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Abstract 

The study was conducted in two market [Owns, namely, Debre Birhan and Assela with the 

aim of identify ing th e impact of microcredit on micro enterprise income. 

According to the findings of the study, borrowers in Debre Birhan were able to increase 

monthly enterprise income from 181.14 Birr per month before the loan to 252. 77 Birr per 

month after the loan. Non- borrowers reported current monthly enterprise income of Birr 

154. 77. Borrowers in Assela indicated an increase in enterprise income from Birr 139.32 

p er month before the loan to Birr230 per month after the loan. The current enterprise 

income of the non- borrowers was Birr 282.94 per month. 

The regression result showed that income is affected by several factors . Among the many 

factors, credit was significantly correlated to average microenterprise income in Debre 

Birhan. Credit was not significantly correlated with income in the case of Assela. Enterprise 

income was also affected by start-up capital, non-paid family workers, paid employees and 

productive assets in Debre Birhan. The other variable which correlated to income was the 

type of economic activity. Those who were engaged in service enterprises earned more 

income than manufacturing in both towns. 

As indicated credit was not Significantly correlated with income in the case of Assela. The 

possible reasons for this result were: - a) Improper selection of borrowers; b) lvfisleading 

information during the initiation of the project; c) Low business activity as compared to 

Debre Birhan and d) Low level of credit provided to operators in Assela. 
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1. INTROD UCTION 

1.1. Background 

The population of Ethiopia is estimated to be 58.6 mill ion In 199 . The average 

annual percentage growth of total popu lation is more th an 3 percent. T he Gross 

National Product (GNP) per capita in 1996 was US $ 11 0(Wo rld Bank, 1997, p.3 5). 

This is very small even when compared to low income countries which had G IP per 

capita of US $380 in 1993(World Bank, 1995, p. lI1 ). 

Agriculture is the mai nstay of the Ethiopian economy. It is the maj or source o f 

emp loyment, revenue and export earni ngs . In 1990, it was estimated that 86 percent 

of the labor fo rce was engaged in agricu lture (World Bank, 1997, p.290). On the 

other hand, the industrial and service secto r acco unted fo r 2 and 12 perc ent of [he 

labor force in 1990, respective ly (World Bank, 1997, p.290) . 

It is estimated that in Ethiopia 64 percent of the populatio n is living in absolute 

poverty (see Hadgu Bari agaber, 1995 , p. 21 9) . This means that the large majori ty of 

the population is living in poverty. The li fe expectancy at birth for the co untry was 

49 years in 1995 (World Bank, 1997, p.334). 

Alcock (1993) noted that "poverty is not just a state of affairs , it is unacceptab le state 

of affai rs- it imp licitly contains the quest ion, what are we going to do about it')" So, 

poverty is not only a descriptive but also a prescriptive concept. Most of the time, the 

way we understand poverty determines the po li cy interventions. 

M ost of the poor people lack the financia l capab il ity to meet the minimum standard 

of living and suffer from di ffe rent kinds of depri vat ion such as social in fe riority, 



powerlessness and isolation . They are also vulnerabl e to all kinds of economic 

shocks including hunger and illness. Most of the poor people ar women, children, 

elders, disabled, small scale farmers, unskilled workers, etc. These p ople ar 

engaged in distinct sources of li velihood. rn most cases, they work as cultivators, 

hunters and gatherers, small artisans, petty traders and wage laborers at various times 

of the year (Wo rld Deve lopment Report, 1990, P.33). 

As regards the local livelihood strategies of poor people, Chambers noted that: 

Contrary to normal professional prejud ice, the liveli hoods of 

most poor people are diverse and often comp lex .... They 

have not one source of support but several. They maintain a 

portfoli o of ac tivities . Di ffe rent members of the fa mily seek 

and find different sources of food, fuel, animal fodder , cash 

and support in different places at di ffe rent ti mes of the yea r. 

Their living is improvised and susta ined through their 

li vel ihood capabilities, through tangible assets in the form of 

stores and resources, and through in tangible assets in the 

form of claims and access (Chambers, 1997, p.163). 

In accordance with the idea of Chambers, poor people have diverse livelihood 

strategies. These strategies vary from place to place. It seems that those who are 

interested to design anti-poverty strategies should take into account the realities 

surrounding the poor and the strategies adopted by these poor people . 

The informal sector is said to be one of the largest employers in both urban and rural 

areas of developing countries. The definition of the informal sector varies from place 

to place and from country to country. It is noted that in terms of employment, the 

informal sector consists of the following: -i) survivalists (very poor people who work 

part-time in various non-farm, income generating activiti es); ii ) self-employed 

people who produce goods for sale, purchase goods for resale, or offer serv ices ; and 

iii) very small businesses (micro enterpri ses) that usuall y operate from a fixed 
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location with more or less regular hours and participant inclu e ery poor and 

marginal people (Fidler and Webster, 1996, p.6). 

Thus, the inform al sector is heterogeneous and di verse. Llosa ( 19 5 , on the other 

hand, defined the informal sec tor/economy as "the peo ple's spontaneous and creati e 

response to the state's incapac ity to satisfy the basic needs of the impoverished 

masses" (p.289) . This definiti on imp lies that the informal sector is the outcome of 

people ' s innovation to combat poverty. Ln other wo rds, it is establ ished to sustain 

life. 

The International Labor offic e (ILO) Report on Kenya (1972) defi ned the in fo rmal 

sector as areas of economic activity characterized by ease of entry, unregulated and 

competitive markets, reliance on indigenous reso urces, family ownership of 

enterprises, small scale operation, labor intensi ve and adapted technology, skills 

acquired outside the formal school system ' (see Charmes, 1990, p.13 ). This 

definition is very comprehensive and broad. It implies that small operators are 

present everywhere and rely on indigenous technology and innovation. On the other 

hand, Marxists perceived the informal sector as a product of the unequal 

development of capitalism in non-industrialized urban areas (See Abrar Suleiman, 

1994,p.272). In other words, the uneven development o f capitali sm has created the 

informal sector in urban centers of developing countries. 

For the purpose of this paper, microenterprises can be defined as " those business 

activities which are i) independently owned and operated, ii) have a small share of 

the market, iii) are managed by the owner and, 4) employing fi ve or less 

employees"(Andualem Tegegne, 1996, p.5 ). 

According to the Informal Sector Sample Survey conducted by Central Statistical 

Authority of Ethiopia (1997) in the urban centers of the nation, there were 730,969 

people engaged in this sector o f which 584,9 11 (80.02%) were informal sector 

operators and 146,058 (19 .98%) were those perso ns who are employed in the sector 
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during the survey (Central Statist ical Authority, 1 , p.22). This srud has Iso 

indicated that of the total work force, 474,570 64.92%) \ er em les v hile 256,3 

(35.08%) were males (p.23). Hence, females mainl y omin te the s ClOr. 

Regarding the composition of informal sector operators, 4 .2 -+ percent were in 

manufacturing, 41.86 percent were in trade, hotels and restaurants and 10.90 percent 

were distributed among other activities (CSA, 1997, p.2-+). 

Operators of the informal sector activities do face various problems in Ethiopia. The 

above mentioned survey undertaken by CSA (1997) has also identified the major 

problems encountered by the informal sector operators. The major problems included 

shortage/lack of capital, lack of premises, limited market, famil y responsibility, high 

price of raw materials, inadequate access to raw materials, obstacles from 

government regulations and so on. Due to these and other factors, most of the owners 

of the informal sector activities seem to remain in subsistence. 

The macro-economIc policies developed by the market led strategy do not 

necessarily promote small-scale entrepreneurial activities (Olowu, 1995,P.l14). In 

other words, this strategy does not give special emphasis to the mass of small-scale 

producers that require critical reso urces from the state. 

Regarding the low performance of the informal sector, Olowu noted that "the reason 

the informal sector (ei ther in the agricultural or non-agricultural sector) has a low 

productivi ty is that it has to operate in spite of, rather than with the support of the 

state" (1995, p.124). 

Olowu concluded that appropriate micro-economic policies and institutions should 

be designed to bring small-operators into the econom ic development process . The 

policies include appropriate legislation (which allow smal l operators to secure 

property rights, to make contracts, to use legal process, to broader and improve their 

scale and quality of commercial operations); improyed access to cap ital, credit, 
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educational and train ing faciliti es; and better ccess to municipal se ices Ii ~e ro ds 

water, electricity, schools health cl inics, etc. 10reo er, II hes ctions req uir 

energetic ac ti on at the local level (Olowu, 95, p.114). 0, it eems th t n 

integrated approach is needed to addr s th whole issues raised 

minimalist credit model that focuses on credit provision only. 

1.2. Micro Financing In Ethiopia 

In Ethiopia, provis ion of credit to micro enterpri ses or income generating activities 

started in the late 1980s by Non-Governmenta l Organizations GOs)(see ActionAid 

Ethiopia, 1996, P.6). These organizations provide credit to promote income­

generating activities of poor households. 

The government started mIcro enterprise lending program after slgnmg a 

Development Credit Agreement (i.e. Market Towns Development Project) with 

International Development Association (IDA) on March 30, 1990. According to the 

agreement, the major objectives of the microenterprise-Iending program are : -

a) to finance very small, and household income generating activities and 

b) to provide at least 50 percent of the loans to women entrepreneur. 

The Development Bank of Ethiopia has been given the responsibility to provide 

credit to micro-scale enterprises in phase one and phase two towns. Phase one towns 

included Assela, Shashemene, Ziway, Goba-Robe, Arsi Neglle, Ambo, Mizan Teferi 

and Wolliso. And phase two towns included Bah ir Dar, Debre Birhan, Wo ldia, 

Asebe Teferi, Debre Tabor, Arba Minch, Bedele and Awassa. Previously, 

Handicrafts and Small Scale Industries Development Agency (HAS IDA) was given 

the responsibi lity to screen and assist the microenterprenuer who seek loan facilities 

from the Development Bank. But later, this responsibility has shi fted to zonal trade 

and industry departments of the regional states. 

5 



The micro enterprise-l ending progr m pro i s 10 n or Income gener Ing c I lies. 

It is hoped that providing acc ss to rm I credi sourc s to mi ro en r pren ur 

would enable them to bene It in terms of mployment, ou put nd income. 

The actual implementation of an urban micro enterprise financing st ed in 19 

However, the date of implementation of micro enterprise lending progr manes 

from branch to branch of the DBE. uch kind 0 program as unique to the bank. 

This is because of the fact that the bank has n ver been involved in the provision of 

micro credit. At present, the number of market towns under the micro en t rpri se­

lending program is 49 (DBE, 1997, P. 2). 

The maximum amount of money that each member 0 f the co-operati ve can borrow is 

5000.00 Birr. There is a 10 percent compulsory saving 0 be deducted when the 

entrepreneur takes the credit. This saving serves as an insurance deposi t for the bank 

if the borrowers fail to repay their debt. Those who complete their loans wil l 

withdraw it at the end of the installment peri od. Otherwise, if someone did not repay 

the whole amount, it will be diverted for the repayment of this debt. Loans are 

repaid on 15 days basis. The bank charges an interest rate that is fixed by the 

National Bank of Ethiopia. The current interest rate is 10.5 percent. 

The zonal trade and industry departments are responsible to organize beneficiaries 

into co-operatives consisting of 25-30 members. The co-operatives are formed on 

voluntary basis and each member is required to pay a registration fee of 5 Birr. The 

regional trade and industry bureau issues a certificate that faci Ii tates Bank loan. The 

co-operatives submit their business plans prepared fo r them by the promoters in 

order to get the credit. However, the Bank may accept or reject the proposal of the 

Bureau. If it accepts, a loan contract will be signed between the Bank and co­

operatives executi ve committees. Disbursement of loans is made in the name of the 

co-operative. The executive committee in tum distri butes the share of each member 

upon signing a sub-agreement with the co-operative. The program fro m its incepti on 

in1994 to June 30, 1996 disbursed Birr 24 million to 21, 12 benefic iari es of which 

6 



148 19 (68.25 %) were females and 6 93 ..>1. 5%) "er m les, in -+ m r e owns 

(DBE, 1997, p. ll b) (See Table l). 

The number of market towns that prov ided cr di t to micro enterpris oper tors in 

Barur Dar branch of the DBE was eight and th numbe of beneficiaries " ere 

6501(29.94 percent) in 1996. The nu mber of beneficiaries was the highest in B hir 

Dar. Dessie and Debre Birhan branch of the DBE had three market towns each. The 

number of beneficiaries in Dessie and Debr Birhan were 19 9(9. I 1 percent) and 

2422(1 1.1 6 percent), respectively. These branches tood second and thi rd in tenTIS of 

the number of benefi ciaries . The least number of bene fi ciaries were registered in 

Asebe Teferi (i. e., 160 beneficiaries)(see Table 1). It is said that the overall loan 

repayment rate is 85 percent (DBE, 1997, p. 3). 

Recently, the government issued a proclamation fo r licensi ng and supervi sion of 

micro financing institutions (i.e. Proc lamation No.4011996) . This proclamatio n was 

issued to provide legal regime to micro fi nance institutions to prov ide credit fo r 

peasant farmers and others engaged in smal l-scale production and service activities. 

This means that the main purpose of micro financi ng institu tions is to provide credi t 

in cash or in kind and to accept savings both in rural and urban areas focusing on 

small farm or non farm activities. As a result, some micro fi nance institutions have 

been emerging with the aim of serving poor people who are engaged in one way or 

another in income generating activities. 
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\ Branch/ 
Sub-Branch 

Ambo 
Asse la 
Awassa 

Bah ir Dar 

Debre l3erhan 

Dcbre Markos 

Dess ie 
Dire Dawa 
Fi che 
Goba 
Ilossana 
Jimma 

Mckcle 

Melu 
Nckcmte 
Wo lli so 

Zc"ay 

Towl 

Narne o f Marke t TO\\11S 
Noof 

Coope rati ves 

Ambo 38 
Assda 2 1 
Awassa . Dill a. We lny ta Sodo. 66 
Arbaminch 

Feno te Selam. Dcbre Tabo r. 238 
Gondar. Dabat. Debark . Add is 
Zemcn. Nefas Ma wec ha. l3a hir Dar 
Debre I3rehan. Mcha l Mcda. ShOll 9 1 
Robi t 
Deb re Ma rkos. Dejen. Biehena 46 
Dessie . Woldia . Kombo lcha 11 9 
Asebe Teferi 6 
Alem Kc tema. Fiche 20 
Goba. S inana 44 
Hossacna. Durarne 12 
MiLan Teferi. 130nga 27 

Meke lc. Endascl ase. Axu ll1. 35 
Adigra t. Maychew. Wukro. Adwa 
l3edelc. MeLU 45 
Nekern<.: tc . Gimb i 23 

-
Wolliso. Welki te 33 
Shashemene . Arsi -negclc. Zway. 43 
l3u taji ra 
(49 marke t towns) 907 

Table I 

DEVELO PM E N'j' I3ANK O F ET IIiO PI A 
M IC RO ENTERPR ISE LE N DING PROG RA M ACT IVITY 
FROM DATE O F COMM ENCEM ENTTO JUN E 30. 1996 

To ta l loan Collec ti o n 
No, o f Bene fi c ia ri es Disbursed 

Male Female To tal ('OOOl3irr) ('000 l3i rr ) 

153 325 478 156 1 00 676,83 
120 342 462 365 ,20 205 ,17 
290 1259 1549 189 1 9 1 1140,60 

2024 4477 650 1 5967,69 3708,37 

476 1946 2422 246 1.55 1545,00 

626 674 1300 13 10 ,98 545 ,59 
935 1044 1979 2868.50 1725 ,33 

69 9 1 160 144 ,00 112 ,00 
72 393 465 465.35 16968 

366 682 1048 497 ,00 256 ,57 
104 25 1 355 43680 224 93 
234 405 639 689,05 571.00 
343 502 845 1275 ,53 43245 

385 795 11 80 1356 ,70 753 .13 
138 517 655 926.00 42 5 40 
346 339 685 64 1,60 5 14 58 
212 777 989 1115 65 70278 

6893 148 19 2 1712 23974 5 1 13709 46 

Source : DI3E. Performance Rcpo l1 on Micro En terpli se Le ll ding Program me. For the period covering July I. 1995 - June 30. I 996, Rcpo n No 

l) 

Tota l 
o uts tand ing Arrears 

344.690 12140 
128.493 7 1,86 
808 .0 14 14 2,35 

3.999,5 12 453,30 

903.300 3500 

840.996 77 26 
1.436. 139 30236 

75.000 7500 
326,549 II 26 
285.453 285 45 
239.213 4096 
213.435 3000 
937.087 23 ·1 

72 1.565 10 1 70 
480.900 25640 
234 ,550 6972 
544 .823 12 74 

12.524 .7 19 20891 0 



1.3. Research Problem 

In the 1980s many African countri s st d to dopt the stru tur I J ustmen 

program (SAP) which is said to ffec t the poor mor than an y oth r group . 

According to the World Bank R port 19 0, many of he poor r at ris in the short 

run due to the implementation of AP. 

Consequently, the World Bank proposed sa~ ty net programs to reduce the effects of 

SAP on the poor. These programs include national insu ranc cherne, social or 

public assistance in kind or in cash, targeted programs like school feedi ng programs, 

social funds, public works programs, training programs and promot ion of micro 

enterprise development (Baker, 1997, p.xvi) . 

Micro enterprise development can be considered as one of the ocial safety net 

programs. This program encourages the development of small businesses. It enables 

micro entrepreneurs to have access to credit and savings that could raise and stabilize 

their incomes. 

Moreover, the World Bank and other donor institutio ns (1990s) have estab lished the 

Consultative Group to Assist the poorest (CGAP) so as to support large scale 

development of credit and savi ng programs for the very poor (MKl'\[e lly, 1996, p.22) . 

Nowadays micro enterprise development is considered as one of the major too l to 

reduce poverty (Fidler and Webster, 1996, P. 8). However, it is noted that there are 

two counter arguments around the importance of the informal sector (Fidler and 

Webster, 1996, P.8). The first argument asserted that the informal sectors could 

create a large number of jobs. But the wage earned by informal operators is less than 

the wages earned by medium and large-scale workers. In other words, wo rkers in 

medium and large scale firms are better than those engaged in the informal sector in 

terms of wages. 
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The second argument says th t although micro en rpns supp rt ro ms 0 rI se 

the income of the poor, it does not b ne Il the p or st 0 the poo r. ccor mg 0 one 

study made on si x micro finance institutions it is ob e e : 

... Micro enterprise promotion programs are unli ely to 

benefit the very poor and hat the poorest of the p r mIght 

acrually be ill - erved by credi t programs hat crea e deb t 

among persons who can least afford it. ... ervices that aim 0 

protect rather than to promote income are better suited fo r the 

poorest. Such services would avoid enterpris - re lated loans 

and include savings services and consumption and emergency 

loans (see Fidler and Webster, 1996, P. ). 

Hence, micro finance institutions do not serve the poorest of the poor. But it serves 

the middle and upper poor. 

Moreover, commentators on self-employment program in USA emphasi zed: 

Small business development remaInS largely a high-risk, 

labor-intensive ac tivity that often, at least init ially, must be 

combined with a low- wage job in order fo r a fa mily to make 

ends meet; it should therefo re be viewed as an option suitable 

for some people, but not as a substirute fo r the development 

of wage employment fo r the majoriry of low-income people 

(See Bengtsson, 1997, p.I). 

It seems that one should be careful in des ign ing and implement ing a self­

employment program by taking into account the surrounding environment and the 

capability of the entrepreneur. 

The micro enterprise lending program of the DBE has never been eva luated in terms 

of the economic impact by taking borrower and non-bon"ower gro ups. Th is research 

will throw some li ght on the contribution of thi program to micro en terpri se income. 
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In other words, attempt was m de to compare the income 0 bo rro rs with non­

borrowers. 

1.4. Objectives and Significance of the tud 

The objectives of the study are to asses the conomlc Impac 0 micro en erp ris 

lending program of the DBE on borrowers. The pecific object iv s of the study are: -

a) to observe micro enterprise income of borrowers befo re and after the loan, 

b) to compare the income 0 f the borrowers versus the non borrowers, and 

c) to identify the contribution of credit to micro enterp rise income. 

The findings of the study are important for the following organi zati ons and 

concerned bodies: -

1) The Government or policy makers can use the results in designing a 

more effective financial policy fo r the informal secto r. 

2) Information that is provided by assess ing the economIc impact of 

micro enterprise lending progranl is important fo r those organizations 

which are interested to provide micro credit. 

3) Researchers and mIcro enterpri se fi nanciers can learn through this 

study whether micro enterprise lending program contri buted to micro 

enterprise income. 
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1.5 Hypothesis 

Micro finance institutions are institutions h t pro small cr I S to poor 

households or micro enterpris operato rs. It is note h t concr le nee 0 

economic impact of micro finance institutions on borro er is r r (. fk.. Ily, 199 , 

P.22) 

However, in acco rdance with one study made on borrowers and non borrowers 

interms of net business income and employment, b0t11 groups have showed an 

increment in business income (Berger, 1995, P. 212) . Moreover, concerning business 

performance no significant change has been observed in both groups. 

It is obvious that credit has a potenti al to increase productive assets , income and 

facilitates employment. In this research, it is hypothesized that micro enterprise 

lending would increase the micro enterprise income of the bo rrower as compared to 

the non-borrower group. 

1.6. Scope and Limitation of the Study 

This research has been done by selecting two market towns as a case study. These 

two towns were selected from among the 49 market towns wher the micro 

enterprise-lending program of the DB E was implemented. The market tovvns under 

the study are Debre Birhan and Assela . It mainl y focused on the program of the 

DBE. It does not include the micro credi t program of the ['GOs and other micro 

finance institutions established in the regional states of the nati on. 

The paper is divided into five Chapters. Chapter one deals wi th the introduction 

where the research problem, objective, signi fic ance, scope and limi tati on of the study 

are discussed. Some issues concerning micro financing in Ethiop ia are also touched 

upon. A review of the related literature is presented in chapter two of the paper. 

Chapter three focuses on the methodo looY of the research. It tri es to show th 
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reasons for the se lection of the sru y r he m ho 0 collec ion 

analysis. The emp irical fi ndings of the rud r pr sen e in ch pl r our 0 he 

paper. In this part , attempt is made to describe lh results of he u y. onclusion 

and policy implicati ons are presented in lh last ch pter 0 th P per. 

Some of the major limi tations of the study wer 

1) Respondents tend to overestimate their expens s and underestimate their 

mcomes. 

2) The time allotted to undertake the research was short. 

3) The financi al constraints and the problems associated with the external 

environment forced the researcher to limit the sample size and the scope of 

the paper. 
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2. LITERA T RE REVI "V 

Capital investmen t is a key facto r in et rmlnIng economic ro\ h. Howe er, he 

cap ital markets in developing countri es 0 not \ ork v II Hulme e. I, I 6, .1). [ 

is observed that a gap exists in the availability of ca it I for small busines 

development, long term debt for small and mo eratel sized busi ness and equit 

financing (Parzen et. ai, 1992, P.3 ). Moreover, the capi ta l market does not serve he 

low income househo lds (HuLme et. aI, 1996. P.I ). 0, moneylenders st rt d to 

provide small loans in the absence of formal fin ancial institutions. The inte rest rat 

charged by these money lenders is high and may exceed S percent per year and 

sometimes credit may not be available at any interest rate (Hoff and tiglitz, 1990, 

P.23S). 

Governments have intervened in the financia l markets through the creation 0 f 

Development Finance Institutions (DFls) since the 1930s (Hulme, 1996, P.2). In 

other words, government started to provide less expensive credit as an alternati ve to 

the moneylenders. These institutions were diverse in their ori en tat io n. ome of them 

operated on a sectoral basis, others aimed at specific regions and others concentrat d 

on the rural poor. They do not have saving facilities for their borrowers (Hulme, 

1996, P.8). 

Starting from the mid-1970s, the subsid ized credi t market of the government was 

subjected to steady criticism. Mckinnon (1973) questioned the policies th at promot 

low interest rate on the fac t that low interest rates wou ld reduce savings and hence 

investment (Sarris, 1996, P .14). He favored liberalization of interest rates on loans. 

Another group of economists based at Ohio State Uni versi ty (U A), notab ly Dale 

Adams and JD.Von Pischke also criticized state intervention in credit markets and 

argued that the provis ion of credit should be le ft. to the pri va te ector (Hulme et. aI, 

1996, PP 2-3; Johnson and Rogal y, 1997, p. 6; B sley, I 99-L P.2 ). Their main ideas 
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include: - i) debt is not an ef ecti ve tool or helpino mo poor people; ii) info 

financial institutions are ffi cient, ii i sing mobiliz Ion for 

Development Finance Institu tions; i ) opposi ion to th ide 0 " rget lng" loans on 

specific sectors, types of economic cti ityor cio-economic oroups, v sce licism 

about political influence to dir Ct ch p cr it to pa icul r eli 

defaulters; and vi) hostility to the idea ofsubsi y (H 1m eL I, 1 , P.3) . Ho'.: e er, 

as regards to the informal financial insti tutions these conomisls ignored the social 

ties, power relations, coercion, and interIock d contracts associat d with the 

activities of moneylenders (Johnson and Rogaly 199 ,P.6). 

It is noted that interventions in rural credit markets should focus on thos cases 

where market failure has been ident ified (Besley, 1994, P.2). ccording to Besely 

(1994), some of the problems which led to market failures in deve loping countries 

are enforcement difficulties, imperfect info rmation, especially screening and 

incentive problems; the risk of bank runs and the need for safeg uards aga inst the 

monopoly power of some lenders . State intervent ion is favored to adj ust these market 

failures. 

Organizations that seek to provide financial services to significant numbers 0 f poor 

people need to overcome three particular problems (Hulme et. aI, 1996, p. ). Th se 

are: - i) how to ensure that large number of poor borrowers can access loans; ii ) how 

to provide a mechanism for screening out bad borrowers in the absence of wri tten 

records and business plans; iii) how to give borrowers who can not offer collateral an 

incentive to repay or, failing this, compel them to repay on time. It is noted that it is 

possible to tackle these problems by using diffe rent mechanisms (Hu lme et. aI , 1996, 

P.8). And the mechanisms, which should be adopted by the financial institutions, 

may vary from one country to another. 
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2.1 Financia l Institu tion 

The first innovative financial institution th t c Ie he bo hr c problems is he 

Grameen Bank of Bangladesh. It wa es blishe In 6 mall c ion-re e rch 

project by Muhammad Yunus, a prOD sor 0 Economics, \ ho believe th [ he poor 

could be reliable borrowers and could m ke ise investment choices (H lme, I I, 

P.249) . The Grameen Bank provides cr dit to p or househol s i.e. landless 

assetless) on the basis of peer gro up monito ring so as to r uce lending risks 

(Johnson and Rogaly, 1997, P.7). In other wo rd , the loans re pro ide on::> oup 

collateral basis . If someone defaults fro m the group, he group will r p y the loan. 

The action research program became an independent bank (i . . Grameen Bank) in 

1983 (Yaron, 1994, P.49). It is said that members own 5 percent of he issued 

shares and the rest is owned by the Government of Bangladesh (Hulme, 1991, 

P.249). 

The credit delivery model of the Grameen Bank that foc uses on grou p liability can 

be described as follows : 

... A borrower is asked to fOnTI a group of five people who 

would like to borrow from the bank. Then loans are made to 

the two neediest and the bank directs the other group 

members to keep watch. If the first two fail to start repaying 

their loans, the bank will do no more business with any 

member of the group. If after six weeks all repayments are in 

order, two more of the group of five may borrow. Fina lly, if 

all is in order, in six more weeks the leader of the group may 

borrow. All five must keep up their repayments if they are to 

continue taking advantage of the credit cheme ... (Ribe et.al, 

1990, p.27). 
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It seems that the credit deli very system h s buil -in m ch nism [0 creen borrow 

But this system serves only tho e borro ers ho cr i in- oup. It not 

allow borrowers to take credit indi idu II . Sesi es, ho e \ ho to k the cr It the 

end wo uld have a loan whose real alu v k I· en e I r. 

This is because of the fact that today's mone is better than tomorro 's mone 

In 1994, the Grameen Bank covered 35,000 ill ges h I 0 II ill ges in 

Bangladesh) and had more than 2 million members of v hich \ omen constitu te 9 

percent (Khandker et. aI, 1995 P. I). The cumulati e repayment rat of the bank has 

been more than 95 percent (Gibbons, 1992, P.I l). [n addition to the mall loans 

provided to poor households, the bank provides housing loans to its members 

(Gibbons , 1992, P.20). 

After the success story of the Grameen Bank of Bangladesh, a number of 

microfinance institutions have been estab lished with the aim of providing 

microcredit to poor households fo r income-generating activities in almost II parts of 

the world. 

The other financi al institution/scheme that should be mentioned here is the Malawi 

Mudzi Fund (MMF). The MiV1F (experimental in nature) was established in 19 9 

with the fund from the International Fund fo r Agricultural Development (IF AD). It 

was the result of an attempt to transfer experience of Grameen Bank of Bangladesh 

to another country (Hulme, 199 1, P. 260; Buckley, 1996, P.3 72). [n other wo rds, the 

donors of the scheme were very much interested to transfer the Grameen Bank model 

to Malawi. 

In particular the scheme/project was created to provide micro credit to th poorest 

and most vulnerable groups of the soc iety for off-fa rm income-generating activities 

(Buckley, 1996, P.371). Consequently, membership was limit d to thos with less 

than 1 hectare of land or equivalent asset. 
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The MMF started its operation in pril 1990. The in rest r t ch rg b h project 

was 18.5 percent in 1992. There was compu lso 

disbursed funds. Besides, there is a com pul 0 

pe c nt epOSl om 

In ount mone cr 

week. Loans are repaid on weekly bas is at b ou meeting 0 er one ye r. 

According to Buckley's study (1996), the oper tio n I p r onnanc 0 the I ~ 1F has 

not been impressive. After three years of ful l oper tion the cti e members 0 the 

project reached 337 of which 206 (61.1 3%) members repaid the loans full y.. d the 

cumulative repayment rate was only 64 percent. 

Buckley (1996) argues that the record of the project become unatt ract ive main ly 

because of the misguided attempt to copy ri gidly the Grameen B nk of Bangladesh 

without creating a capacity for adaptation to local condi tions. However, the project 

is undertaking a learning experience and doing its best to adapt its operation to the 

particular circumstances it operate. Although the project is trying to improve its 

operation, Buckley noted that the financial sustainabil ity of the proj ect would not be 

attained even in the medium term. As a result , the project will be highly dependen t 

on donors. This implies that any attempt to rep licate the experi ence of the Grameen 

Bank requires to understand the local condition and the needs and interest of those 

poor people who are engaged in income generating activities. 

2.2 The Performance of the Credit Schemes 

Before any attempt is made to evaluate the perfo nnance of the financ ial scheme, it 

would be logical to observe the goals of the fi nanc ial scheme (Berger, 1995, p. 191). 

If the program has a goal to provide access to financial services, the eva luation 

should focus on financi al sustainability. On the other hand , if the goal is to promote 

employment opportunities and incomes, evaluation shou ld be made to di stingui sh the 

impact of the program both on the benefi ciary and its business. The issues that could 

be raised in this connection include the extent to which bo rrowers have been ab le to 
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expand their operations, hire more labor, im ro e ro lIC I 

profitability and their Own incomes(Berger I 5, P. I I ). 

Yaron (1994) used financial se lf-sllstainability n Olllr a h 

, n 

S In IC (ors to 

the performance of four rural financi al institutions in I . He 

Dependence Index (SDI) which measures the perc m g Increas in th 

hei r 

sess 

lending interest rate required to compensate fo r el imin ling ubsi dies (P.5 ) to knO\ 

the extent of dependency on subsidies. Besid s, he ssess d lending int r st r 

rates of loan collection, deposit interest rates and the extent of adminisrrati e cos s 0 

observe the financial self-sustainability of the institutions. 

As regards to measures of outreach, Yaron used the type of clientele s rved and the 

variety of financial services offered. This includes the value and number of loans 

extended; the value and the number of savings accounts; the type of financi al 

services offered; the number of branches and village sub-branches; the percentage of 

the total rural population served; the real annual growth of the rural financial 

institution's assets over recent years ; and the participati on of women as clients . 

It is emphasized that it is difficult to assess the impact of savings and cred it programs 

but possible to assess their financial perfo rmance (Havers, 1996, p.(44). Havers 

indicated that a credit program is financially sustainab le if it covers its cost of funds , 

operating costs, loan write-offs and inflation. Consequently, he came up with the 

Sustainability Index that is the percentage of total costs covered by income, i.e. 

Total Income earned fro m 

Sustainability = Credit program during the peri od 

Index Total Credit Program costs During 

the period 

X 100 

Some people argued that in addition to fin anci al sustai nab il ity, aspects of 

management and organizational structure (i .e. organi zational sustain bil ity) should 
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be given weight to ensure that schemes are ble to pro 
(Johnson and Rogaly, 1997, P.2). 

S IC sinh long- rm 

Other scholars argued that performance evalu tion 0 De lopm nt Fin C 

Institutions (DFIs) should address issues such s ropn t ne 0 goals, 

effectiveness in attaining them (outputs and imp ct an e IC lenc In uSing 

resources (Parzen et. aI, 1992, P.73). ccordi ng to P rzan et. I, ou ut is the 

quantity of services provided and the measures of output include 011 s loaned, 

number of loans, number and dollar amount of loans lever ged rom other ources, 

number of business assisted in other ways and types of ss istance. [n or er to nsv r 

whether the outputs are produced efficiently or not attempt shoul be m de [ 0 

measure it in terms of cost per loan, loans as a share of assets, loan tumo er, rat 0 

loan repayment, income from loans as a share of total costs and profitability. 

Furthermore, Parzen and Kieschnick noted that when Deve lopment Banks have a 

goal of job creation, it is possible to evaluate such goals in terms of the number of 

businesses started or expanded, number of jobs created, viabili ty of the businesses, 

type and quality of jobs, race, gender and income level of employees, job training 

offered, multiplier effects (i.e. jobs indirectly created at other businesses) and he 

wage level of jobs created. Besides, to measure the efficienc y of produc ing these 

impacts, we need to assess the total cost per job created (including all transaction 

costs, loan losses, and interest subsidies) and the jobs created per loan. Those 

financial institutions with qualified employees and sufficient resources co ul d 

evaluate their progress on the basis of the above information provided that their 

objectives are in line with the above points. 

When it came to the actual evaluation of the credit scheme, Yaron (1994) concluded 

that the following four rural financial institutions were successfu l on the bas is of 

measures of financial self-sustainability and measures of outreach. Thes wer the 

Bank for Agriculture and Agricultural cooperatives (B C) in Thai land, the Badan 

Kredit Kecamatan (BKK) and the Bank Rakyat Indon sia nit Desa (B ) in 
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Indonesia and the Grameen Bank GB . 8 
In n Ish. H ob c suc e 

that is exhibited in one socio-economic condition migh 

economic condition. According to him, one k 

of social mechanism (i e peer grou . . . p pressur 

However, one study (1 996) asserted that no one ministr 

other and both success and failure was observed in "solid n 

OC10-

ctlOn 

costs. 

el omlnate he 

group", "cooper IV 

group" and individual lending models (Hulme eL al 1 96 P. o ). Henc ,it eems 

that the basic reason for success might not be the mecha~ism of group Ii bilit I.e., 

peer pressure). Yaron emphasized that state or donor support that ocused on 

institution building is critical for success (Yaron, 1994, P.69). 

Rural financial institutions in Brazil, Mexico and Ind ia have failed because of their 

inability to reach the appropriate target popUlation, poor loan collection, negati e 

lending interest rates, inadequate planning and ine ffic ient operation, and inadequate 

credit evaluation, management, and monitoring (Yaron, 1994, PP 51-5 _). It seems 

that there are both successful and unsuccessful ru ral financ ial i nst i Mions spr ad all 

over the world. 

Although financial self-sustainability and outreach are important indicao rs of 

performance, Yaron's assessment ofperfonnance did not show the impact of cred it in 

varying the income of the operators. In other words, it did not show whether the 

income of the borrowers increased as compared to the non-borrowers group or pre 

loan situation. Moreover, high loan repayment does no t necessari ly mean that the 

borrower benefits from the credit. This is because of the fact that due to peer group 

pressure and the like the poor may repay the loan by taking another loan from friends 

or relatives or by selling the available household assets. 

A performance study of the Grameen Bank by Hossain (19 ) a rt d that the 

incomes of a sample of Grameen Bank members were 43 percen t highe r than that of 

comparable groups in non- Grameen Bank vil lages and 2 p rcent higher than non­

Grameen Bank members in the same vill age (see HulI1!e, 199 1, P.250) . ft 'V as noted 
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that this happened because of the accumu l tion 0 c pit 

in productive work financed by the Bank 

the positive impact of credit on the incom 0 the borro\ rs, h b 

make profit since 1984 (see Hulme, 1991 , P._ 0 . 
o 

Another study conducted in Bangladesh on househol . h n In r ousehol Imp c S 0 

the Grameen Bank and similar credit programs in the count 

credit has a positive impact on the we ll being of the poor hous 

et. aI, 1996, P.23). This study was conducted by t ki ng 1 

ssert mIcro 

elly 

rget n 

households (i.e. a quasi-experimental survey). The findings implied h t progr m 

participation had a positive impact on household expenditur s, ss t accum lation, 

self-employment, children's schooling, food consumption nd contracepti e u e see 

MK1'l'ellyet. aI, 1996, P. 24). 

Although the Grameen Bank has played its rol e in reduc ing poverty, a s nlor 

accountant (1990) from the Sri Lanka government asserted that the Bank v as 

fortunate to attract foreign funds at negligible costs . Besides, his critical review of 

the financial structure of the bank had made him to observe the fo llowing: " .. . About 

30 percent of Grameen Bank's funds have gone to capital is ts and entrepreneur 

classes through the commercial banks. These are funds that could and should ha e 

been utilized for the socio-political and economic upliftment of its target group" (s e 

Albee, 1996, P.51). 

An assessment of credit scheme in Peru revealed that incomes of the male IV ere 

found to increase much more than the incomes of the females ( ee Mk ell y et . ai, 

1996, P.24). This happened because of two poss ible facto rs: - I ) om n do gi e less 

importance to income generating activities with low returns and - ) Women's do have 

dual roles (i.e. economic provider and caretaker) which undermine their ac ti ity. 

By undertaking an impact study on two lending programs in K nya on the ba is of 

borrowers and non-borrowers group, Buckley (1996) not d th t b th pr ,::, ram h e 

22 



z 

t th o 1m 
had a positive impact on the business to hich h 

varies and depends probably more on the 

individual borrowers than on any rt ' I 
p ICU ur 0 he r len ing 

program. In addition to this, he observe th t lmo t h loth J uhu 1 hous hoi 

had more than one income Source. And thi s m s it ex r mel Icul 0 r cc ht: 

impact of the loans to a specific enterprise. In oth tion \ here there 

is more than one enterprise, the loan taken fo r on nterpri s m y be u illz dong 

the enterprises. This makes it di ffic ult to single out the contribution 0 credit 0 micro 

enterprise income promotion. 

Moreover, assessing the impact of financial service sch mes on th basis of income 

promotion has a number of methodological problems. These problems include: - i) 

respondents may give false information if the loans are utilized fo r other purposes 

(i.e. fungibility) ; ii) establishing a causal relationshjp to ctual loan in question 

involves knowledge of all the beneficiaries' sources and use of fu nds nd iii ) it is 

difficult to know what would have happened if the loan had not been made 

(Johanson and Rogaly, 1997, P.73). Due to these and other facto rs, Johanson and 

Rogaly do not support assessment of impact on the bas is of income promotion. 

Consequently, they proposed an approach to assess the impact of fi nancial service 

schemes on the basis of the usefulness and relevance of their services. The questions 

that could be raised in this connection include: -i) how users see them in the context 

of other locally available services; ii) how the amounts timing of loans and ease of 

withdrawals from savings relate to their prioriti es; iii ) how repayment sch dules and 

any compulsory saving deposits relate to t10ws of income avai lable to indi iduals 

and the household as a whole. However, this approach does not show " h ther those 

who are assisted improved their lives or not. It is more of evaluating manageri al and 

service delivery aspects of the program. 

Similarly, it is said that since the quanti tative approach of aluating impact has 

some methodological problems, those who are engaged in th luation of imp ct 
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p 

n 

should glve the necessary attention to the 

1995,P.430) . This means that e aluat ion 0 In 

right balance between quantitative and u 

complementary. It appears that it would b 

financial scheme by using qualitative an qu ntit ti e m ho s. 

pro h ( 

per erm ' nc 0 th 

It is observed that well designed fi nanci I schem s h reach tht: upper and 

middle income poor households and they ha be n rei ti ely ine ec 1 c in re ching 

the poorest (Hulme et. ai , 1966, P.130). The r s ns for such results r : _ i) The 

emphasis on credit delivery by many insti tutions limi t the 0pp0rluni ti of oor 

households for credit financed self employment and in 01 em nt in such cliviti s IS 

considered as a risky activity. ii) In-group fo rmation, the poor if rent i t mon Sl 

themselves. Exclusion is exercised based on the intensity of poverty. [n oth r words, 

nobody dares to select those who are very poor. iii) It is obse d th t hen credi 

programs are expanded and management is professionaliz d, the incent i true ur 

of the staff favors a concentration on groups other than the poor Sl (Hulme et. I. 

1996, P .130). 

It seems that problems in credit programs are the direct result of the d si.::;,n an or 

management of the program itself (Havers, 1996, p.147). ccordingly, any micro 

credit scheme should give attention to savings, gender, appropriatenes 0 f the loan 

size, realistic interest rates, payment periods and instal lm nt, securi ty n collateral, 

measurement of the program, incentives, scale and related issues. 

It is often stated that success at the financial level of th s heme is po iIi ely 

associated with market-determined interest rates, the avai l bility of s 'Ing and 

insurance facilities, intensive loan co llection and incentives for borro\ ers and 

agency staff (Hulme et. ai, 1996, P.200). It is al 0 argu d that the lype of cr dit 

mechanisms is one of the determining factors in ttaining the requi rL:d lev I of 

borrower participation or involvement and sustainability ( Ibee, 19 6, P . ~ - ). Ib c 

advised that before selecting a particu lar type of cr dit me h ni m . el pment 
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practitioners shou ld clari fy th elo co 1m n to po rro .Th 
sho uld first decide whether to h IOcr it rIO 10 S 
and the financi al management is out 0 h b rro\ rs or 0 h oor" 
in which women have the decision m king PO\ r 0 r th mech nt m ItS 1-. he 

further noted that since provision of credit h ot nti I to in r p or peopl 's 

debts those people who design credit mech ni sms should no t dopt long rep ymen 

interval. It appears that attent ion should b gi en 0 the eS1 

financial scheme and the purpose and goal behin the sch me. 

e ur S 0 he 

Rogaly (1996) reacted to the hope of the ficro cre it ummit 0 re ch 100 million of 

the world's poorest families by 2005 on th basis of three C cts. Thes re: - i) he 

promotion of microenterprise credit may lead to a singl -tr ck allocation of resourc s 

at the cost of other potential interventions, in fo r ex mpl e health nd education, ii ) it 

overemphasizes the extent to which very poor peopl benefit from microenterpris 

credit. In practice, vario us findings asserted that the impact of microen t rpris cr di 

is not necessarily beneficial to very poor people. ii i) the scal incr as s the risk of 

the re-emergence of a "blue-print" app roach to an ti-pov rty ction and diminishes 

the chances of introducing flexible financial services. Fina ll y he r commended that 

if we advocate expanded uses of financial serv ices as a strategy fo r poverty 

reduction, the specific needs of different groups of poor peopl e, the structures of 

existing financial intermediation and the ways in which these needs and structures 

are changing should be taken into acco un t. 

2.3. Studies on Ethiopia 

The available literature on micro financing in Eth iop ia is limited . However, some 

experts have contributed their share in certain pecific ar as of th ubjec t. ince the 

focus of attention is on the lending program of the 0 elopment Bank of Ethiopi , 

we shall focus on papers wri tten on thi s area. Thi sn't mean th t ther r no 

written materials concerning microcr dit r vided by the on 0 emmenr I 

Organizations (NGOs). 
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Bekele Tilahun (1996) wrote about micro nt rpns 
I n ing prog m 0 DB . The 

. he r ym n 
study showed the amount of money di burse 

rate and saving activities Besides the d . . , I rures, 

the programs were discussed. But the author did nOI 

on borrowers. 
ss h imp c 0 th prog am 

Solomon Damte (1996) has also studied about th microent ris _I nding prog am 

of the DBE. He randomly selected 65 borrowers nd trie to ho\' the responses of 

these people to the terms and co nditi ons of the loan I.. the moun of loan, 

repayment schedule and interest rate). In add ition to this, h sho ed the imp ct of 

the programs on the income of the beneficiaries. The findings of he su y re e Ie 

that during the 12 months' of operation, 49 p rcent of th sample 

experienced an increase in income levels due to the loan. bout 32 perc nt 0 the 

sample cases did not show any change in income levels. d 19 perc nt eri nced 

a decline in income mainly due to a rise in the cost of production. Ho\ ever, he id 

not use non-borrower group which represent those people who did not t ke credit 

from the program to show the difference between the income of thos who took 

credit and those who did not. Besides, he did not show whether th vanatlon In 

income was due to credit or other related facto rs. 

Mengistu Bediye (1997) wrote on micro enterprise lending program of DB E \ ith the 

aim of identifying the determinants of microenterprise loan repaymen t and the 

efficiency of screening mechanisms in two market towns (i.e. B hir Dar and 

Awassa) in Ethiopia. According to the fi ndi ngs, the number of workers in the credit­

assisted enterprise (including borrower, fami ly members and hired labor) mployed, 

age and weekly repayment period were pos itive ly related to r paying loan in 

Awassa. On the other hand, loan diversion was negatively correlat to loan 

repayment. 
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In the case of Bahir Dar the dete . . , rmmants 0 

getting another loan and the number of \ Or 
rs mplo 

negatively related to loan diversion and va ' l b'I' h I I Ity 0 Ot r ourc 0 

ton 0 

Lo n rc [ \ S 

regard to efficiency of screening mechan isms th r is th 
Ing 

creditworthy borrowers fro d' . 
m non-cre It worthy borro\ rs In both to\ ns. Iss 

that in this study micro enterp rise income was not consid r c or h t coul 

affect loan repayment. The result would have b n the r crs it \ S inclu cd in 
the model. 

According to ActionAid-Ethiopia (1996), the Rural redit ociety 0 Tigr y s 

established in 1994: It provides credit fo r both men and v omen but ith s eci I 

emphasis to women. The value of loan ranged fro m Birr 50 to Birr _~ O . [n order 0 

borrow, every beneficiary has to save fo r 3 to 4 mo nths consccuti el . The 

enforcement mechanism was peer pressure. Since the beneficiaries took the loan in­

group, the group members influenced each other to repay the loan. 

Propride, another NGO in Ethiopia, started the provI sion of mic ro credit to 

resourceless, able, female-headed households in May 1995 . The amount of loan 

ranged from Birr 110 to Birr 1750. The repayment rate was 9 percent. The 

enforcement mechanism was peer pressure. At the end of eptember 1996, the 

number of beneficiaries was 1197. Besides credi t, it provided services lik 

HIV/ AIDS and STD (Sexually Transmitted Diseases) control program and non­

formal education to these beneficiaries . 

• The following discussion is mainly based on Workshop Report that was organjzed 

by ActionAid-Ethiopia (i.e., Workshop Report on Financing the Poor: Experience of 

NGOs in Ethiopia (1996)). The NGOs stated in this report are partners to ctionAid­

Ethiopia. The activities of some of the NGOs worki ng on saving and credit programs 

are raised. However, the discussion is not a fu ll description of GO or Ing In 

saving and credit programs. It only tries to highlight some of the main acti 

few NGOs (i.e. , REST, Prop ride, Goodshepred and Eth.iop ian id). 
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Goodshephered was one of the GOs th thad s in 

credit and saving program was started in pt mb r 

selected 4 kebeles) in Addis Ababa. Cred it \ as pro i 

"injera" and bread baking. It is stated that at the tim 0 rh 

beneficiaries was 1410 women. Loan was repaid on 

cr it prog 

13 (I. In 

rs, 

or hop, he nu be 0 

d pro I e on 
group basis. The program had a saving component 

to save starting from 0.25 cents to one Birr. 
grou members \ er obliged 

Ethiopian Aid is also one of the indigenous GOs" orking in he country. It ork 

in woreda13 (i.e., in selected 6 kebeles) in Addis Ababa. Pre io usly, he ocuse on 

childcare. But later on they started to help the famili es of these children , pro ling 

credit. The saving and credit program started in July 1991. The amo unt of loan 

ranged from Birr 150 to Birrl 000. The loan was provided on group bas is. E ch 

member in the group serves as a guarantor for the other. 

Although the above description does not full y cover the activities of GOs in a ing 

and credit program, it is possible to say that most GOs operating in the COUnlry h s 

some sort of saving and credit program. Hence, there is a need to assess th imp ct 

of these programs in terms of the assisted business act ivity and the househo ld 

condition of the beneficiaries. 
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3. METHODOLOG . 

3.1 Study Area 

The mam goal of this research is to in estig te h economic Impact 0 

micro enterprise lending program of the DBE. To 0 uch kin 0 re arch, one \ III 

obviously need to collect primary data fro m e ch and e microcnterprises. 

However, due to lack of financial resources and time constr ints, he res rch 

focused on two selected market towns as a case study. s re ult ltv 

sample was taken from these two market towns to observ the contri bution of micro 

credit to income. 

The market towns that were under this case study wer Debre Birhan an ' sel 

Debre Birhan is found in North Shoa zone of the Amhara r gional st t . It is situat 

on the main road from Addis Ababa to Dessie, 130 k.m north of is b ba. It has 

9 kebeles. According to the 1994 population and housing census, the town had 

38,717 people of which 20,799 (53. 72%) were females and 1 ,91 (~ 6. _ %) w r 

males. 

Under the Debre Birhan Branch of DBE, the number of cooperati es organjz d till 

June 30, 1996 was 91. The total beneficiaries were 2422 of which 4 6 (I .6 -%) 

were males and 1946 (80.35%) were females. This figure inc luded beneficiaries 

present in Mehal Meda and Shoa Robit towns (See Tab le I). But th re earch \ as 

conducted on members living in Debre Birhan town on ly. 

The second market town was Assela. It is fO Lmd in Ti yo Wor da (or th ci t of the 

Arsi Zone) of the Oromia regional state. It is situated on the main road from 

Ababa to Bale, located 175 Km south of Addis Ababa. It ha 1.+ Kebele and h 
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population of 47391 out of which ~ m Ie n m 

and 21993(46.41 percent) respectively C 
con II p\:rc ' } 

Up to June 30,1996, the number of cooper Ii s v h'l h \ 
r org nt tn . cia by 

the regional trade, industry and tourism dep rtm 

beneficiaries was 462 of which L O (5. %) 

females (See Tablel ). 

nt \ 21 . hI,; 0 1 I numb\:r of 

r mles n 3 t _ C.OOo) \" r ' 

The basic reasons to select these two market towns re th fo lio Ing : -

1) Both towns were towns that started pro is ion 0 mlcroc i in . I rch 

1994. They were among the earlier to ns th t s d Ihl,; pro.:,rarn . 

Since the program has been in operation or mor Ihan thr ears 10 

these towns, it would not be too early to assess the economic im 

2. 

of the program on borrowers. 

Both towns are located in two di ffer nt ocio-economic lOgS . 

Assela is found in the Arsi Zone of the Oromia gion I s teo 0 br 

Birhan is located in North Shoa Zone of the Arnhara r :> io nal stat . 

So, both towns are somewhat di ffe rent in thnic com 0 ition and 

cultural settings. This would enable to obs rYe the imp cl of 

microcredit on income under these two di fferent socioeconomic 

conditions. 

3. Both towns are easily accessible from ddis baba. Due to lime 

shortage, the study has to focus on areas th t \ re not f r from ddis 

4. 

Ababa. 

Both towns are found under the sam a:>ro-clim lie con it ion. Th 

types of economic activities undertaken in th tOy ns arc m r or les 

similar. But the socio-cul tural situati on r not imil r. Thi na I 
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the research to obse e 
of ml ro e c i 0 

enterprise income in one sit coul on simil r 

climatic cond it ions but di ffi rent co omie n cult r 1st 109 . 
0-

3.2 Methodology of Data Collection 

The research has been done by taking two groups 0 mlcrocn rprenuc;[s, i . . those 

microenterprenuer who took credit on the one h nd , nd those micro entrepren urs 

who did not but registered to take credit or those ho showed heir in eres 0 ke 

the credit through infonnal discussion on the other h nd . In oth r or 

covered people who took credit as borrower group an those ho di he 

credit as non-borrower group. Those people who" ere r gist r d or in ica d their 

interest to take the micro credit was considered as a non-borro er group. This 

methodology would help to compare the results of the two groups s s to thro" 

some light on the impact of microcredit in promoting micro enterprise income. 

To assess the contribution of microcredit to income promotion, th r s ~rch has 

utilized both primary and secondary sources of data. 

3.2.1 Primary sources of Data 

The data has been gathered using structured questionnaire and general observation . 

Attempt has been made to observe issues pertaining to micro ent rpris 

Interviews have been undertaken with members of th cooper ti 

employees of the Bank and the trade and industry departments. 

. . was prepared to be fi li ed by b rro er A structured questIOnnaire 

borrowers. This questionnaire is attached at the end of the aper. 

lending. 

an he 

nd non -

e or hi 

questionnaire was finalized, it was pre-tested on 

Birhan. 

se l ted borro\ r in Ocbrc 
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The structured questionnaire consisted of . 
ISSU S conc mg lh 

enterprise, saving and credit condit"· . Ions, micro nt n 
he 

of the credit on the business act" ' ty . 
IVI and nt rpns Incom ue Ion H 

required borrowers to answer questions rt " 
pe Inlng 0 he r 

situation before they took the loan It is b d . I 
t comillion . n he 

. ase main y on r 

Enumerators were trained to collect relevant 

collection was undertaken within two month (. s I.e. 

from ch hous h 

pril I ). 

The total sample size of microenterprises in both towns \ as 2.> t. In Oebre Sirhan, 

the total number of respondents were 160 (i. e. the bo rrov r n non-borro rs 

groups had 130 and 30 respondents respectively) . On [he other han 

total number of respondents was 71 (i.e. 37 and 34 borro r n non-borro\ rs 

respectively). The sampling technique utilized in this research w tr died 

sampling method. In this case, all borrowers wer strati led accor Ing [0 the 

frequency of the loan. Hence, each member in the group has equ I chance 0 bing 

selected in the sample. 

All the list of the borrowers was collected from the trade and industry de mm nt of 

the respective zones. Since the research focused on economic im p ct es me t, 

those who took credit for the first time were excl uded fro m the sam ple. The mple 

included in this research was those active members of the cooperati e \ ho \ er 

servicing their 2nd, 3rd or 4th loan at the time of the survey. 

In Debre Birhan, there were borrowers who took credi t fo r the fo urth tim . [n eh 

group, an attempt has been made not to have a sample siz of Ie s th n O. In the 

case of the fourth time borrowers, 30 respondents were rand I11l y el t from [he 

available 43 borrowers. As can be observed from T bl , re p nd nt \ re 

randomly selected from the total 86 third time borrowers. Fi n Il y, rom th tot 

second time borrowers, the study has selected random ly re nd nt . Th si e f 

the respondents selected from each stratum was det rmined n he b si of 
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convenience. Hence in this to 't ' , wn 1 was posslb l to S I 
respondents from 2nd 3rd and 4th ' 

" tI me borro\ 

borrower group, therefore, has 130 responden ts 0 
hich 

and males were 33 (25.38 %). 

Once the borrower group has been chosen, the n xt 

borrower group. In Debre Birhan, it was possible 0 g t 

r ml .>, 37 30 

he 

m Ie ., 0) 

Ion o' he non· 

nt who vcrc 
registered to take loan and did not take any cr d't d ' h h I unng e tI m 0 c u The 
other 20 respondents were randomly selected from in orm I ctor oper hese 
operators were primarily asked whether they hay the inl r S to mlc rocr it or 

not. Those who were willing to take the credit at one point in time in he 

selected randomly and considered as a non-borrow r grou . Th lot I number 0 he 

respondents in the non-borrower group were 30 of v hich I I 36.6 %) \ ere m Ie nd 

19(63.33%) were females. 

In Assela, the number of borrowers who took credit mor th n onc I; a not hat 

much high. As a result, attempt was made to use the a ail ble borro er . Ince he 

3rd time borrowers were less than 30, no sample was tak n from this group. Ou of 

the borrowers who were servicing their second loan at th t'me of th 

research selected randomly 37 respondents of which 10 (2 perc t) \ er m les n 

27(73percent) were females. 

The non-borrower group in Assela was obtained from th aiting li st of pro pec i e 

borrowers. This list was obtained because of the registration of II microen I ns 

operators that were willing to take the credit. Accordingl tho \ ho ful III 

department's criteria were allowed to take the credit. But th e " ho fu l liled the 

criteria but not accepted by the department due to the c pa ity problem 0 the office 

appeared in the waiting list. This people who fu lfill ed th crit ri but did n t ke the 

credit were considered in this research as a non-borro" er orou 

non-borrower group has 34 respondents out of" hich m Ie v er 

females were 25(73 .53%). 
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Table 2 - Sample size in Debre Birhan an A 
Type of Respondents Debre Birhan 

Total 

POpularion size oflhe 

taken 
Founh time borrowers 43 30 69. 7 
Third time borrowers 86 I 37 H 02 2b 
Second ti me borrowers 293 63 21.50 65 
Non-borrower group 30 
Total 

160 
Source: - Survey Data 

Moreover, unstructured interviews, group di scussion and person I ob cry lions w r 

also included as part of the primary data collection. 

3.2.2 Secondary sources of Data 

Secondary sources of data were also relevant to the research. Thi included projec 

document, annual reports, documents related to the prO",Tam , v ri ous book , joum Is 

and periodicals. The secondary sources of data enabled to unde rstand lh 

features of micro finance and the involvement of women in he program. 

3.3 lVlethods of Analysis 

Relevant statistical methods of analysis have been util ized in or er to et mine the 

contribution of the micro financing program to micro ent rpri s Income. peci Ically 

the statistical methods utilized were percentage, ratios and a rage. These m tho s 

enabled to compare the results obtained in the borro\> er and non-b rro\ er grou s. 

Apart from the statistical methods, quali tative analysis has be n mpl , e in th 

impact analysis of the scheme. 

Regression analysis and statistical tests such as T-test nd F-te [ \ cr appli d 0 

determine significance levels 
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It is noted that ' the principal aim in regression n 

variation in the sample values of the dependent 

variation in the sample values of the expl nato 

explain variation in the population values of 

Regression model has been constructed/de elop d 0 s to inti Ion 

or relationship of credit to micro enterprise income. The mo el is In such 

a manner that all the contributing fac tors have been included in th nalysi . The 

inclusion of the major contributing fac tors in the nal ysi v oul n bl the r s arch 

to identify the impact of individual variables on micro em rpris incom 

To detennine the impact of credit on micro enterp rise income, th r s rch h s s 

the following regression model. 

The model that was used in the case of Debre Birhan and ss I to ob I th 

impact of credit on micro enterprise income has the fo llowino functi on I rrn: -

Where, 

Nowenter = BI + 8 2 Startup B3Ye rs + B-1. 'onpa i 

Bs Educa + B6 Econcate + B Dumm cr +8 pai 89 

prodassl +BIODummyequ + BII Dumk bel + 8 12 

Dummysex+ B 13 Dumown+ 

Nowenter - The average monthly income of the micro nterpir at pres nt 

Startup =The amount of start-up capital. It has b en c t gon ed in 0 6 

. bl des' 1)< Birr 250 2) 251 -750 Bi rr 3) 51-1 0 8 lIT, of) 10 I-vana e co . , 

2000 Birr, S) 2001-5000 Birr, 6) More than 5000 8 i rr. 

'1 10 Nonpaidl- Number of non-paid faml yemp or ing in th ntc n 
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Paidl- Number of paid employees workin In 

Educa- Level of education The Ed . . uc tl on 

Variable codes I)-Illiterate, 2)- Li ter t 

Grade 7-8 , 5) Grade 9-1 2, 6)- above grad 

Econcate - Economic activity classification. 

service, 1 otherwise 

Ie I h 

umm 

Years - Number of years the business has been oper Ing 

rou In 

- Gr c.: 1-6. )-

bl \\ h r 0 I 

Prodassl- Productive assets of the fi rm both fix nd curr t in 8 irr 

Dummycre - A dummy vari able fo r credi t, wher borro> rs = I n non­

borrowers = 0 

Durnmyequ - A dummy variable for 'equb', where I is member 0 other> ise, 

Durnkebele- A dummy variable for kebe le house, 1 or k b I hOllse nd 0 

otherwise 

Dumown - A dummy variable, own ho use, l and 0 oth r> ise . The re renc 

for Durnkebele and Dumown is hOllse rented fro m private owners. 

Durnmysex - A dummy variable for sex where 0 femal 

B 1 - a constant 

B2 - B 13 - regression coefficients 

Ui - error term 
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4. EMPIRICAL RES L T 

4.1. Descriptive Statistics 

4.1.1 Some General Characteristics- Comparin 

And Non-Borrowers 

The borrowers in Debre Birhan consisted of 25.38 nd 4.62 p rc TIl of m Ie n 

female respondents respectively while the non-borrowers comprised 11 m les' .)6.67 

percent) and 19 females (63.33 percent). In the cas 0 

male and females in the borrower group was 27 .03 and _.9 perc nt r sp c iv Iy 

while the non-borrower group consisted of 9 males (i .e. _6.4 p rcent) n 2-

females (i.e.73.53 percent). In both towns, more than 60 perc nt of he respond nts 

were females (see Table 3). 

Table 3 - Respondents by Sex 

r 
Debre Birhan Assela 

Sex Borrowers Non- Borrowers Non-

borrowers borrowers 

Male 33 (25.38) 11 (36.67) 10(27 .03) 9(26.4 7) 

Female 97 ( 74 .62) 19 (63.33) 27(72.9 ) 25 3.5 ) 

TOTAL 130 (l00) 30 (100) 37( 100) 34( 1 00) 

Source: Survey Data 

_ Figures in parenthesis show percentages 

d t the head of the hous hi, in Concerning the relationship of the respon ents 0 

d t in the b rr \ r nd non­Debre Birhan 61.54 and 60.0 percent of the respoll en 

head of the household respecti el . In th ca 0 borrower group was 
h b 0',; r re p ndent w re he 

62 and 65percent of the borrower and' t e non- orr 
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the household respectively Th h '. . us, t e maJon ty 0 he re on 
percent) were head of the househ ld' o In both towns 

Table 4- Relationship of the R p I1d 11 t 

to the head of the hou hold 

Debre Birhan 

Type of relationship Borrowers non- Borrowe 

borrowers 

Head of the household 80 (61.54) 18(60.0) 23(62 .16) 
Spouse 44 (33 .85) 7 (23.33) 102 .03) 
Son! Daughter 5 (3.85) 3 (10.0) 2(5 . 1) 

MotherlFather 1(0.77) - -
Brother/sister - 1 (3 .33) 1(2.70) 

Other relative - 1 (3.33) 1(2. 0) 

Total 130 (100) 30 (1 OO) 37( 100) 

Source: Surv ey Data 

Asscla 

:--;00-

borro\\er 

22(6Ul ) 

10 _ 1 ) 

1(2 ) 

-
-
1(2 . ) 

34( 100) 

It has been observed that in Debre Birhan about 59 and 43 percent 0 the borrow r 

and non-borrower respondents were mamed respectively. Th ercent g of m nie 

respondents in the borrower and non-borrower group in Ass la s b u 60 nd 6_ 

percent, respectively. The number of married respondents in ssel " s higher han 

in Debre Birhan(See Annex 1). 

It seems that the level of education in the micro enterpri sector is 10 \ . S I I 

shown in Table 5, in Debre Birhan, the percentage of r spondems oth in he 

borrower and non-borrower group who were ill iterate \ as 20 an 10 ercen 

respectively. Similarly in Assela, the percentage of ill iterate re pond nt in both h 

borrower and non-borrower group was 16.22 and 14. 71 perc nt r sp eli ely. fn an 

case, the percentage of illiterate borrowers was higher in Debre Birh n h n sela. 

But the percentage of illiterate non-borrowers was higher in I th n in 

Birhan. In both towns, more than 50 percent of the respond nt h d Ie lh n a e 

level of schooling (see Table 5). 
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In Debre Birhan, the respond ents who were c te . 
I "'v ", I f d . gonz In 
c '-' 0 e ucatIOn were 10 . percent ill the borro\ er 

non-borrower group. It seems that those who \ her 

b tt d d
in lh non·b rro \. 

e er e ucate than the bo 
rrower group . In ss I on h olhe h n b -

24 percent of the respondents in th b ' 0 t -
. e orrower and non-borro 
m the group whose level f d . o e ucatlOn was from gra 

o _ 

) .33 percen I h' 

d 

general, non- borrowers in Debre B' h Ir an were foun in high r a o 
12). On the other hand by com . h , panng t e level of educ tion att ,'n 
1') b rom g e 
~, orrowers in Assela were better educated than Ln Debre Birhan. 

o 

Table 5-Level of Education 

Debre Birhan A el 

Level of education Borrowers Non- Borrowers \ on-

borrowers b rro\ e 

Illiterate 26 (20.0) 3 (10.0) 6( 16.22) 5{l 4.71 ) 

Literate (read and write) 23( 17.69) 3 (10.0) ( I .92) 5( 1-1 . I) 

Grade 1·6 51 (39.23) 9 (30.0) 13 5. 4) 11(32.35) 

Grade 7-8 16 (12.31) 5 (16.6 ) 1(2. ) . 14.71) 

I Grade 9·12 13 (10.0) 10 (33.33) 102 .03) _3.5 3) 

Above grade 12 1 (0.77) . . 

Total 130 (100) 30 (100) 37( 100) 34( 100) 

Source. Survey Data 

The type of micro enterprises owned by the respondents aries from hous hoi 0 

household. In Debre Birhan, the major microenterprises own d and 0 er te by 

borrowers were ' areke' making (43.08percent), dairy/fatten.ing (1- . Ip rcent , ell 

of non-processed food items (8.46 percent) and food proces ing .46 perc nl . [n he 

case of non-borrower group in Debre Birhan the thr e m jor t eo 

micro enterprises were 'areke' making (23.33 percent) dairy/fa n ning 

and cereals and pulses trading (13.33 percent). It can be ai th l 

respondents in the town were engaged in 'areke' making (e T ble 6 . 
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In Assela, the percentage of m' . 
Icre enterpnses assist b 10 n 

case of "areke' making (i e 2973 
.. . " . percent). Th n x hi r p c 

exhIbIted III food processing act' ·t' (. 
. . IVlles I. e. 27 .03 p rc nt . T ilonng 

was the thIrd hIgher percentaoe of . . 
o mIcro enterpns Son b b 

6). Although the percentaoe of res d 
o pon ents may vary comp 

group, the non-borrower group were involved ' , k ' . 
In are m kin 

processing (26.47 percent) and tailoring (14 1 . P rc nt ceor in o ord r of 
importance. 

The percentage of respondents who were involved I'n arek ' m ing ~ a he highest 

in both towns. It is observed that 'areke' produced in Debr Sirhan is xpo to ht; 

surrounding towns inc1udino to Addis Ababa Although d o . many respon n s " r 

involved in ' areke' making in Assela, it is not as popular as th t of 0 br Sirhan d 

it is locally consumed. 

It is interesting to observe the fact that there are no respondents who are in 01 ed in 

dairy/fattening in the case of Assela. Moreover, there are no respond nts \ ho re 

involved in pottery in Debre Birhan and only one respond nt in ss I . 

Table 7 showed the number of years the micro enterprises have be n operating. The 

age of the enterprise ranged from 1 upto 53 in Debre Birhan. Th a erage ge 0 lh 

micro enterprise for the borrowers in this town was 11. 75 years . bout - perc nt 0 

the micro enterprises (i.e., from the borrower group) have been in exist nee rom 1 0 

10 years. This shows that most of the enterprises are new. This is al 0 common 

among the non-borrowers where 83 percent of the enterprises \ as only 1 to 10 

old. The average age of the enterprise in the case of the non-borro\ er \ a In 

Debre Birhan. 

In the case of Assela, the average age of microenterpri ses in th b rro\ 

9.59 years. The maximum age was 25 years and the minimum g \ 

The average age of the microenterprises in the non-borro\ er group ,. 
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The maximum and minimum age of microenterpris s in h non- rro \ 

1 and 36 respectively. In general it can be said th t rno 0 h ml roc 

both towns were categorized from 1 to 10 years old. 

Table 6 Type of Micro enterpri 

Debre Birhan t\ssela 
Type of Enterprise Borrowers Non- Borrowers l\on-

borrowers b rro er 
, Areke' Making 56(43 .08) 7(23.33) 11(29./3) 14(41.18) 

Selling of non- 11 (8.46) 2( 6.67) 2(5 .41 ) -
processed food 

items 

Dairy/fattening 16(12.31) 6(20 .0) - -
Food Processing 11(8.46) 3( 1 0.0) 10(27.03) 9(26.47) 

Pottery - - 1(2.10) -

Tailoring 7(5.38) 2( 6.67) 6( 16.22) 5(14 .71) 

Cereals and Pulses 7(5.38) 4(13.33) 1 (2.70) 2(S .lSlS) 

Trading 

1 (2. /0) -Selling of Second 3(2.31 ) -

Hand Clothes 

Wood works 2(1.54) 1(3.33) 1(2.70) 1(2.94) 

1 (3.33) - -' Gulete '( trading of 2( 1.54) 

household goods) 
--Basket Works 1(0.77) -

- -1(0.77) -Carpet Making 

'Tella 'Making 2(1.54) 1(3.33) 2(5.41 ) 1 (2.94) 

1(2.70) --Metal Works -
2(5.lSlS) 1 (2.70) 1(0.77) -Weaving 

-3(10.0) -
Other 10(7.69) 

37(100) 34( 1 00) 
130(100) 30(100) 

TOTAL 

Source: Survey Da ta 

41 



> 

Table 7 Age of the Mi . ero enterpn 

Debre Blrban sse I 

Category Borrowers . on-

borrowers 

1 - 10 80(61.54) 25(83.33 

11 - 20 32(24.62) 3( 10.0) 

21 - 30 15( 11.54) 1(3.33) 

37 - 53 3(2.31 ) 

No Response 1(3.33) 

Total 130(100) 30(100) 

Mean Age 11.75 5.53 9.59 13.21 

Source: Survey Data 

The start-up capital is one of the important constraints to start busines cti i ies. 

The very nature of the micro enterprises is the fac t that they start their busin ss \ ith 

small capital. The formal sources of capital to start business s ems to 

small business activities. It would be interesting to observe the soure s n 

of start-up capital of both borrowers and non-borrowers in the two sites. 

Only about 15 percent of the borrowers reported that they start d business b Slllg 

the money they got from the Development Bank of Ethiopia in Debr Birh n ( 

Table SA). This means that the microenterprise-iending program 0 th B n 

resulted in the creation of jobs to 20 respondents pro i ed that th y \ er 

unemployed. The majority of the borrowers in Debre Birhan i.e. bou 4 - ercent 

started their business using their own saving and the credi t from the bank, us to 

expand their business (see Table SA). 

A significant number of borrowers in Debre Birhan (i.e. about _l 
re nt 

r I In 
their business by the credit drawn from cereal traders next to 0\ 

case there is no transfer of cash from lender to borro, r. [nste d, the tr n 
, 
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kind. The lender would sell certain . 
amount of graInS to th 

charge certain amount of interest Th b 
. e orrower would ut ili 

orro v 

"areke" making. Whenever the borrower sells his 

will be repaid in cash together with the interest. 
o he 

The other source of money to start a b · . 
USl11ess In th C Or Blrh· n 

(i. e.,borrowers) was the money obtained from th f: ·1 e arru y. s c be obs 

Table 8A, about 15 percent of the borrowers stated tb t they r c th mo 

from their family to start business. 

The non-borrower group in Debre Birhan started its business using th ir 0 \ 

(i.e. 40 percent)(see Table 9A). Almost quarter of the respondents i . .30 

Ing 

ere t) 

started their business using the credit they got from cereal tra ers. Th is ou re of 

cash was also significant in the case of borrowers (i.e. about 21 perc nt). 

In general, the major sources of money to start-up business in Debre Sirhan fo r b th 

groups) were own saving, credit from cereal traders, credit fro m microent ns 

lending program of the DBE and money provided by the fami ly. 

The micro enterprise lending scheme of the DBE in Assela was one 0 f the our 0 

cash to start a business (i.e. about 38 percent). Thjs means that the scheme \,: s bl 

to create jobs for the above mentioned percentage of people pro id d hat th p ol 

were unemployed. 

About 87 percent of borrowers started their business by credi t that Ii 

moneylenders in Assela. 

The third significant source of money for borrowers in the case of 

saving. As can be observed from Table 8B, 27 percent of th borro\ 

business by using their own saving. 
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In the case of non-borrower group in Assel th . 
a e m Jor so rc 

business was own saving or 'equb' (i.e. about 77 perc nt s 
o mo . 0 

that about 77 percent of the non-borrowers start d th . b . e el r USIn 

A significant number of respondents started their busin ss b 
b h ir 0 \ n Ing. 

h mon "hlch \" 
provided by the family (i.e. about 27 percent). 

In general, in Assela, the major sources of start-up capit I or both 

and non-borrowers) was credit from moneylend rs own 

microenterprise lending program of the DBE, credit from 

provided by family, In both cases, except credi t from DBE, II 

o ps borrower 

cr It rom 

fro m inform I 

sources. 

As can be observed from Table 8Aand 8B, the micro enterprise lending pro m of 

the DBE was able to create jobs for 15 percent and 38 percent of th borro\ In 

Debre Birhan and Assela, respectively. About 87 percent of the borro. ers in 

started their business by using a credit drawn from moneylenders hil it 

2 percent in the case of Debre Birhan. About 45 and 2 percent of th 

Debre Birhan and Assela started their business by their own saving r sp eli I . 
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Response 

Yes 

No 

No response 

Total 

Table 8A -Sour'ce of Capital in Oebre Birhan (Borrowers) 

(Mu ltiple Responses) 

Own Saving Credit from Money Credit from 

or 'equb' Relatives Lenders Cereal DBE Inheritance 

Traders 

59(45 .38) 6 (4.62) 3 (2 .31) 27 (20.77) 20(15 .38) 4 (3 .08) 

69 (53.08) 122 (93 .85) 125(96.15) 101 (77 .69) 108(83 .08) 124(95.38) 

2 (1.54) 2 (1.54) 2 (1.54) 2(1.54) 2 (1.54) 2 (1.54) 

130(100) 130(100) 130(100) 130(100) 130(100) 130(100) 

Source: Survey Data 

Response 

Yes 

No 

No response 

TOTAL 

- -

Table 8B -Source of Capital in Assela (Borrowers) 

(Multiple Responses) 

Own Saving Credit from Money Credit from 

or 'equb' Relatives Lenders Cereal D BE 

Traders 

10(27 .03) 3(8. 11 ) 32(86.49) - 14(37.84) 

22(59.4 6) 29(78.38) - 32(86.49) 18(48.65) 

5( 13.5 1) 5( 13.5 1) 5( 13.5 1) 5( 13.5 1) 5( 13.5 1) 

37( 1 00) 37( 100) 37( 100) 37( 100) 37( 100) 

~ 

45 

Inheritance 

1 (2 .70) 

3 1(83.78) 

5( 13.5 1) 

37( 100) 

G iven By 

the Family Other 

19(14.62) 10(7.69) 

108(83.08) 1 (0.77) 

3(2.31 ) 119(91.54) 

130(100) 130(100) 

G iven by 

the Family Olhe r 

3(8. 11 ) 4( 10.8 1) 

29(78.38) 33(89. 19) 

5(13 .5 1) -

37( 100) 37( 100) 



Response 

Yes 

No 

No response 

TOTAL 

Table 9A -Source of Capital in Debre Birhan (Non-borrowers) 

(Multiple Responses) 

Own Credit Credit form Credit from 

Saving or from Money Cereal Inheritance Given by the 

'equb' Relatives Lenders Traders family 

12(40.0) 5(16.67) 1(3.33) 9(30.0) - 7(23.33) 

18(60.0) 25(83.33) 29(96.67) 21(70.0) 30(100) 23(76.67) 

- - - - - -

30( 1 00) 30(100) 30(100) 30(100) 30(100) 30(100) 

Source: Survey Data 

Response 

Yes 

No 

N o response 

TOTA L 

- -

Table 9B -Source of Capital in Assela (Non-borrowe.-s) 

(Multiple Responses) 

Own Credit Credit from 

Sav ing or from M oney Cereal Inheritance 

'equb' Relatives Lende rs T raders 

26(76.47) 6( 17.65) 1(2 .94) 2(5 .88) 4( 11.76) 

8(23 .53) 28(82.35) 33(97 .06) 32(94 . 12) 30(88 .24) 

- - - - -
34( I 00) 34( 1 00) 34( 100) 34( 100) 34( 1 00) 

-

4 

Given by the 

Fami ly 

9(26.47) 

25(73.53) 

-
34( 1 00) 

Others 

6(20.0) 

-

24(80.0) I 
30(100) I 

O ther 

1(2 .94 ) 

33(97.06) 

-
34( 100) 
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With regard to the amount f o start-up capital in D . 
percent of the borrower and non-b ,ebre Blrh , bou 

. orrower group start d . h . . 
250 BIrr respectively. But in th e t el r busin 

e case of Assela th 
borrowers that started business 'th I , e percentage 0 b rro 

WI ess than 250 B' 
t
. I lIT was about 4 

respec lve y. In general, more th 9 .. an 0 percent of the respon 
started theIr busmess with a capital I h nts In 0 h 0\\ 

ess t an 2000Birr (see Tabl 10. 

Table 10- Amount of Start-up Capital of Micro Ent erpn e 

Debre Birhan Assel 

Amount Borrower Non- Borrowers Non-

borrower borrowers 

Less than 250 Birr 81 (62.31) 19 (63.33) 17(45.95) 19(55-:88) 

251-750 Birr 22 (16.92) 3 (10.0) 5(I3.S 1) 23 . 3) 

751 -1000 Birr 9 (6.92) 4 (13.33) 8(21.62) 3 ) 

1001-2000 Birr 12(9.23) 4 (13.33) 6( 16.22) 2(S. ) 

2001-S000 Birr 3(2.31) - - 2(S. ) 

> 5000 Birr 3 (2.31) - 1(2.70) -

TOTAL 130(100) 30 (100) 37( 100) 34( I 00) 

Sou [ceo Survey Data 

Having less amount of start-up capital has an impact on business acti iti : - th 

the amount of capital, the less investment made on productive assets. Th 

cycle take the following form:- Less investment means less production 

production means less income~ Less income means less sa i ng~ Ling 

means less investment. Hence, micro enterprise operators are in a icious ci rcl 

where very few can break it without support. The external source that can br thi 

circle is mainly credit. So, credit is a critical resource that should be us d to prom 

the development of small businesses. 

Many Ethiopians belong to the traditional saving and credit groups. One th 01 

and most widely known informal financial institutions is the"equb". (t i mm n 

both in urban and rural centers. Accordingly, in Debre Birhan out 0 an 

percent of the borrower and non-borrower group '" 
mm 
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respectively. In the case of Assela, the percentage of borro\ er 

group was 51.4 and 76.5 percent, respectively Th ' . . e maJon 0 h r 
the non-borrower group belong to in£ I fi '" orma Inanclal institution in bl 
11). 

Table 11 Response to Experience of "Equb" 

Debre Birhan Assela 

Response Borrower Non- Borrowers Non-

borrowers borro\ ers 

Yes 65 (50.0) 16 (53.33) 19(51.3 5) 26(76.47) 

No 58 (44.62) 13 (43.33) 13(35 .14) 23.53) 

No response 7 (5.38) 1 (3.33) 5(13.51 ) -
TOTAL 130 (100) 30 (100) 37(100) ,)4(\00) 

Source. Survey Data 

The respondents were asked whether the bank has refused thei r loan applic lion rior 

to the loan provided through the micro enterprise-lending program of th BE. 

About 92 percent of the borrower in Debre Birhan reported that they did not ppl 

for bank loan prior to the present loan of the DBE. The corresponding fi gure 

percent in the case of Assela. As can be observed from Table 12, the perc nt 

non-borrowers who did not apply for bank loan in the case of D bre Birh 

Assela was 100 and 88 percent, respectively. This indicated that more than 0 

percent of the respondents in both towns did not apply fo r bank loan . This sho'. s th t 

the bank is inaccessible to micro enterprise operators. 
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Table 12 Responses to tb . e experience f B 0 ok an 
Response Debre Birhan ASSelli 

Borrowers Non· BOrro~eM Non. 
borrow rs rro '1 

Y esC the bank refused the 2( l.54) . . 1(2:9-1) 
loan application} 

No( the bank has 8(6.15) never - . 
refused the loan application) 

Never applied 119(91.54) 30( 100) 32(86.49) 30(8824) 
No response 1(0.77) - 5( 13.51) 3(8.1)2) 

Total 130(100) 30( I 00) 37( 100) 34( 100) 

Source: Survey Data 

Similarly, the respondents were asked whether they have sa ings in 

institution. The borrowers in Debre Birhan responded that 93.0 

not have savings in any bank. About 97 percent of the non-borro 

they do not have any s~lVing in a bank or other institution see 

and 94 percent of the borrower and the non-borrower group in 

any saving in the bank, respectively. About 11 percent of the borro> rs 

percent of the non-borrowers have a saving account in Assela bank e 

In addition, about 22 and 27 percent of the borrowers and non-borro\ 

Birhan had saving in their home, respectively. In the case of ss la 

of borrowers and non-borrowers who saved in their homes \ r 

percent respectively. In both towns more than 27 percent of the non-

saved in their homes (see Annex 3). 

One of the major characteristics of microenterprises is that th 

the home of the operators. In this case study, it is asserted th t 

the borrowers in Debre Birhan reported that the enterprise an 

in one compound. About 15 percent of the borrowers re P n 

and their residence were located in different places . Th 

h t C emjna the non-b rro\ r r u . 
market areas, rented sops e c. onc 0 . 
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of the microenterprise were located . 1.. ' 
Wltl l In on 

while about 33 percent were locat d . e outsld th 
Annex 4). 

ompoun 0 

In the case of Assela, the percentaoe of m' . o Icro ent rpns 

located within one compound including the hous 0 

percent. But in the case of the non-borrowe 3 5 rs, . p rc n 

located within one compound. The percentage t ' o en rpn h t \ r In 

different places from the home of the entrepreneur both in th b rro 

borrower group was 24.3% and 26.5%, respectively n I 4 . In g ner I. mor 

than 50 percent of the respondents (both borrowers n non-borro r h . n 

enterprise located within their residence. 

It seems that micro enterprise operators lack the neces In r tru 

electricity, water and telephone). These infrastructur s r critic or Ih 

performance of the enterprise and the health of the respondent or inst 

According to this study, about 90 percent of the borro- ers in D br irh n h . 

access to electricity. Telephone services are a ailable to 13.1 r nt of the 

borrowers. And in the case of water supply about 77 perc nt 0 th borrow h \ 

access to water facility. In the case of the borrowers in 

micro enterprises do have water facilities. Concemino 

services, about 78 and 5 percent of the respondents ha acc s to 

telephone facilities respectively (see Table 13A). 

Table 13A Infrastructure Services (Borro' er 

Debre Birhan A el 

Electncity Telephone 
Response Electricity Telephone Water 

Yes 117(90.0) 17( 13.08) 100(76.92) 29(78.38) 2(SA I ) 

7(5.38) 98(75.38) 2J( 17.69) 2(5 .41 ) 30(8 1.08) 
No 

6(4.62) IS( 11.54) 7(5.38) 6( 16.22) 5( 133 1) 
No Response 

130( 100) 130(100) 130(100) J7( 100) )7( 100) 

TOTAL 

Source: Survey Data 
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Table 13B Infrastructure Service 

Response Debre Birhan 

Electricity Telephone 

Yes 25(83.33) 10(33.33) 

No 5(16.67) 20(66.67) 

No Response 

Total 30(100) 30( 1 00) 30( 1 00) 

Source: Survey Data 

In the case of the non-borrower group in Debre Birhan 

respondents have access to water, telephone and electricit 

But in Assela, about 32 percent of the respondents h 

Besides, about 12 percent of the respondents have acc s 

Unfortunately, the non-borrower group in Assela did not h e 

Table 13B). 

p rcen 0 h 

As can be observed from Table 13A and l3B, in both town mo r 

the respondents (i .e. , borrowers) had access to electric ity. 1n th c 

than 70 percent of the respondents in Debre Birhan had 

hon lin 

while less than 30 percent of the respondents had access to v at r ei e In 

In Debre Birhan, about 84 percent of the respondents in the borro\ 

have work license while 13.l percent of the respondents did . Mo 

of 

enterprises are shops and retail traders located in rented hou in th 

In the case of the non-borrowers, about 10 percent of the res on nl h wor 

license (see Annex 5). 

In the case of Assela, 85.3 percent of the non-borrov er 

Similarly the percentage of the borrowers that did nth 

percent. Those who have license are engaged in acti itie 

other tradina activities located in rented house/pl ace in lh m rk 
1:) 

5). 
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4.1.2. The Credit Scheme and Its Impact 

The micro credit program of the DBE is provided to micro 

of cooperatives. The executive committee i e h ' 
. . Irm n, 

secretary) of the cooperatives signs an agreement \ ith ih 

The cooperatives in turn sign an agreement wi th indi idu I m 

the credit. 

The interaction and relationship among members of the 

exert peer pressure. If individual members know each other th probl m 0 

likely to be less. Peer pressure is one of the mechanism th t \ 

of the Grameen Bank and other microfmance institution to in 

repay their debt. In Debre Birhan, about 59 percent of the rt::SUIUllljl;; 

o 

members of the cooperative very well before they joi n th coop r ti Ul 

16 percent of the respondents know members only part ly. imil I , in th 

Assela, about 57 percent of the borrowers know members ofth coo r tiv \hd ~ 

percent know members only partly (see Table 14). 

Table 14- Familiarity with Members of Cooperati 

Extent of Familiarity Debre Birhan 

Yes (Full) 76 (58.46) 

No 31(23.85) 

Partly 21(16.15) 

No response 2( 1.54) 

TOTAL 130(100) 

Source: Survey Data 

In both towns, more than 50 percent of the borro> er r 

ative The perc nta members before they joined the cooper . 

9 2 .3 ) 

CAl) 

b f the cooperative before they join d the 0 
not know mem ers 0 r dl 

. eans that a quarter of th m m 
24 percent in both towns. ThIS m 

not kn \\ . ..' . epayrnent. [f mem. r 
each other. This has an Impact on r 
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the mechanism to enforce repayment on the b 

jeopardized. 

With regard to the amount of credit provided to th micro 

percent of the respondents in Assela noted that th 
mount pro 'I 

was sufficient, while more than 59 percent f th o e s mpl gTOU 

amount was not sufficient to run the business acti vity. BUl lh 

Debre Birhan was more favorable. About 56 percent of th r lh the 

amount taken was sufficient, while about 43 percent re ct tha th moun 10 n 

was not sufficient to run the business activity (See Annex 6 . 

The amount of loan has an impact on both the business a li i 

situation. Those operators who took a sufficient amount of er dil \ oul 

productive activities and increase income. At the same time tho 

how to run the business might use the credit for other purpo 0 

r 

consumer items). Under this situation, the borrowers would b in troubl he 

loan. Hence, the mere demand for additional credit (i.e. iner sin th 0 lh 

loan) has to be treated with care. 

The response of the sample interviewees concerning the durat ion n 

repayment is presented in Table 15 . The majori ty of th 1. ., 

71.54percent) in Debre Birhan responded that the duration \ 

case of Assela, only about 38 percent of the respondents not th t th 

sufficient. On the other hand, half of the respondents in Debr Birh n i 

the 15 days repayment period. About 30 percent of the r spond n lS in 
. I I ~ 

that the frequency of repayment was not sUItable to them e . 
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Table 15 Opinion to Repa . 
yment Penod and Fr qu n ." f , rp ~ rnn { 

Debre Birhan 

Duration of 

Response loan 

Yes 93 (71.54) 

No 31 (23.85) 

No response 6 (4.62) 2 (1.54) 

Total 130(100) 130(100) 

Source: Survey Data 

In Debre Birhan, about 40 percent of the borro h h wers a e ot r n 

the enterprise that they took credit for. But about 7 perc nt 0 h 

loan-assisted enterprise as the main sources of income. On th 

of Assela, the percentage of operators who considered th nl rpri 

source of income was about 65 percent. About 24percent 0 

Assela have additional enterprises besides the loan assisted one 

10 

As it is observed, most ofthe time the microenterprise oper tors h mor h no c 

enterprise. And these activities complement each other. It might b logi I 0 hm 

that the credit taken for one enterprise may be utilized fo r anoth r 

case of Assela, about 11 percent of the respondents report 

credit among the enterprises under their control. But in Debr 

percent of the respondents shared the credit with other ent rpri 

But about 64 percent of the respondents utilized the credit or th 

activity only. Similarly, in Assela, about 70 percent uti liz d th 

activity only (see Annex 9). 

The micro enterprise-lending program of the DBE entai I th t lO r nl 

is deposited with the bank as an insurance protection. I f m m r 0 

to repay, the deposit will be utilized to settle the d bl. ff 

the whole amount of the debt, individual memb rs, ill h r lh 

has asked the sample respondents to comment on u h rr ng men ; 
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percent responded they were unh . . appy Whl le about 
agreeable III Debre Birhan Simil I . . ar y, III the case of S5 I 

respondents were not happy while b a out 16 percent consi 
Table 16). In general it can be sa·d th , 1 at more than 50 p r 

both towns were not happy to such arr angement. 

Table16- Reaction of the Respondents to G L· · . roup labIlity 

Number of Re pondeOlS 

Reaction Debre Sirhan Assela 

Unhappy 76 (58.46) 22(59.46) 

It is as per the agreement 35 (26.92) 6 16. ) 

To get another loan - 1(2. 0) 

Other 1 (0.77) 1(2. 0) 

No response 18 (13 .85) (I .92) 

TOTAL 130 (100) 37( 1 00) 

Source . Survey Data 

Regarding the source of income for repayment, about 90 percent 0 ml ro 

operators in Debre Birhan reported that the loan was repaid from incom 

by the assisted enterprise while about 23 percent of the respon ent r rom 

other enterprises. This showed how other enterprises that run un 

contribute to repay the loan. Having more than one enterp rise \ oul n bl to hoi 

risks (See Table 17 A). 

It is interesting to note that, about 16 percent of the borrowers r p th i r 

the bank loan. This means that they are not using the bank 10 n ro 

percentage of respondents who repay the loan from the" ag mplo 

14 percent (see TableI7A). 
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Table 17 A- Source ofIncome to Repay the Loan (Multiple Responses) 

Response Assisted Wage 

En terprise Employment 

or 

Retirement 

Yes 117(90.0) 18(13.85) 

No 10(7 .69) 109(83.85) 

No- response 3 (2 .3 1) 3(2.31) 

TOTAL 130(100) 130( 100) 

Source: S urvey Dala 

Response AssIs ted Wage 

En terpnse Employment 

I Rcurcment 

Yc<> 30(1I1.01l) 5(13 5 1) 

1'0 2(5 4 1 ) 27(72 .97) 

t-; o InfIUI\"" 5(1351) 5(t} .51) 

TO'I ,\ l. l ( IN.I) 37(100) 

.?'-~ ~'. -- -.... - ,-..... . .. 

(Debre Birhan) 

Agriculture Dairy/ Other BOITowed Gift Property Bank Loan others 

fa ttening enterprises money sa les 

from non 

bank 

1(0.77) 12(9.23) 30(23.08) 3 (2.3 1) 3(2.31) 4(3.08) 2 1(16. 15) 4(3 .08) 

126(96.92) 11 5(88 .46) 96(73 .85) 124(95 .38) 123(94.62) 122(93 .85) 104(80.0) 126(96.92) 

3(2 .3 1 ) 3 (2.3 1) 4(3 .08) 3 (2.31) 4(3.08) 4(3 .08) 5(3.85) -

130( 100) 130(100) 130( 100) 130( 100) 130( 100) 130(100) 130( 100) 130( 100) 

Table 17B S ource of I n come to R e pay th e L oan (Multiple R esp o n se) 

(Assela) 

Agricu lt ure Da iryl O thc r OOITowed Gifts Propcn y Dan k Loan Others 

Fa llening En tcrprises mo ney Sa les 

from non· 

Dan" 

- 2(5 -II ) 1(270) - - 2(5 .1I ) 2(5 4 1 ) 

32(116 -19) 30(111 011) 31 (83 78) 32(1!6 -1 <) 32(110 -I') 30(111 OS) .l0(~1 OS ) 2(> 01 1) 

5(13 .5 1) 5(13 .5 1) 5( 13 5 1) 5( 13 .5 1) 5( 135 1) 5(13:> 1) >(Il :>1) )(c).a )9) 

37(100) 37(100) 31(100) 31(100) 37(100) )7(100) ) 7( I lid) ,\7(100) 

-'0 
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In the case of Assela, about 81 percent of th e respond nls 
repay the loan from the activities of the ass ' t d . 

IS e ent rpns . 
Table 17B, about 13 percent of the responde t n s repay rom 
retirement. 

The research has also tried to identify the impact 0 

competition, time devotion, diversification of product 

premises. Table 18 showed the percentage of technological ch n 

towns. In Debre Birhan about 9 percent of the borrowers indi t 

brought up technological change in their enterprise. Mo t 0 

changes have been observed in tailoring and dairy/fattening acti 

engaged in tailoring activity have bought a machine that \ orks i h 

and has a speed that is much faster than the non electric one. 10reo r 

engaged in dairy/fattening activity have utilized hybrid c ttl 

10 • 

both 

productivity. Besides, 11.5 percent of the respondents repl ied th cr it h rou hI 

partial technological change in their enterprise (see Table I ). 

In the case of Assela, 5.4 percent of the respondents r port d th t th 10 n h 

brought up technological change in their enterprise. bout 14 rc n 0 

respondents observed partial technological change. In general on 

contribution of the micro credit to technological change seems insi i IC nl. 

Table 18 Technological change observed in the enterpri 

After Borrowing 

Response Debre Birhan Assela 

Yes 11(8.5) 2(5.4) 

Partly 15(11.5) 5(13.5) 

No Change 74(56.9) 25(67.6) 

No Response 30(23.1) 5( 13.5) 

TOTAL 130(100) 37(100) 

Source: Survey Data 
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The impact of the credit on th . . e number of custom . 
and dIversIfication of produ t h ers, Impro em 

c s as been present d 
from Table 19, about 77 per e on Tabl 
. ' cent of the borrowers in 
mcrease m the number of c t Debr us omers after the cd' 
percent of the microenterpri re It. In the c 

se operators have observe . 
customers since they took the loan d an mcr 
. . The percentaoes of r 
Improved the work premises t> . were 21.6 percent in Assel . 
percent m Debre Birhan An' . . hd . Inslgruficant numbe f h d' . . r 0 respond nts 

ave lverslfied their products aft aki . er t ng the loan in S5 I 

percent m Debre Birhan. Hen b' ' ce, orrowers In Debre B' h 

h 

. Ir an er bl 0 

t elr products/services after the 10 an. 

Table 19 Change Observed in C t us omers, work Premises and Diver ificati 

products After Borrowing 

Debre Birhan Assel 

Response Increment in Improvement Diversification Increment in lmpro em 

the Number of Work of Products the umber ot 0 or 

of customers Premises of customers Premise 

Yes 100(76.92) 44(33.85) 37(28.46) 20(54.05) 8(21 .62) 

No 23(17 .69) 78(60.0) 87(66.92) 11 (29.73) 23(62.16) 

No 7(5 .38) 8( 6.15) 6(4.62) 6(16.22) 6( 16.22) 

Response 

TOTAL 130( 1 00) 130(100) 130(100) 37(100) 37( 100) 

S ource. Survey Data 

The State of competition before and after the loan has been pre nte m 

About 55 percent of the borrowers in Debre Birhan indicated that th 

among business activities started to increase especially after th 

this has happened due to the emergence of many similar busin 

the case of Assela, about 38 percent of the respondents said that th 

increasing from time to time. Provision of credit might rai th 

competition provided that all or majority of the borro\' er In 

activities. In order to avoid matters that arise due to such ili on m 
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n n of 

pr u 

2(5.41 ) 

25W 57) 

10(27.63) 

37(100) 



seems to formulate a mechanism to . provIde advise to th 
of enterprises. ese op 

Table 20 State of Competition C ompared to Pre loa itu ati n n 
Response Debre Birhan Assela 
Similar 36(27.69) 7( 18.92) 
Increased 72(55 .38) 14 (37.84) 

Decreased 2(1.54) -
Varies 12(9.23) 7( 18.92) 

No Response 8(6.15) 9(24.32) 

TOTAL 130(100) 37( 100) 

It seems that the time devoted to work has an impact on the volum 

products. If someone spends much more time strictly for work, it is ec 

will produce goods and services in large volumes. Those famil m mb rs 

have sons and daughters can utilize them as family laborers. On the oth r h n 

microenterprise operators who don't have sons/daughter have to wor ' h 

earn a living. 

h 

o 0 

The head of the enterprise has been asked whether he/she spends much mor 1m on 

the enterprise after the loan. About 72 percent of the borro ers in 0 br 

asserted that the entrepreneur spent much more time in the busines 

But in the case of the borrowers in Assela, it was about 60 percent of the r 

who spent much more time for the business as compared to th pr 10 n itu tion 

(see Annex 10). 

As can be seen from Table 21, in Debre Birhan, the a erage month I 

income of the borrowers was (i.e., after borrowing) Birr 5 . 
\ hi I lh n n· 

borrowers had an income of Birr 154.17. Enterprise incom in r 

1 
d b 11747 percent fo r n 11- b rro\ 

percent for borrowers after the oan an Y . 

the scheme was initiated in the town. The income of the borro\ e r m 

600 Birr. But in the case of non-borrowers, it ranged from 0 to 0 irr. 

r 
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Table 21- Average Monthl I 
y ncome of the 

Micro enterprises (Nominal) 

Debre Birhan 
Assela 

Before the After the Before 
loan* loan(current) the loan· 

Borrowers 181.14 252.77 139.32 
Non Borrowers 71.17 154.77 256.1 8 
Source: Survey Data 

* For non borrowers the classification before and after the loan 

refers to the period ,i.e., the period before the scheme was 

initiated and the current period respectively. 

After the I . n 

(curren 

230.00 

282.94 

Micro enterprise operators in Assela earned Birr 230.00 aft r th 10 n vhil 

borrowers generated Birr 282.94. This means that borrow rs m 

n· 

micro 

enterp rise income than non-borrowers (i.e. nominally). The percent e In 

income before and after the loan for both borrowers and non-borro\ rs 

and 10.45 percent respectively. For the borrowers, averag monthl In om 

generated from the enterprise ranged from 30-450 Birr. Whjle for non-b rrO\ , It 

ranged from 40 to 700 Birr. 

The total households income (including the microenterpise incom 0 h mi ro 

enterpri se operators are presented in Table 22. Borrowers and non-borrow 

able to increase the total income of the household. 

Table22 Average Household Income of the 

Microenterprise Operators (Nominal) 

Debre Birhan Assela 

Before the After the Before After the 

loan* loan( current) the loan· loan current) 

352.55 445 .76 394. 15 475.49 
Borrowers 

327.27 398.63 452.41 469.09 
Non-Borrowers 

Source: Survey Data 
*For the non-borrowers, the classification before and after the 10 n 

. . the eriod before the scheme \ a 
refers to the penod , I.e., P 

initiated and the current period respectively . . 
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As can be observed from table 22 in both tow b ' ns, orrowers 
able to increase their household income But th 

. e percenta e ch 
the two towns. In the case of Debre Birhan borro d 

' wers an non-
to increase their total income by 26.44 and 21 80 t Th . percen . r 
was 20.64 and 3.69 percent in the case of borrowers and b non- orro 
in Assela. Although the enterprise income of borrowers \ 

borrowers (nominally), the total household income of the borro\ Ii 

greater than the non-borrowers in Assela. 

The average household assets of the borrowers and non-borro\ er or h 0 \ n 

presented in Table 23. In both towns, microenterprise operators \ er 

household assets. As depicted in Table 23, borrowers in Debre Birh 

towns were able to increase their household assets by 29.14 n 

respectively. Non-borrowers in Debre Birhan and Assela were abl 

household assets by 29.23 and 19.63 percent respectively. 

Borrowers 

Table23 Value of Household Assets 

(Nominal) 

Debre Birhan Assela 

Before the After the Before the 

loan* loan( current) loan* 

12,136.17 15,672.19 13,355 .80 

Non-borrowers 12,476.67 16,123.42 3464.97 

After the 

loan curr n ) 

16,478.91 

4144 .82 

Source: Survey Data 
*For the non-borrowers, the classification before and after the 10 n 

. . th eriod before the scheme wa 
refers to the penod , I.e., e P 

initiated and the current period respectively. 

. d d current assets. Fixed asset in lu 
m hin nc . 

Productive assets mc1ude fixe an . 
. ent assets include raw malenal 

tools work premIses, etc. Curr 
, . etc Table 24 shoy d th 

finished goods, petty cash, credIt sales, . . 
The percentage change 10 pr 

assets before and after the loan. . h 
than 90 percent. In t 

hi ohest in both towns. It was more 
.:0 

o Irh n. 
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borrowers and non-borrowers were able t . 
. 0 Increase th 

enterpnse by 9l.52 and 14041 e produ . percent respectivel . . 
of the borrowers and non-bo ' y. SUIpnsm I , pr rrowers In Assel . . I a mcreased by 6 6 0 
respectIve y. In the case ofbo ' . rrowers In Assela . t 
been utilized for the purchase of d' , I seems that mos 

pro uctlVe assets. 

Table 24 Prod~ctive Assets ofM' Icro en erprise 

Debre Birhan Assela 
~ 

Before the After the Be fo re After th 
loan* loan( current) the loan* loan curr 

Borrowers 888.40 1701.49 399.95 31 43.82 

Non-borrowers 833 .97 2004.93 784.32 1531.27 

Source: Survey Data 

*For the non-borrowers, the classification before and after the 10 n 

refers to the period, i.e., the period before the scheme was 

initiated and the current period respectively. 

4.2. Regression Analysis 

4.2.1. The Model and the Hypothesis 

o 

It is known that the income of a micro enterprise is affected by a numb r 0 

It is hypothesized that credit is one of the major factors affecting in om . 

out the significant variable, some sort of a regression analysis is n de . Ion 

analysis enables to examine the nature of a relationship between or mon 

This study has used a linear regression model to identi fy the imp t 0 

on micro enterprise income. For the purpose of this analysis, the re 

by combining borrowers with non-borrowers. A separate 

constructed for each of the two towns. One dependent. ariabl i . . mi r 
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income) is used in each case. In ident'fy' 
1 mg the contributing fa to 

made not to select two or more variabl h 
es t at are correlated with on 

The model that was used in the case f Db ' o e re Blrhan and 
functional form: _ 55 I h 

Where, 

B Y Nowenter == Bl + B2 Startup 

Nonpaidl + B5Educa + B6E cone ate B 

B8paidl + B9prodassl B10Dumm u 

Dumkebele + B12 Dummysex B13 Dumow 

Nowenter - The average monthly income of the microenterpirse 

Start-up - The amount of start-up capital. It has been cat on 

variable codes: 1)< Birr 250, 2) 251-750 Birr, 3) 751- 1000 Birr 

2000 Birr, 5) 2001-5000 Birr, 6) more than 5000 Birr. 

Nonpaid 1 - Number of Non paid family employees working in the n 

Paid 1- Number of paid employees working in the enterprise 

Educa- Level of education. The Education level has been grou c 

Variable codes: _ I)-Illiterate 2)- Literate (read and wri te) ,) - r 

Grade 7-85)- Grade 9-12 6)- Above grade 12 

0 11 

100 

100 . 

into 

1-

Econcate- Economic activity classification. A dumrn 

service, 1 otherwise 

ari bl , \ h re 

Years _ Number of years the business has beel) operating 
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Prodassl - Productive assets of the finn both fi , xed and c rr 

Dummycre - A Dumm . y vanable for cred't 
borrowers = 0 I where borro\ 

Dumkebele- Ad ' ummy vanable for keble h . ouse 

otherwIse. 

I for K b I h t 

Dumown - A du . mmy vanable for own house 1 . th . ' IS own hous pn I 
o erwise. The reference for Dumk b I . e e e and Dumown is hou 

pnvate owners. om 

y vana e for sex, where 0= female and 1-Dummysex - A dumm . bl 

Dummyequ - A dummy variable for 'equb,' where 1 is memb r Ooth ("\\ 1 

B I - a constant 

B2 - B 13 - regression coefficients 

Ui - error term 

It is hypothesized that enterprise income is a function of credit the amount 

up capital, the number of non paid family employees, level of edu ali n, nu 

years in the business, productive assets, the number of paid emplo 

of enterprise. Moreover, other contributing factor such as own "hip 0 0" 0 n\ I 

house or kebele house, membership of equb and gender \ r 10 '" 

analysis. The basic assumptions or expected results of Ihe mod 1 r 

follows:-

nle<! 



a) It is expected that those micro entre 
preners who staned h ir 

amount of money would generate hi h . 
g er illCome than tho 

amount. As a result, start-up capital' 
IS expected to b 

enterprise income: 

b) It is assumed that the relationship betwe th en e numb o 
employees and enterprise income would be positive. nu 
family employees' increases, the enterprise income would in r 

c) It is expected that those who are engaged in service en! rp ris 

income than manufacturing enterprises. In the case of servic 

the operators are always ready to sell their services on d m 

material wastage as such. But in the case of production ent rp ri 

r o 

labor wastage is common problem as the product could not be 

enterprises have better chance of earning higher incom 

enterprises. Besides this, the number of respondents engaged in m u 

higher than services. As a result, the competition is higher fo r th 

than the service enterprises. Moreover, services tend to ha hi h 10 

elasticities than most manufactured goods. 

d) It is expected that the relationship between the number of th b in h 

been operating and income would be positive. In other word 

years in the business increases, the income of the enterpris oul 

e) The value of productive assets is expected to have an impact on 10 m . 

d f assets would gen rat mor 10 
enterprises with more pro uc lve 

'f ly correlated" ith in m . 
Consequently, productive assets are POSI we 

o 

c. 

. 1 vement credit i rom n' 
f) As it can be observed from the physlca mo , 

b d This money would increa 
fro m someone to some 0 y. 

un 0 h 
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available for the purchase of fixed a d n current assets 

expected to be positively correlated with ,,' enterpnse !ncom 

s 

g) The number of paid employees working in th ' , e enterpns h 

mcome. Those enterprises that emplo y many workers \ oul 

POSl lYe y correlat Consequently, the number of workers is 't' I 

h) It is expected that the level of education I'S " I positive y carr I t 

Those operators who are relatively educated would earn mar in am th 

who are not. 

i) Membership of 'equb' is expected to be positively carr I t 

Those who are members of 'equb' would be forced to earn mar In om 

c 

n 

others. 

j) It is expected that sex have an impact on income, Females \ auld 

income tharl males because most of the important microenterpri . II . 

' areke' making are tasks exclusively handled by women, 

k) It is assumed that those who have their own house would earn m r in om h 

others. They have more freedom (than houses rented from the ri 

how to usin
a 

their houses for business, Consequently op r tor 
t:> 

house would earn more income than others, 

1) It is expected that operators who live in kebele house' ould 

(than those who rented from the private sector). \n oth r' or 

house is positively correlated with income. 
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Table25- Summ S . ary tatlstics f o the Variable in th M d I 

Debre Birhan Asse\a --
Variable 

I-
Mean Range Standard Mean ~nge c:~ -

; ... 
Deviation 

Startup 1.78 1-6 1.23 2.0 1 1·6 \.21 

Dummysex .28 0-1 .45 .27 0.1 i IS 

Nonpaidl 0.89 0-6 1.34 0.93 0-7 \.39 

Paid l 0.44 0-5 0.99 0.24 0 0']6 

Educa 1-6 1.28 3. 11 1-5 ITo'" \ 2.91 

Econcate 0.77 0-1 0.42 0.79 0-1 0..\\ -

Years 10.59 1-53 8.36 \ 1.32 1-36 SN 

Prodassl 1758.38 0- 2838.62 2371.6 1 01'0092 5397.16 

17690 

Curr10an 1653.44 0-5000 1630.69 704 .65 0-2000 153.63 

Nowenter 234.83 0-600 156.29 255.35 30-700 IT5.S-l 

Dumkeb .38 0-1 .49 .59 0-1 .50 

Dumown .54 0-1 .50 .38 0-1 ~49 

Dummyequ .54 0-1 .52 .63 0-1 .'19 

Dummycred .81 0-1 .39 .52 0-1 .sO 

Source: Surve 0 y ata 

4.2.2. Determinants of Income 

Table 25 showed the summary of the statistical figures of the t 0 

into account borrowers and non-borrowers as one group, s n 0 

this table, the number of non-paid family employees ranged from 0 0 

Debre Birhan while it ranged from 0 to 7 io Assel, . The numb r 0 

working in the micro enterprises ranged from 0 to 5 in Debr 

from 0 to 4 in Assela. The number of years the bu in 

operating ranged from I to 53 in Debre Birh' n while it r n 

only in Assela. The average size ofloan was Birrl
653 

fo r De r 

Birr 704.65 in Assela. 
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The result 0 f the regression analysis for i . 
ncome IS presented in T bl 

of Debre B irhan, the adjusted R square (i e 039)' . . In 
. ' ., ' " mdlcates th t bout 

the vanatlOns In Income are explained by th h h ' e ypot eSlzed variabl 
the equation is significant at less than five perc t B . en . ut 10 the c s 0 

statistics were not significant when all the tw I . e ve 10depend nt 

included. However, when some of the variables we d d re roppe th F 

siQT1ificant at less than 5 percent. But the adJ'usted R :::> square w onl 

percent. The five contributing factors (i.e. Start-up, prodassl, Dumcr d , 

Econcate) exp lained only 10 percent of the variation in income. 

In Debre B irhan, credit is significantly correlated with income. It is i ni Ie 

less than five percent. The empirical result supports the hypothesis \ hich 

credit scheme have increased enterprise income. But credit is n 0 , 0 

si gnifican tl y correlated with income in Assela. Some of the possible r on wh ' 

credit correlate with income negatively is presented at the end of this section. 

The second variab le that is significant is the start-up capital. Start-up c pi I I 

si !mi ficant at less than five percent. The more start-up capital a busine s n ns 
:::> 

has, the more income it generates. This is confirmed in one of the stud 

Debre B irhan. In the case of Assela, the results in Table26 showed that th r i no 

relation between income and start-up capital. 
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Table26: Results of Regression Anal is f r 1 n m 

(Figures in parenthesis show T- ta ti tic 

Variables Debre Birhan 1 

Equationl Equation 2 Equalion3 Equauonl Equ:lllol\2 

17.873 44.230 85 .458 333.143 397.672 

Constant (.317) (1.021) (2.5 73) (_. 2 ) ( .0 I) 

92.524 92.546 104.641 4 7.296 -57661 

Dummycre (3 .258) (3 .514) (4.172) (-1.115) ( - I. 6) 

Startup 25.055 26.256 26 167 -5 .015 -=4742 

(2.788) (3.128) (3.170) (-.) 3) (- 3 I) 

Nonpaidl 27.358 28.733 29.501 -3.860 

(3.598) (3 .952) (4.061 ) (-.3 _S) 

Paid 1 22.334 22.296 24.292 3.543 

(2.005) (2.030) (2.252) (.137) 

Prod ass 1 .0 159 .0 161 .0157 \ -.003 
-.003 

(3.846) (4.081 ) (3.969) (-1.6 9) (-I.S61) 

Econcate -58.588 -6 1.942 \ -61.1 02 
-58.544 -82..1 88 

(-2. 100) (-2.S14) (-2.477) (-1.1 9) (-_.21 ) 

Dumkeble 55.068 52.812 11.343 

(\.375) (1.346) (. 1 1 ) 

Dummyequ 11.512 
27.449 

(.584) - (.7 51 ) 

5.995 
29.072 

Dumrnysex 

(.21 4) - (.640) 

61.744 59 .832 7.940 
Dumown 

( 1.585) ( 1.566) (.07 ) 

-2.472 -2:760 

Years .747 (-I. 19) 
(.568) -

(- 1.1 1 ) 

2.264 
Educa 3.419 -

(. 1 0) 
(.403) .098 

.406 .404 .0 10 
Adjusted R .393 

Square 2.525 
18.97 1 1.060 

F-statistics 9.583 14.577 

Source: Survey Data 
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The other variable that correlates wit.h . . ITIcome ITI the c s 

paid family employees. The number of non-paid 

significantly related with income. on-paid famil 

correlated with income in the case of Assela. 

I bor i 

Irh n I 

not 

s. In The fourth significant explanatory variable is the numb rp m 10 

Birhan, the number of paid employees is significant t 5 perc nt. [n oth r wor ,the 

income of the enterprise would increase as the number 0 p 

Such relation is not observed in the case of Ass la i.e. the numb r 0 

employees is not correlated with income. 

The amount of productive assets is positively corr lat d ith in orne in 0 br 

Birhan. It is significant at less than 5 percent. As the value of pro ucti 

increases, the income of the enterprise increases. But, th vari ble i not i ni I nt 

in the case of Assela. 

It is interesting to observe the fact that in both towns, the type of con mlc 

correlates with income. Those who are engaged in service gi ino ente os 

more income than those in the manufacturing activities. This ri bl i 

at less than 5 percent in both towns. The possible reason for the corr I tion 0 

activities to income could be explained by the fact that the stud si 

centers that mainly provide services. Farmers who are loc t d in th 

areas often sell their products in the urban centers and purcha 

those who are engaged in service activities tend to eam mor IDcom th n 

manufacturing activities. Besides the number of re pondents ho \ In 

manufacturing activities were high as compared to s rvice gi in ent rpri 

result the manufacturing activ ities face hjgher comp tition th n th giving 

enterprises. 
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The other variables (i.e. Dumkeble D b , ummyequ , Dummysex, Dumo\ n 

educa) are not positively correlated with income Th ' . ' e Impact of th s Ii bl on 

mcome is insignificant in both towns C d . ompare to house r nt d rom 

, , uence on In om. imil rI owners, living in a kebele house for instance has no I' nil ' 

having private home is not correlated with income. Besides, memb rship of 

does not imply more income. In other words, membership of equb does not incr 

mcome. 

Dummysex is not correlated with income. Enterprise Income IS not 

whether the operator is male or female. 

b 

The number of years the business has been operating is not signi ficantl r I t to 

the income of the enterprise. Income is not influenced by whether the oper tor i 

literate or not. 

To summarize, variation in income arises as a result of credit a ail bi li 

capital, non-paid family workers, paid employees, productiv assets n conoml 

activity in Debre Birhan. In Assela, the two explanatory variabl s for in om chang 

are type of economic activity and credit which both are negati ely corr I Ie with 

mcome. 

The results with regard to credit are unexpected in the cas of 

due to the following factors. 

b 

First the selection of members (borrowers) in ss la i highl 
, 

According to the respondents (especially non-borro er nd m 

who have relatives and the like were able to g t the cr dit. Th 
.. ho w r C 

of us ina the credit effectively were not included. 
::> 

Second the amount of credit provided was m II \ h n om r 
, 

to irh n. In 

Debre Birhan, the maximum amount of mon pro 
the 
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operators was 5000 Birr. But in the case of ss la he m 

provided was only 2000 Birr. 

Imum moun 0 C 

The third possible reason is the low business ac tivities In 

produced by the operators in Debre Birhan are old in h loc I 

exported to other areas: That the business climate in Debr 

can also be inferred from the practice of 'buyi ng cooper ti 

has a certain amount debt and the debt cannot be r paid ithi n 

It 

promoters (Department of trade and industry)ofthe cooperati e \ ill ecl 

cooperative is up for sale. Those who are interested in buying it can se I he b 5 

and obtain new credit from the ban1e The promoters usu \I initi t I proc 55 

against the defaulting members to enforce repayment. This sho\ s the 

financial resources in Debre Birhan. Since new cooperati e can not b orm th 

existing ones earn rent income as a result of the high demand for cr di . 

The fourth possible reason is the misunderstanding about the obj cti e 0 

in Assela. Most of them considered the credit as the go rnment mone ould 

not be repaid. As a result, the borrowers may ha e failed to use the mon or 

business activities. Although the program was ini ti ated at the arne tim 

Birhan program, no borrower has proceeded to the fourth phas . B con r 

o br 

, th r 

are presently 26 active members who are servicing their third loan n 6 - OITO\ 

servicing their second loan ( See Table 2). 

• b B· h "Areke" is exponed l other urba n cenl r tn the c untr) . 
The De re Ir an, ' 
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5. CONCLUSION AND POLICY IMPLI TI 

5.1 Conclusion 

Capital is a critical resource for economic deve lopment. It is not possible to thi 0 

development without finance. It does not mean that there ar no oth r cn ic I 

resources for economic development. The other resources inc lude hum n 

natural resources, management and the like. 

The capital market does not satisfy the financial needs of small- c Ie oper tors. 0 

to this and other related factors , in the 1930s some gov rnments start d to [0 i e 

credit for small operators by establishing Development Finance Institu ions DFIs). 

Unfortunately, the attempt of these institutions was not alv ys ucces fut. 

h rOJ In 1976, Professor Mohammed Yunas established a sm II a tion r s 

with the aim of providing credit to poor households. The mech ni m 

professor was group based lending. The smal l action rese rch project 

independent Bank, known as the Grameen Bank, in 19 3. This b h 

door for the establishment of other simjlar ki nds of bank roun the \ orl . 

Using the experience of the Grameen Bank, microfin n e in ti tutions t 

flourish around the world. They provide smal l amount of cr 

or microenterprise operators. Their performa nc in t rm 

from country to country and from one pl ac t nother \! ithin he s m 

Beneficiaries are also said to improve their incom r ducti 

but the impact is not the same throughout. 
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r ting In In Ethiopia, provision of micro credit fo r incom g n 

1980s by NGOs. In other words, NGOs were the first to 

and rural areas of the country. 

micro In nc In ur n 

The DBE started microenterprise-Iending program in 1994 in 16 lec d m r ' l 

towns. This was possible due to the agreement signed betv een th 

Ethiopia and the International Development Association ID 0 th or! B 

At present, the number of market towns which the bank pro ides microcr it re 

forty-nine. 

This paper is a case study of two market towns, i.e. Debre Birhan n 

tried to assess the impact of the program in terms of micro enterpris Incom Th 

study hypothesized that micro enterprise lending would incr as the micro n ns 

income of the borrowers. In order to test this hypothesis, the r s arch us 

methodology, which allow comparing borrowers with non-borro rs. [n d ition 

comparison of the situation before and after the credit was made. 

The research utilized descriptive statistics so as to hi gh li ght the m jor char ct ri ics 

of the respondents. Descriptive statistic is also important to comprehend th ner I 

conditions behind the program. 

or 

another brought variation in income. To do thi s it has u d 

By taking into account all possible explantory vari ble , the m th 
h 

the relative impact of each variable on income. 

The sample size of the study was 23 1 respond nts . 

borrowers consisted of 167 and 64 respondent r sp 

of the respondents were head of the household. 

4 

ut thi rr \ r t n non-

lor h n ' 



In Debre Birhan, the total number of respondents who took cr i \ 

fourth time borrowers were 30, third time borrower w r 3 

borrowers were 63. Here, the non-borrowers were 30 . And in the c 

second time borrowers were 37 and the non-borrowers w r 34. 

16 0 \ hich 

nd s on 1m 

of s la, th 

With regard to educational level, in both towns, more than 50 percent 0 th 

respondents were less than grade 8 level of schooling. The m jorit 0 he non­

borrowers in Debre Birhan were (i.e. about 33 percent) fo und to ha e gr 0 1-

level of schooling. 

The type of micro enterprises operated by the respondents van s from It to [n 

Debre Birhan, the major activities for the borrower group v ere 

percent), dairy/fattening (12.3 percent), sells of non-process 

m king .1 

percent) and food processing (8.5 percent). In the case of no n-borro\' rs . h 

activities are similar except the significance of cereal and puis tr ino In th 

group(i.e. about 13.3 percent). On the other hand, in Assela, the m jor en 

according to order of importance were ' areke' making 29. % , foo proce sing 

(27.0%) and tailoring (16.2%). The situation is similar in th ce o th non-

borrower group. 

The major sources of cash to start up business in both town \ er 

moneylenders, own saving, credi t from micro enterpri se I nding ro r m 

DBE, credit from relatives, money provided by th ( mil rom c r I 

m 

traders. 

With regard to the volume of start-up capital, in D re 

borrower and non-borrower operators who started the busines with Ie 

250 was 62 and 63 percent respecti ely. In s I about nd 

borrowers and non-borrowers started thei r bu ines \ iLh I lh 
lIT . 

7 



The study has shown that more than 50 p rc nt 0 h r sp n t in borro \ r 

non-borrower group were members of equb' i t d·· I .. r ilion In nCI 1 I 

But, the number of respondents who deposited mone in h b n w IOsi I IC ( 

in both sites. 

More than 50 percent of the microente rprises in the tu it 

compound including the home of the operator. The m jori t 0 

(more than 75 percent) have access to electrici ty in bo h own 

borrowers in Assela. Similarly more than 75 perc nt of the respon 

\ I hID onl; 

and non-borrowers) have access to water in Debr Birhan, com red (0 I 

percent in Assela. Most of the respondents in both sites don th e \ or lic 

about 80 percent). 

th non-

th n 3 

The maximum amount of credit provided to micro-enterpri op r to w Birr 

5000 in Debre Birhan and Birr 2000 in Assela. About 59 perc nt 0 he r s on n s 

in Assela reacted that the amount was not sufficient. In D br Birh n onl 3 

percent of the respondents reported that the amount was not u Icient. 

The program has an impact on income and productiv ass t . Borro\ in Debre 

Birhan were able to increase their enterprise income from Birr 1 1.1 -1 cr month 

before the loan to Birr 252.77 Birr per month after the loan . \ r 

reported an average monthly income of Birr 154.77. The a er g month I in ome of 

the borrowers was higher than the non-borrowers. In th ca f ss I , borr \\ c 

were able to increase income from Birr 139.32(before th 10 lIT 

230 (after the loan)per month. The monthly income of the non- rro- c 

282.94.(i.e., current enterprise income) Here, the ent rpris IOcom 

was less than the non-borrowers. 

The results of the regression analys is imply that cr dit is igni I 

correlated with income in Debre Birhan. 
ore r th 

significant and positive were start-up capil I, 
n n- (I 
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employees and productive assets. Those who \ er eng g d in s 1 C 

earned more income than manu C'actun' ng (neg t1' . h d 1. coe ICI n or e mm)' 

variable representing economic activity). 

In the case of Assela, there were two variables that xpl in 

enterprise income. These were economic activity and credit and both \ 

Ion In micro 

correlated with income. The result with regard to credit was unexpect in h c 

of Assela. The possible reasons are: -

1) Improper selection of borrowers: - Most of the borrowers on he 

basis of friendship , instead of competence. It appears operators v ho coul ben It 

much more from the credit were not included. 

2) Misleading information during the initiation of the project. Most peopl In 

Assela considered it as an aid package and thus, the borrov rs mh o 

efficiently utilize the credit. 

3) Low business activity as compared to Debre Birhan town. 

4) Low level of credit provided to operators in Assela 

5.2 Policy Implications 

Credit is not an end by itself. It is a means to achieve som thin:;,. rf 

took credit did not run hislher business well , the end objecti e \ oul 

achieved. In other words, operators who utili zed the credit for non-pro 

would be unable to repay the loan. 

r on \ ho 

not b 

Based on the findin gs of the study, the fo llowing implications an be r \\ n. 

e 1) Appropriate package 0 f support shou Id 

micoenterprise operators (i.e. including uit ble \ 

outlets, provision of bas ic infrastructure nd [h r rei t 

77 

r m Ol 

m r ' In 

iii ti 



2) In the provision of microcredit, emphasis should be gi en to the 

micro enterprise operators. Proper screening has to be mad to sort out hos 

who are good borrowers and bad borrowers before they took th cr it. 

3) The volume of credit pr:ovided must be sufficient to meet the orking c pi I 

requirement ofthe activity. 

4) The duration of the loan repayment period needs to be flexible b 

account the nature of the business. 

ing into 

5) The program that is being undertaken by the Development Bank 0 E hiopi 

is an additional task to the Bank. The Bank mainly provides credit to medium 

and large- scale industrial and agricultural activities. The pro ision of micro 

credit is generally viewed as an additional burden wi.th no incenti e b th 

workers. There is a need to develop a micro finance institution v hi h m inl 

focus on saving and credit activities . 

7 
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NON-BORROWER QUESTIONNAIRE 

P ART ONE: - MICRO ENTREPRENEUR Al'ID THE ENTERPRISE 

1.1. Name of the microentrepreneur, ______ _ 

1.2 . Address: woreda __ kebele------

1.3. The relationship of the micro entrepreneur to the head of the household ___ _ 

1A. Sex,~== 

Head of the household ----I 
Spouse-------------- - -2 
SonlDaughter-----------3 
M otherlF ather -----------4 
Brother /Sister-----------5 
Other relative-----------6 
Non-relative-----------7 

Male ----1 
Female--2 

1.5. Age,~==== 

1.6. Religion,~==_ 

Orthodox ----I 
Protestant-- -2 
Catholic-----3 
Muslim------4 
Other/specify--5 _ 

1.7. Ethnicity ___ --

Amhara------- I 

Guragie-------2 
TigraY-------3 
Oromo--------4 
Other/specify--5 

1.8. M arital status, __ ---­

Married--- I 

Single-----2 
Divorced---3 
Widowed- --4 

1,9. Level of Education 
Illiterate--------- -------- 1 
Literate (read and write)----2 
Grade 1_6 ________________ 3 
Grade 7_8 _______________ -4 

Grade 9_1 2- ----------- ---5 

Above grade 1 2-----------~ who live in your household? What about be ore 1 
1.10. Could you tell us the number of peop e 

period before the start of micro credit program in the town) 

Now ------------------
Before 1993/94-----------

1.11 . Details of the household 

Code A- Educational level 

llliterate-----1 

Literate (read and write)---2 
Grade 1-6 _ __________ 3 

Grade 7_8_-----4_ 
Grade 9-1 2---------) 
Above Grade 12------6 
Kindergarten-------- - 7 

? (i .. , the 



Code B - Economic Activity 

Metal works -1 
Wood works-2 
Basket works-3 
Tannery -4 
Shoe repairing -5 
Tailoring -6 
Pottery-7 
Bee hiving-8 
Cereals and 

Agriculture -1 5 
Poultry -16 
Cotton rolling -1 7 
Weaving-18 
Embroidery -19 
'Sifet' -20 
Kiniting -21 
Selling of second 
Hand clothes -22 
Making of tire bricks -23 
Selling of firewood -24 
Selling of charcoal - 25 
'Gulete' - 26 
Carpet making -27 

Housewife -29 
Student -30 

ot employed 
(Seeking employment).3 1 
Selling of non-
processed food 
items -32 

l on-paid servant -33 
Other/Specify -34 

Pulses trading -9 
'Areke'making.IO 
Tella'making·11 
Food processing·12 
Dairy/fattening· I 3 
Home Gardening -14 Government employee/retired - 28 

Name Sex Age Level of Education Occupation 
(use No) 

1.12. Is there any other person/persons m your household who do have llldependent ources of income . 

Yes· 1 
No-2 

1.13. If 'Yes' to Q.1.l2, could you tell us their number? 

Now·_·-
Before 1993/94-_ .. 

1.14. How many members of your family depend on your income (including children) . 

Now .... -·-
Before 1993/94---·-

1.15. How long have you been living in this town? Years. 

1.16. How do you acquire the present ski ll? 

Self·taught . 
Family tradition -2 
Apprenticeship - 3 
Formal training -4 
Other/Specify/ · 5 

1.1 7. Could you tell us the main type of enterprise you are engaged in at present. ____ _ 

1.18. How old is your present enterprise?_ Years 

1.19. Do you keep fmancial records of your enterprise? 

Yes = 1 No = 2 

Now 

Before 1993/94 



1.20. If the enterprise maintains fmanciaI records, could you tell us the extent of maintaining the records . 

1.21. 

l.22. 

1.23. 

1.24. 

Full-I 
Partly -2 
Average -3 

Now 

Before 1993/94 

What about the Iocanon of your enterprise and home? ----

Within one compound-I 
In different places -2 

Do you have the following services around your work area? 

Yes -I Private -I Others' fami ly -3 
No -2 Communal-2 Government -4 

Electricity 

Water 

Telephone 

Could you tell us the average weekly working hours of the enterprise·] __ Hours. 

Is the enterprise seasonaI?~==== 

Yes -I 
No -2 

l.25. If 'Yes' to Q.1.24, could you tell us when the activity becomes high, average and low? 

High-I Average -2 Low -3 

S 0 N D J F M A Nt J J A 

... 
l.26. What are the tllfee mam problems you encounter ill the day to day acuvmes of your enterprise. 

2_ 3 
Shortage of capital -I 
Family problem -2 
Lack of market -3 
Inadequate work premises -4 
Lack of raw materials -5 
Inadequate skill -6 
Red tape to get license -7 
Other!specify! -8 

I don't have any problem -9 

PART TWO: - CREDIT i'.'D SAVING 

2.1. What was your source of money to start the enterprise? 

Yes-I o. -2 

Saving Credit from Credi t from Credit from 

or friend relatives money ccrcal 

'equb' Lenders tradcrs 

Inhent nee Iven by other. 
the Farmly 

If 



2.2. If 'Saving or 'equb' to Q.2.1, what was the source of the m ney 

Yes -I 0-2 

Agricultural Property Other businesses P n."nceshlp Othcrl5pCClfyl 
income Sales Income payment 

2.3 . With how much money did y ou start !) your enterpnse. ____ _ 

2.4. 

Less than 250 Birr -
25 1 - 750 " -2 
751 - 1000 " -3 
1001 - 2000 "-4 
200 1 - 5000 " -5 
More than 5000 Birr/Speci fy/ -6 

Have you taken any credit? 

Yes -1 
No -2 

~~-~-

2.5. Has any bank ever refused your loan app lication? -----
Yes -1 
No -2 

2.6. Do you have any outstanding debt? ------
Yes -1 
No -2 

2.7. If'Yes' to Q.2.6, how much is the outstanding amount?--- Birr 

2.8. If 'Yes' to Q. 2.6, could you tell us some of the reasons behind the ou tanding ebl? 

Yes= I No=2 

Low Demand of Family arural Other/ pt.'Cify/ 

products illness disaster 

2.9. Do you have any savillg ill the bank or another illsntunon? ____ _ 

Yes -1 
No-2 

2. 10. If 'Yes' to Q. 2.9, could you tell us details of the saving . 

Name of the organization Amount of saving tarting time 

Bank 

Credit and saving 
Association 

Other/Specify 

2.11 . Do you have savmgs ill your home/excluding the working capita ? ---

Yes -1 
No -2 

If 'Yes' to Q.2 .11 , could you tell us how much money 0 you ha e in your home n \ 
2.12. 

2. 13. Are you a member of'equb'? -----

Yes -\ 
1 0 -2 

If "Yes' to Q.2.13, could you tell us the monthly payment? ( 11 ' qu 
2. 14. 
2.15. How much money do you get when you fmi h the equb. - irr 

)_ lIT 



2.2. If 'Saving or 'equb' to Q.2.1, what was the source of the mone y. 

Yes -I No-2 

Agricultural Property Other businesses 

income Sales Income 
Apprenriceship Otherlspecl fy/ 
payment 

2.3. With how much money did y ou start your enterpnse?~ __ _ 

2.4. 

2.5. 

2.6. 

2.7. 

2.8. 

2.9. 

2.10. 

2 .11. 

Less than 250 Birr -
25 1-750 "-2 
751 - 1000 " -3 
1001 - 2000 " -4 
200 1 - 5000 " -5 
More than 5000 Birr/Specify/ -6 

Have you taken any credit? ~==== 

Yes-I 
No -2 

Has any bank ever refused your loan application? ~----

Yes -1 
No -2 

Do you have any outstanding debt? ------
Yes -I 
No -2 

If 'Yes' to Q.2.6, how much is the outstanding amount?--- Birr 

If 'Yes' to Q. 2.6, could you tell us some of the reasons behind the outStanding ebl. 

Yes=' I No=,2 

Low Demand of Family Natural OthcrlSpeci fy/ 

products 
illness disaster 

Do you have any savillg ill the bank or another msntuno
n
?_---­

Yes -I 
No -2 

If'Yes' to Q. 2.9, could you tell us detaiis of the saving? 

Name of the organization 
Amount of saving Starting rime 

Bank 

Credit and saving 
Association 

Other/Specify 

2.12. 

2.13 . 

Do you have savmgs ill your home/excluding the working capita 

Yes -I 
No -2 If 'Y ,,' to Q.2.1I , could yOU toll uS how mu, h mo",y do yOU h'" "' yO" h moo ' . _S'" 

Are you a member of'equb'? ----­

Yes - I 
No-2 

2.14. 
If "Yes' to Q.2.13, could you tell us the monthly payment? 

2. IS. - How much money do you get when you finjsh the equb?_Bi.rr 

)_ Irr 


