the issues you have discussed at the center meeting? 
4. Do you think that they're a change in income and well being of your 

household since you have been loan beneficiary of OCSSCO's ? 
5 . Have you agreed that there is any support mechanism among group 

members? 
6. Have you had any support in the form of training or consultancies from 

OCSSCO's for your activities? 
7 . What problems you have encountered since you have be come program 

OCSSCO's beneficiaries? 
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Questions for the official and employees of the sub branch 

1. How do you identify the poor to be the program beneficiaries of your 
institutions? 

2. Do you think that the loan is sufficient for your client to run their 
projects? 

3 . What are the problems you have faced to achieve your objectives? 
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