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Abstract 

Th e main objective of the study is to evaluate the contribution of AdCS I 
towards poverty reduction and job creation. The study was conducted on 
a ll of t he branches of AdCSI e mplO\ ing the '· b efore" and "afte r" m eth od so 
a s to evaluate the impact of th e microfinance institution on reducing 
poverty level of its clients. 

Prima ry data was coll ected using structured inte rview, FGD, and 
observational check list while secondary data was obtained from the 
reco rds of the in stitution, journals, proceedings, bulletins , internet and 
various books. Both desc riptive a nd infe rential stati stics such as mean , 
percentages, Wi lcoxon signed ra nk s test and independent two sa mples t­
test was employed. Multi s tage sampling method was employed to take a 
sample of cl ients from th e total population. 

Th e saving amount of the res pondents' h as increased after participatin g 
in the program with d ifference in mean saving between the m ale and 
femal e clients. All of the s ocio-economic variables have s hown a 
signifi cant increment after program participation. And there was no 
sign ificant differen ce between both sexes regarding the socio-economic 
variables except for the level of in come after loan. Accord ing to the study 
96.1 "!t, of the mature cl ients witncssed increase in income levels . The 
average monthly income of the mal e c lients increased from 918.6 to 
2157.1 ETB and the fem a les' increased from 8 14.8 to 1834.8 ETB a fter 
program participation. Th e reason s for positive change in income of the 
benefi c iari es were: through the loan they were a ble fin a nce productive 
capital assets and finance th e working capital of th e bus iness . There fore , 
th e credit he lp ed th em to open a n (w busin ess, expa nd the existing a nd 

diversify sources of in come. According to the study 64.1 % of the sample 
benefic iaries purc hased productive assets due to access of loan and 
79.2% reported that their households ' over a ll d iet condition has 
improved a fter program p a rticipation and only 77.5% of the clients could 
afford to m edical expend itures of th eir families before program 
participation but the number increased to 99.2% a fter the in tervention. 

Thus , seeing th e positi ve effect of t h e cred it program on the bene ficiarie s' 
socio-eco n omic conditions , it can be said th a t the institution is on the 

right track to achieve its ultimate objective of poverty reduction . 
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1.1 Background 

CHAPTER ONE 

INTRODUCTION 

Poverty is multifaceted and its definition has become ever controversial. "The 

recent definition of poverty by the World Bank (World Development Repor t 

2000 /2001 ) broaden the conce pt than defining it merely from the traditional 

ideas of income poverty to a more comprehensive concept incorporating or 

characterized by a lack of purchasing power, exposure risk, insufficient access 

to social and economic services, sense of voicelessness and few opportunities 

for income generation" (Gctahun, 1999) . Pursuant to the same source, the 

broader approach which presents poverty as an aggregate view has the 

advantage of increasing our understanding of its causes, which intern brings 

more areas of action and policy on the poverty reduction agenda. 

A number of factors are usually described as triggers of poverty; some of these 

arc lack of asset, employmen t opportunity, lIlcome, skill, technology , 

education , health and environmental problems (Getahun , 1999). But one fclClor 

which is the point of this resea rch is lack of financial resources for capital 

formation (Wolday, 2003). Despite majority of Ethiopians poor are those living 

in rural areas, engaged in subsistence peasant agriculture (Solomon, 1996) , 

th e number of urban poor is increasing in a faster pace than is the number of 

rural poor (Solomon 1996; Getahun , 1999) . An estimate of the 1999 / 00 

Household Income , Consumption an d Expenditure survey (I-li CE) revealed that 

44'){' of the Ethiopian population IS under absolute poverty (MOPED, 

2006) .Similarly About 27 million people were living under chronic poverty in 

Ethiopia in 1990. I t is commonly understood that most of these poor 

particularly in the urban areas are engaged in the in formal sector (Beke le , 

1996). Lack of access to financial resources such as credit by the poor is one of 

the causes of poverty especially in Sub-Saharan African Countries (World 

Bank, 1996) . 
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Cognizant of this fact the governmen t of Ethiopia in its plan for Acccleratcd and 

Sustai n ed Developmen t to End Poverty (PASDEP) policy document gave high 

importance for the role of Microfinanee servi ce in the endeavor of Ethiopian 

poverty reduction and alleviation. The document targeted over all agricu lture 

value added to grow at an a nnual average real rate of 6. 2% during th e PASDEP 

Period (2005/06 2009/1 0). Among other things such progress depended 

upon the ava ilability of afford able c redit through the active promotion of MFIs. 

Thc policy a lso in its urban development strategy pinpointed four pillar 

strategics to increase the pace of urban development, of whic h "supporting 

medium and s mall enterprises", with the a im of reduc ing urban un employment 

down to less than 20°1<). One of the actio ns should be taken to c rea te job 

opportunities is expanding microfinance institution that focus on the need of 

I,. the urban poor (MOFED, 2006). 

Thc governmcnt crcated a conducive environment for the development of micro 

finance institutions by issuing proclamation No. 40/1996. Following thc 

issuance of the proclamation a number of them havc bccn institutionalized. As 

of 2009 , there arc 31 microfinancc insti tutions which arc registercd by thc 

National Bank of ELhiopia (NBE) and engaged in the business of micro 

financing (NB E, 2 009). 

Addis Credit and Saving Institutions (AdCS!) is one o f the microfinance 

in stituLion in Ethiopia establi shed in 2000 accordance with proclamation No. 

40/1996. The AdCSI is establi s h ed as Sh are Company whose share holders a rc 

nomina l and its operation is running in 10 branches and 99 service delivery 

posts at eac h s ub c ity and kebele leve l respectively. 

As indica Led in the institution 's policy document (2002: 1), the vision of AdCSI 

is to "become susta in able financial insLitution, active con tribuLor towards 

poverty reduction e ffort a nd to see improvement in the life of low - incom c 

2 



people. " And it has been providing service a lmost for ten years, but no serious 

attempt has been made to evaluate th e im pact of such se rvice on the reduction 

of poverty and job creation. As a result, th is research provided information to 

fill this gab and forwarded feasible recommendation for th ose problems faced 

by the clie nts which reta rded the service not to meet the desired change in the 

living condition and on the income of the beneficiaries. 

1.2 Problem Statement 

Poverty and hunger instigated and exacerbated by conflict were the country's 

endemic social and economic problems for most of the second half o f the 20th 

century. In the fir st decade of the 2 1st century, they still remain as central 

policy concern to the government of Ethiopia. In spite of tremendous efforts, 

Ethiopia is sti ll amon g th e poorest developing countries w ith an annual average 

per capita l income of us $180 in 2 005 (PASDEP, 20(7). The country is one of 

the poorest and most under developed countries of the world and contain ing 

the larges t population among the s ub-Saharan African nations. Its economy is 

largely dominated by small scale, non-mech a nized agriculture sector (Abadi , 

2007). 

To reduce income povc rty and hum a n dcpr ivation in many dimension and 

inte rn to achieve the targets of MGD s , developing countries n eed to prcpa re 

their own mix of po licies which is based on national priorities and local realities 

(World Bank, 2 000).Mi c rofinance is not a panacea for poverty, but it is 

important way among the antipoverty instrument of the development programs 

(Harper, 2(03). 

Th e best known story about roots of Mierofi nanee is that of Muha mmad Yunus 

a nd the founding of Bangladesh's Grameen Bank (Arme ndariz a nd Morduch , 

2005). S ince the 1980s the development of M F' progra m s gained a worldwide 

3 
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acceptance a nd popular ity, as on c m ethod of poverty reduction (Ledgerwood, 

1999) . 

The con diti on of poverty has been intcrprctcd as one of lack of access by poor 

hou sehold s to the asscts necessary for a high er standard of income or welfarc, 

whethcr asscts a re thought of as financia l, huma n , natura l a nd social 

(Montgomery a nd Weiss 2 005; World Bank, 1996). And lack of acccss to 

financia l asset is unders ta ndable in tcrms of colla tera l that the poor can o ffc r 

convc ntional fin ancial institutions; high costs involved in dealing with large 

number of s m a ll amount of loan ; li mited education a nd familiarity w ith loan 

procedures; exorbitant in terest rate (Bekele , 1996; Solomon , 1996; Montgomery 

and Weiss, 2 005; Assefa e t a I, 2005) .And the goal of microfinance ins titutions 

as a developme nt organ iza tion is to scrvc the financial needs of the poor who 

arc cngaged in thc informal scctor a nd un -served or under-se rved by thc 

form a l fin ancia l institutions. It servcs as onc means of reducing poverty 

through c reatin g job opportunities; h e lp exi s ting business grow or d iversified; 

(Ledgerwood, 1999). 

Cogniza nt of th e potentia ls of Mi<', the governmen t of Ethiopia gave high priority 

for the prolife ra ti on of th ese institutions in its PASD EP strategy (MOi<'ED, 

2006). But relative to the experience of other d eve loping countries, its 

d evelo pment in institutionalized form IS recent phe nomenon (Solomon , 

1996).Thu s, w ith the a im of poveny reduction in Ethiopi a also ,th ere has been 

provi s ion of finan cial service to th e poor (Wolday ,2003) through MFls but th e re 

ha s no t bcen suffic ien tly evalua ted impact assessment (M eehan , 1999). 

Purs uant to Ledgerwood (1999), MF impact assessme nt is the process tha t 

see ks to d e termin e if the interve nti on has h ad the desired outcome of pove r ty 

reduction a nd employ m ent c reation. Th ere were ve ry limi ted research es 

towards improving the financial sector and eve n these limi ted researc hes a rc 

more co ncentra ted on in s ti tutiona l s u s tainability rath e r tha n elient impact. As 

. , 
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a re s ult, studying th e impact of mierofin a n ce intervention is importa nt to 

narrow thi s gap (Wold ay, 2 003). 

S imilarly, there is no serIOUS attempt made by AdCSI to evalua te whether or 

not the progra m achieved the in s titution 's goal of poverty reduction and job 

creation with in the Addis Ababa City ad ministration territory. Thus, the 
....>0---

rationale of co nducting this resea rc h is to make impact assessment of MP 
~ 

service which intern help the organ ization to improve services, increase its 

impact on poverty and MFI's efficiency, to provide accountability to donors a nd 

other stakeholders. 

1.3 General Objective 

Th e overall objective of this research is to assess the impact of mierofinan ce on 

pove rty reduction and job creation, 

1.4 Specific Objectives 

1. To asscss the change of in come as a result of the delivery of fin a ncial service. 

2 . To examine the impact of mierofinance se rvice on employment c reation. 

3. To study the impact of microfina nce service on improving asset ownership 

a nd better access to cducation and health services. 

4. To identify impact of mic rofinan ce service on food consumption. 

5, Evaluate th e trend of saving and thrift. 

1.5 Research Questions 

l. Do Addis Credit and Savin g Ins t itution contribu te for the reduction of 

povcrty and job creation? 

2. What is the magnitudc of change on client's socio economic status? 

3. What problems did borrowers face that reta rd th e credit not to have the 

desired impact'? 

5 
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1.6 Significance of the Study 

As th e main purpose o r the research is to assess th e impact of microrin anee 

service o n the beneficiaries' socio-economic condition and wellbe in g, that 

indicates wheth e r o r not there is betterment or living cond itio n , reduction of 

poverty a n d creation or job op portunities. Thus , th e findin g or this research 

could be s ign iriea n t to: -

I. The AdCS I m a nagement to make informed decision regarding 

wh ether to mod iry the produ c t or / and introdu ce a new one 

based on the need, or chan ge the way they used to deliver it, to 

make the se rvice customer-ce ntered. 

II. The o u tput or this research can serve as backgroun d 

information for further re search work on the area. 

111. It also ca n be helpful fo r th ose who are engaged in po li cy 

makin g. They can use impact assessmen t information to 

influence po licy change a nd budgct allocation dec isions. 

IV. Also impo r tant for don ors, those who s upport the insti tution 

want to know if their intervention is having the desired impact. 

1. 7 Scope of the Study 

Th e study covered the beneficia ries resid ing in a ll the ten s ub-cities but the 

study was based on fi ve kebelcs from each s ub city. And it was limited to those 

beneficiaries w ho have been actively using the financial service o f the MF'I since 

t h e year 1997E.C. 

1.8 Limitation of the Study 

As the research on ly roeused on one MF'I , the finding of the research only 

reflects information regarding those beneficiaries who are thc cl ients o f AdCSI 

and residing within the Add is Ababa city admin istration territory. Th us, il may 

not have a strong scienlific justi fication and represcntativencss to genera lize 

a boutthc impael of MF'Is on rcducing povcrly in the entire cou n try. 

, . 6 
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Despile the in tensive ness a nd wide ness of the sample, th e time allowed was 

quieL shorL. 

1.9 Organization of the Paper 

This researc h pa per is organized in Lo five chapters. The first chapter deals 

with back ground , problem sta tement, research questions , Objectives of Lhe 

sLudy, s ign ifi ca n ce, scope, limitation and eon cepLua l fra me work of Lhe sLudy. 

The second chapter foc used on pertinent liLeratures a nd re levant empirica l 

case stud ies to the research. Whereas chapter three d esc ribed the researc h 

m ethodology used in the study. Lastly, chapter four a nd five deals w iLh the 

m ajor findings o f Lhe study a nd con clusi on and recommendation pa rt of Lh e 

sLudy respecLive ly. 

1.10 Conceptual Frame Work 

The clarification of bas ic conce pts as poverLy, impact assessm ent is crucial 

before a ssessin g a nd measuring the impacL of microfinance on th e life of the 

poor. 

Tesfaye (2002) Getahun (1 999) noted tha t there is no preCIse d e finition of 

pover ty meaning it is characterized with no single indica tor. Some tries to 

define iL from Lhe poinL of material d eprivation thus focus on consumption 

usua lly us ing JI1 eome. Others identified various fo rms of deprivation which 

could noL be captured by incom e p overty measures . The recent d efiniti on of 

pove rLy by Lhe World Ban k (World Developme nt Report, 2000) broa d en the 

concepL than m e re ly a maLe rial deprivation measured by income to a more 

comprehensive co n ce pL of lac k of opportunities, capabilities, Sense of voiceless- ' 

ness a nd vu lnerabiliLy Lo exLernal shocks. For Lhe purpose of this paper Lh e 

definiLion of pove rLy inco rpora tes economic a nd social deprivation of people or 

household . 

7 
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CHAPTER TWO 

REVIEW OF THE LITERATURE 

2.1 The Concept of Poverty 

There is no clear con sensu s among deve lopment experts and policy makers on 

how to define measure and eradicate poverty (Meehan, 1999). Accordingly, 

there is no a single absolute and standardized definition to it. Getahun (1999) 

substantiates thi s argument saying: various approaches exist in defining 

poverty that range from the objective, quan tifiable to those which are subjective 

and quali tative nature. Thus, poverty h as multiple ch aracteristics which m ake 

it difficult to capture in a single definition. 

Th ere a re two con cep ts of poverty; th ese are absolute and relative ways or 

t" measuring poverty or standard of living (Getanun, 1999). Both relative and 

absolute derinitions of poverty refer to a cross eutting- level below which people 

are categorized as poor. This cross cutting- level is known as poverty line . 

Absolu te pover ty is th e inability to attain minimal standards of consumption to 

meet basic physiological and biological needs. In absolu te sense the poor arc 

materially deprived to th e extent that their survival is at stake. A relative 

poverty is a standard or living which is bclow a certain proportion of the 

national mean per capita income or expend itu re. In r ela tive term, this people 

a re also deprived in relation to other socia l groups who se s ituation is less 

constraining (World Bank, 1990). In th e word s of Bibangabah (1 985), "people 

a rc poverty strickcn when their ll1eome, even if a d equate for survival, falls 

radically behind that of the community. Then they can't have what the larger 

community regards as the minimum necessary for decen cy, and they can 't 

wholly escape, therefore, the judgm ent of the larger community they are 

indecent. They a rc degraded, for in the literal sen se, they live outside the 

grades or categories which th e communi ty regards as acceptable". 

9 
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Trufat (1996); Getahun (J999) no ted th a t the concept of relative poverty as 

such is primarily concerned with the distribution of in com e a nd inequality in 

living condition s a mong a popu lation. Thus, to eliminate relative poverty 

requires equalization of the d istribution of income. 

Pursuant to Macpherson and Silburn (1 998) cited in Abebe (2006) provid e 

three approach es for the definition of poverty. These are: the subsistence 

poverty approach , th e basic needs approach a nd th e relative deprivation 

approach. The subsistcnce approach foeLlses on th e minimum income or 

resource that helps to m a intain the biological and physiological need s such as 

food, water, c lothing a nd s helter. The major imporLa n ee of basic needs 

approach is that iL is not li mited to the physiological and biological need of 

individua l to survive, but recognizes the importance of a range of community 

services such as safe drinking water, sanitation, transport, health and 

education. Thus, in this approach poverLy is not only lack of income to 

maintain b io logical and physiological needs buL j.t is a lso lack of accessing 

range of community services. 

The relative deprivation approach maintains that any measurement of poverty 

is based up on comparison, often w ith some notion o f prevailing living 

standards in the community being researched. [n Shalla and La peyre (J 999), 

Townsend defines poverty in te rms of "relative deprivation" as : "A state of 

observable and d emonstrable disadvantage re lative to the local community or 

the wider society or nation to which an individual, fa mily or group belongs. " 

For him there a re two types of deprivation that the poor experien ce . These arc 

material / physical deprivation and socia l deprivation (related with education, 

recreation, fami ly). Thus , one might examine prevailing pattern of expenditure 

a nd con sLlmption a nd definc as poor those whose incomes or resources a re not 

sufficient to provide them with Lhose good s and services that will enable them 

to live a life that is favorab le accord ing to community lifc styles. 

10 
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According to the definiti on give n by t.hose expc nencm g it bear a n importa nt 
testimony to its m eanin g. A m a n from Ethiopia defin es poverty as: "we a re 
skinny; we a re d eprived and pale, a nd speak of lifc th a t makes yo u o lder t.han 
your age". Also a man from Kenya d efine s pover ty in such a way tha t it 
becomes important witness th a t m a terial well - being is vcry important. The m a n 
says: "Don't ask me what poverty is because you h ave met it outside my hou se. 
Look a t the house a nd count th e num ber of holes. Look at m y ute nsils a nd the 
clothes I am wearing. Look a t every thin g and write what you see . Wha t you see 
is poverty" (World Bank, 2 000 :3). 

Pove rty is co nventionally m easured by the income or expend iture leve l that can 
su s ta in a bare minimum standard of living, but poverty is multifaceted 
(Geta hun, 1999). Rao a nd Bavaia h (200 5:73) support the argument saying 
that, poverty is used to be understood from th e point of subsistence level of 
li ving bu t now it is widely accepted that the problem of poverty is more d eep 
rooted eove nng sevcral interlocked a spects su c h as assetlessnes s, 
underemploy m cn t , uncerta in and relatively unproductive employment, low 
remun eration , lack of bargaining power, cconomic vulnerability , illi te racy, 
proneness to disease, social di sadva ntage a nd political powerlessness . 

Pursua nt to ,Johnson and Rogaly (1997) the notion of poverty not only 
understood as low levels of annual II1 come per household but often it has 
furth er dimension which is often the foc us of NGO intervention is: powerless 
ness and vuln erability to downwa rd f1uc tuations in income. According to the 
same sourcc, "powerlessness can be experien ced in a variety of situations. 
Within the household , it is as a res u lt of diffe re nce in gender and age; and 
within th e co mm un ity, it is between socio-economic groups as a resul t of caste, 
e thnic ity a nd wealth " (Montgom e ry a nd Weis s, 2 005 ). 

I I 
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World Bank (2002) noted that vu ln erability to down ward lluctuation s in 

income res ult from unexpected ri s ks such as crop fa ilure, illness, loss of a n 

asset or n a tura l disasters, vio len ce and crimc. There is increas ingly a shift in 

people 's pe rce ption of poverty away from viewing it as on e dimensional issuc 

towards scein g it as multiface ted problem in whic h a large number of 

governmcnt. a nd non -govc rnmenta l organizations and internation a l fundin g 

agen cies all ovcr the wo rld h ave been en gagcd in this seemingly unending war 

against it (Rao a nd Bavaiah , 2005; World Ba nk, 2 000). 

As noted on World Ba n k (2 000) the broader approach w hich present poverty as 

an aggregate view has the a dvantage of inc reasin g our understand ing of its 

causes, which intern brin gs more a reas of ac tion and policy on the poverty 

reduction age nda Moreover, the report noted th at as the different aspects of 

povc rty int.eraet a nd re inforce one another, thus, there is a n eed o f 

und erstandin g these complementarities 111 designing a nd implementing 

progra m s and projects th a t h el p pcop le cscape ou t of poverty . 

2.2 The Causes of Poverty 

Th e causes of pove rty arc multiple a nd highly complex in th eir interrela tion s hip 

(Cooksey, ] 994) c ited in (Abebe 2006) . Getahun (1 999) noted tha t a number of 

factors are u s u a lly described as causes of p overty . He attempted to put forward 

the triggers of pove rty. These a re lack of: asse t , employment oppor tunity, 

income, ski ll , tech nology, education , h ea lth , m otivation , democracy and 

occu rren ces s u ch as land d egradation , deforestation , drou ght, civ il war, ra pid 

popula tion growth. 

Thc causcs of povcrty according to the World Development Report World Bank 

(2000) arc: lack of lI1come a nd assets , voicclessness, powerlessness a nd 

vuln erability. World Ba nk (1996 ), noted that the lack of employm en t 

opportunitics has led to incrcased pover ty in urban a reas. Most of the labor 
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force is engaged in the self -employment- predominate ly in the informal sector. 

But according to the report this sector is constrained by unstable working 

condition and vulnerability; it is also character ized by low wages, low 

productivity jobs, temporary activities, unsafe labor conditions and no 

protection under la bor legis lations. 

People in Sub-Saharan Africa together with those in South Asia are among the 

poorest in the world, both in real income and in access to social services. About 

45 percent of the approximately 590 million people in Sub-Sahara Africa live 

below the nationa l poverty lin e, (World Bank, 1996). The causes of poverty in 

this rcgion as identified by the World Bank's poverty task force depicted on 

(Wo rld Bank, 1996:3) report arc as follows: 

r In adequate access to em ployment opportun ities. 

r I nadequate physical assets, such as land and capital, and min imal 

access by the poor to credit even on a small scale. 

r Inadequate access to the means of supporting rural deve lopment in poor 

regions. 

r [n adequate access to m a rkets where the poor can sell goods and 

servIces. 

,. Low endowment of human capital. 

y Destruction of natural resources, leading to environmental degradation 

and red Lleed prod uctiv ity. 

,.. [ n adequate access to assistance [or those liv ing at th e margin and those 

vic timi zed by transitory poverty 

:,... Lack of par tic ipation fa ilure to d raw the poor in to the des ign of 

development progra ms. 

. ... . 
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2.3 Poverty S ituation in Ethio pia 

~th iop i a is located in thc horn of Africa borde ring ~ritrea in the North , Djibou ti 

and So m a li in th e I!:ast, Kenya in the South and S udan in th e West. Agriculture 

plays a critical role in th e Ethiopi a n Economy, accounting 50% of GDP a nd 

c reates e mploym ent opportunity for over 85% of th e population. On average the 

sector accoun ted fo r over 90% of export earnings (MOFED, 2 002). 

Wolday (2 008) notcd that poverty in ~th iopia is not triggcd by a s ingle factor 

but it is re sulted from combination of factors s u ch as high popula tion growth s 

en vironmenta l degradation , h igh un employ ment, drought, low leve l of literacy, 

limited access to resources , lack of h ealth a nd education services. 

Despite th e high priority g iven fo r pover ty redu ction within the development 

policy of Eth iopia (Oegcfe, 2 009), the country still re m ai n s among the poor 

nation s of the world with a per ca pita GOP of USO 12 0 in 1995 (MOFEO , 

2 002 ). Poverty indices h ave been calcula ted based on th e min imum caloric 

required fo r subs isten ce a t 2200 Kcal. The expenditure required for a basket of 

the recommended calories a djusted for ba sic non- food expenditure is estimated 

at ETB 1,075 pe r a nnum per pe rson (MOFED , 2 002).Based on thi s line , a n 

es tima te o f the 1999/ 00 h o usehold income, con sumption a nd expenditure 

survey (H ICE), shows that 44% of th e ~thiopian population is under a bsolute 

poverty. That means this portion o f th e Ethiopia n population were unable to 

meet th e minimum required calorie inta ke, whi ch is 2200 kcal per a dult per 

day. Accord in g to the same source , poverty (in com e pove rty ) h as not d ecl ined 

s ignifica ntly since 1995/96 an d th e poverty head count in 1999/ 00 s howed a 

3% dec lin e from its level in 1995/96. 
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According to the 2004/05 HICES, the number of Ethiopian population under 

absolute poverty was 38.7% in 2004/05 which is lower than that of the 

number for 1999/00 by 12% (MOFED , 2 006). 

Much of th e decline in national poverty is atLributed by a decline in poverty in 

rural arcas. The report of MOFED (2006) noted that th ere was substantial 

decline in rural poverty during the SDPRP period. The finding of the same 

report state that, the head count, poverty gab and poverty severity indices 

computed for the year 2004/05 for rural areas is lower by 13%, 31% and 4 1% 

respectivcly than its level in the year 19 99/00: The report correlated the 

reducLion of poverty (income /consumption) in the rural areas with expansion 

of road infrastructurc. In ge neral , the s ignificant decline in rural poverty 

according to the report of (MOFED, 2006) is because of pro-poor programs that 

have been implemented in rural areas such as market based extension 

programs; the security programs and the productive safety net programs are 

among others. But despite such redu c tion of poverty in rural areas, poverty is 

still a rural phenomenon. This can be supported by the 2004/05 HICES finding 

that, the proportion of poor people who are below th e poverty line was 39.5'X, 

in rural areas, whereas it is estimated to be 35 .1 OJ,, in urban areas . 

Regarding the s ituation of non - income dimension of poverty in Ethiopia, based 

on the findings of Welfare Monitoring Survey (WMS) 2004 indicated that all 

indicators especially indicators of a ccess to education and health serVIce, 

nutrition, and access to water and sanitation have been better but still in rural 

areas on ly about a 1 /3 of the population has some kind of access to health 

facility, whil e almost a ll of the urban popUlation does have facility within the 

same distance just cited. 
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But sti ll th e rural famili es' i.e. 77% have to travel more th a n 20 km to get. 

hos pita l. Despite great e ffort that h a s been done to promote essential socia l 

services such as education , health an d reproductive heallh , the country still 

su ffers from huge gap in social services whi ch rema ins extraordinarily low 

compa red with Sub Saharan Africa (SSA) (World Ba nk , 1998; MOF'ED , 2(06). 

Thi s is parUy attr ibuted to the rapid rate of population growth a nd low la bo r 

productivity. Due to high fertility rates (T I" 1'<) of 7 .6 births pe r woman, 

Ethiopia n' s population grows at a rate of 3% per annum (World Bank, 1998). 

According to the da ta from the ministry of edu ca tion MOE (2001) the primary 

a nd secondary enrollment ra ti o was 57.4% a nd 12.9 percent, respectively in 

2 000 /0 I. The sch ool enrollme nt is on the rise but it is on e of the lowest.. Th e 

h ealth indicators p lace Ethiopia one a m on g the most di sadvantaged countries 

in the Sub Sah a ra n Africa. Of the poor heallh service indicators some are that 

of infant mortali ty rate, child morta lity ra te a nd that of the m a te rna l m orta lity 

ra te. Pursuant to the report of World Bank World Bank (1998) indicate that. 

infant mortality ra te is 109 per 1000 live births; child morta li ty under age fi ve 

is 177 per 1000 live bir t.hs and matern a l m ortality is 87 per 1000 births. 

Despite th e fact that most of Ethiopia 's poor people are from the rural a reas, 

the number of urban poor a re inc reasing much faster than th e rura l poor 

(Solomon , 1996; Getahun , 1999). Th e 2 004 /05 HICES finding can be 

forward ed as a witness for the a rgument. The report noted that, from the total 

number of poor, th e proportion of th ose poor people wh o are below the poverty 

line and li ve in rural a reas consti tu te 39 .5% wh ereas it is esti mated to be 

35 .1 % in urban a reas (MOFED,2006). 
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The report of World Bank (1996) indicated lh at, th e urban pover ty trend was 

less enco uragin g and described that there was a decline in well -being. Some of 

the reason fo r this was attributed to fac tors su ch as: unemployment, increased 

insecurity and rising crime. 

Furthermore, pursuant to the study of World Bank (1992) c ited in Getahun 

(1999) from 6.9 million people liv ing in u rban areas of Ethiopia, about 4 million 

live below th e poverty line speci fi ca lly about 6 0 percent of th e p opulation in 

Addis Ababa we re found to be below the poverty li ne in 1992. 

2.4 The Emergence of Microfinance and the Paradigm Shift 

2.4.1 Definition of Microfinance and Microfinance Institutions 

Mierofinanee has been variously de fin ed in the li terat ure. No s ingle definition 

exists, but variations a re a matter of emphasis (Degefe, 2009). Som e tries to 

d efin e it n arrowly from th e point of m icro credit , it is on e among the se rvices 

provided by th e institu tions. Th is is because of the early establi shment of 

subsidized rural credit progra m s a imed a t increasing economic development 

through promoting . high yield ing agricu ltural technologies in most of the 

developing nations during the post-World War second era of the la te 1940s and 

lhe 1955 (Robin son, 200 1). Only government or NGO funded subs idized micro 

c redit are provided to the rural fa rmers, fo llowin g thi s early practice some 

equate microfinance with micro credits. But defining microfin a n cc only from 

th e poinl of m icro crcdil nowadays is very narrow as most microfinancc 

services inc lude micro savings even micro ins ura n ce a nd payment services. 
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Led gerwood (1999 ) defin e mi c rofinan ce as the provision of fin a ncia l servlCCS to 

low in com c cl ients, in cludin g the sc lf-employed. According to him financial 

scrvice gencrally includes savin gs and c red it but many Mf"r s provide social 

intermediation besides financia l inte rmediation. Such as: g roup formation, 

development of self-confid ence, a nd training 111 finan c ia l lite racy a nd 

man agc ment capa biliti cs among mcmbers of group. Thus , the dcfinition of 

microfinan cc ofte n includes both fin a ncial inte rmediation a nd social 

intcrmediation. 

Robin son (2 00 1) defin es mierofinance by giv in g emphas is on the n ature of the 

service, and th e consumer s of th e service. According to him "microfinance 

refers to small scale fin a ncial services prim a rily c redit a nd savings provided to 

people wh o farm or fi s h or h erd, who operate s m a ll entcrpriscs or m icro 

enterprises where goods a re produced , recycled , re paired , or sold ; who provide 

scrviccs; who work for wagcs or commissions; who gain income from renting 

out sma ll amounts of la nd , vch icle , d raft animals, or m achinery and tools; a nd 

to othe r individua l a nd groups a t thc local levels of d eveloping coun tries, both 

rural a nd urba n " (Robinson, 2 001:9). Degefe (2003) found tha t the d efini tion of 

Robin son (2001) is morc s pecifi c on the pote ntia l benefic iarie s and the type of 

fi nancial service. 

The term "Micro f"in ance Institution" (MFl) refe rs to an organization providing 

micro financ ia l service, whether regulated or unregulated (Ledgerwood, 1999). 

According to same author MFls can be nongovernmenta l organizations (NGOs), 

savings a nd loan cooperation , c redi t unions , government banks, commercial 

banks, or non-bank in s titution s . Mon ey lenders are informa l mic rofinance 

providers . In Degcfc (2 009), M FI are th ose institutions which a re formal 

institu tion s, such as bank s and cooperatives; semiforma l institutions, such as 

NGOs: and in forma l sources s u ch as mon ey lende rs. However , whatever can bc 
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the ir in stitutional o rgan ization; these arc in stitu tion s th a t p rov ide micro 

rinanee services to low incomc grou ps as th e ir prin cipal objective . 

2.4.2 The Emergence of Microfinance 

During the e nd or World War second era or the late 1940s and 1950s th ere was 

s upply leadi n g rinance th eory. It means su p plyi n g rinance in advance o r the 

dema n d ror it. In Lcdge rwood (1999); ,John son and I~ogaly (1997) and Robinson 

(2 001) a rc evid e n t that th e governmcnts a nd internation a l donors assumed 

tha t the poor required cheap c red it ror eco nom ic growth through th e growth or 

high yieldin g agricu ltu ral technologies for which m ost farmers could not a rrord 

the full costs or the credit even ir t hey would need to purch ase the new 

agr icultural techn ologies. Within thi s assumption govern m ents a n d 

internationa l and don ors de li ve red massive subsidized rura l c red it in many 

developin g cou ntrie s. 

But the roots of mierofina n ee ca n be round in m a ny p laces, but the best known 

story is that o r Muh a mmad Yunus a nd th e foundi ng or Ba ngladesh's Grameen 

Bank (Armenrlariz a nd Morduch , 2(05). In the middle or the 1970 , Ba nglw.iesh 

was starting down th e long road tC' bui ld a n ew nation. Armen dariz and 

mordueh referring the Bangladesh B u reau of s tatistics 1992 there we re over 

80% or the popula tio n of Bangladesh living in poverty in the year 1973- 1974 . 

To reduce thc poverty of p eople of Bangladesh, Doctor Muhammad Yunus In 

1976 started a se ri ous or experiments lending to poor h ou seho ld s . In Khandker 

(1998) Doctor Yunus was expe rimenting whe the r thc poor were credit worthy 

and whethcr c redit. could be provided with out eollatcral. His assu mption was 

lack or acccss to cred it is th e greatest constraint on the economic a d vancement 

o r the rural poor. Following his repeated experimen t , he found th a t borrowers 

were prori t ing a nd re pay ing reliably even though his c redi t was not backed by 

co llateral , wh ich h ave to be orrered con ven tional rinancial inst itution to access 

c redi t. 

.. -, -I .. 

~ . \ . 

.\.. ,r 
, , , 

" , " . 19 

----,~ 



" 

According to Ledgerwood (1 999) a nd Khandker (1 998), th is group lending 
sch e mc for the poor late r became thc Grameen ba nk which is establis hed In 

1983 with thc government of Ba n gladesh holding 9 0 percent of th e s h a res In 

paid up capital. Th e Bank now serves more tha n 2 .4 million clients and is a 
model for many countrics . 

Even though in most literature as Ledgerwood (1 9 9 9) sa id , mic rofinance 
servI ces were popu lari zed in the 1980s, th e re a re som e who argu e tha t 
microfinan ce is the redi scovery of existing practi ce. Degefe (2 009) attribu tes the 
innovatio n s of modern mierofina n ec to centuries old priva te m oney le nders 
practice. Hc substantiates hi s a rgument by ra is ing the works of Steinwand 
(2001) say ing th e practice of private m on ey lending fo r interest gain was started 
in the a n cie nt Egypt and the Midd le east , a lso ra ised th e early birth of 
microfinance in Europe durin g the end of the great European war (1618-48). 

But a ll ca n agree including Degcfe (2009) that the modern innovation in the 
microfin a n ce service is more institutional and fo rma l incorpora tin g innovative 
approaches and benefi ting from findings of m od ern research. 

2.4.3 The Paradigm Shift in Microfinance 
"Mic rofinan ce in th e 1990s was markcd by a m ajor debate bctween two leading 
vIews on how to fill thc a bsurd gab in microfin a nce: the "fin ancial systems 
approach a n d th e poverty lend ing approach" (Robinson , 2 001:22). The m a in 
differences between the financia l system s a pproach , they a re a lso called the 
"Institutioni st" financia l system camp and the poverty lendin g approach a lso 
ca lled as "Welfarist" (Ri cc, 2 0(0) , are summarized by Robinson (2 001). 

Their d iffe rence begin s with th e d efi niti on of the p oor. The welfa ri sts ta rget to 
serve th e "Poorest of th e Poor", t h e one wh o are extrcmcly poor. But the 
institutioni st target to serve the "economically .active poor". The World Bank 
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defines extreme poverty as li vin g on less than 75 cents a day World Bank, 

World Developm e n t Report (1990)and on th e contrary the term econom ically 

ac tive poor is used in genera l sense to re fer to those a mon g th e poor wh o have 

som e form of e mployme nt. and who are n ot severe ly food deficit or destitute. 

The institu n tionist a rgued that the poorest of the poor should not be the 

responsibility of the fin a n cia l secto r rather they n eed pove r ty programs for 

such purposes as food , water, m edi c ine etc to overcom e d esperate poverty 

finanecd by government a nd donor subsidies and grants. Th e other difference 

betwcen them is Lha t o f the price of loan . The welfarists provide s ubs idized 

crediL while Lhe in sLitution ists charge inte rest rate which allows cost recovery 

a nd eve ntua lly profi t . 

The institutionali sts atm a t bui lding sustainable a nd la rge scale outreach 

microfinancc servicc, to serve those wh o are under servcd by th e formal 

finan cial in s titutions through emphasizi ng on achieving finan c ial self­

su ffi c iency, a nd widc bread th or sca le of outreach, the latter mcanin g the 

numbcr of c licnts reachcd. Wclfarists fear that emphasis on fin a n cial se lf­

suffic iency and bui ld ing in s ti tutional sustain a bili ty would bring mi ssion drift 

from poverty a lleviation to a pro fi t making. 

In my bel ief wider outreach is desirable from the point of view of th e MFls and 

the public in general. Ledgerwood (1 999) an d Christen (1995) directly a ddress 

th is issue , arguing fo r MFls must ach ieve a wide r scale and that is a must if 

Lhey arc to be sustainable. Th e logic behind this is that, th e loan s ize to poor 

people tends to be small, for economics of scale m atter , MFl s must achievc 

s uffieien t scale which in creases Lhe volume of c redit d isbursed a nd inLeresL 

earned leads Lo improvemenL in thc earnings of MFl s; from the side of the 

public as outreach in c reascs, Lh e nu mbe r of poor people who can access 

financial se rvice wo uld increasc. As iJ rc s u lL of it th erc would be c reation of 
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cmploymcnt opportunitics and incomc incrcrncnt would bc a rcality for the 

poor. 

In the old paradigm, donors and governments are not that generous to 

continue subsidizing loan portfolio of MFl, at any point of timc they may be 

fade up as a rcsult. they would discontinue of the program without significant 

impact on the lives of its clienLs. Unli ke donor - funded micro c redit programs , 

se lf-sufficient commercial microfinance institutions can provide wider outreach 

because they can finance their loan portfolio from a variety of sources such as 

mobilizing voluntary saving, accessing commercial debt.. This enables them to 

multiply outreach by leveraging a dditional capita l. From the part of 

mierofinance institutions, it. is desirable to reduce their dependcnee on 

subsid ies from donors and governme llts in OJ-der to have greater impact on 

povcrty reduction and lo insure the sustainability of program (Khander, 1998). 

Armendariz and Morduch (2005) givc emphasis on need to allain sustainability 

on the part of MFI and they argue that the institution s must have access to 

market resources in order t.o build financi a lly self -susta inable institutions. 

Sustainability and w id e scale outreach need to be fulfilled in order to create 

significant level of employment opportunities and reduce poverty. Schnider 

(1996) highlighted the important things that help the MF'1 to lIlsure 

suslainabi li ty both financial self-sufficiency and insti tutional sustainabili ty. 

These arc: - cost coveragc through sclling appropriatc lending rate, insuring 

high percentage of loan collcction, attracting deposits through charging 

attractive interest rates, control of costs of operation (or promotion of 

e ffi ciency), good govern ance structu rc to insure: financial and opera tion a l 

controls, local participation. Dcgefe (2009) argued that suslainabili ty is not an 

cnd itself rather, it is a means to expand outreach. Thus , it is obvious that 

those institutions that continue to exist have a long tcrm impact on the livcs of 

the poor. As Robinson (2001) argued , low income people throughout the 
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developing world n eed a continued access to c red it a nd savings service with th e opt io n of gradually increasin g th e s ize of their loan s. 

Th e Bangladesh's Gramme n Ban k a nd some of its repli cates in o th e r cou ntrics re presen t lead ing exam ples of th e welfa rists, while the micro ba nking divis ion o f Ba n k Rakyat Indonesia (BF\~l ), Ban eosol in Bolivia a nd the Association fo r Socia l Advan ce ment (ASA) in Ba n gla desh a re th e fo refront of th e ins ti tutionist a p proach (Oegefe, 2 009). The best known of th e ea rly micro credit models is th e poverty lend ing app roach pi oneered a t Ba ngla d esh 's Gra mme n Ba nk. Eve n­th ough th e approach was the first w itn ess that th e poor a re c reditworthy to the World (Rob inson, 20 01 ), begi nnin g in m id - 1980 s, th e subs idized ta rge ted c redi t m odel h oweve r was the o bject of critics, becau se mos t progra m s accumu lated la rge loan losses for m a ny r eason s and required freque nt recapitalization s to continue operati ng (Led gerwood 1999). As a result a n ew a pproach that considered m ic rofinance as a n in tegra l pa r t of the overa ll fin a n cia l system evo lved . Emphas is sh ifted from th e provis ion of s ubs id ized loans towa rd the build ing u p of su s ta ina b le institu tion s to serve th e poor , which (Robin son , 200 1) called it "the paradigm s hift" . 

2.5 Microfinance Institutions in Ethiopia 
Mierofin a nce d evelopm en t in E thiopia in institutionalized form is a recent phen omenon , but it has a lon g his to ry in d iffe rent forms . The m ajori ty of the poor access financial services in Ethiop ia through informa l ch annels like lqui b, Idd ir , Mon eylend ers, fr iend s a n d relatives. Even th ou gh th e informal fin a n cia l scrvlce prov idcrs havc high loan recovery rate an d ben e fit the borrower wi th f1cxib lc loan te rm s, in teres t ratcs a rc ve ry high (Wolday, 2 002). An ea rly prac tice of prov idin g pro-poOf finance may date bae k to th e immed iate defeat of Ita lia n s with th e es tabli s h men t of the th en Minis t ry of Agr iculture in 1943 a nd Agr icultura l Ban k of Ethio pia in 1945. The ba nk h ad th e aim of provid ing m icro loans, to ass is t t h ose fa rmers with s m a ll fa rm la n d of which h ad been 

23 



devastated durin g Itali an m vaS lon. The government believcd that, through 

cxtending m icro loans for the purpose of purchasing agricultural inputs a nd 

repair houscs can acccleratc socio-cconomic developmen t in th e cou n try, 

(Assefa ct a l. 200 5 ). 

Ii'o llowing th is thcre was contin u ed e ffort from the pa rt of th e government to 

deliver fin ancial services to the poor through government projects a n d 

programs. Throu gh an agreement between the government a nd international 

deve lopment association (IDA) in 1990, th ere was provis ion of micro credit to 

the urba n poor with the objective of tackling poverty through employmcnt 

creation and in comc cnhancemcnts (Wold RY, 2 002 ). Accord ing to Ha ilu(2000); 

wolday (2002) and (EEA, 2001) , some loca l and interna tiona l NGOs gran ted 

c redits to poor populat ions beginning from the 1970s a nd 1980s.This is a lso 

cvidcnt in Wolday (2008) that bcsides c redit provision, NGO and donor funded 

projects h ad been delivering reli ef and d evclopm ent services such as emergency 

food , hcalth , education , watcr, ctc. S ince the 1970s Oegcfc (2009), 

s ubsta ntiated thi s a rgumcnt of th e provision of micro cred it a nd savmg 

schemes with the a im of helpi ng those vict ims o f drought a nd famin e to develop 

se lf-employmen t opportunities as a rcsult of it improved their lives. Howevcr , 

according to a study m a dc by Ha ilu (2000). thc NGOs mixed humanitaria n 

(social) a nd financia l objectives c reated m an y problems a nd the programs were 

c r iticized. Th e study forwa rded reasons that a r e raised by th ose c riticizin g the 

program. These a re a Llributed to factor s su ch as provis ion of supply-led 

financ ia l serv ice instead of dcmand driven rinancia l service, luck of loan fo llow 

up, inappropria te loan s ize and terms, insufficien cy of r isk diversification , low 

in terest rate that did n ot cove r th e cost. 

24 



The above d isc u ssions s u ggcst that m ic ro c rcdit scrvice in Ethiopia had bee n 
provid ed by govcrnme nt projccts, development banks a nd NOO s. Th eir 
a pproac h of deli ve ring financial se rvice IS known as "th e poverty lending" 
a pproach (Ledgerwood , 1999). According to wo lday (2008), such micro-c redit 
program s we re characterized by over emph asis on d e pth of poverty outreac h , 
provide s ubsidized c red it, ignorance of saving mobilization and in s ti tu ti on 
building. 

Th e res ult of th is intervention is low loan recovery; as the loa n is su bsidized it 
is highly aLLraetive to the bet.Ler off and sometimes the poor we re exeluded. In 
th e 1980s a nd 1990s the microfinanee revolution was e m e rged . The new 
paradigm s hift focus on the provision of not only c red it bu t a wide vari e ty of 
fin ancia l serves such as mi cro savings, mic ro in s ura n ce, money tra nsfer etc. 

In the new a pproach the imphasis is to build institutional sustainability and 
coverin g wider outrea c h through the princ iple of commercial mic rofina nce 
se rvice th a t is not based on s ubs idized c red it (Harper 2 003; Ledgerwood, 1999; 
Robi n son, 200 1) . 

Accordi ng to Degefe (2009) with issuance of proela m ation n o. 40/ 1996 which is 
a regu la tory fra m e work u sed to license a nd super vise the microfinanee sector 
III the country, a ll NOO a n d governmen t micro c redit progra m 's were 
tran sform ed to mi c rofinanee institutions. Wolday (2 003 ) d ocumen ted that 
m ajority o f the NOOs' c redi t programs were termi n a ted following the issu a n ce 
of the proclama ti on . T h is allowed for the e stablishment of the d eposit taking 
M[<,l s w hich are based on the new a pproach (i.e the fin a n c ial syste m a pproach), 
of targeting to reach fin a n c ial susta inability and building sustain able 
in stitution. Currently, there a rc 31 mierofinanee in s titutions registe red under 
the NBE (NBE, 2 0 09). 
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Ethiopia is home to the two la rges t mi c rofin a n ce ins titution s in Afri ca : the 

Amha ra C redit a nd Saving In s titution (ACS!) a nd Ded e bit Credit and Saving 

Institu t ion (DECSI) . B1.il the re m a in in g MF'l s h ave a ls o regis te red a rem a rkable 

g rowth in outreach , effi c ien cy a nd s Li s taina bility (Wolday, 2007). As of 

Decembel- 2 006 , the 27 MFl s h a d an ac tive loa n portfolio of a bout 2.2 billion 

Birr (us $ 24 6 million) delive red to 1. 5 million active clients. They also 

mobilized about 8 16 million Birr (u s $ 9 1 million) of savings from the clie nts 

a nd non clicnts as well. And a s of ,June 2007 , the 27 MF'ls tha t a re regis te red 

u nd e r th e NBE h a d ac t.i ve loan portfolio of abou t Birr 2 .7 billion (291 million 

USD) , whic h was delive red to 73 m illion a ctive c lients . Th ey a ls o m obilized 

a bout 9 5 1 million Birr (102 million us dolla rs ) of saving (Wolday, 2008:14).This 

s h ows th e E thiopia n MFl s h ave attain ed a s ignificant level of outrea c h. 

Microfin a n ce service s eeke rs acco rding to a study commissioned by th e UNDP 

in 2 0 00 were six million thu s it s hould be unde rs tood th a t the 27 microfina nce 

institutions met on ly less th a n 2 0% for the dema nd for financi a l service of the 

ac ti ve poor (Seyed , 2 006; Wold ay, 2(08).Th is indicatcd that th e re is a lso a 

si gnificant amount of un m e t dem a nd for microfinance se rvice in Ethiopi a. 

Th rou gh thc Eth io pia n MF industry ha s exhibi ted rem a rka ble progres s over thc 

past decadc, reac hing a lmos t two m illion cl ients in a country of 77 million 

people, is a ls o facing certa in ch a llen ges that must be seriously cons id ered. 

Some of these a re :-

.:. Most of thc 27 licensed MFls h ave evo lvcd e ithe r from NGO credit 

progra ms or credit compone nt of th e gove rnment progra mmes th a t arc 

ch a nged to M FI as rcquired by the procla m a tion no. 40 / 19 9 6 (Degefe, 

20(9). Also the commercia l code of Ethiopia requires a ll MFl s to be 

es ta bli s h ed as s h a re compa nies, but the sh ar es a re mos tly own ed by 

regiona l gove rnm ents , NGOs, a ssocia tion s a nd individua ls of Ethiopian 

on g ll1 (Syed, 2 006; Degcfe, 2( 09 ). NGOs a re prohibited by the 

proc la mation to direc tly involve them selves in MF ac tivities a s a result 

they had esta blis h ed MFl s u s ing n omina l s h a re h o ld e rs wh o don 't rea lly 
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own the s hares (Gebreh iwot, 200 1). Syed (2006) a ls o support th is 

argume nt saying "th e so called owner has no rea l control over the 

s h a res". Thus, these nominal owners h ave no p ersonal stakes, and thi s 

ra ises the issue of whether they have sufficient in centive to monitor both 

th c boa rd an d ma n agem e nt (Gebre hiwot , 2001) . 

• :. Even though the MFl s in E t.hiop ia employ individ u a l lending approach, 

they predomi nanUy usc group lend in g approach . Th ey also provid e 

lim ited fin an c ia l se rvice which is sam e kind copied from each other. The 

m ethodologies em ployed delivering fin a n c ia l service a nd the products arc 

supp ly-driven instead of being demand -drive n fin a n cial se rvice. They 

have not made a Uempt to produce a new product that is based on 

ana lyzing th e need of the c li e n ts, rat.her clie nts are forced to fit to th e 

procedures and kind s of products which are thought good for the clients 

by the institutions (Wolday, 2002; 2008) . 

• :. According to a study made by Ha ilu (2000) th e strong backing of 

Regional Governments has resu lted in relative high re payment rates, low 

transaction costs, as wcll as ra pid growth, but a lso th is carries the risk 

that th e management arc s ubj ec t to pol itical influ ence which could 

threaten their fin ancial performan ce and the clients' c redit discipline. 

Intc rna tiona l NGOs m ay a lso influen ce their boards in ways th a t a re no t 

a lways based on sound fi nancial managemen t c rite ria . 

• :. Thc same s tudy found tha t "NBE removed all interest rate ceilings in th c 

fin a n c ia l sector in 1998 , but this h as not led to free ma rket based 

determination of interest rates in a ll cases. Most Ethiopian MFls s till 

m a inta in a low rate of in terest fo r various reasons, including political 

pressure, cheep fund in g from public or other so urce , a nd failure to a llow 

for inflation." But providin g s ubs idi zed credit h as impact on bui ldin g 

sustainable MPI with a wider outreach (Robinson, 2 001). 
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2.6 Microfinance and Development Policies /Strategies 

There is gross inequali ties inhuma n de velopment worldwide (UNDP, 2002). Thi s 

fact is depicted on World Deve lopment report (2002) of th e world 's 6 billion 

people, 1. 2 bi ll ion that is a fifth live on less that $1 a day from which 44 

percent living in South Asia. rf we take non -in com e indicators of poverty such 

as child morta li ty rate, in rich countries fewer than 1 ch ild in 100 does not 

reach its fifth birthday, wh ile in the poorest countries as many as a fifth of 

ch ildren do not (World Bank, 2000). Al so according to sam e source there is not 

on ly worldwide variation on th e incident of poverty but there has been diverse 

expe rience in reducin g poverty . Por instance, in East Asia the number of people 

li ving on less than $ 1 a d ay fell from a bout 420 mil lion to a round 280 m illion 

between 1987 and 1998. 

Despite such encouraging red u ction of poverty in th ese coun tries, the numbers 

of poor people in La tin America, South As ia and Sub-Sahara n Africa have been 

on th e rise (World Bank, 2(00). 

Cognizant of the fact of the world 's poverty pic ture a nd inequality , the 

inte rna tional community h as set sevcra l goals, called th e Millennium 

Development Goals (MDGs), in 2000 (UNDP, 2002). It conta ins eight goa ls fo r 

development and pover ty reduction to be a c h ieved by 2015. 

To reduce in com e poverty a nd huma n depriva tion in m any dime nsions and in 

turn achieve th e MDGs, developing cou n tries need to prepa re th e ir own mix of 

poli cies which is based on national priorities a nd local realities (World Bank, 

2000). These policies a nd strategies s hould foster sustained economic growth, 

but pursuant to Tod a ro (1992 ) rapid economic growth with ou t equita ble 

income distributio n has no impact on reduc in g poverty rath er th e levels of 

living stagnate and even deeline. Todaro (1 992) u sed the te rm "the growth 

controversy" to depict th e fa iled promise of economic growth to take care o f 



poverty. /-I e noted th at m any Third World (T were able to register re latively high 

rates of economic growth in the 1960s but there was ri s ing unemployment a nd 

under-employ m e n t; thc d istri bution of in comes between rich and poor ge ts 

worsc. And th e sam e author noted that, there is a need for hi gh ra te of per 

capita incomes a n d equ a l d istribu tion of income as "the m agnitude of a bsolute 

pover ty resul ted from a combination of low per capita incom es and high ly 

unequa l distribution o[ tha t income" (Todaro, 1992). 

Th e issues of poverty redu c tion and elimination can be achieved through: ­

Achieving high rates of susta ined growth is undoubte dly the most 

importan t strategy for reducing poverty especia lly in Africa (World Bank, 

1996) . 

But th e growth , although necessary is not suffic ien t condition a nd there 

should be increased employ ment opportunities for the poor (World 

Development Report, 1990). There is a n eed for poverty elimination 

strategies that support both th e poor and the n on -poor in society (Abu , 

2 (06). Abu (2 006) noted th at [o r poverty reduction in a country there is 

a need for high growth rates which can reduce poverty significantly and 

this needs to be accompanied with equ itable distribution of income , 

(World Bank, 1996; Abu, 2 006). 

For poverty reduction , th e re is a n eed beyond mere growth in economic 

tcrms. But accord ing to World Development Report (1 990) growth is not 

s uffic ient un less basic social se rvices su ch as h ealth care, pnma ry 

education a nd water supply a rc made accessible to th e poor . 

Narrowly targeted inte rventions m ay be necessary to provide addition al 

assis tan ce to the very poor a nd vulnerable groups wh e n growth or broad 

soc ial se rvices programs are in s ufficient. These targeted interventions arc 

providing basic socia l service, micro[inance or physical infrastructure, 

(World Development Report, 1990). 
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Like the other Sub-Saharan African cou n t ries, Ethiopian's growth rate is not 

high enough to reduce poverty significantly besides lack of equal distribution of 

the benefits from the growth is the main cause for poverty (World Bank, 1996) . 

According Lo Abu (2006) "addressing the problems of poverty in the country 

requires efforts to improve production, production efficiency, productiv ity, 

inveslmen t in human and physica l capital, improving the distribution of 

rcsources and opportunities and undertaking sound institutional reforms. 

[~thiopia formally em barked on anti -poverty reduction strategy called PASDEP 

(A Plan for Accelerated and Sustained Development to End Poverty). The plan 

in the five year phase aimed to achieve the goals and targets set in the MGDs 

at minimum (MOFI~ D, 2006). The PAS DEP is th e comprehensive framework for 

a ll development programs in the country a nd thus, "layout the directions for 

accelerated, sustained, a nd peo ple centered economic development as well as 

lo pave the ground work for the allainment of the MDGs, by 2015" (MOFED, 

2006) . 

The core of the strategy of the policy is to achicve an annual real GOP growth 

rate of 7 % at average provided that therc a rc continua tion and scaling-up of 

the policies and measures adopted to the creation of a conducive environment 

for private investment and foreign resource innows, strengthening the 

infrastructure sector and human resource d evelopment, improved .public sector 

service delivery, prevalence of a sound financial sector, capacity building in 

both public and private sectors, and the priority attached to the agricultural 

sector and rural development (MOFED , 20(6). 

The PASDEP gave high importance for the development and promotion of MFfs 

to a lleviate both urban and rural poverty. The policy noted that the agriculture 

va lue added is expected to grow 6.2'1'0 during the PASDEP period, but such 

progress is dcpend up on diffusion of technology, successful export promotion 

policies and the availability of affordable cred it through thc active promotion 
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of MFl s. The PASDEP furth er argu ed th a t "MFls a re p laying a s ignifica n t ro le in 

cxpanding financial servicc to low incom e groups, entrepreneurs and traders, 

wh o a rc not usually reached by banks" . Thus, one of t.h e obj ectives under the 

PASDEP is improving th e coverage of MFls, espceia lly in thc less developed 

region s of the country (MOFED , 2006 ). 

2.7 Can Microfinance Reduce Poverty? 

Poverty is ch ar actc rized by a lack o f purchasing power (lack o f income), 

exposure to risk, insufficient aeccss to soc ial and economic services and few 

opportun itics for income generation (G e tahun, 1999). Also, a definition given by 

the wo rld Bank (World deve lopment Report, 2 000 /200 1) broad ens the notion of 

pOvcrLy beyo nd thc tradit ionally, held ideas of material deprivation measured 

by in come or consumption, to amore compreh ensive concept of lack of 

ca pabiliti es, exposure to ri sk a nd vulnerability , vo icelessness and 

powerlessness. According to this d efini tion, this broad understanding of th e 

concept increases our knowledge of its causes, as a result of which brings more 

areas of action and pol icy on th e poverty red u ction strategy or agend a. 

Accord ing to Adams and Wilson (1994) , urbanization of th e developing world is 

characterized by a continu ous m ovem ent of peo ple from the peripheries to the 

eore areas. Thi s movement a nd stagnan t expanslOn of employment 

opportuniti es in the fo rmal or m odern sector forced th e growing s h a re of la bor 

force to be engaged in the "in form a l sector." 

The characteristics of the informa l sector as noted by Bekele (1996) IS 

constit uted of bus iness operations outsid e government regulations, such as 

incom e tax regulation; th e majority of them neither have suffi cient capital to 

start anew or to enhance th e product ivity of existin g bLlsi n ess nor h ave taken 

a ny trai ning; most of th e e ntre pre neurs with in this scctor have low in come and 

incapable o f cove ring th eir basic needs. 
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For example the west African informa l sector in clude "Survivist (Very poor 

people who work part t ime in various non -farm in eomc generating activities); 

sel f-employed people w h o produce goods for sale, purchase goods for resale, o r 

offer services a nd very small business (micro enterprises) th at usually operate 

from affixed location" (We bster a nd Fid ler, 1996). In Ethiopia m ost of the 

informal enterprises arc sma ll scale in vo lving highly labor inten s ive, ch eap 

traditional technology which needs lillie capital (Bekele, 1996). The same 

author sum m arized the informa l business activities in to major operation: 

a ) Agricu ltura l sector informal enterprises. 

These are small scale farm and o ff-farm ac tivities performed in rural 

a reas. Activities included in th is ca tegory arc : - rearing milk cows, 

faLLening, bee-keepin g, marke ting of crops and anima ls, h orticulture crop 

productions etc. 

b) Manufactu ring, h and icraft a nd coltage industry. The activitie s in thi s 

scetor are weaving, pottery, wood and metal works, injera and bread 

making a nd food processing, etc. 

e) Service sector in forma l services: nc tivi ties includcd in this sector arc sh oe 

repair, electrical equipment repair, tailoring, hair dressing, etc . 

d) Informal enterprises in peLLy trade. This includes grain a nd spices tradc , 

selling of food, bevcrages, fruits and vegctables, second hand clothes, etc. 

Duc to th e fac t that the sector involvcs hcterogeneous kinds of activ itic s 

from the small scalc agriculture to servicc, petty trade and small scale 

manufacturing, it often con fu ses both poli cy makers a nd those 

institutions and persons who lVanL targeting assistance to the sector 

(Abogaye and yankon son, 1992). [n spite of th e h e te rogene ity of th e 

informal sector, it absorbs half or more of labor force in the cities of th e 

less developing world as a result it is a major agen t fo r employment 

crea tion in poor n a tions (Ashe and Cosslctte, 1989). 

32 



(, 

Despite its potential, the secto r faced con straints and problem s related with , 

shortage of funds eith e r to sta rt up new , s m a ll business or to run e fficiently 

existing business (i.e s hortage of working capital) ; lac k of s h e lter and insecure 

b usiness site , policy issu es a nd m a rketing constra int (Ledgerwood , 1999; 

Bekele, 1996; Solomon , 1996). 

According to Khandker (1998); We bs te r and Fidler (1 996), lack of capital and 

savings make poor people not to be able to ge t the benefits of engaging in th e 

mi cro a nd small scale activities. 

The benefits pursuant to Led gerwood (1999) are: through th e micro cred it 

obtained, entrepren eurs s tart up th e ir own business; as a result they will 

increase their in comes and con sequently reduce their level of poverty. Bekele 

(1996) noted that th e m ajor problem facing informal sector e ntre preneurs who 

a rc denied cred it from th e conventio nal / tra ditional source due to lack of 

collatera l, high transaction cost when providing sma ll loan , limited education 

a nd u nfamili a ri ty with loa n procedures. The informal le nders play an important 

role fo r poor household s espec ia lly in the developing world but due to high 

interest rate charged on the loan , i.e., it inhibited poor househ olds from 

in ves tin g in productive income increasing ac tivities (Wolday, 2002). Moreover , 

a lthou gh informa l gro ups, such as rotating and saving institution w hich are 

a lso dominant in Ethiopia (eg. Iquib), ca n meet th e occasional financia l n eed in 

m a ny nations, thcy can 't be a reliable a nd sustainable source of finance for 

in com e gene rating activities (We bster and F'ilde r , 1996; Khandkcr, 1998 ; 

Wolday, 2002). 

Despite the fac t that m ost of the poor are engaged in the informal sector , it is 

co ns trained by lack of s ustainable finance. Micro-credi t programs and MFls arc 

c reated to fill t hi s gap. Ledgerwood (1 999) evidenced that MFl s a re in stitu t ions 

u sed to serve the finan c ial needs of th e poor who a rc e n gaged in the informal 

sector. He s ummarizes the following: 
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"Micro finance c li e nts a re typica lly self-employed , low JIlcom e 

enLrepreneurs in both urban and rura l a reas. Clients a re ofte n traders, 

street ven dors, s m a ll fa rm ers, service providers (ha ir dressers) , a rti sans 

and s m a ll producers; such as bl a ck s miths a nd seam stresses ." 

(Led ge rwood , 1999 :2). 

Cognizan t of Lhc fa ct that MF'1 a re ins tutiona lized to serve the fin a ncia l need of 

the informal sector, th e qu esLi on that one has to ask is; ca n access to fin a n cia l 

service by the poor who a rc engaged in the informal sector, r educe pove r ty'? 

If poverty is defined from th e point of low levels of annual incom e, reduc ing 

poverty is raising average income level s beyond the poverty lin e . Those who ai m 

to enable poor people, in parLic ula r who a re engaged in sma ll enterprises, to 

cross su c h a poverty lin e, have fo cused on p rovision of c redit as on e kind of 

development in tervention (.Johnson and Rogaly, 1997). 

There a rc importa nt roles played by MF'ls in reducin g pove rty . In the first casc 

c rediL crea tes an e mploym en t opportunities (Bekele, 1996). A World Bank 

s tudy during the period 1985 to 1990 ind icated that the number of poor people 

in the Sub-Saharan Africa h a s inc reased to 2 16 m illion , of wh ich th e larges t 

segment is unemployed or self employed. In su ch countrie s th e re is a need for 

mic ro c redi t service to creat employm en t oppo rtunities through estab lishmen L 

of in come generatin g act ivities . 

Aecord ing to Khandker (1998) there is a need for e reation of wid e spread 

employm ent opportunities, as one method of n eating it is through provis ion of 

microfinanee programs. These services are able to reach th e poor a t a fford a ble 

eost a nd ca n thus h elp the poor becom e self-employed . 

At en terprise leve l, microfinance scrviccs, particula r ly c redit a r e said to h ave 

positive impact on inc reasing the poor 's own ership of physica l (produe Li ve) 

assets which increase th e in come ea rn ing ca pacity of poor entrepreneu rs 

(Bekelc , 1996). Also accord in g to same a uth or , c redit can assist in ra is ing the 

productivity a nd income of mic ro and small entrepre neurs. This is becau se; it 
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alleviates ope rationa l con straints s u c h as u sage of traditional and labour 
intensive equipment, incapability of taking advantages of market prices for 
their produc ts and raw material inputs, 

At household level mic rofina nce service IS said to have pos itive impact on 
household leve l variables su c h as : hou sehold Income, household asse ts, 
education , nutrition and coping s trategies (Getaneh, 2 005 ), Thi s is because of 
indirect impac t of increase in household Income generated from micro and 
small business ac tiviti es, Also according to same author MF service pl ays a 
m ajor role of empowe ring individua ls , primarily to women, who comprise a 
m ajority of c1icnts in m a ny MPl s, with respect to in creasing control over 
resources, in c reas ing savings, self-esteem , orie nta tion to wards the future, e tc, 

Purs uant to Nazrul (2009), the re are proponents in favour of th e "risk 
a pproach" of a llevia ting pove rty, They a lso point out tha t unl ess people a rc 
protected agains t th e risks, assets built up can get easily washed away by 
down ward shocks, nullify ing the impac t of "asset approach" programs, 

As mierofinance institutions have exp'Inded to the prOVISIOn of mi cro savings 
a nd micro insura n ce services, they ca n direc tly a ddress the problem of 
vu ln erability . Getan eh (2005), substantia ted th e a rgument th a t mic rofinanee 
ca n potenti a lly reduee vulnera bili ty by h elping th e poor, who a re en gaged in 
mi cro a nd s mall enterprise, through d iversifying the ir so urces of househ old 
In come, lllc rease their savings, expand their option s fo r credit, a nd improve 
house ho ld money m a n agement. 

Finally, according to Johnson and Rogaly (1997) poverty ean be understood as 
vulnerabili ty to downwa rd Ouc tuations in income, Such Ouc tua tion m ay res ult 
from seasonal deeli ne in employ m e n t for agricultural workers, illness, loss of 
assets e tc , (Mon tgomery a nd Weiss, 2005) , Interventions which can reduce 
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s uch vulnera bili ty a nd protect livelihood s a lso redu ce poverty (John son a nd 

Rogaly, 1997). 

2.8 Impact of Microfinance from Global Experience 

Bvalua lion of th e impact of mi cro-e nte rprise lending progra m s indicates that 

s uch interventions h ave impact on social re lations partly through their 

economic e ffcc ts. Those wh o claimed su ch impacts raise th e example that 

through e mpowering women a nd ch a n gin g gender re lations in the h ouschold 

a nd in the communi ty will lead to p rogressive socia l ch a n ge (Johnson a nd 

Rogaly, 1997). 

Accord ing to sam e a uthor, c iting th e resea rch work of Hash emie ta l (1 996), 

which a s scssed th e effec t. of Gra meen a nd BRAC progra ms on eight indicators 

of women 's em powerme nt.. These are mobili ty, economic sec urity, a bility to 

make s m a ll purch a ses, a bility to make large r purch a ses, involvement in majo r 

h ou seh old d ec is ions , re la tive freedom from do mina tio n by the fa mily, poli tical 

a nd lega l a wa reness a nd pa rticipa tion 111 public protests and political 

compla ining. The study concluded th a t , on balance access to c redit has 

e na bled wom c n to n egotia te within the h ou seh old to improve the ir pos ition. 

Also th e fac t d epic ted on Led gerwood (1 999), d escribed a bo u t group based 

micro c redit sc h em e opera ted by B RAC in Bangla d esh was successful in 

reducin g pove rty a s m easurcd by increases in aggregate wea lth of the 

members . Moreover, other impact s tudy from Bank Rakya t Indonesia (BRI) 

reveals th e fac t that its borrowcrs have obta ined net increas e in the ir 

household in come by 75% and net e n terpri se income by 93% (We bs te r a nd 

Fidle r , 1996). 

S h a re Mic rofina n ce Limi ted (S ML) , fo unded by Mr. M.Udaia Kuma r , is one 

a mong m a ny mierofina n ee institutions operating in India. The impac t of th e 

p rogram on reduction of poverty h as bcen remarka ble. Rao and Bavaia h 

36 



(2005:90 -92 ), c iting the rescarch work unde rtaken by externa l experts on S ML 

(SML a nnu a l report, 2003), summarized the main results of th e study as 

fo llows. 

• 

• 

Three ou t of four (76.S%) a t S ML's m a turc cl ients h ave experienced 

s ignifi cant reduc tion in the ir pove rty over the pas t four years and half o f 

th em are no longer poor. 

37% of the sampled m ature clien ts who were below poverty line h ave 

come out o f povcrty and now they a re non -poor. 

• 64 % o f these maturc clients of SML h ave becn ve ry poor when they 

began using its microfin a nce services three to four years ago, wh ile th c 

remaining 36% h a d bccn moderately poor. Today, only 7 .2 rem a in very 

poor wh ile th e majorities (56.8%) arc moderately poor and a s izeab lc 

proportion (36%) h ave come completely ou t of poverty. 

• I<'inally thc conclusio n is that there are many possibl e path s out of 

povcrty, providcd a poor household can get access to SML's microfin ancc 

services, th cn thi s ha s the potential of diversify ing the source of incomc 

th e re by inc rcasc income of th e househ old . Acco rd ing to the study (SO°It» 

of mature clients witnessed increase in in com e levels. 

Moreover, pursuant to the research work of Rao and Bavaia h (2005), on th e 

impact S LM's mic rofina nce service in Andhra Pradesh state of India, indica te 

that th e poor a re bein g helped by the S LM to be engaged into new economi c 

activities. Thc s tudy found that the inco me earned by be n efi c ia ries through 

en ga ging in to n cw cconomlc ac tivities, with thc finan cia l assistance of Share 

Microfin a ncc Limitcd (SML), contributes 5S% to 90% of th e to ta l in com e. 

F'urther the s tudy concluded th at th e beneficiaries obta ined no t only in c reased 

an nual income but a lso redu ced th e inequalities in th e distribution of annua l 

IIlcome. 
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Khandker (19 98), reveal ed the impact of three mierofinance institutions namely 

Grameen Bank, BRAe , a nd RO - 12, in crcation of employment opportunities 

and reduc t ion of poverty in Bangla desh during the year 1991/92 . The survey 

was underta ken joinlly by the Bangladesh Institute of Developme nt Studies 

(BIDS) and the World Bank, According to the study "participation in micro 

c redit progm m h ad a positive effect on per capita expenditure, a lthough the 

effeel was not statically s ignificant for borrowing by m e n. In contrast, a ll of the 

meas ures of impacL of borrowing by wome n were sign ificant, and the impact on 

consumption was twice as great as it was for men" (khandkar, 1998:48).Also 

the same author a rgued that micro c redit also affects socio-economic variables 

positively , including education , nutrition, fe rtility and contraception usc. 

Bekele (1996) , discussed the experience of the Grameen Bank (GB). Like other 

micro fin ance institu tio n , the pioneers ha ve the main objective of extending 

financial fac iliti es there by to raise the in come earning capacity of the poor. An 

impact study on 800 borrowers o f Grameen Bank conducted by the World 

Bank revealed that their income has inc reased by 28% as a result of 

parti c ipating in the c red it program. 

2.9 Impact of Microfinance from Case Studies in Ethiopia. 

The idea of poverty reduction through microfinance serv ice has generated 

enormous enthusiasms a mong donors and NGOs as an instrumen t capable of 

brea kin g the vicious circle through building productive assets and reducing the 

vu ln erability of poor (Nazrul, 2009). KofiAna n; the UN secretary General until 

th e end of 2 006 , supported the effec tiveness of microfinance as an importa n t 

instrumcnt in the fight against pover ty a s follows: "Il has been evidenced 

world -wide that mierofin a nee h e lps the poo r to overcome poverty, and not 

through ch arity. It is a fin a ncial syste m that serves the poor with finan c ial 

servIces in a mo s t effec ti ve and productive way" (Wolday, 2 008: 5) . The 

objec tive of a ll microfina nce institutions in Ethiopia is reducing poverty 
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th ro ugh prov Is Ion of su s ta inabl e fina n cial service for th e poor, bu t there h avc 

becn ve ry limi ted stu d ies, which asscsscd th e impact of m icrofin a nce 

in s titution s o n pover ty rcduction . Som e of th e findin gs of the case studi es on 

the im pact of mic ro fina nce activities in Ethi op ia are su m m a rized as follows . 

Des pite lac k of compreh en s ive research, th e re sults of the few case studies 

rcvea led that access to fi na n ec fo r the poor reduce poverty . The fact de pic tcd 

on the s tudy conduc ted by th e Developmen t Bank of Ethiopia (DB E, ] 999) 

s u p ports th e pos itive impact of mi crofina n ce service on the lives of th e 

ben e fie ia rics. Th rou gh aecess ll1 g a for ma l su ccess Ive ro un d of loans, 

bc n cfic ia ries were a ble to build capi tal asscts th a t a rc be ttc r th a n th e cont ro l 

group mem bers . Also th e clien ts were directly benefiting from the progra m 

in tc rim s of increased c mploym ent opportuni ty a nd in crca sed incom e whcn 

compa red with the ir s itu ation th a t exis ted pr io r of th c loa n a nd the co n t rol 

group (n on -be ne fi c ia ries). The progra m creatcd c mploy m e nt opportunity for a n 

es tima t.ed Lotal of 3 0247 ind ivid ua ls. 

Borc hgrevin k, Helle-Va llc,Woldeh a nna (2 003 :2 46) m a d e a s tudy on th e impac t 

of DECSI (Dede bi t Cred it and savi n g in s titution) on pover ty a llevia tion in th e 

easc of ecn tra l Tigray . In th c ir rcscarch they m a d e compa ri s on be twee n cli en ts 

a nd non -clie n ts on ch a n gcs su c h as asse ts a nd living conditions, possibiliti es 

of eovcring cme rgcn cy cxpen se s a nd on consumption cxpc nditurc. Th c find ing 

ind ica ted tha t cli ents h a d on th c average cxperienced im provem e nts than non -

c licnts, a lso c li cnts a re less vulnera ble tha n the non c lients . Accordingly, 57°/i" 

5 1 % a nd 54% from th c sample c lient respondents h a d obta ined improved 

in com e, asse t a nd qua lity of food co n sumption respec tive ly . 

More ovcr th e sam c s tudy Borch grevin k, He lle-Va lle, a nd Woldeh a nna 

(200 3:247) on th e casc o f DECSI, rcvealcd a n other success story of posit ive 

impact of mi cro fina n cc scrvlce on th e fe m a lc clients. 69% of fem a le c li e nts 
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reported tha t their living conditions had improved over the last five years , while 

the corresponding figure for male was only 54%. 

Sim ilarly , Solomon (1996: 3 17) m a de impact assessment in DebreBirhan town 

considering the case of Fin a ncing Micro Enterprises. According to the study, 

out of randomly taken 65 borrowers, about half (49%) of the sample 

household s h ave experienced a n increase in income levels. so me of th e triggers 

for such ch a nges, according to the study a rc attributed to fac tors such as: 

1. The loa n e nabled a revival of an ac tivity that u sed to be pe rformed 

previously. 

II. It enabled to expand and/ or diversify income sources. 

Ill. It was secured at. relatively low interes t rate . 

Moreove r the microfinance institution enjoyed a high loan recovery rate of 93%. 

Accord ing to the study, lhis ra lc is rema rkable even when it is compared wilh 

lh e experience of the Malaysian Projek Ikatiar (78%), Nigeria (86%), India (90-

95°;', a nd th e Grammen Bank (98%). 

Meehan (J 999) studies the impac t of DECS I financial se rvi ce on the lives of its 

e lienls, h e fou nd out tha l credit provision had a s ignificant impacl on 

household in come, particularly in increasing agricultura l production , through 

build up of production assets, particularly draught oxe n and increasing the 

a mounl of la nd farmed by c li ents who were able to retrieve land previously 

rented out and farm it themselves. Accordin g to same study the female cli ents 

we re able engage in t rading aC livities which has previously been inaccessible to 

lhem becau se of lack of cap ita l. Th e re seal-eh e r came up with the idea th at, the 

positive impact at household level a ppears to be highly d ependent on continued 

access to credit on a regula r basis and if access interrupted, the improvement 

in household in come will be dec reased. 
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2.10 Addis Credit and Saving's Institution Credit Delivery 

System 

Among the 31 microfinance Institution operating in Ethiopia (NBE, 2009) Addis 

Credi t and Saving Institution (AdCS I) is one, conducting its business of 

reduction of poverty and employment c reation through fin ancing the in forma l 

sector with in the territory of Addis Ababa c ity adm ini stration. The in stitution 

has been established in accordance with the proclamation No.40j88 in 2002 

by six shareholders. The institution has ten branch offices at each sub-city 

level, 99 service delivery posts at each kebele level. As depicted on the 2002 

policy document of th e institution, th e mission of it is "to promote micro and 

s mall enterprises to a lleviate poverty and unemploy ment prevailing in Addis 

Ababa c ity administration territory through provision of sustainable finan c ial 

and other re lated service with particular attention to wom en ". A brief 

description of the cred it delivery system according to the 2002 policy document 

of the institution is summarized as fo llows: -

Unlikc the targeting methodology of other institutions which are engaged in th e 

micro financin g activity such as the DBE a nd MTDPs , which prescribe a 

specific income li m it (M e ngi stu, 1997; DBE, 1999 and Bekele, 1996) , AdCSI 

has no s uch prescripti on of maximum income, but its target beneficiaries arc: 

individuals who arc resident of Addis /\ baba and above 18 years old , graduates 

o f TEVT, coopera ti ves, micro and sma ll scale business operators or th ose ready 

to be e ngaged and groups. 

The servIces provided by the institution have been done following a ten step 

servIce delivery cycle that begin from permission a nd service promotion to 

finally follow up, m o nitorin g an d perform a nce repo rting. But these a rc 

co nductcd in coopcration with administrativc bodies such as: Micro a nd Small 

Entcrprisc Devclopmcnt Office, Youth and Wome n Association , Kebcle 

Development Committee, Trade a nd Industry bureaus . 

... ," 1 
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The loan process is ve ry much deccntralizcd and h as been ta king place in 

cooperation with the m a nage ment of the respective stakeholders. Information 

dissemination about the different services provided by the institution a nd 

regarding a lso a bout: loan amount, interest rate, deeds and objectivcs of the 

in stitution , formation of groups and cooperatives so on, took place at differcnt 

leve ls of the o rganizationa l stru cture . But those service delivery pos ts have a 

pa ramo unt role in this rega rd. Any individual, groups, cooperatives who want 

to have access the scrvice have to registcr at the service de livery pos t. 

Depc nding on the amount of loan, the loa n a pprova l s tage is made m a 

d ece ntralized o r dclegated mode. Accordingly, for those loa n requ iring less than 

50 ,000 birr, a pproval decis ion will be made at servi ce post level a nd from b irr 

50,00] up to 100,000 the branch office will make th e last decision. Finally, for 

loan a mount which is g reater th a n 100,000 the head office is responsible for 

ma kin g dec is ion. 

An obligatory ded uction of 5% from the loan a mount or the client is expected to 

deposit same percent of the loan w h ic h is called security saving prior to loa n 

di sbu rsement. But later on a lso the client is expected to d eposit a specified 

sum of money monthly in a comp ulsory saving account, of whic h the cl ie nt 

wou ld not h ave access to it until the loan is fu lly repaid. This fund is d epo s ited 

in th e savings account to serve as a guarantee for loan defa ult. 

As depic ted on th e ins t. itution's policy docume nt, (2002) no loan is extend ed to 

clients without collatera l. Por such purpose th e AdCSJ has been implem enting 

differe nt k ind s of loan gu a ra ntee . Thi s in cludes peer pressure co llate ral , group 

leader collate ra l, c ross guarantee, pe rson a l gu a rantee, property collate ra l 

(house , ve hic les, machines), saving d eposi t o n banks, receivables, a postda ted 

c heck endorsed to AdCS I, educational testimony with family coslgnmg, 

bus iness collate ral , in su rance bond and lega l in s titution s guarantee. 
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The loa n repayments are made monthl y. Th e loan term with in wh ich th e loan 

amou nt has to be settled, varied depe nding on the loan type. For example, for 

micro loan amount from Birr 5,000- 10,000 the loan term is 30 months. 

Besides the above requirements, procedures and terms, there 1S a need of 

ta king part in client training and orien tation before taking a loan. For 

group/cooperative loanees, the tra ining will be given for a period which is not 

less than 15 days a nd no t more than a mon th within four contacts. But for 

individual loa n clients, it is given n ot more than a n h our. After receiving the 

tra in ing, thc loan clients arc expccted to prepare a business p lan co ntaining 

info rmation such as nature of the business, market competition, m a rkct share, 

capita l rcquirement and in come now and so on . 
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CHAPTER THREE 

METHODOLOGY 

The study was conducted in Addis Ababa City. And the impact of th e MP[ was 

eva lu ated on a ll of the branches namcly J\rad a, Yeka, Gu le le, Akaki, Bole, 

Lideta, Nifa ssi[k [afto , Ko[fe,Add is ketema a nd kirkos. 

The study was not based on the use of "Proxies" for impac t but it was based 

d irectly on th e b en e ficiaries o f the program. The rationale of choosi n g the client 

oriented mc thod of impact ana lys is is according to Ledge rwood (1999: 5 1) " If a n 

MPI a imin g al providing fina n c ial services to the poor to reduce th eir poverty, 

th en th e insti tution cannot ta ke refuge in sim ply m easuring h ow well it made 

services avai la ble . Because the s tated e nd result of reducing poverty is fully 

measu reable on ly in direc t re lationship to the lives of human being." 

And t he research used th e "before" "afle r" comparison of the benefici a r ies' socio 

econom ic posi tion. To achieve th e s tated objectives of the researc h , d ifferent 

varia bles which m a nifes t reduction o f pove r ty or not was formula ted . These arc 

Income , employment, food consumption expenditure, annual education 

expe nd iture a nd access, annua l medical expenditure and access and asset 

possession (both capital and househo ld assets). Extensive d ata was collected 

on th ese variables a n d a n a ttempt wa s mad e to iden tify the magnitude o f 

ch a nge o n th e variables be fore a nd afte r borrowing. More ever an attempt was 

made l.O test th e significance of t h e variation be fore and after bo rrowing. 

Moreover an attempt was m ade to test th e significa n ce of the varia ti on before 

a nd afte r borrowing. Also, the re sea rch ad dressed wheth e r there is s ign ifican t 

difference between male and fema le beneficiaries regarding on these variables . 

Thus, various hy po theses were formul a ted a nd tested. 
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3.1 Sources of Data 

Th e study used both primary and secondary sources of data. The prima ry 

source of data was the beneficiaries of all the branches of the institution . And 

seconda ry data was obtaincd from the records of the institu Lion , journals, 

proceed ings , bulletins, internet a nd variou s books. 

3.2 Methods of Data Collection Instruments 

There a re many factors to cons ider in c hoosin g me thods , but your decis ions 

s hould be guided prima rily by the a im of the research (Laws with harper and 

Ma rcus, 2(03). So as I am not here engaged in search for one perfect 

techn ique , it is often best to u sc more than one technique within the 

investigation to trian g ula te the evi den ce that is co llec ted. "Triangulation 

involves checkin g da ta with respondents a nd cross-checking with others to gct 

diffcrcnt point o f vicw of the same phenomenon. Ca reful use of triangula tion 

helps to d eal with the problems of the inherenLly un-trus t worthy 

respondent.."(Ledgerwood,1999: 5 4). 

As Lhe essence of the research is to make impac t assessmenL of c red it on the 

socio-econ om ic s tatu s o f thc benefici a ries, th us, to a LLain this objcctivc of the 

researc h , extensive data was co llected using structu red interview, stru ctu red 

observation a nd focu s group disc ussion. The s tructured interview was used to 

collec t data from household s on various dimension of impact. 

3.2.1 Structured Interview 

And before the inte r vicw g uidelinc u sed in thc actu a l rescarch subjects , pilot 

tes ting wa s conductcd . Th e aim of which is to inc rease the validity of th e 

in strumenL. Th e general manager a nd business development m anager took 

part in the pilot testing; finally the instrume nt was refi ncd a nd com p leted , 

based on a ccommodating th e suggestion w hich in turn wa s u sed to eonsolidat.e 

the instru menl. F'our e numcrators were hired to conduc t th e inte rview a nd 

.. ~ 
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they were trained for one day which was focused on: th e objectives of the 

study; how to a pproach respondents, h ow record the responses a nd on d etailed 

co nte nts of the instrument. 

3.2.2 Observation 

The other method of primary data collection em ployed in this research was 

structured observation. The structured obse rvation used to colleeL d ata on 

asset possession (both capita l a nd productive assets). And it was conducted 

s imulta neou s ly with the interview sch edule. For insta n cc, while conducting the 

interview thc enume rator was to ld abou t the purchase of a n asset th en the 

in te rviewe r looked around to sec if the asset was on s ight accordingly filled u p 

the observa tion checkli st. The importa ncc of wh ich is c rosscheckin g data 1.0 

inc rease th e validity of th e data. 

3 .2.3 Focus Group Discussion 

Finally, Focus Grouped Discu ssion (FGD) with the beneficiaries was made to 

iden t ify; th e satisfaction o r co mpla in s on th e service of th e inst itution; 

problems th ey faced a nd for warded assort of recommendation. FGD was 

conducted on Arada, Yeka and Akake b ra n che s. A total of 10 focus groups were 

conducted, each focus group conta ining 7 -8 beneficiaries. The groups were 

fo rmed based on sex. This is because , if the female beneficiaries a rc gathered 

se parate ly, it is likely that they w ill be free to talk than if th ey were put to 

together wit.h the men beneficiaries. 

The specific techniques were employed in record in g the data was fi e ld notes, 

observation a l check li s t and tape recorder was used. Thi s is due to the fact 

that, most importan t thing researchers have to do is record what th ey sec, 

usually in fi e ld notes but sometimes on tape or film because a n y thing not 

recorded is lost. 
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3.3 Method of Sampling 

Multis tage sampling method was employed. To ensure th at samples represen t 

the tota l population, objective sa mpling procedures must be ado pted. The idea l 

case is t.o obtain a random sample in which a ll individuals in the original 

population h ave an equal c ha n ce of be ing c hosen. Likewise, a random sample 

of five kebel es from each of the ten branches was selected . Accordi ngly a total 

of 50 kebeles were selected . 

Then from the e1ients found in th e sampled ke beles, purposively th ose wh o 

have been pa rlicipating since 1997 E.C were selected as a sampling frame. One 

considerat ion to choose a sampl in g technique is the objective of the research 

under study. As th e objcctive of this research is to make impact assessment of 

th e service on the lives of th e beneficiaries, there is a need for ti me gab. 

Because, to mak e im pact assessment the length of time period of parti c ipation 

matter a lot. 

Finally, I he sample respondents were selected from the samplin g frame 

randomly. Regarding the sample size five beneficiaries from each kebeles were 

selected. Because the stu dy focused on selecti n g samp les from each area 

equally so t.hat the research find ing reDeetthe impact of the microfinanee on all 

of its bra nches . Th erefore, 25 benefic iaries from each branch a nd totally 250 

beneficiaries were selected. Among 250 samples, 23 1 were va lid. From these 

valid respondents 125 were fe m ale while 106 were male beneficiaries. Although 

en umerators a tte mpted to co n vince r espondents to res po nd to the in terview, 

some of them were not cooperating to respond a nd th e rest were not found in 

the area. 

47 



3.4 Method of Analysis 

Th e primary data gaLhered Lhrough inLerview was analy%ed through SLaLical 

Package ror Social ScicntisLs (SPSS). As Lhe main objective or th e research is to 

compa re those poverty indicating variables berore and a rter borrowing so that 

to eva luate the role or the instituLion regarding poverty alleviation, boLh 

deseripLive and inrere ntia l stastics were employed to analy%e th e data. Th e 

descripLivc sLastics wcrc that or computal.ion o r the mean, percentages, and 

rrequenc ies whi lc in reren Lial stastics or Wilcoxon s inged ranks LesL and 

indepcndent two sample L- tesL were employed. 

The ""!:ilcoxon signed ranks tesL was employed Lo evalua te the socio economic 

impacts or th e program bdore and arLer borrowing. The test is d esigned to 

eva luate the dirrerenee between two treatments , using the data rrom a 

repeaLed -measure experimen t. Th e two treatments in this research arc without 

program parLicipaLion (bdore borrowing) and with program partieipaLion (arter 

borrowi ng). And to compare the m a le and remale benericiaries, two independen t 

samples L- tesL was e mployed. Th e LesL used ror evaluating wh e ther there is 

signirieanL dirrerenec beLwecn both sexes regarding on those socio economI c 

variable arter borrowing. For all tests a signirieanL level or alpha 0.05 was 

employed Lhrougho ut the sLudy . 
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CHAPTER FOUR 
RESEARCH FINDINGS 

4. 1) SOCIO-DEMOGRAPHIC CIIARACTERSI CS OF RESPONDENTS 

Th e essen ce of this resea rch is to evaluate the provision of microfinance 

service of Ad C SI towards reduction of poverLy and job creation. And the findings 

of the research arc based upon the following demographic setting. 

Table 4.1 Number of responden ts by sex, educational and m a rita l status. 

n = 23 1 

Sex 

Female 

~d u cat.ional 

status 
Illiterate 

Head and write 1 (3 .4) 
only 

Grade 1-6 
complete 
Grade7-·8 

1(3.4) 

1(3 .4) 
complctc_' ______ __ _ 

Grade9- 12 15(5 1.7) 

co 111 "Ie le_ --I--c-c~c-= 
Above grade1 2 10(34.5) 

Total 29(23. 2) 

M 
-- _.- .-

arital sutJ:us _ _ ____ "'-:=. ______ 

Married Divorced Windowed Total -
1(1.4) 1 (11.1) 5(29.4) 8(6.4) 

-- - --
6(8.6) 4(44.4) 2 (1l.8) 13( 1 0.4) 

ll(1 5 .7) 1.( 1 1.1 ) 5(29.4) l8fi4 .4) 

- - - -- -- -
15(21.4) - - 16( 12.8) 

--- -----'4(-235) ----- --
24(34.2) 1 (11.1) 44(35.2) 

---- -
13(18.6) 2 (22.2) 1(5. 9) 26(20.8) 

- - - -- --'t-25( 100) -70(56) 9(7.2) 17 (13.6) 

Male Illiterate 1(l.4) - - 1(0.9) 

-- - ---- -- - -.--
5(6."1) -I(cad and write 

only ---- -- -
CradeJ -6 

_ cOITlJ2]ctc_ 
Grade"l -8 
complete 

1(3.3) 

Crade9- 12 12(40) 

7 (9. 5) 

----
8(10.8) 

--
31(41.9) 

complete __ __ __ 
~ov~radeI 2 .J2(56."lL~ 22 ~9.7 ) 
Total 30 28_3 74(69.8) 

- 1(100) 

--
1 (100) -

--- ----
- -

- --
.JJ2..: 9) 1(0.9) 

Grand total 59(25 .6) 144(62.3) __ 1 o.(:4c3 ) __ -.J8(7 8) 
Source: field survey 

Note: Fi gu res in pa renthesis a rc percentages. 

, 

-

--

--

- -

---
5(4.7) 

---
8(7.5) 

-- --
10(9.4) 

-- --
43(40.6) 

39(36.8) -

106I lOc[ 
23 1(100) 
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All the data a r e analyzed and presented in comparison form be tween the male 

and the female beneficiaries. Th e rationale of this is to provide the institution 

with information regarding its weakness and strength based on gender. 

As it is revealed on table 4.1 majority of the beneficiari e s are married (i.e . 144 

or 62 .3'/0) followed by s ingle (59 or 25 .6°/»), of th e married respondents , 1.4'X) 

a re illiterate, 12 .5% have a t tain ed e le m entary ed ucation a n d 54 .2% a tta in ed 

either grade 7-8 Uunior) or secondary ed u cation. And from the total single 

beneficiari es, 3.4% are either illiterate or can read and write, 5.1 % attained 

elementary a nd junior secondary education a nd 45.8% attained secondary 

edu cation. 

The re is d iffe rence between female beneficiaries and male b eneficiarie s on their 

edu cational level or status. As the figures depicted on tab le 4.1, th ere are 8 

female c lients who are illiterate but only 1 for the male clients. The number of 

femal e cli ents who are above grade 12 are 26 whereas 39 for male clients . But 

the n umber of clients w h o atta in ed secondary education is a lmost equal for 

both sexes and fo r the r emalllmg educational levels the number of female 

clien ts is betLer. , 

Table 4.2 Frequency Distribution of benefic iaries by age group 

IF231 
._--

Male Female Both Sexes 
Age gro up Frequency Percent Frequency Percent Frequency 
2 1-25 4 1.7 14 6.1 18 
26-30 27 11.7 25 10.8 52 
31 -35 21 9.1 21 9.1 42 
36-40 16 6.9 28 12.1 44 
41 -45 14 6 . 1 18 7.8 32 
46-50 9 3 .9 7 3 16 
~1 . 55 __ I 0.4 5 2.2 6 

56-60 7 3 5 2.2 12 
Above 60 7 3 2 0.9 9 
Total ·106- 125 I 231 

SOUl ceo rlelcl SUI vey 

Percent 
7.8 
22 .5 
18.2 
19 
13.9 
6.9 
2.6 
5.2 
3.9 
100 
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As can be seen from table 4.2, the highest 52 (22 .5%) number of beneficiaries 

arc within th e age group (26-3 0). And th e majority of th e clients (67.5%) a re in 

the age group less or equa l to 40. Th e implication of thi s is, the m aj ority of the 

beneficiaries a re young and a re within the working age. Rega rding 

classification of age based on ge nd er , about 38 .1 % of females are in the age 

gro up of less or equal to 40 w hereas out of the total m a le clients 29.4% are 

with in this age group. 

Table 4.3 Percen tage Distribu tion of respondents' number of children 

with sex . n =2 3 1 

- -_. 
Sex of I~espond ents' number of ch ildren 

respondents 

Fema le 

Ma le 
-

Total 

Non e 

5 1(22 .1) _ .. 
47(20.3) 
--

98(42.4) 
.-

Source: fIled survey. 

1-3 4 -6 Above 6 

64 (27.7) 8 (3. 5) 2(0.9) 
-

53(22.9) 5 (2.2) I (0.4) 

11 7(50.6) 13 (5.7) 3( 1.3) 
-

Note: a ll figures in parentheses a rc percentages. 

Tota l 

125(54.1) 

106(45.9) 

231 (100) 

As can be seen on table 4.3, out. of the to ta l sample s ize of n, 23] there arc 

125 (54.1 %) fe m a le cli en ts whereas ] 0 6 (45.9%) of the sample benefic iaries 

a rc male. Thus, it ca n be said th a t AdCSI mierofina nee service is more 

targeted towards serving the fin a ncia l needs of women. The findings of the 

research su ppo rt th e a rgument th a t , most of the mierofina nee 's obj ective is to 

empower women by Inc reasIng their economIc position 111 society 

(Ledgerwood, 1999). 
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Th e same ta ble revealed, 42.4% of th e be ne fici a ri es h ave no child re n , of 

which 22 . I % are fe male while 2 0. 3')'<, a rc m a le. The majori ty of the 

benefic iaries (5 0. 6%) h ave children on e up to 3 . 

In each grou p fe m a le c lie nts tend s to have m ore childre n than the ma le 

co unterpa rts . This findin g is depicted on th e ta ble a bove . On e evide nce 

s upportin g th e research fi n ding is that in the moda l class (conta inin g 

children 1-3 ), the fe m a les a re 27.7% while only 22 .9% fo r m ale having same 

number of children. The fin d ing is a lso consis ten t with the organi za tion 's 

objective of provis ion o f fina nc ia l s e rvice giving particula r a ttention to wom en. 

Table 4.4 . F' requ en cy Distribut ion of respo ndents by nu mbe r of d ependents. 

No. of Before loan I\fter loan 

depende --
Male Both sexes Mal e Female Both sexes 

nls 

I<' 

None 34 

1-3 52 

4 -6 15 

>6 5 

Tota l 106 
---

% 

14. 7 

22.5 

6.5 

2 .2 

45 .9 

F 

45 

54 

20 

6 

12 .5 

% 
- - - - _.t--:-;--, 

F % 1" % 
- ----

19.5 79 34.2 7 3 

23.4 106 45 .9 6 9 ~9.9 

8.6 3.5 15. I 25 10.8 
- - --

2.6 1 1 4.8 5 2.2 
~-j--:~-t-- -

54 . I 23 I t 00 106 45.9 

F % I<' % 

12 5.2 19 8.2 
--- -

6 7 29 136 58.9 
- --- -

40 17. 3 65 28 . 1 
---- -

6 2.6 11 4.8 

125 54. 231 100 

I\verage 0.99 1. 12 
- --t-----:~:__ 

2.0 1 1.33 3.66 2.87 
.- -

Source: fie ld s urvey 

1"= frequency 

The resea rc h e r comes u p with the fin di n g t.hat the ben efic ia ri es are supportin g 

more nu mbe r of de pende n ts afte r th e loan. Thi s finding is subs ta ntiated by the 

eviden ce revealed o n ta b le 4.4 , for in s ta nce the numbe r o f ben efic ia ries who 

re ported tha t t h ey h ave n o d epende n ts before ioan was 34. 2% whi le th e 

a moun t fo r thi s decreased to only 8 .2')10 a fte r loa n a nd the numbe r of 

bcneficia r ies wh o re ported that th ey u sed to s uppor t 1-3 d e pend en ts be fo re 

loan was 45.9% b u t raised to 58 .9% afte r loan . 
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And the sa m e thing is true for benefic iaries who s upport 4 -6 dependants the 
reason for supporting increased number of dependents after loan may be 
attribu ted to increase in income from the activities fin a n ced by th e loan . 

When categorizin g the number of d ependents based on gender, female 
beneficiaries support more numbe r of depen d ents compared with the m a le 
counterpa rts. For insta n ce, afte r loan, the female beneficiaries were able to 
s upport 3.66 dependents on average while the male on average support 1.33 
dependents . 

4.2 Access, amount and trends of loan 

4.2 .1 Previous access t o loan 

Acco rd ing to Ledgerwood (1999), p rovIsIOn of mIcro cred it is one way of 
!l1ereas !l1g income and con sequently reduce poverty level of beneficiaries 
through h e lpin g th em to start up own micro business activity or expand the 
exis ting one. Also Khandker (1998); Webster a nd Fidle r (1996) noted that lack -'--
of capital and savings make poor people not to be able to ge t the benefits of 
en gaging in the micro and s m a ll scale ac tivities . Despite such benefits of c redit, 
the poor who a re e n gaged in th e in for m a l sector are d en ied access to c red it 
from the conventiona l fina nc ial institutions (Bekele, 1996; Solom on, 1996; 
Montgomery a nd We iss, 2 005). The findings of this researc h support the 
a rgument presented above. 

The sample beneficiaries were asked wh eth er th ey had a ccess for c redit from 
other fin a n c ial sources before participil tin g in AdCSI mi c rofinance progra m an d 
as revealed on tablc 4.5, the m ajority i.e. 82.3% of the benefic iaries were den ied 
of access wh ile only 17 .7% of the sample beneficiaries h ad access. 
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Table 4.5 I<'requeney Distribution of previous access to loan . 

Prev ious 

of loa n 

Yes 

No 

Tota l 

-- -
access 

- -

- -

Sou rce: field su rvey 

- -
Frequency Percent 

4 1 17.7 
-

190 82.3 
- --

2 13 100 
- - - - - -

Bu t of these benefic iaries wh o had previous access n on e of them had access 

from the conventional fin ancia l in stitution rather the sources were 65 .9% from 

iquib a nd relatives a n d friends (34. 1 %) . 

4.2.2 Loan Access from AdCSI 

One of the reason for d eny of access to credit from th e conventional financ ia l 

institution is th at of lack of collatera l that needs to be offered to th ose 

in stitutions (Bekele, 1996; Montgo m e ry an d Wei ss, 2005). As th e majority of 

the poor don't have th e colla teral in o rder to access loan, microfin ance se rvice 

innovation h ,lS corne to serve the I"inan cial needs of th e poor with easy, 

affordable a nd diversified option fo r collatera l (Kha ndker , 1998) . Th ese 

innovative a pproaches of securin g loan a re group / social collateral an d third 

pa r ty. Also AdCSJ is one a mong the MFls in Ethiopi a which make use of thi s 

n ew innovative approach. These innovative approaches m a ke access easy to 

th e poor. The respondents were asked about th e collate ra l ty pe they offered to 

AdCS I in o rder to h ave a ccess to loa n . 

Tab le 4 .6 Fre uen9' Distribution of co ll i:l teral offered. n = 2 3_1 _____ . 

Dcscriptio n_ I~em-"Ie M_a~ ____ Total __ _ 

Group /soel§ll 15(~~ _ 1l(4.81 _ _ 26(lL~L_ 

Types of Third 87(37.6) 67(29) 154(66.6) 

colla teral e.a~ /w<0 i~ ____ __ _ ___ 1-:::---:-:--: 

offered Proeerty _ 23(19) _ 28.l..!2 ·1) ____ 21.l.~2.-:lL 

Total_--= _ _ ______ 125 I 0 6 2~1 (c.:.l .::.00=.1)'--_J 

Source: filed survey. 
Note: fi gures in parenthes is a rc percentages. 
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The findin g of the research on tablc 4.6 indicatcs that m ajority of the 

beneficiaries (79.9%) use the in novativc a pproach cs of sccu ring loan, of this 

66.6% offered th ird party (wahis) guarantee and 1 l. 3% offered social jgroup 

collateral. Only 22. 10;') of the be neficiaries were able to provide propcrty 

collateral. Thus, it can be said that AdCSI is serving thc financial necds of 

those poor who can 't provide property collateral to the conventional financial 

institutions as a result they used to be den ied of access to c redit that made 

them prcviously not to be a ble to ge t th e ben efits of e ngagin g in the mi cro and 

sma ll scale activities. 

[n this study 10 focus groups were held with a rangc of pcople and thc majority 

agreed on the importance of thcse innovative approaches of securing loan other 

than property co llateral. The researcher ca m e up with the fin d ing that a lmost 

a ll of th e focus groups mentioned that they a re denied access from the 

conventional fin a nci a l institutions du e to lack of property collateral and they 

strongly like the new ways of securing loan such as group or social colla tera l 

and th ird party (wahi s) gu arantce. 

The majority of the focus groups sa id , Lhey wou ld not be able to get the benefits 

from their micro and sma ll scale activities if there was no such ways o f 

securing loan other th an property collateral. Thus , most o f the focu s groups 

agreed that AdCS I has c reated easy access to loan, w hich is a n im portant step 

in improving the quality of life for their communities. F'ina lly , these approaches 

of secu rin g loan will help AdCS I to meet the goal that "MF'ls n eed to su pply 

services that fill the gaps a nd integrate the un -served groups in to the market" 

(Ledgerwood , 1999). 

Only one of the focus group , which is conducted with the beneficiaries of Akaki 

bra nch , eompla in cd on the procedure followed by th e institution for secu ring 

loan. The group noled thaL, they h ave been pay ing unfair expenses and was ting 

th e ir time while offering property coll a teral. Because the institution 
---~ r .t1~'''·.i; ~ i~j')r ·~·':'l!~ " (,;:i:.~ , 

~~ft"'\"t O~ OEv El"?!O\Elll t!llfH'" I 
. ''' (tiS A.dAt9. l.nHv.F F4!'?i ·I~ 

• . ... II ... 1116. ADOl:' .' U ."'" 
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th e m when ever they took add ition a l round s of loan , to bring n ew letter , wh ich 

proves th e property wou ld not be put into sell un less the loan ees fully setLIed 

their debts. Thi s m a d e th em to be ex posed to unfa ir expen ses s u ch as fcc pa id 

to th e sub-c ity ad ministra tion , transport expenses and even wastage of their 

precious t ime . 

The beneficiaries were asked abo ut the number of times they we re a ble to 

access loa n from AdCSl. As depicted on table 4.7, a ll of the beneficia ries were 

able to access loan w hi ch is three ti m e s or more th an three times . The m ajority 

of the benefic iaries (55%) cou ld have access to loan from AdCS I for three t imes 
. . 

but th e number decreased to 30.7% a nd 14 .3% for 4th a nd more tha n four 

rounds of loa n respectively. The assumption is that, the more the number of 

rounds of loan, the more wou ld be the benefits obtained in te rm s of increased 

IIlcome a nd employment opportun ity on the pa rt of th e benefic ia ries . For 

in stance, p ursuant to a study m a d e hy Developm ent Bank of Ethiopia DBE 

(1999) ca m e up with the findin g th a t, d ue to assessing formal, successive 

rounds of loan, benefic ia ries were a ble to build capital assets and th ey wcre 

direc tly ben e fi ting from increascd employm ent opportunity a nd in creased 

Incom e. 

Ta ble 4.7. Prequcney d istribution of th e number of access of loan. n = 23 1 

Sex 
- - ----- .-

Por how m a ny round s die! you take loan? Total 
-------- - ---

Third Porth >Pour 
-

Male 61 (26 .4) 33( 14 .3) 12 (5 .2) 106 
-

Pemale 66(28 .6) 38( 16 .4) 2 1(9.1) 125 
---- -- ---- - ---
Tota l 127 (55) 7 1(30. 7) 33( 14. 3 ) 23 1 

- -- -
Sou rce: field survey . 

Note: figures in pare nthcsis arc percentages . 
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Th e fin d ing o f t hi s researc h is th a t th e major ity of th e benefic ia ries were given 

s uccessive loan whic h will h e lp th e o rganization to m eet its obj ective of 

reduction of poverty a n d employmen t c reation . 

4.2.3 Loan amount, tre nd and sufficie ncy 

Table 4 .8 ind ica tes th e s ize o f loan both firs tly a nd las tly taken. As th e fi gu res 

de pi cted, the average first loan ta ken by both sexes was 48 13.85 ETB bu t th e 

average la s tly taken mi cro c redit by both sex g rown greatly to 17,9 96 ETB. Th e 

implica tion o f this is that be nefic ia ries a re engaged in bus iness ac tivities which 

requIre more capita l th a n th e ir p rio r s itua tion a lso from th e pa rt o f th e 

inst itu tion it Il1s ures th a t , it IS providin g loan wh ose a m ount is growing 

wh en ever the c li e nts repay the previously taken. Bu t com pared with the ma le 

be nefic ia ries the average loan ta ken by the female c lien ts is less. Thi s implies 

that the female a rc e n gaged in business activities which requi re s m a ll capita l, 

this in tu rn will h a ve a n im pact on the leve l of profit earned from th e business . 

Table 4.8 Res pondents loa n s ize. n =23 1 
-_. 

Ii' em a le (mean) Ma le (mean) To tal (mean) 

fi" irst taken 4 0 53.6 6031.13 4813.85 

loan (ETB). 
- - --

Last take n loan 1 3,152 23,70 8 17 ,996 

(ETB) . 

Source: fie ld survey 

The beneficia tes we re ask ed abo ut the suffic ie n cy of loan th a t is di s bu rsed to 

run th eir activi ties . Accordingly, table 4.9 revealed that th e number of 

responden ts wh o said , the loan amou nt is not suffic ien t to ru n th e ir activ ities 

a re al most equa l w ith th a t nu m ber of responde n ts who said , the loan 

disbursed to them is su ffi cient to ru n their bu s iness ac tivities . 
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This number is s m a ll wh en compared with the bulk (83%) of the sample cases, 

in a study mad e by (Solomon, 1996) in ti lled "credit to the poor h ousehold s, 

the case of I"in a neing Micro- Enterprises in Ocbre Be rh a n Town". In this study 

majori ty of th e be nefic ia ries c la imed th a t the loan amount is not suffi c ie nt. 

Table 4.9. Suffic ien cy of loan di s bursed. n = 23 1 ------ - ~~ 
Indicators Loan s uffic ien cy 

--
Female Ma le 

- -
Yes 6 4(27.7) 54(23 .4) 

No 6 1(26.4) 52(22.5) 
--- ---

Source: fi e ld survey. 

Note: fi gu res in pa renthesis a re percentages. 

- -
Tota l 

118(51.1) 

11 3 (48. 9 ) 

Th e same question was rai sed d uri ng FG O a nd h a lf of the focu s groups 

mentioned th e issue of lack of sufficiency of the loa n which is disbursed to 

them to run th eir business activities . However , even a lmost h a lf of the 

horrowers c laimed in su fficien cy of loa n amount, Hurley (J 990), a rgued th a t 

eve n s m all loans can h ave d ra matic a nd tran s form ing influence on the lives of 

th e poor people . 

4.3 Loan repayment status of the respon dents 

In the 1990s MI" was marked by a paradigm shift from the provIs ion of 

subsidi%cd loan towards the bu ilding up of sustainable finan cia l institutions to 

scrve th c poor (Robinson, 2001). And thi s finan cia l self-suffic ie ncy and 

institutional sustaina bility cou ld only be reach ed through insu ring high 

pe rcentage of loa n collection besides other things (Degefe, 2009). Th e fi gures 

depicted on ta bl e 4.10 , the AdCS I is enjoying high loan collection. For instance , 

the benefi c iaries wh o a re n ot repay ing according to the schedule arc only 

10.4% from th e total sampled bcncficiarics. 
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And 4 7'X, of th e benefi c iaries already sctLied the ir debt, while the m ajority (i.e.) 

69 .3% arc repaying according to the schcdule. It can bc said that AdCS I is on 

the way of bui lding sustainable institution th rough insuring high rate of loa n 

coll ection. 

Table 4. 10 Frequency di s tribution of loa n repay ment status. 

n =23 1 

Loan 
repaymcnt 
status 

Tota l 

-

Indicato rs 
- ~. 

Fully repaid 

- -- --
r~epay i n g 

Not 
Repay ing 

Source: fi e ld survey. 

Female Ma le 
25 ( I 0.8) 

--- _ . ,B(9.5) 
90(39) 
--~~-

70(30.3) --
10(4.3) 

14(6 .1) 

12 5 106 

Note: a ll figures in parenthesis a rc p ercentages. 

-
Total 

4720.3) 

l60@J.~) 

24( l OA) 
._- ----

23 ~l100) 

Those who arc not repay ing acco rd ing to the sched ule were asked abou t what 

were their problems. As shown on table 4.11 , the m ajority (70.8%) to ld that 

markct nuctuation such as price Dlte tuation of inpu ts and poor sales are 

a mong the problems they are faced with, wh ile 16. 7% reported th aL Lhe asset 

Lhey were using to generate income had been lost, for instance, death of cows 

for those who earn income through selling milk. The remaining benefic iaries of 

8.3% and 4.2% put forwa rd reason s as illness of fa mily m embers and 

inconve ni ence of repayme nt period respectively . 

_ ... ~ ~ •. , f' ... " . .' ,' . \ 

.' " 

". - • I 
; . , ' 

59 



Table 4. 1 1 frequ en cy Di stribution of reasons for non -repaym ent. valid n = 24 
~- - - - -

Description freque n cy Percent 
-

Illness/ death of 2 8 .3 

Reason s for family members. 

non Theft / loss of asset 4 16.7 

repaym e n t 
- ~-

Market re lated 17 70.8 

problems. 
- - ~--

Inconvenie ncy of 1 4.2 

repayment period. 

Tota l 24 100 

Source: flcld survey . 

4.4) Clients' opinion about frequency of repayment, interest rate on 

lending and prompt loan issuance . 

Ben e fi c ia ries of th e AdCS I c redit schem e are expected to m a ke loa n repayment 

every month . A question tha t one shou ld ask is ; "is th e freque ntly o f repayment 

suitab le to the benefic ia ries?" . Beca u se a payment schedule which doesn't fi t 

the income earn ing duration wi ll a ffec t th e loan collection rate and affect the 

business performance of the clients. So, the re is a need for studying suc h 

nature of income earning duration to d ecide whic h kind of repaymen t pcriod 

best fit s clien ts. 
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Table 4.12 Frequency Distribution of interest rate on lend ing and prompt loan 

Issuance. n= 23 1 

~ - - -
Desc ription 

Frequency of re payment comfort you? 

~~ 

In terest rate on lending 

Prompt loan iss uance 

- -

Source: fil ed survey. 

~ 

- ~ 

Indi cators 

Yes 

No 

High 

Moderate 

Low 
I-: --

Don't now 

Yes 
~~- ~~ 

No 
--

Frequeny Percent 

209 90.4 

22 9.6 

5 1 22.1 

147 63.6 

4 1.7 

29 12 .6 

220 95 .2 

11 4.8 

Th e result of the study as d epicted on table 4. 12, the maj ority of cl ien ts (90.4%) 

have s a id, the repayment frequency or rate is suitable for them whi le 22 clients 

or 9.6'X, said the repayment period is not s uitable. 

There was fixat ion of interest rate ceilings on loan by NBE (Wolday 2008), but it 

is li fted by directives no. MFI 11 /98, as a result of this, each MFI in Ethiopia 

fixes th eir respective in tcrest rate. And th e Board of Directors of each micro 

financing institution is the concerned body . Pursuant to Wo lday (2002), the 

lending intercst ra te on loan of Eth iopian MFls varies between 12.5% - 25%. 

More- over he argues th a t the lending in terest rate of MFl s in Ethiopia is low to 

cover the operational and finan cial cost of th e microfinance institutions. This 

research h as m ade an attempted to evaluate the attitude of clien ts towards the 

inte rest ratc of AdCS I on lend ing. 

As can be seen on table 4.12 , most of the cl ients (63.6%) reported that the 

lending in terest rate as moderate , while 22.1 % noted that the rate as high. But, 

12.6% or 29 of the sample respondents said th ey don 't have any information on 
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lending interest rate of the in s titution. Thus , there is a need for cl ient 

orientation service which can more address the c lients than b efore. 

Also the res pondents were asked whether the loan issua nce process takes more 

time or is it done promptly. As can be seen on table 4.12, a lmost a ll of the 

respondents (95.2%) said the process as s hort and on ly insignifica nt number 

i. e 4.8% said the process as long and fading. The same question was ra ised for 

discussion durin g the FGO and a lmos t all of the focus groups agreed th at the 

loa n issu ing process is short and satisfactory. And told that, this is one of the 

strong side o f the institution whieh n eeds to be furth er deve loped. 

4.51 Respondents' saving amount 

This m ea n s th e in s titu tions a ble to m obi lize s aving per individual averagely 

amounted 143.8 ETB from voluntary savings, and 22 .7 from compulsory 

savmgs. 

Microfinan ce institutions a rc designed not only extending loan bu t a lso saving 

service . In order to have the desired impac t on poverty, there is a need for 

in creasing the capacity and awareness of t h e poor towards saving. Because, if 

we look from th e point o f the poor, saving services enable them to accumulate 

very small surplu s to be used at a later date to respond to emergen cies 

(Webster and Fidler, 1996). As poverty can be understood as vuln erability to 

dow n ward nuctuations in income, interventions which can reduce such 

vuln erability and protect livelihoods also reduce poverty (Johnson and Rogaly, 

1997). 

Such inte rventions like MFI reduce the risk faced by the poor through, a mong 

other th ings, provision of saving service. And saving is also important from th e 

point of th e MFI itself, because savings are the k ey to MFls success for 

achieving fu ll finan cial self-su ffi cien cy a nd in turn msure institutiona l 

sus ta in ability because they provid e a s ustainable local , ch eap source of loan 

funds for th e MFls. 
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Therefo re, th ere is a need for mo biliz ing savings on the part of the MFI. The 

finding of the research revealed that the mean total vo luntary saving is 143.8 

ETB and the m ean voluntary savin g for female beneficiaries is 17 .26 ETB while 

174.70 ETB for the male. As a lso shown on table 4.13, the institution is able to 

mobilize saving (voluntary) from 199 beneficiaries out of the total sampled 

respondents. Accordingly, total mean voluntary saving is 143 .8 ETB. This 

means the institution is able mob ilize savings per individual averagely 

amounted 143.8 ETB from voluntary savings. 

And the beneficiaries were asked if they have savmg with other financia l 

institution s other than AdCSI. As can be seen on table 4.13, out of the total 

beneficiaries, 193 of th e sampled respondents have savings with other financial 

institutions. 

Table 4.13 Respondents' savings (mean). 
-- - - -

Female( mean) Male (mean) Total( mean) 
----~- .- .-

Voluntary 117. 26 174.7 143 .8 
saving(I!:TI:l). (n = 199) 

-- -- - - --~-- --- --~ 

Compulsory savmgs 17 .28 29.03 22.7 

(ETB).(1l =23 1 ). 

--
Saving from other 3398.3 435 1. 50 3813 .2 
financial institution. 
(n = 193) 

- ---- ----- - -
Source: flcld survey. 

The total amount of mean saving with other financial institutions (banks, iquib) 

is 3813.2 ETB, this m eans AdCSI would have mobilized on average from an 

individual 3813 .2 0ETB if there was a study mad e by the institution to identify 

the triggers for this so as to come up with a so lution to increase the saving 

mobilization capacity. Some of the triggers as noted by the respondents 

attribute to: th e majority (88 .1 %) prefer to save in banks while 9.3% want to 
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save in quip a nd the re m a inin g 2.6% noted th at lack of encouragement given 

from the in stitution arc the factors. 

Table 4. 14. Respondent.s' saving from other fi n a ncial in s titution s. (n = 193) 
-~~~ 

Description I"requen ey Pe rcen t 
-

Pre fer to save in q uip. 

Reason s for 18 9.3 

h avin g savll1g 

other th a n AdCSI. Prefe r to save in banks 17 0 88.1 

The in s titution doesn 't 5 2.6 

gIve encouragement to 

save. 

Total 
-~ ---~-- '--'~------I 

193 100 
- -. --.-

Source: I"i cld survey . 

The researc he r ra ised the question durin g FGD and th e beneficiaries noted 

that, they prefer to save their maj o rity s ums in banks a nd quip is because they 

trust formal banks especially government owned banks besides the institu tion 

has poor publi c image or th e offices are with weird structure. And a lso the 

majority of the focus groups m e nti oned that th e volunta l'y saving with AdCS I is 

not of easy access. Th ey no ted as, unlike banks whose saving products a rc 

easi ly accessible, th e in s titution 's voluntary saving product takes several days 

to access the funds. 

The same question was raised in th e inte rview a nd the m ajority (i .e. 85.3% out 

of 2:1 1) said lh a t there is lack of possibil ity of withd rawing fund s from th e 

vo lun tary saving account in emergency cases, as the process takes several 

days. The impliealion here is lhat the performa n ce of the program in the area 

of saving mobilization is not satisfactory and there is a need for a lot of work LO 

be done in thi s respect. 
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And one finding of this research was thaL of lack of adequacy of loan gIven to 

beneficiaries (found on table 4.9) . Almost half of the beneficiaries noted that the 

amount of loan disbursed to them we re not sufficient. But to fill this gab, one 

of the local, cheap source of fund is mobil ization of saving. Thus, more should 

be done in this part of the program. 

Other important thing that is of wonh m cntioning in relation with savin g is 

that there is difference between male beneficiaries with thaL of the fem ale 

beneficiaries on the amount of saving. Por in stance , as shown on table 4.13 , 

the mean voluntary saving [or females is 117.26 8TB whi le 143.8 is the mean 

voluntary saving [or males. Accordingly if we see the amount of saving with 

.other fin ancial institutions, on table 4.13, the same thing one can observe. This 

may be partly attributed du e to th e fact that men have relatively s maller 

number of dependents than women. This finding is a lready discussed and 

found on table 4.4. Higher number of dependents resulted in higher 

consumption expenditure resulting in lower a mount of saving. This may be 

the rea son why the female beneficiaries h ave lower saving amount when 

compared with the male counterparts. 

4.6) Respondents' opinion on the trend and interest rate of saving. 

Except a 10% interest rate on consumption and housing loan. It has two types 

of interest rate: 4.5 % interest on saving and 9% on lending. Interest rate 

ce ilings on loans ch arged by MPTs, were lifted by directives No . MPI 11/98, 

which reads, "the interest rate to be charged on loans an d advance extended by 

a micro financing institution shall be de te rm ined by the Board of Directors of 

each micro financing institutions", on the other hand minimum is set for the 

interest that can be paid to depositors. According to directive No. / 13 / 2002), it 

reads: "the mll1lmum interest rate that shall be paid per annum by 

microfin a n ce in s titution s on saving and time deposit shall be 3% ." But as 

m ention ed above AdCS I paid 4.5% interest on savin g account which is high er 

than the minimum prescribed by the law. 
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The bene fi c ia ries were asked a bout the ir opinion on th c inte rest ra te pa id by 

the in s ti tu tion on the ir savi n g (vo lun ta ry) account. As depicted on ta ble 4. 15, 

th e majori ty (57 .6%) sa id th a t th e in teres t ra te on saving is greatcr th a n th e 

market ra te while s m a ll n umbe r of ben efic ia ries, (3 .9%) compla ined thaL Lh e 

inte resL ra Le is less th a n Lh e m a rkeL ra Le . In s pite of the tr a ining a nd c1i cn L 

orienLaLion p rogra m s g iven by Lh c ins ti tution, s till 38.5% of Lh c ben efic ia r ies 

said Lh ey d on 'L h ave th e in form aLion on saving in te resL ra Le . The im plicaLion of 

this finding is tha t Lhc institu tion should work m ore to c reate adequaLe 

knowledge rega rding th c service p rovi ded by iL. 

Table 4 . 15. Percentage Di sLribu t ion of re s pondents ' opinion on th e trend a nd 

inte resL ratc of saving. n ; 23 ] 

Desc ription 

- -
In te rest ra te ( 1I1 

savlllg 

-

Tre nd of savi n g 

compared wi 

befo re loan 

th 

Ind icators 

Less tha n thc 

m arkcL raLc. 
~--- -_._. --- -
G reater tha n th e 

marke L rate. 
----
Have no in formation 
---- -
Decreased . 

Stayed sam e. 
- - -
Increased . 

---
Source: fi led survey. 

Frequ ency Pe rcenL 

9 3 .9 

--------
133 57.6 

89 38.5 
- --
3 l. 3 

64 27 .7 
--
164 7 1 

Acco rdin g to wo lday (2008), th e pro life ra tion of those microfin a n ce in stitutions 

wh ich ca n mobilize or pool s m a ll su ms of th e poor a rc a recen t phenome n on , 

wh ic h IS fo llowed w ith the issuan ce of the firs t MF legis la tion in 1996 

(p roc lamaLion 40/96 ). [n o rd er to have th e desired im pact on pover ty, MFI 

s h ould work in a way th a t can increase thc saving capacity of th e poor to a 
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highe r level. Because on e dimension of poverty is that of risk and vulnerability 

to down ward Ouctua tions in inco me, interventions such as MFl, wh ich ca n 

reduce such vulnerabili ty through in creasi n g the capacity o f savin g, a lso can 

reduce poverty. 

As shown o n table 4. 15 , beneficiaries were asked about. their trend of monthly 

saving after loan when compared with their capacity of saving before program 

participation. Most of them (7 1%) said that they are a ble to save more than 

they co uld save before participating in the program whereas 27.7% of the 

benefic iaries reported that th ere is no differen ce between the trends of savin g 

before program participation compared with its trend a fter program 

partiei pation. 

Insignificant. number of beneficiaries (1.3%) out of the sampled respondents 

notcu that thcir monthly saving trend has decreased a fter participating, when 

it is compared with monthly savi ng before partic ipa ting in the program . As 

most o f the beneficiaries arc able to save more than their capac ity of saving 

before loan, the next logical question one has to ra ise is that of the source of 
I 

savll1g. 

Only if the amo unt of saving has com e from the business activity fina nced by 

the loan, then on ly, on e can say program participation increase capacity of 

saving to its beneficiaries. This issue h a d been raised both during FGO and 

interview. Accordi n gly, a lmost a ll of th e focus groups said that th e ir so urce of 

saving is from business profi t wh ich is finan ced by the loan. Also the finding 

from interview schedu le substantiates the above find ing as 90.5% of the 

beneficiaries sa id th e ir sources for saving is from business profit which is 

financed by loan, while only 9.5% said their source of saving is other than from 

business profit financed by loan. 
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4.7) Purpose of saving 

As depicted in tabl e 4 . J 6 Lh e majority (54 .6°/c,) wanted th eir saving Lo ass isL 

Lh em in eme rgen cy cases followed by 16 .9% and 16% for lhe purpose of 

business ex pa n s ion a nd for safe ly of cas h respectively . The implication of th is 

research finding is that the beneficiaries want a saving service which a llowed 

th em to a ccess their funds in the voluntary saving accounL promptly, as 54.6% 

(th e majority) wanted to save for the purpose of emerge n cy cases . Therefore, in 

order Lo mobilize la rger savings from it.s clients th e institution has to c rea te a 

procedure wh ich allow iLs c1ienLs Lo have prompt access to their volunLary 

aeeo unL w henever the n eed a rises. This m ay be on e approach that s h ould be 

adopted to decrease the existing strong competition for saving from oLher 

financial ins ti tution su c h as banks a nd iquib . 

Table 4.16 I<' requeney distribution of purpose of saving. n =23 1 
-----

No Pu r pose of saving 

1 Por loan repayment. 
2 Po]" safety of cash . 

3 To b uy house hold asseLs 
4 To withdraw during 

emer gency. 
5 Por business expa nsi on 

6 To engage In a n ew 
Li on a l add i 

aetiv 
bu s iness 

ily 
1------

7 For i te ms 2 a nd 6 a bove 
- --

8 For i terns 5,6 a nd 7 above 

9 For i Le m s 1 a nd 4 above 
-- -

10 For i terns 1 a nd 2 a bove 

11 Fori Le ms 6 and 4 a bove 

ToLa I 
- - - -

Sou rce: Piled su rvey. 

--
Frequen cy Pe rcen t 

-
10 4 .3 

37 16 

7 3. 1 
126 54.6 

39 16.9 
---

I 0 .4 

I 0.4 

1 0.4 

6 2 .6 
- -

2 0. 9 

1 0.4 

23 1 100 
- -

--
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But the existing proccdure doesn 't allow easy access to the saving account 

(voluntary). Thus, there is a lot to be don e to rep lace the existing procedure 

with a new one, which allows accessing runds rrom voluntary accounts as 

promptly as possible. 

4.8) Socio Ec onomic Im pact of Microfinance 

4.8.1) Impact of Microfinance on Income of Bene ficiaries 

According to Kh adker (1998) and Webster a nd F'ilder (1996), lack of capita l and 
~ 

savings make p06r people not be able to get the bcncrits o r en gaging in the 

micro a nd s mall sealc activ ities. The hcncrits pursuant to Ledgerwood (1999) 

a re , through the m icro credit obta ined entrepreneu rs startup their own 

business, as a result they wi ll increase their in come and consequently reduce 

their level or poverty. 

Similarly the prime objective or the program is to improve income levels 

through provision or credit and other fi n ancial service in turn to alleviate 

pove rty and unemploy m e nt prevaili ng in Add is Ababa c ity a dminis t ra tion 

te rritory . The result or th e study as depic ted on table 4.17, 96.1 'Yo or 222 

bencriciaries or th e program are bencriting from increased incom e, of this 

75 .3%, reported that th ei r income has increased sign iricantly when it is 

compa red wi th their in com e bcrore participa ting in the program. And th e 

remaining 20 .8'% said there is sligh t increment or income a fter parti c ipating in 

the program. In s igniricant numbe r or be ncrici a ries (2. 2%) a nd (1. 7%) reported 

that there is no change and decrement in in come respective ly . 

Arter seeing t.his positive impact or credit on the bencrieiaries' income a rational 

question one has t.o ask is whether the inc reased income of bencrieiaries is due 

to the cred it taken from the instituti on . To address this question, respondents 

were asked about the reason for such posit ive changes in income, the majority 

(69.40/<» or respondents told that it is due to the loan which enabled them start 

. ...- '" 

, .. 
'\ "', . ~ 
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up own, new business activity while 12 .1°A) of them said it is due to th e c red it 

from AdCS I which is secured at relative ly low interest rate when it is 

compared with c redit from the informal fin ance sou rces which changes 

cxorbit.ant intcrcst ratc in turn nullify ing the benefits obtai n ed from the 

business . I 1. 3 % and 7 .2% of them said, it is d u c to business expansion a nd 

business diversification as a result of loan access respectively. 

When we compare the finding of this study with s imilar case studies, 96. 1% 

income improvement is greater achievem e n t. For instance, the study made by 

Solomon (1996) , in titled "Cred it to Poor Household s: the case of Financing 

Micro Enterprises in th e Oebre Berhan Town" showed that, out of a randomly 

taken 65 borrowers, about h al f (49%) of them experien ced a n increase in 

income levels. 

Other study made by Bo rch grcvink, He lle-vallc, woldehanna (2003) on the 

impact of OE:CS I on poverty reduction in the case o f ccntral Tig ray, 57% of thc 

sample clicn ts h ad obtaincd improved incom e. 

And if we sec a research made on the impact of Share Microfina nce Limited 

(SML) of India on the reduction of poverty, the result of the research indi cated 

that 80% of mature clients witnesscd inc reasc in comc leve ls. Thus, compared 

with thcse case s tudies, the impact of AdCS[ in raising income of its clien ts IS 

by fa r greate r.(See a lso Box- I.A case of successful client as illustrative case). 
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Ta ble 4.1 7 fi'requency distribution of impact of AdCS I on In co me of 

benefi ciaries. 
-~ ._- - ----- -- - ~ -
Descr iption Indica tor s Female Male Total 

Income Increased significantly 96(41.5) 174(75 .3) 

improvement 
78(33 .8 ) 

- - ---- -

After loa n 
Inc reased s lightly 24( lOA) 24( JO A) 48(20.8) 
-- ._- -

n = 231 
Stayed same 2 (0. 9 ) 3(1.3) 5(2 .2 ) 

-- - -- --
Decreased 3 (1.3) 1 (OA) 4( 1.7) 

-- --
Reason for Sta r t up new business 

positives 75(33 .8) 79 (35.6) 154 (69A) 
-- - -- - -

Changes In Bus iness expansion 10(4.5) 15 (6 .8) 25 (11 .3) 
-----

Income Business dive rs ificati on 5 (2.3) 11(4.9) 16 (7.2) 
--- - ---

14(63)) 
- -

After loan. The loan IS secured at 13(5.8) 27 (J 2. 1) 

Valid n = 222 relatively low inte rest 

ra te. 
------ ----------- -

~14.8 
-_._--- - _. 

Average Income Before loan (ETB) 9 18.6 
-- - 2 157. 1-'-

-- -
per month. Afte r loan (ETB) 1834 .8 

n =23 1 
-- - - - - - - --

I~eason for n o Indebted becau se of - - -

ch a n ge a nd c redit 
- - - - - - .-rwl:1) -- -

decrement. r h ave been s ick. 1(11.1) -

-- ----- - --- .. ----
Valid n =9 The hou se h o ld - .. .. 

m embers be in g s ick . 
-

Poor sales 3 (33.3) 5(55.6) 8(88.9) 
--
Source: fIe ld s urvey. 

Note: fi gu res in parentheses a rc percentages. 
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Box - 1 Casc hi sLo l-Y of succcssful client 

I\n interesting case of a sliccessful borrower in turms of increasing income is Mr.Yohanncs 

wcbshct aged 4 1, married and father of two chi ldren. He is from I\raela subcity, kcbclc , 

04/07 / 08. l3cfore the loan , he used to work in a firm which is engaged in the bu siness of 

making wrilLcn advertising slich as banner with monthly salary of 400 ETI3. 

In 1997, he bon-owed 2,000 BTI3 frolll I\d CS I for the firs t tim e, offering guarantee of 

sa laried person (third party guarantee)_ I-I e borrowed the money for the purpose of providing 

shower service as his residence is in front of a local football play in g field but the field was used 

by the government for the constru ction o f condomin ium houses. This time he decided to open a 

small Hdvcrtising firm using his skills. Following on t.he repayment of the first loan, he became 

able to take 5 ,000 ETB and 30,000 ETI3 successive loans, because he found good market for 

his serv ice. 

Now his studio is in his residence but he opened office on a rented premise. Using the 

addition al c redit he bought productive assets such as drill machine and gig so (a machine used 

to make shape) which is to be used in the advertising work. 

I\s he noted , the main reason which prohibited him from earning higher income was lack of 

credit Lo purchase income generating assets. After getti ng successive loan from the institution 

he is now earni ng monthly income of 4,500-5,000 1<;'1'13 . I\nd he is able to create employment 

opportunity for 9 people. Monthly he saves 300 E'J'B in his voluntary account. Yohaness 111 

now in a better position to meet not on ly basic material needs of his fam ily but also capable of 

using publi c services such as schooling" health and other socia l services. 

Sourcc: inLcrview -20 ]0 

On Lhc oLhcr side, insignifi cant numbcr (2.2% a nd 1.7%) of the clienLs said 

Lhcir incomc has no changc a nd decreased rcspecLively. 

According to thcm Lhc rcason is aLtrib utcd Lo: sickness (11.1%) and poor sales 

(88_9% )_ 
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Tablc 4 . 18 . Frcqu en cy Di s tribution of respo nd ents' income. n =23 1 

Monthly 
ItlCOIlH.:( E rn 
) 

<500 

50 I- I 000 

100 1- 1500 

ISO 1-2000 

2001-2500 

2501 -3 000 

>3001 

Total 

I3cforc I.oan 

Ma le 

i % 

27 11.7 

55 23. 8 

12 5.2 

-- - --
6 2.6 

5 2.2 

0.4 

0 0 

106 45.9 

Note : f=frequen ey 

Source: Field Survey 

- --
Female 

- ~ - --r 'Yo 

-
45 19.5 

- -:-:---
59 25.5 

- -_. 
7 3 

- - - -~ 

10 fl. 3 

- -- - - -

2 0.9 

2 0.9 

--- - -
0 0 

-- - -
125 54. 1 

. -._- -- ----

- - -- - -
A fter Loan 

, - Both s"xcs - _.-
Male 

-,----;;-.­
Fema le 

sexes 

r 
~-

72 

11 4 

19 

-
16 

I 

-
7 

3 

1-;;---
0 

23 1 

~ . -~. 

.-
% I" % r % r 

- 3 1. 2 --- 1--:---1 - --
0 .4 0 0 

---49 .3 22 9.5 4 1 17.7 63 

8. 2 7 ' - Y 10 2 1 9 . 1 
_. - ---- -- - ----6.9 22 9.5 33 14 .3 55 

- - -- -- --
3. 1 9 3.9 5 2.2 14 

1. 3 "--JS-- 7. 8 10 4 .3 28 

0 12 --'14--' - 6. I 5.2 26 

---
100 106 45. 9 125 54. 1 23 1 

-_._- ... __ .- --- . 

As ca n be scen on table 4 . 18 , 3 1.2% of the beneficia rie s in com e is less tha n o r 
equ a l to 500 ETB whie h cannot fulfill th e ba si e need. But this numbe r 
dec reased to only 1 (0 .4%). Tha t m ean s, a fte r program pa rtic ipa tion , lhe re is 
only o ne in d ividua l wh ose in come is equa l or less lhan 500ETB. Th e numbers 
of res ponden ls w ho re ported a mon thly in come of less th a n 1001E:TB we re 
80. 5% be fore loan whereas after loa n lhe number d ecrea s ed to 27 .6%. 

And be fore t.h e interven l ion , lh e number of beneficia ries w h o sa id th e ir income 
is g reater th a n 100 1 ETB we re only 45 (1 9 .5%) but l h e number o f be nefic ia rie s 
who earn a monlhly incom e of greale r t h a n 100 ] ETB in c reased to 
167 (72 .4%).Thus , the e redil sch e m e of AdCS I has positive impac t on the 

..... ' , ' 
\ , , 
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0.4 

-

27.2 

19. 1 

23.8 

6. 1 

12. 1 

11.3 
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ben e fi ciari es' incom e. An d lo k now whe lher th e re is s ignificanl va ria lion In 

mean in come a fte r progra m pa rt ic ipa tion , Wilcoxon sign ed ra nks lesl wa s 

employed. This tes l is e mployed to d ecid e wh e lhe r th e d a ta provided evidcn ccs 

th a l lhc provision of c rcdil h a d s ignifican t impacl on income improve me nt. 

1-1 0: Average monthly incom e be fore 10an =Average m onthly incom e a fte r 

loan. 

H I: Average monthly in come before loan # Average m onthly incomc a fter 

loa n . 

Tab le 4 . 19 Wilcoxon sign ed ra nk lesls resul t for income of benefic ia ries 

before a nd a fler loan. 

Rank s N Mean rank SUI11 of Ranks Z-vat ue Sig. 

- _. -- - -- - -
Ncga l ive Ranks Y 15.20 76 . 0 .0 0 

12.962 -- - _. -- -
Posi I.ive Ranks 22 ] 1> 115.72 25,575 

Tics 5' 

'1'01.<1 I 23 ] 

--- ---- -- ---- --- -- -
Source: Fie ld SU I-VCY 

Z-tabulatcd 

1.96 

Th c tesl resu ll of lh e Wilcoxo n-lest , sh ow a s ignificanl inc rease in ave rage 

m onthly in co m e fo llowin g p rogra m pa r licipation , '1'=76, P<O.05, wilh th e ra nks 

fo r increases tota ling 25,575 a nd th e ra nks for d ecreases to ta ling 76.Therefo re, 

s in ce P<O.05, we rejecl the hull hy pothesis (Ho) a nd co ncluded th a t borrowin g 

wi ll lIlc rease In co m e . 

a. Mon lhly income a fle r loan < Monthly income before loan , 

b, Monlhly in com e a fte r loan > Mon lhly income befo re loan. 

c . Mo n lhly in co m e a fte r loan = Monlhly incom e befo re loan , 
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, , 

To comparc thc impact of borrowing on men a nd women beneficiaries' 

in comc, independcnt two sample t- test was cmploycd. 

Ho: Mean monthly income for m a le after loan = mean monthly income for 

female a fter loan . 

1-11= Mcan monthly income for male after loan # mean monthly income [or 

fem a le a ftcr loan. 

Ta ble 4.20. T-test rcsults for defe rence in monthly income of male and fema le 

bcncficiarics after loan. 

Sex N Mean Std.dev iation Mean 
.-~ 

Std T-value Sig. 

difference error 

-
Male 106 2157.1 1259.7 322.3 148 .1 2.176 0.03 1 

- - -
Female 125 1834.8 990.2 

- - .- .-

Source: Field Survey 

The result of the T-test as shown on table 4 .2 0 , there is a s ign ificant di ffcrenee 

in income bctween m e n and female benefic iaries after loan. The differcnce was 

significant, t (229) =2.176, P<0.05. S ince P<0.05, we reject the null hypothesis 

(/-1 0) a nd con cluded that the in come of male beneficiaries is s igni fica ntly greater 

than the fema le beneficiaries a fter loan . Thus, borrowing has greater impact on 

raising income of the male beneficiaries. 
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4.8.2) Impact o f AdCSI o n Employmen t Creation 

The causes of poverty in Sub-Saharan Africa identified by the World Bank's 
poverty Task force (World Bank, 1996) a rc m a ny, and ina d equate access to 
employmcnt opportuni ty is onc amo ng th em. 

Accord ing to wold ay (2008), th e existen ce of high unemploymcnt rate is among 
th e ca use of poverty in E thiopia as wel l. Moreover, th e objective under thc 
PASDEP is the d evelopment of MFTs to a lleviate urban a nd rural pove rty 
through emp loyment c reati on in the informa l scctor (MOFED , 2 006). Thus, as 
uncmployment is one of th e eauscs of poverty , the impact assessment of AdCS T 
on pover ty reduction s hould be evnl Ll atcd from th e point of employm en t 
c rea tion. 

Tab le 4.21 F'requency dist ribu tion of respondents' e mployment types before 
loan. n =231 

---- ------- - -Employmcntty pes be fore loa n Frequency Pe rcen t 
--- - - --- --- --

2 .2 5 Urban [<arming 

- - - - -- - --- -Tn sch ool 2 0.9 
- - _. 

Trade 103 44.6 

Tnform a l wagc la bor 15 6.5 
- --- -- ---- -Formal employec 16 6 .9 

- -- -- .- -, Un e mployed but h ave so m e educat ion 75 32.4 
-- - - - ---- -Une mploycd but g ra d uated from college 10 4.3 

. _- - -- - - _ . _._- - - - - ._-Herding and a nima l r allening 5 2 .2 
- - - -- - - - .- - .-- - r-:-; -- .-

23 1 100 
To ta l 

- - --- - - - - -- ---~--Sou rcc: Ficld S urvey 
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As s hown on table 4.21 , the su rvey res ul t revealed that 87(36.7%) of the 

respondents were un em ployed before joining the program where as 144(62.4%) 
~ 

we re employed in a variety o[ economic activities. Thus , this result indicates 

th e program's positives contr ibution towards creating employment 

opportu ni ties [or the unemployed. 

Table 4. 22 I'rcquency Di s tr ibutio n of respond en ts by the type o[ la bor they usc. 

n =231 

Types o[ labe )r used Before loan After loan 

-- -- ---
I'requeney Percent Frequency Per cent 

~ -_. - -------
Yourself 181 78.4 67 29 

- - - - -----. - -- -- ---- -

I'amily num bers a nd you r self 22 9 .5 53 22. 9 

- --- - -------- -
I-Iirc~ d labor, family members 4 1.7 33 14. 3 
and you rself 

-- --- _._-_. - -_._- - - --------- -------- -
Hired labor a nd yourself 24 10.4 78 33 . 8 

- - --- ._---

Total 231 100 231 100 

- ----------- -----_._--
SOl.lrce: field survey 

Besides the creation of job opportunities [or direct program participants, the 

credit service of AdCS I is expected to generate employment opportunities for 

their family members and hired labor. As can be seen on table 4. 22, 181 

(78.4 01<») of respondents h a d no helper in their business ac tivity before loan, this 

figure decreased to 29(%(67) a fter loan. It m eans a fte r loan only 29% o[ the 

respondents use "h im / herself' type of labor in their business . Before loan o nly 

[0.4% of the res pondents used hired la bor but a fter loan 33 .8% u sc hired 

labor. 

----" ------
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There we re 1.7'Yo of respondents who usc , "hired labor, family members and 

him / herself' before loan in their business ac tivity but this figure increased to 

14.3% after loa n. Such result revealed tha t the program not only created 

employment opportuni t.y to its clien ts but indirectly, th e progra m h as created 

some employment opportunities to fa mily m embers of the clients a nd to some 

other hired labo r. 

4.8.2.1 Beneficiaries and Activities Financed 

Table 4.25 rrequency Distribution of employment areas after loan. n =231 

-
Types of activa tes finan ced rrequency Percent 

~- - - - -- - - --
Mcta l work 6 2.6 

- -- - -- ~ ---- --
Tailoring 3 1. 3 

-- - - -~--- -~ -
Animal fatte ni n g 5 2 .2 

-------c ---
Anima l rearin g 10 4.3 

- -
Pctty trade 8 3.5 

--
5 2 .2 f---c-:- d . HalJ" resslng 

- -- - - -
Food processin g* 35 15.1 

e---­ -- - - - -~-- - --- -
Vegetable and fruit reta iling 10 4.3 

Garment shop s 3 1.3 

Small restaura nt 3 1.3 

~------- - --
Wood work 20 8.6 

- --
Shop 7 0 30.3 

--
Poultry raisin g 16 6.9 

-~--

Electric equipm ent produc tion and repa Ir 2 0.9 
~-- - - _. 

Grains rctailin g 3 1.3 

- - - -
Secret.arial se rv ICC 6 2.6 

- -- --- - --- -



, 

- - -- ~ - -----
Garage 2 0 .9 

- - --
Small cafe 3 l. 3 

- -- --
~ 

-
3 Weavin g 

-- -
Urban farm ing 8 3.5 

- ~~- -
Others 10 4. 3 

- -- -- ---- ~- -
Tota l 23 1 100 

-
Source: Fie ld s u rvey. 

Food processing* includes : injcra, bread , cake a nd biscui t m a king. 

Others* includes : S m a ll bar , Re ta iler of r eligiou s equipmen t, Decor house, 

Computer trai ning cen te r , Pho tographing, Adverti s ing firm, Con sulta n t, J uice 

house, I-louse ren t ing a n d Pil m rentin g. 

The mis sio n of AdCSI is to promote micro a nd small en terprise to a llevia te 

pover ty a nd u nemployment prevailing in the Ad di s Aba ba c ity. 

A to ta l of 23,667 ben e fi c ia ri es were covered by the p rogra m during th e year 

200 2.The progra m incorpora tes variou s mi cro a nd s m a ll en te rprise activities 

including petty tra ding, weav ing, tailo ri ng, Il1J era a n d bread m a king, wood 

work , me tal work, ha irdressing, s m a ll scale dairy, s h eep a n d cattle fattening, 

vegetable production , agricu ltu re, d ry waste d isposal a nd so on . 

And ou t o f th e sample ben efi c ia ries 70(30.3%) are en gaged in th e bus iness of 

s h op. Pood processing (in clu d ing enj e ra, bread , cake a nd bi scuit) a nd wood 

wor k ranking second a nd th ird eon s t ituLes 15 .1 %, 8 .6% of th e to ta l sam pled 

beneficiaries respective ly. Poul try- ra is ing ra n k ing for th , con stitutes 6.9% o f 

th e sam pled benefic iar ies. Even though there is provis ion of micro and smal l 

loa n s to a wide ra n ge of micro a nd s m a ll bus in es s a c tivities, greate r n u m ber of 

cl ie nts is engaged in th e busi ness of sh op _ If this t ren d inc reases, it m ay resul t 
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in poor loan portfolio for the MPI which in turn a ffects the loan collection ra tc 

a nd the n m ay threat the su stainability o f the in s titution. 

4.8.3 Impact of AdCSI on Improving Asset Possession of Beneficiaries 

Credit is usually viewed in te rm s of its a bili ty to help people break away from 

poverty trap through allowing the poor acquire productive capital assets to 

improve th e ir capacity to gen e ra te incom e, savings and investment. The income 

ea rning capacity of the e ntrepreneurs in the informal sector is low because 

they lack income generating asse ts. One method of transferring economic 

resources to the poor is through provision of financia l services with which a 

poor pcrso n ca n buy anything helpful for generating income (Bekele , 1996; 

Na uul, 2009). Therefore, as capital a sse ts a re the key for generating incomc, 

thc impac t assess mcnt of crcdit on rcduc ing poverty should be evaluated from 

th c point of increasing assets pos sess ion of clients (both capital and household 

ass ts). 

This findin g of the resea rch rcvealed tha t out of th e samplc benefi c iaries, thc 

majority ((14. 1 (Vo ) notcd that they purchased productive assets using th e credit 

while 35 .9(Yc, of the bcn e fic iaries do not purchased productive assets but used 

the loan for finan c ing working ca pita l and purch ased inputs in greater volumc 

to reducc its cost. 

Changc in houschold assc t possession is one of the impact indicators of 

microfinancc intervention. The a ssumption is that though increasing loa n 

a ccess to the poor, MFls increase in come w hich in turn increases the capacity 

of owning bcLLer house hold asse ts . Pursuant to Geta neh (200 5), mic rofinance 

service is sa id to have positi ve impact on household level varia bles such as: 

household in come, household assets , education and nutrition. 

80 



Table 4.24 Res ponden t 's househ old asset possession be fore and afte r loan. 

n= 231 

- - -- -
Househo ld A ssets Before loan After loan 

--
Frequen cy Percen t Freque ncy Perce nt 

- --~95 
.-
84 ./j 22 1 95.7 Chair 

--
Refrigerator 22 9.5 122 52.8 

--
197 

- -
85.3 221 95.7 

-
Bcd 

- -- -- - -
Rad io 180 77.9 2 16 93.5 

.-. -
TV 52 35. 5 195 84.4 

- I-::-. - -1- - -- ----
) 90 39 174 75.3 

- ----;:::-
S helf (Buffe t 

Table 159 68.8 2 04 88. 3 
_. .- -

CD/DVD pia yer 41 17.7 184 79.7 

-
f--35 -- --

15.2 142 61.5 Sofa set 

- ._- --
Sou rce : FIeld survey 

Thus, measuring asset accumula tion at the household level is an a pproach 

that is a lso increasingly recommended as a foc u s of impact study (Ledge rwood , 

1999). Th e finding of the research is not on ly based on through forma l 

inte rviewing but a lso u s ing structured obse rvation. For instance, when the 

interviewer is to ld a bou t the purchase of a n asset, th en the inte rviewer looked 

a round to sec if the asse t is on s ight if not th e interviewer asked where it is. 

As shown on ta ble 4.24, the benefic iaries were asked about th e ir asset 

accumula tion a t the household level, a tlaehing a current money value to asse ts 

that existed be fo re a nd a fte r pa r ticipation of the progra m. The data in the table 

revealed that before progra m participation, most of the respondents possess 

modest household assets such as chair, table, bed a nd rad io . For instance, 

84 .4%, 8 5 .3'Yo and 7 7 .9% of the res ponden ts had chair, bed and radio 
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respectively before program participation wh ile very small number of 

beneficiaries had assets which are of h igh c r monetary value. Such assets are 

refrigerator, TV, shelf (buffet), CD/ DVD player and sofa set. For instance, the 

number of respondents having these assets before program participation were 

9.5°;(, (had refrigerator), 35.5'X, (had TV), 39% (had shelf/ buffet) 17.7% (had 

CD/DVD player) and only 15.2% (had sofa set). But after program 

participation, the number of respondents who reported and as observed by the 

interviewer, possessing higher valued assets has r isen significantly. For 

example, only 9.5% of the respond cn ts possessed refrigerator, whi le after 

program participation the number increased to 52.8% a n d only 15 .2'Yo o[ them 

had sofa set before loan but the number increased to 6l.5% after taking loan. 

The most common household assets are chair and bed (i.e. 95 .7%). As no ted 

above, there is better household possession especia lly [or those assets of higher 

value, relative to the situation that existed before loan. As revealed abovc, one 

approach that used to measure the asset accumulation capacity of households 

to evaluate the impact o[ the program towards poverty rcduction is now 

increasingly recommended and the finding of the study show that AdCSI credit 

scheme have a positive impact on increasing household as well as capital 

assets accumulation. 

,'~ -~h~t ':")~ ,;,.q·l:')J" E;:''0:-~;;~ '''--
\ 1I"Jf$1'll',11' ';or:" ~.)_ ,'..-'IMFf He~~"'/It '" 
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Table 4 .25 Asset possess ion and valu e of assets. n =231 

Inial Value of 
hold il l) ( 

assets( ETB 

hOll S~ 

I capital 
) 

~ -
~2000 

- -
200 1-4000 

400 1-6000 

6001-8000 

8001 - 1000 0 

~ 

10001 - 1200 0 

1200 I- I '100 0 

14001-1600 II 

16001 - 1800 0 

- -
18001 -2000 [) 

~ --
2000 1-2201 )0 

>22000 

Towl 

-
Male 

F 

3'1 

-
28 

-
29 

-
3 

5 

0 

-
0 

--- -

'I 

~ 

0 

'2 

0 

I 

-
106 

NOle: I, = I'req uency . 

Source; Field survey 

.-
Beron:: Luan Aller LO(ln 

- ~~- ~ --
Femaic Both Sc.'\cs Male FCllwie 

- -~ -
% F % F % r % F % 

111. 7 35 15.2 69 29.9 6 2.6 ' I J:7 
. -

12.1 34 14.7 62 26.8 8 3.5 10 11.3 

- ~-
12.6 39 16.9 68 29.5 17 7.3 26 113 

- . - J--;u-13 7 3 10 16 6.9 15 6.5 

2.2 6 2.6 II 4.8 22 9.5 2'1 10.4 

0 I 0;1 I 0;1 7 3 1'1 6.1 

~--- --- - ~O- -
U 0 () 0 9 3 .9 6 2.6 

--- - - ---~ ---
1.7 3 13 7 3 6 2.6 18 7.8 

- ~ - --~~ -~---- - - -
0 0 0 0 0 I 0.11 2 0.9 

0.9 0 0 2 0.9 8 3.5 6 2.6 

~- - - ~ 
0 0 0 0 0 I 0 0 

~--~--- - - --- f---~--
0;1 0 0 I 0.4 5 2.2 0 0 

~ --- - - - 154T 115.9 125 54 .1 23 1 100 106 45 .9 125 

L . 

--

-
Both sexes 

F % 

10 4.3 

--
18 7.8 

--
113 18.6 

----
3 1 13.11 

-.-
'16 19.9 

- - -
2 1 9.1 

.-~--

15 6.5 

-~ --
2'1 IDA 

) 1. 3 

-
14 6.1 

~ - ~ 

I OA 

5 2.2 

23 1 100 

- -

As revealed on table 4.25, the number of respondents whose value of assets 

less than or equal to 2000 ETB is 29.9% before loan but after program 

pa rticipation this number decreased to only 4.3%. It m eans the number of 

beneficiaries, owning assets whieh is less than or equal to 2000 ETB reduced 
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to 4 .3% after program partic ipa tion.Be fore loa n on ly 10(4. 7%) of th e 

respondents reported th e value o f the ir availa ble assets to be greater than 

10,000 ETI3 while after program participation this number in creased to 

83(36%). On e ca use of povcrty is lack of asse ts, Geta hun (1999 ) a nd Bekele 

(1996) furth e r n oted that th e incom e earning capacity o f the entrepreneurs in 

t he informal sector is low beca u se th ey lack the capita l assets n eecss a ry for 

in come earn ing. Such resu lt is an indication of how c redit provis ion increased 

asset posscssion of the loa nees. 

Concerning th e effect o f c redit on the value of available a sse t possession by 

gende r 39.4°A, of m a les a nd 46 .9% of females reported the value of their assets 

possession before loan to be less tha n 600 1 ETB . But a fter loan, on ly 13.4% of 

m a les while there are as m any as 17 .3% of the females a re within this value of 

assets. But the impac t of borrowing on th e value of available asse ts by women 

is be tter than borrowing by men. Because out of the m a le benefic ia ries wh ose 

valu e of available assets to be less tha n 6001 ETB, i.e . 39 .4%, of th is num ber, 

26% has grown to higher value o f asse ts a fter loan. But out of the female 

bencl'i c iaries (4b.9'Yo) whose value of available assets to be less than 6001 f£TI:3 

before loan , 29.6°A, of them in c reased to higher valu e of asse ts a fter loan. And 

to kn ow wh e ther , there is s ignificant difference on the impact of borrowing on 

malc a nd fem a le loanees statistical tests has to be done. 

Table 4. 2 6 Wilcoxon signed ra nks test result for the value of asse ts of 

loa nccs beforc a nd a fter borrowing. 

-- ---
Ranks N MCilll rank Sun of R11l1 ks Z-valuc Sig Z-labutm ec1 

Neg.Hl ve Ranks 38.88 155. 50 - 12.368 0.00 1.96 

-
2 1.789. 50 

- ----
Positive Hanks 

- --I--;-;;-;~-
205" 106.29 

T IC S 

Tot HI 231 

-- -'-- -
Source: field su rvey 
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Source: ficld s urvey 

To know whethcr th c variation in va luc of asscts accumu lation a fter loan is duc 

to c hancc or due to thc program, Wilcoxon s igncd ra nk tcs t was employed. 

1-1 0 : average value of assets before loan ~ ave rage value of assets after loan. 

1-1 I: ave rage value of assets before loan II average value of assets a fte r loan. 

The tcst rcsults prese nted on the above ta ble s hows that there is a s ignificant 

IIl c rcase in value of assets a fter program participation, T~ 155.50, P< 0.05, 

with th c ra nks for increascs tota lin g 2 1,789.50 and the ranks for decreases 

total in g I 55 .50.Th ercfore, s ince 1'<0.05, wc rejcct th e null hypotheses (1-10) 

whi ch says the program has no effect and a ny diffe rences are du e to chance . 

Th us, provision of credit s ignificantly increased assets accumula ti on. 

d. the va lue of total assets after loan < the value of total asse ts before loa n . 

c. th e valuc of tota l a sscts aftc r loa n > th e value of total assets before loan. 

f. t he va lu e of total assets after loan ~ the value of tota l asse ts be fore loa n. 

To comparc the impact of borrowing on men and wom en ben eficiaries' value of 

avai lable assets, independent two sample t- test was employed. 

1-1 0 : average value of assets a fter loan for male ~ averagc value of assets aftcr 

loan for femalc. 

1-1 I: avcrage value of asse ts a fte r loan for m alc II average value of assets a fter 

loan for fem a lc. 
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Table 4.27.T- test result for value o f a ssets of male and fem a le a fte r loan. 

---
S~'\ N Mean SId. deviation Mean dinerenc\! Sid. Error T-\ nlue Sig df 

--- ----
M ak 10(, 10981 .1 7695.7 1393. 1 8 16.4 1. 706 0.089 21 l) 

FCIll ,l lc 125 9588 4523.3 I-

Source: field Survey 

The result of the t- test as s how n on ta ble 4 .2 7 , there is no s ignificant difference 

in value of asse ts after loa n be twee n male a nd female beneficia ri es . Th e Lest 

was not s ign ificant, t(229)= 1.706,P>O.05. Th e refore, we fa iled to rej ec t the null 

hypo theses (1-10) and thus, concluded that th e value of assets of the m ale 

benefic iarie s is n ot sign ificantly greater than th e female beneficiaries. 

4.8.4) Impact of AdCSI on Improving Food Consumption 

At household levcl mi cro fin a n ce service is sa id to h ave pos itive im pact on 

household level va riaules such as: household ll1come; household assets, 

education , nu tri t ion and coping s t rategies (Getaneh, 200 5).This is because of 

in d irect im pact of increase in income ge nerated from micro and small busi n e ss 

activities. Thus, th e c red it sc hem e of AdCSJ IS expected to Improve 

respondents' d iet. 
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Table 4. 2 8. Respo nde n ts d iet cond iti on before a nd a fter loan . 

Diets 

Number of meals per day 

Dive rs ion o f mo ney from food 
consumption, becau se o f the 
loan. 

Househo ld die t condition 
sin ce Program participation . 

Is the improvement du e to 
the loan? (valid n =23 1) 

Sou rce: Field Su rvey 

- - -~-

Indicator 

-_. 
Once 

- --
Twice 

~- -~-

Three times 

More than 3 
times 

- ~--~ 

Yes 

I--c-c-- - _._-
No 

Decreased 

S tayed same 

- -. ---
incrcascn 

-
Inc reased greatly 

--
Yes 

No 

- - --

-~--

Before loan After loan 

--
Freg Per. Frcg Per. 

--~ - -- -
- - - -

--------- - - 'cJ:9 9 3.9 2 

-
220 95.2 2 15 93.1 

2 0.9 14 6 

--~9 - - 9 

---
- - 222 96.1 

-
- - 9 3.9 

-- -
- - 39 16.9 

- -
- - 140 60.6 

-- --4 3 -- 18.6 

- -- -
- - 180 98.4 

-
- - 3 1. 6 

--

Th e majority of the respo nd e nts reported that they u sed to eat three times per 

d ay even be fore progra m pa rtic ipa tion a nd only 3 .9% of th em u sed to eat twice 

a day. And after loan th e number of responde nts wh o reported th at they u sed 

to cat twice a day decreased from 3 .9% to 0. 9°Al. And 14 respondents or 6% of 

the sample beneficiaries became ab le to eat more than 3 times a fter taking part 

in the program. 
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The beneficiar ies were asked a bout the overall houschold diet condition after 

pmgrarn pa rt ic ipa t ion. Acco rdingly , as s h o \\ 'n on ta ble 4. 2 8 , 7 9. 2'X, or th e 

bc neri c iil ri c s l-e portcd th a t. th e ir ove ra ll did condition has impmve d since 

progt'am panic ipation. Whilc 16.9% said therc is no change in their overall diet 

condition and only 3.9% re poned that there is decr-cmcnt in the overall 

house h o lds diet. art,: r program pa rlic ipati o n , of these be neficiaries all of them 

said lh e lT is diversion or money rmm rood consumption because to save more 

money LO pay loan. Those, 79.2% who repclrted increment in the overall 

house h o ld diet condition afte r pmgram panicipation were asked ir such 

In c rea si ng comes rmm access to credit or aLlribut.ed to some other reason. 

I\cconii ngh , Y8.4% or the bendic iaries l-cponed that such betterment is due lO 

loan a ccess fmm t he in s titution. Th, ' sam e q uestion lI as raised during I<' CD 

and maj o rity agreed that du e to pa rticipating in the program they become abl e 

to ca t bntn quality and quantity o r rood. The maj o rity said they used to c a t 

less qualil\ ' rood ite ms bUl after program panicipation they became able to cat 

1.I·hell lh n G lil cd il "m o re quality" roods s u c h as meal, egg, buller and so on. 

As can be s een on ta ble 4. 2 9 , 5 j % of the respondents ' m o n thly rood 

con s ump tions expe nditure is less t han 50 j 1<;'1'13 befo re loa n , wh e rea s a rter 

loan , th e nu mber decrea sed to l 3 .4'1;,. It means 37 .6'1u of the respondents who 

u se d to be' \\ 'ithin this consump t io n level bdore loan , shifte d to higher le vel of 

food con s umption expenditure afte r program participation. I\nd the number of 

beneficiaries , who rqlOl'led monthly rood consumption expenditure to be 

greater th a n 75 I ET G, arc 24.3'X, befu,e but after the intervention the numbe r 

increased to 67% . Thus, borrowin g has positive impact on securing food 

co n sum pu o n o f the ho use h o ld . Conce min g th e impact o f b o rro \l'in g on 

sec urin g j·uo c.i consump tion based on gender 22.5% of male and 28.6"1., of 

fcmal c benefi c iaries' consumption cxpenditure used to bc less than 50 I ETB 

before pmgra m participation. HO\\'c ver, this number decreased to 5 .6% ror male 



and 7.8% ror remale a rte r borrowin g, and the impac t or borrowing on rema le 

beneficiaries IS greater than the male . Because, 20.8% or the remale 

beneficiaries a re able to shirt rrom this co nsumption level to h igher leve l, 

whereas on ly l6.9% or the male beneficiaries shirted to h igher consumption 

level. To know the s ignirieanec or the d irre ren ee between the rema le and ma le 

beneficiaries on consumption expe ndil ll re, stastieal test has to be done. 

Table 2.29 Food consumption expend iture. n =23 1 

ivlotllhly fiJOcl Before LOCl!l 

consumptioll 
exp~lldilure( ETIJ) 

<;250 

25 1 ~500 

501 -750 

75 1- 1000 

1001-1 250 

125 1- 1500 

1501-1 750 

175 1-2000 

200 1-2250 

-_.-
225 1-2500 

>2500 

ro[ al 

~vl a h: 

,. 

2 

50 

22 

30 

2 

0 

0 

0 

0 

0 

0 

106 

-

Note; f= frcquency 

Source: Field Su rvey 

% 

0.9 

2 1.6 

9 .5 

13 

0.9 

0 

0 

0 

0 

0 

0 

t ·15.9 

-

Alier Loan 

- - -- - - -.- ---- - - -
Femaic Both Sexes Male 

-- - -- - -- -
F "," f % f 'Yo 

f-c---T --'10'- -
8 4.3 0 0 .) 

--- _. 

-

58 25. 1 108 '16.7 13 5.6 

- -- '78 --
35 15.2 57 2'1.7 18 

- - - -- _. -- -
20 S.7 50 21.7 55 23.8 

.- - - --- - ---
I 0.· 1 ., 1. 3 I 0.4 

- -- - - - - --
2 0.9 2 0 .9 7 3 

-- - - -- - -
0 0 0 0 5 2.2 

-- - -
I 0" I 0,11 7 3 

- 1--0 - -
0 0 0 0 0 

0 0 0 0 0 0 

- - ---- --- --- - --
0 0 () 0 () 0 

- -
125 5·1. 1 231 100 106 45.9 

- - - - - - -' -

f !liM: f',,; i:'1'I~'1' \OI'l . eJl:tn"~ ,I 
1lI!! ..... ", • • ' " r"':L'-) 'MET R~"''' \ 

... COIS Atl A t.'-A t'f~wtRgrrI'" 
...... . , 1"16. AO~iS ~ •••• 

,TwIOr •• 

- .- -
femaic I 30[h sexes 

F % I 

1 0.4 0.'1 

17 7.4 ]0 13 

--
27 11.7 15 19.5 

- - -

55 23.8 I ]() '17.6 

- - - - -
8 3.5 , .1.9 

10 .1.3 17 7.3 

- -- -~.-

I 0.11 6 2.6 

-_. 
) 2.2 12 5.2 

-- - -
0 0 o 0 

---
0 0 ( o 

- - -

I 0.<1 I 0 .·1 

-
125 51\. 1 

- --
23 1 

1

100 
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Generally for both sexes borrowing has in creased food security of benefi c iaries 

but espec ia lly th e fem a le benefic iarie s tend to h ave higher monthly 

consumption expe ndi ture . Thi s may rela tc with the findi ng that female c licn ts 

ha ve m orc number of dependents than th e ir co unte r parts. Thi s m ay be 

a ttributed to higher food co nsump tion cxpe nditure by the women ben e fi c ia ries. 

To kn ow the variation in mean food con sumption expenditure before a nd a ftcr 

loan is s lalically s igni fi ca nt o r not , Wi lcoxon sign ed ranks tests was employed. 

1-10: ave rage monthly food consumption expenditure be fore loan = ave rage 

monthly food consumption exp enditure a fter loan. 

1-1 1: ave rage m onth ly food consump tio n cxpenditurc befo re loan tI averagc 

month ly food cons umption cxpcnditure afte r loa n. 

4. 30 Wilcoxon sign ed ranks tcst rcsu lt for average monthly food 

consumption expendi tu re before a nd a fter loan . 

r~anks N 

Negativc 
I<an ks 

Positivc 
Ra nks 

Ties 2 

Total 2 

I g 

96h 

--
4i 

3 1 

Source: field survey 

Mca n ra nk 

-
35.23 

107.86 

Sum of 
Ranks 

-- -~ 

387 .50 

2 1140.50 

-

Z-value Sig. 

--
- 12. 0 52 0.00 

.-

Z­
tabu latcd 

1.96 

The test result of the Wilcoxon test as shown a bove on the table, th ere is a 

s ignifica n t increasc in average m onthly food cons umption ex penditure fo llowing 

program partic ipati on , t= 387.50, 1'<0.05, with th e ra nks for increases tota lin g 

2 1 140.50 and th e ranks fo r dec reascs to taling 387 .50. The refore, s ince p <0.05, 
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we reject the n ull hypotheses and concluded that the program has s ignificant 

impact on improving asset accum ulati on or the borrowers. 

g. the average monthly food con s umption expenditure a fter loan< the 

ave rage month ly food consumptio n expenditu re before loan. 

h. thc average month ly food consumption expend iture a fter loan > thc 

average monthly food consumption expen di ture a fter loan. 

i. average monthly food consumption expenditure a fter loan= the average 

month ly food consu m ption expenditu re before loan. 

To comparc th e impact of borrowing on ma le a nd female bcnefic iaries regard in g 

monthly food consumption expenditure, independent two sample t - test was 

employed. 

Ho: averagc monthly food co nsumption expenditure [or male a fter loan = 

ave rage month ly food cons u mption expenditure for female a fter loan 

I-I]: average monthly food consumption expenditure for male after loan II 

average month ly food consumption expenditure for female after loan. 

Ta ble 4.31. T- test rcsu lt for diffe ren ce on month ly food consumption 

expenditure between male and female after loan. 

Sex Mean Std . Mean Std . t- va lue Sig. df 

deviati on difference Error 

Male 106 909.1 406.9 38.5 54.S 0.706 0.48 1 229 

Female 125 
-'--. --- -- -- --

948.6 418 .8 

- ----- _. 

Source: fi e ld s urvey 
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As t.he result: of the test revealed on table 4.31, there is no s ignifica nt diffc rencc 

between the male and fe male beneficiaries conccrning food consumption 

expenditure. J\nd thc test is not sign ificant a t , t. (229) = 0.706, P>0.05. 

Th crefore, we fa iled to reject 1-10 (thc n u ll hy potheses) a nd concluded that there 

is no s ignifican t difference. 

4.8.5) Impact of AdCSI on Improving Access to Education 

Lack of educa tional opportun ity is one of the most powerfu l d eterminants of 

poverty and unequal access to educational opportunity is strongly correlatcd 

with incomc inequality (Asscfa, 2004) . Th u s, creating acccss to education is 

onc a rea of intervent ion under the poverty rcduction strategy. Poor peoplc 

rarcly afford cducational acccss to thcir children. Even if educational access is 

achicvcd, the poor cannot covcr the costs rclated with education sueh as 

uniforms , books , and transpo rt expense a nd so on, due to lack of sufficient 

1l1come. 

It is expce lcd that through the m ierocredit obtain ed the beneficiaries starlup 

their own business or expand the existing, as a result they will increase their 

lrl eome (Ledgerwood, 1999). Then through th e increased 1l1come, the 

beneficiaries arc expectcd to s upport beLLer ed u cation for their hou sehold 

members. 

The research attempted to evaluate the impact of the AdCS [ credit program on 

annual educational expenditu re of loa nees . Out of the sample benefic iaries , 

67.10% (155) have school age childrcn. And as shown on table 4.32, o f th c 

sample beneficiaries who h ave school age children, a ll of th em have access to 

schools, both in public and private schoo l. As ca n be seen on the same table, 

83.3% h ave access to public sch ool be fo re loan while only 26% have access to 

private school before loan. 
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Table 4.32. Respondc n ts' d e pendcn ts access to education a l facilit ies. Valid 

n= 155 

Rcsp onse Be fore loan 

Fre quency 

- - - -~~ ~~ t~c-::-: 

Access to Pu blic Y cs J 30 

sc hool s 

NO 

Access to Priva te Yes 

sch oo ls 
No 

~ 

26 

--

-

~~ --
Source: JCicld Survey 

-

~~ 

Percent 

83 .3 

~ ~ ~ 

-

16 .7 
~ -

-

-~ 

--
After Loa n 

Frequency Pe rcent 

~ 

11 5 73 .7 

-- ~ ~
 

-

41 26.3 

~~ -
-

--

Th e number of beneficia r ies who h ave access to private school s inc reased from 

16 .7% before loan to 26. 3% afte r loan . Pover ty m a kes poor people not to access 

a range of community se rvices such as safe drinking water, sanitation, 

tran s port, health and education. But through increaslllg lIlcomc earnmg 

opportuni t ies of the poor, can inc rcasc access to education even to private 

sch ool s, which arc relatively of high er cost than public schools. The result of 

this resea rch revealed th e same fac t. 
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Ta ble 4 .33. I"reque n cy Di s tri bution of responde nts' a nnua l ed u ca t ional 

expe nd itu re. Valid n = 155 

;\ lll1l1al ccillCall (1na l 

c.\pcnditurc( ETI3 ) 
Be fore !.O!l ;;-

-

--
Mal e 

1-' --. fo/,; - -

30 19 , 

3:; I · 700 17 II 

70 1- 1050 7 -, :; 

-
105 1-1 ·100 0 0 

----
2 I. J 

--
175 1-2 100 5 3.2 

_. !-C. -
0 0 2 t ()1-~· 1 50 

- -
0 " 
--I-oc---

0 0 280 1-3 150 

-- -
2 I 3 

- .-. 
Total 63 '10 7 

---
Note: r fn'qucn cy 

Sou fce F'lcld Su rvcy 

-

Female 

,. % 

411 28 'I 

25 16 I 

19 12.] 

0 " 
f-oc--

" 0 

3 1.9 

-
0 0 

0 0 

_. 
0 0 

I OJ) 

-- - --
92 59.3 

._._--- -
Alicr Loan 

-- - I) 
1301 11 Sexes Mille Female olh sexes 

,. % % % 
,. 

-
7'1 tl7 8 II 7. 1 18 11 .6 2' 

-- - f-.-- -
·12 27 I 12 7.8 12 78 2' 

-- - - - . - . 

26 16.8 10 6.5 20 129 3( 

-- - - -

0 0 I 0.6 I 0.6 2 

---
2 1.3 3 1.9 8 5.2 II 

- - _. - -- - -
8 5. 1 8 5. 2 16 10.3 2' 

0 0 I 0.6 0 0 I 

-_.- - --- --;-- J:9 - r S 
0 0 5 32 ~ 

- f-, 
0 0 3 1.9 10 6.5 ) 

- JT -
3 1.9 8 5.2 5 I 

--- --- ._- -- -- -
15." 100 62 40 93 60 I. 

_._- . L . __ '--- -

As shown o n th e ta ble 4 .33 , befo re progra m partic ipa tion , 47 .8% of t he 

be ne fi c ia ries' a nnua l education expendi ture wa s be low o r equa l to 350 I.':T8, 

bu t a fter progra m inte rvention thi s number d ecreased to 18.7% . Th e number of 

be nefi c ia ries w hose a nnua l education expe nditure is greatc r tha n 2 100 I.':T8 , 

were on ly 3 ( 1.9 'Yo) be fore loa n , wh ereas the number inc reased to 35(22 .5%) 

a fte r program pa r tic ipation. And the numbe r of be ne fi cia ries whose a nnua l 

ed ucation expenditure is be twec n 105 1-2 l 00 I.':TB were on ly 10(6.4%) bu t the 

nu m ber increased 1.037 (23.8%), after the in te rvention . Th e issu e was raised 

94 
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18.7 

15.6 

19, " 

12 

7.1 

J 5.5 

0.6 
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d eve lopme nt service to clients, it has to exploil the poten l ia l t h ere in olher 

in s titutions. Also the re is a need for the institution conduct s trong 

o rie ntation on the produels to promote savin g habi ts a nd promotional efforts 

especia lly to women clients whose average saving is lower than th e mal e 

ave rage. 
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during FG D, an d the majority of the focus gro ups agreed that , due to 

in c rea sed business profit II'hi eh is finan ced bv the loan from AdC S I, th ey 

beca me a ble Cl fford beller th an before the inle rve nli on , lO the expen ses related 

,,·it h edu cCition. 

Th cy a lso sa id , th e c hildre n used to wear the same uniform each passing yea r , 

which is torn and of poor quality due to la ck of in come but n ow lhey are able lO 

buy CI ne ll· school uniform each year an d s upport lhcir children with beller 

educalional mate r ia ls lhan bcfo re. 

Th e pa rti c ipan t.s in the PCD noted that they are now capa ble of educa ling th c ir 

ch ildre n in private co llages who had compl e ted g radc 12 but unabl e to join 

universities. Thus , il cnn be sa id th at. /\dCS I h a s positi ve impac t on educatio n. 

PUrLher, th e be nefic ia ries lI'e re as ked if such increase in edu ca tion expense ha s 

co me fro m t hc inle rvenlion o r not. Thc result o f the interview indi ca ted thal 

96 .8'X, of them reported, it is as a resull of in co me improvem ent from the 

ae tivi lY finCinced by loa n a nd only 2.6% an d 0 .6'Yo reported tha t , it is due LO 

increase in household a wa reness towards education and new school buill IJ1 

lhe a rca respect ive ly. 

The rcspondents re ported tha l lh e re IS ll1ercase 111 annual educa l ion 

expend iture a fter they LOok loan rcpeatedly from the institution. Mea ning afte r 

program part.ieipation the res ponden ts became a ble to fulfi ll the m a teri als a nd 

eqLllpmcllls related with the ir children's edu ca tion . And whether these is 

significant va ri ation 111 a nnua l education expendilure after program 

pa rti c ipation o r n ot Wi lcoxo n signed ran ks te st was employed. 
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Table tl .J6 . Wi lcoxon signed ra n k s test::; resu lt for a nn ua l educationa l expend itu re before and a fter loan 

I~a nks N M ea n rank Sum of r~anks /j-va lue Sig. Z- tabulatcd 

Negative I i 1 16.50 11 6 .50 -9. 248 0 .00 1.96 
I<anks 

Positive 12 0 k 60. 54 7,264.50 
J ~anks 

Tics 33 ' 

Total 154 

Th e resul ts o f th e te s t a s revea led on th e above table, th e re is s ign ifican t 

va ria tio n o r d iffe re n ce In educa tion expend iture before a nd a fte r loa n , 

T= 1 16. 50 , p<O.0 5 , with th e ranks for in c reases to ta ling 7 ,264. 50 and th e ranks 

fo r dec reases tota li n g 11 6 .50. Therefo re , since p <0.05 , we rejec t th e n u ll 

hy potheses (110) whi ch says Lh e program has no im pact on improving education 

access and a ny variaLi on is d ue to ch a nce. Th e conc lus io n is th aL program 

pa rtie ipaLion help s the res pond e nts to becom e a ble Lo fu lfill Lh e materia ls a n d 

equipme nt re lated with their c hild ren 's ed u ca t ion. To co mpare th e impac t of 

bo rrowing on a nnua l edu ca tion a l expenditure of Lh e m a le a n d fem a le 

be n e fici a ri es, ind c pendc nttwo sa m p le f.- tes t was em ployed. 

. - . . ~ -

• . 'to I""" 11 $"111 

-') "IS "eIJ,( 
r . . -'--
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Table 4.35.T- test results for defe rence on an nua l educatio na l expenditure 

between m a le and female beneficiaries after loa n. 

Sex N Mean S ld. M ean Std.crror l- va lu e Sig. dr 

deference 
devia lion 

-.~-

Ma le 62 \582 .2 1365.4 154 .6 204.6 0.756 0.4 5 .1 153 

Female 93 1427.6 1163.6 

Source: I' icld survey. 

/-10: an nual education a l expenditure for male a fte r loa n = a nnua l 

education a l expenditure for female a fter loan. 

H I : a nnual educationa l expenditure for male afte r loan /I a nnual 

education a l expenditu re for fem ale after loan. 

Th e resu lt of the test as depicted on table 4 .35 , th e re is no significant 

diffe ren ce be tween male and female beneficiaries regarding a nnual 

educa tional cxpefl(jitu re after loan. Th e test is not s ignifiealll , t (1 53) 

=0.756, p>O.05. Th erefore, we fa iled to reject th e null hypotheses (1-1 0) and 

co n c luded that th ere I S no sign ificant difference regarding an nu a l 

educa tion a l expe ndi ture between male a nd female benefic iaries afte r loa n. 

j. the a nnua l education a l expendi ture a fter loan < the a nnual educa t iona l 

expenditure before loan . 

k. t h e ann u a l educationa l expenditure a fte r loan> th e annua l educationa l 

expendi ture before loa n . 

I. th e an nua l educati on a l expe nditure afte r loan 

expenditure before Joan. 

th e a nnual educational 
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4 .8.5} Impact of AdCSI on Improving Access to Medical Facilities. 

Due t.o low level of income people havc no or li ttle access La public services 

as med ical fac ili tics. Like improving educational fac ili ties i\dCSI crcdit 

scheme is expected to improve access to medical fac ilities as we ll . 

Table 4.38. Access to m edical fac ilities before a n d afte r loan . 

- ~ -
Dcscrip lion 

--
sickness In Any 

househ 
months 

old during the last 
0 " 231 

th e 
12 

J)id ' ou 1 ge t medical 
lrcalrn<; nl? Valid n~122 

-~~ --
-Irs I"ivc yu 

rT1CITl be 
medical 
lack of 

ago, was there 
r not taken 

treatment dlJC 

money? n=231 

--- _. - -
Ove r 1:111 med ical access. 

11 =2 31 

N01.e: r "" frequency 

Source: field survey 

ill 
for 
to 

-

--. 

~ 

f<csponscs 

-- -
Yes 

No 

-- - -
Yes 

-
No 

- - - -Yes 

No 

- --- ---
In crea sed 

Stayed same 

- -
Decreased 

- - -

--- -~ -
Male Fema le 

- -:e,-
I" % I" % 

-- ------
55 23 .8 67 29 

51 ~- ~I -
22. 1 58 

54 44.3 67 54.9 

- -
I 0.8 0 0 

-- ---~-

25 10.8 27 11.7 

~ _.- - - -
80 34.6 99 42 .9 

5 3 - - ----
22 .9 63 27.3 

_.- -
53 22.9 6 2 26.9 

I-:oc-~- - - ~ 

0 0 0 0 

-

Both Sexes 

F % 

122 52.8 

109 4 7 .2 

12 1 99. 2 

0.8 

52 22 .5 

179 77 .5 

116 50.2 

115 49.8 

a 0 

Thc rcsu lt of th e s urvey ind icated on ta ble 4.36, out of the sample respondents 

122(52.8%) had bccn sick du r ing th e last 12 month s and out of th csc number 

99.2°;(, go t mcdical trcatmcnt. And th c responden ts wcrc a lso asked about 

Lhe ir a ccess to medical faci litics fivc yca rs ago i.e. before program participation. 

r 
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And as show on the same t.able , only 77 .5'X, had access lo medical service 

before program pa rtie ipal ion an d as nOled a bove the access in creased lo 99.2% 

a fter program participation. 

50.2% of the a sample respondents said th eir access to medical fac ilities has 

improved since program participation while 49.8°;', said there is no change in 

th e ir access before and a fler program participa tion. 

Table 4.37 I"requency Di s tribu lion of respondents' annual m edica l expenditure 

before an d afle r loan. 11 =23 1 

--- ~ 

Annual Illl:di(;al Berore Loan After Loan 
l::-..pendilure(ET 

. . _- - ._-
I) ) Ma h: Female Bolh Sexes Mal t: Female Both Sl!xes 

f % f % f % f % f % f % 

_.-
72 - -- . _-- - - _ . -- -_. 

16 '16 19 .9 83 35.9 <2S0 3 1.2 RI 35.1 153 66.3 37 

-
25 10 .8 27 "iT7 52 22. 5 3 I 13 .5 35 15 .2 66 ~8 7 25 1·500 

- - --- 9 - -- -
(1.3 19- 8. 2 50 I· 751] 3 1.3 8 3.5 I I '1.8 3.9 10 

- ---
'""16.2 

.-
75 1· 1000 4 1.7 7 3 II (1.8 18 7.8 21 9. 1 39 

- -- - -- -- - f-.- 1-1 - -- - --
100 1· 1250 I] 0 I 0.·1 I OJ! 0.4 I OA 2 0.8 

- - -- - - --- fo:9' .-
125 1· 1500 0 0 0 0 () 0 2 2 0 .9 'I 1.8 

-- - 1-0 - -- 1-0 -- -
1501 · 1750 0 0 0 0 0 0 0 0 0 0 

- --
175 1·2000 2 0 .9 I 0. '1 3 1.3 7 3 7 3 14 6 

2001 · 2250 0 0 0 0 0 0 0 0 0 0 0 a 
- - fa - 1-. -

OJ! 225 1-2500 0 0 0 0 0 0 0 I 0.'1 I 

- -- _. - ._- - - 0 9 .- -
>2500 0 0 0 0 0 0 I 0.11 2 3 1.3 

---- . -
5'11 23 1 100 106 45.9 125 54 . 1 23 I 100 rowl 106 115.9 12 5 

- - -_. -0- -;- -. . 

Note: r= I'requency 

Source: ,.'icld survey 
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Source: Field survey 

Tab le 4 .37, s hows th a t the majority (66. 3'Yo) of benefic ia ri es' a nnua l m ed ical 
expenditure was below or equal to 250 ETB a fter loan, this number decreased 
to 35.9% afte r loa n. And the number of responden ts wh o said a n a nnua l 
medi cal expend iture of greater th a n 250 ETB before loan we re only 78(33.8%) 
while afte r loa n th is numbe r increased to 148 (6 4 . 1 %J after loan. Thus, from 
th e finding it can be concluded that the ben eficiaries' a nnua l medical 
expenditure ha s improved a fter program part icipation. But to know whether 
th ere is significant impact of borrowing on improving access to medical 
faci li t ies or not, Wilcoxon s ign ranks tests was employed. 

1-1 0: a nnu a l medical expenditure before loa n = annua l m edica l expenditure 
a fter loan. 

HI : annua l medical expenditure be fo re loan # a nnua l medica l expenditure 
a fter loan . 

Table 4 .38 Wilcoxon s ign ed ranks test result for a nnu a l m edica l expenditure 
before a nd after loan . 

Ran ks 

Negative 
Ran ks 

Positive 
Ranks 

Ties 

Total 

~---

N 

am 

--~ 

1 18n 

11 3 0 

23 1 

Mean 
ra nk 

0.00 

- . 

59 .50 

------ -~~ 

Source: i<icld survey. 

---- -SUlTl of Z-value Sig. Z-tabulated 
Ranks 

0.00 -9 .436 0.00 1.96 

.. _-.. -
702 1.00 

--~.---
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The result or the Wilcoxon signed ranks te st as depicted on the above table, 

there is a strong treatment efreet as on a ll of the previous Wilcoxon tests but 

this t.est. is the strongest because in the extreme case, all or the dirrerences will 

be in the same direction. This will give a Wilcoxon T or zero. Here a lso all the 

dirreren ees arc in same positive direct ion an d the sum or the n egative ranks is 

zero. Small T val u e (near zero) provides evidence ror a real dirference between 

th e two treatment cond ition i. e. berore and after loan. 

Thus, there is a sign iri cant increase in access to medical racilities a rter program 

participa tion, T=O, P<0.05, with the ranks ror increases totaling 7021 and the 

ranks [or decreases tota ling zero (the extreme case). Therefore , since P<0.05, 

with the ranks for decrease tota ling 0 (the extreme case), we reject the null 

hypotheses (Ho) and concluded that there is a strong treatment effect. That 

means there is a s ign ificant variation in a nnua l medical expenditure after 

program participa ti on compared with before the intervention. 

m. Annual medical expe nditure arter 10an < Annual medica l expend iture 

before loan. 

n. Annual medical expenditure a rte r loan> Annual medical expenditure 

before loan. 

o. Annual m edical expend iture after loa n = Annual medical expenditure 

berore loan. 

To compare the impact of the program on im proving access to m edical racilities 

between the male beneficiaries and the female, independent two sample t-test 

was employed. 

---~--~,--
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Table 4 .39 T-tes t resul ts for difference in a nnual medica l expe ndi tu re betwccn 

male a nd fema le beneficiaries afte r loa n. 

--~ -
Sex N Mean Std. Mean Std . T-valuc 

dev iation diffe rence Error 

Male 106 576 .5 550.3 - 19.4 83.05 0.233 

~ -
Female 125 595.8 688. 7 

Source: flcld su rvey 

J-Jo: annual medical expenditure for m ale a fte r loan 

expenditure fo r fe m a le after loan. 

Sig df 

0.8 16 22 9 

a nnuaJ medica l 

1-11: annual m ed ical expendi ture for male a fter loan# a nnual medical 

expenditurc fo r female a fter loa n. 

The result o f thc test a s shown a n table 4.39, even though the a nnual mea n 

medial cxpend iture for fema le IS greater tha n the annual mean medical 

expendi ture fo r male after loan bu t it is n ot statistically significant a t , t (229) = 

-0.233, P>O.OS, t he refore, we failed to reject the null hypotheses (1-10) s in ce 

P>O. OS.And con cluded th a t , there is n o s ign ifi can t difference between the male 

a n d fcmale bene fi c ia ri es con cerning their annua l medical expenditure a ftcr 

loa n. 

..,,--- . . --. 
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CHAPTER FIVE 
CONCLUSION AND RECOMMENDATION 

5.1 CONCLUSION 
Th e majority of the beneficiaries were denied access of credit from both th e 

formal and informal financial insti tut ions e ither to start up a new micro and 

small scale business activity or to expand the exis ting one so as to increase 

th ei r income level to graduate out of poverty. The institution was capable of 

creating easy, afford able a nd diversified option for collateral to integrate the 

un -served market so as to narrow the a bsurd gab betwee n the supply a nd the 

demand for c redit. Accordingly, a ll of the cl ients h ad continued access to cred it 

a nd all of t.he sampled clients were ablc to access loan 3 and m ore than three 

t imes sLiccessive round s of loan from the institution. 

Overall , credit provision had a significant impact on income of th e beneficiaries 

whom a re engaged in a diversified mi cro a nd small business activities ranging 

from trad ing, service giving, manufacturing and urban agricu lture. Accordi ng 

to the study 96. 1°1t, of the mature cl ients witnessed in crease in income levels. 

The ave rage m onth ly income of the male clients increased from 918.6 to 2157. 1 

ETB and thc fcmalcs ' incrcased from 8 14 .8 to 1834.8 ETB after program 

pa rtic ipation. The rcasons for positivc change in In com e of the benefic iarics 

were: through the loan they were able finance productive capital asse ts and 

finance t.he working cap ita l of the bu siness. Therefore, the cred it h elped them 

to open a new business , expand the exist ing and diversity so urces of inco me. 

The in creased income generated by the cred it input had a positive significant 

impact. on household s food supply, educational provision for children, asset 

accumulation (both productive and capita l assets) a nd medical provision. All of 

the socio-eeonomic variables showed stastiealiy significant change a fter 

program participation. According to the study 64. 1% of the sample 

benefi c iaries purchase productive a sse ts due to access of loan and 79.2(Yo 

reported that their households ' over all diet condition h as improved a fter 
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program participation and only 77 .5'Yo of the c lients co uld afford to medica l 

expend itures of their fa milies before program partic ipation but the number 

increascd to 99.2% a fter the inte rvention. 

Thc impact rc lated with gcnder, thcre is no statically s ignificant differencc 

bctwccn th c m ale and fcmale bcneficiaries regarding th e socio-economic 

varia bles assumed exce pt for the leve l of inco me. This may be due to th e fa ct 

that the female c lients of the institution are engaged in business activities 

which requires less capital as a result they arc granted with less loa n compared 

with the male, as a result they are engaged in business activities wh ich 

requ ires less capita l and provides less profits in relation with the male 

beneficia ries. 

So, while the c redit provIsIon h ave a positive impact on reducing the poverty 

level of the beneficiaries by creating employment oppo r tunity; increasin g 

income levels; 1I1ereas1l1g the access for education, medical fac ilities and 

improving diet condition, the provis ion of credit are e ncountered with the 

followin g problems even if they arc out-weighed by the positive aspects. 

• Almost half of the respondents claimed that the loan a m o unt is not 

suffi c ient. 

• Des pite th e clie nt orientation programs given by the institution , still 12.6 % 

a nd 38°/c, of the bene fi c iaries still have no information on the inte rest rate of 

lending and savin g respectively . 

• Poor saving mobilization, as 83. 5 % of the clients have deposited their major 

sums in other finan c ial institu tions and on average the institution could 

have mobilized 38 13.2 ETB per individual. 
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• There is lack of prompt aeccssibility of th e voluntary saving account. Thc 

majority (85.3'Yo) co mpl a in ed the process takes several days to access the 

funds. 

• The impact on savin g re la ted with gend er , there is difference betwecn male 

a nd female clients on the average saving amount. Th e average sav ing 

a m ou n t of t.he females both with the instiLution and . other fin ancial 

in stiLution is lower th a n th e male beneficiarics. 

• There is s ignificant differen ce between male a nd female cl ients regarding 

mcan in com e after progra m participation. Therefore , the impact of Lhe 

program in ra is ing income is less on fem a le cl ients. 

,..., I 
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5.2 Recommendation 

Accordin g wilh lhe above fin d ings of lhe sludy lhe following 

recommendations arc forwa rd ed: -

Th e positive effects o f the e redil scheme on benefic ia ries ' soeio-eeonomie 

conditions s h ow lhal lhe e redi l program is on the righl lraek to achieve ils 

ultimate objeelive of poverly reduction . Therefore, such program should be 

encouraged and supported to increase ils oUlreaeh so as to serve the un ­

served markel inlern lo reduee lhe prevailing unemploymenl rate a nd 

poverty leve l of the eily of Addis Ababa . 

The saving mobilizalion efforl of lhe inslilution IS quile poor. Despile l he 

high number of elients who have both k inds of sav ing with lhe instilution , 

the c lients deposited lheir major sums w ith other fin a n c ia l inslitution s. The 

majority of respondents reported that they prefer lo save in banks du e lo 

la ck of prompt aeeessibilit I of funds as the majority save for emergency 

cases; besides the do not trust t h e institution regarding safely for their cash 

as the offices are 111 wired situation. Therefore, there is a need for 

deve lopment of services, office infraslructure and logistical provi s ion which 

can insure safet.y of cash. And at service delivery post there is a need for 

em ploying cash operating sys tem like banks which requires casher, teller, 

auditor and manager whose are ready to run the account as prompLly as 

possible; and introduction of innovative products which is aLLaehed with 

sav1l1g. 

Special aLLention to women , whose income from the business IS lower in 

re lation with ma le elients, in delivery of business development service and 

other skill developmenl se rves . And lhe women should be encouraged to take 

higher loan so as to engage in high e r profiting bus iness activities because 

the average loan taken by the fem a le c lie nts is lower than that of the male. 

J<;ven though the institution can not provide themselves such ski ll 

106 



• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

BIBILOGRAPHY 

Abebe . Tiruneh (2 006) Impact of microfinance on poverty reduction in 

~thiopia. Departme nt of Regional a nd local Development Stud ies. MA 

theses,AAU. 

Abogayc . A a nd Ya nkonson. P (1992) ~mploymen t in th e urba n Informa l 

scctor in Ghan a. ILO, World Em ploymcnt Program, Addis Ababa, 

~thiop i a. 

Abu . Girma (2006) Impcdimcnts to Povc rty Rcduc tion in ~thiopia. In 

Gctnct Alemu (ed s ), ~thiopian Economic Associa tion proceedings of thc 

third intcrnationa l conference on th e ~thiopian ~conomy. 

Adams. A a nd Wil son. s (1 994) Self ~mployment for the unemployed: 

~xpcrience In ()~CD and Tran s itiona l Economies. World Bank 

discuss ion paper No.263, the World Ba nk, Washington DC. 

AdCS I (200 2) Unpublished policy documcnt of the institution in 2 002. 

Armenda riz. B and ,Jonathan. M (2005) The ~eonomics of Microfinan ce . 

Massachusetts Institutc of Tcchnology. 

Asscfa Ade masic (2 005) New Pro-Poo r Policies a nd Budgeting in the 

Ethiopi a n Educa tion Sec tor in Tassew W. a nd Eberlie W. (cd s). 

Dcpartcment of ~conomics, Addis Aba ba Univers ity, Addis Ababa. 

Ash c ,J. a nd cossleU ~.(1989) Credit for the Poor Past Activities and 

F'uture Directions for the United Na tions Development progra m. UNDP 

policy rcsearch paper, New York. 

Bekele Tila hun (1 996) The Role of Credit in the Informa l Sector fo r 

Povcrty Alleviation. In Bereke t and Mekonnen (eds.) Ethiopian Economy, 

pove rty a nd pove r ty Allev iation . Proceedings of the fifth annual 

conferencc on the ~thiopian economy, A.A. Ethiopia. 

8ibangaba h ,J. R (1 985) Approachcs to th e Proble m of Rura l Povcrty In 

Africa . In Fasil G.K (ed) ch a llenging Rura l poverty: Experience In 

InstiLution Building a nd Popula r Parti c ipa tion , the Rural Development in 

Eastern Africa. ()SSR~A , Africa World Press . 

108 



• 

• 

• 

• 

• 

i3archgrevik .A, Tassscw .W, Gebrehiwot A, Woldeab T. (2 005) 

Margin a lized Groups, Credi t and Empowerment. The case of Dedebit 

c red it a nd Savings In s ti tution (DECS I) of Tigray . occasional pa per No.14 

AEMPI. Addis Ababa E thiopia. 

i3h a lla A.S . and Prederic L. (1 999) Poverty and Exelus ion In a g lobal 

World. 

Chri ste n , R.P.E. Rhyn e, R.C Vege l, a nd C .Mekean (1 995) Maximizing the 

outreach of Micro enterprise Pin a n ee . An An alysis of Successful 

Microfina n ec programs. USA lD program a nd opera ti ons Assessm ent 

report No. 10 Washington, DC. 

DBE (1999) s tudy on Impact Evaluation s of Mieroente rprise cred it 

progra m. AB O consulta nt, Addis Ababa, Ethiopia . 

Dege fe Duressa. (2 009) Mierofina n ee in Ethiopia, Elixir or poison'? 

Department of Development studies. PHD thesis. Th e Hagu e, 

Neth erlands. 

• Cebre hiwot Ageba (2002) Mierofinance Institutions In Ethiopia : Issu es of 

Portfol io Risk, Institutiona l Arrangements a nd Governance, In 

Microfina n ee Theory, policy a nd Experien ce in Zaid N.el. at (ed s ). Mekelle 

University . Mek elle, Ethi opia. 

• Getahun Tegene (l999) poverty and poverty Reduction in Eth iop ia: In 

I\spee ts of Development Issues in Ethiopia proceedings of Workshop on 

thc Twenty F'ifth Anniversary of th e Institute of Developmen t Researc h in 

Tegegne G.el.al. (eds), Institute o f Development Research Addis Ababa 

University Addis Ababa, Ethiopia . 

• Getaneh Gobeze . (2 005) Mic rofin a ncc Development can Impact on 

Poverty a nd Food In security be improved Up on'? The case of Am h a ra 

Cred it and Savin g Institution s (I\CS1). Proceedings of the In te rnational 

con feren ce on Microfin a nce Developmen t in Ethiopia, In Gebrehiwot 

Ageba (ed), Awassa. 

• Harper M. (2003) Microfinance Evolution, Achievemen ts and C ha llen ges. 

Pract. ical Actio n publi shing. 

109 



• ,johnson S. and Rogaly 13(1997) Microfinance and poverty Reduction, 

Oxfam and ACTION AID: Oxfam print unit. 

• Khandker, S.R. (1998) Fighting Poverty with Micro Credit. Experiencc in ..-

• 

• 

Bangladesh. The World Bank, Oxford University press, Inc. 

Ledgerwood ,j. (1999) Sustaina ble Banking with the Poor Microfinancc 

I-land book, The Institutional and Financial perspective . The world Bank: 

Washington D.C 

Meehan F. (1999) Impact of Mieroeredit provision by the Dedebit Savings 

and Credit Institution (DECSI). In microfinance Theory, Policy and 

r';xpcricnce ill. Zaid N.ct al (eds). Mekelle University Mekelle, Ethiopia . 

• Mengistu B. (1999) The Signifi cance of Linking Informal and Formal 

InsLitutions for Development. In Alcmu and Dejene (eds), Institutions, 

F<esouree and Development in Ethiopia. Proceedings of the ninth annual 

conferences on the Ethiopian economy. A.A, Ethiopia. 

• MOE (200 1) Educational statistics Annual Abstract (1993 E.C/2000/01). 

Education a l Managcment Information Systems, Addis Ababa, Ethiopia. 

• MOFED, (2002) Development and Poverty Profile of Ethiopia. Analysis 

and Comparison of Poverty, Ciovernment of the Federal Democratic 

I.(epublic of Ethiopia. Addis Ababa, Ethiopia. 

• MOFED (2006) A Plan for Accelerated and Sustained Development to End 

Poverty, Government of the Federal Democratic Republic of Ethiopia. 

Add is Ababa, Ethiopia. 

• Montgomery H. and Weiss ,j. (2005) Great Expectations: Microfinancc 

and l'tlVerty Reduction. In I\sia and Latin America. Asian Development 

Bank. ADB institute research paper No. 63 Feb. 2005. ADB publishing. 

• Nazrul r. (2009) paper assessed at http://www.org/ ega/ desa/ papers, on 

Nov.2009. 

• NBE (2009) A quarterly magazme No. 106 published by the National 

Bank of Ethiopia, Au gust, 2 009. 

110 



• Rao ,J. N and Baraiah M.D (2005) Impact of Microfinance on Household 

Incomc and Employ ment: A study of Andhra Pradesh state in India in 

Gebrehiwot 1\. (cd). AEMfl Ethiopia. 

• I~obinsons S. (2001) The Microfinance Revolution: Su stainable financc 

• 

for thc Poor. Vol I. Th e World Bank: Washi ngton D.C. 

So lomon Da mte. (1996) Credit to poor Hou seh o lds : the case of financing 

Micro c nterpriscs in Debrc-Berhan Town. In Bereket and Mekonnen 

(cds). Ethiopian I ~eonomy, Poverty and Poverty All eviation. Proceed ings of 

the Fifth Annual Conference on the Ethiopian Economy, Addis Ababa, 

Ethiopia. 

• Tasscw Woldehanna (2003) Th e impact of Dedebit Cred it a nd Saving 

Institution on Poverty reduction a nd community 

developmenLProceed ings of the International con feren ce on mierofinance 

development in Ethi opia.In Gebrchiwot Ageba (eds) . 

• Tesfay Aregawi. (2002) Microfinanee, Issu es of Im pact Assessment a nd 

Gender in Microfinance Theory , po li cy a nd Expericncc in Zaid N.et 

.al(eds) Mckelle University, Mckellc, Eth iopia. 

• Steinwand. 0 (2001) Th e Alchemy of Microfinancc. Th e Evolution of 

Indoncsian Pcoplc's Banks (BPR) from 1895 to 1999 and con tempora ry 

a n a lysis. Berlin verlag fuer w issenseh a ft and Forshung Gmbh. 

• Sycd Ihrahim. (2006) Ethiopia Financia l Sector Performance Review. In 

GcLnct I\.et a l (cds), l<:th iopian Economic Assoc iation. Proceedings of t h e 

Third Internation a l conference on the Ethiopia economy. Vol.! A.A, 

Ethiopia. 

• 

• 

• 

Toda ro , M, (199 2) I<:conomics for a Deve loping World. An In troduction to 

Prin ci pl es, Problcms and Policies for Deve lopment, third ed ition, New 

York. 

Trufat B. (1996) Povcrty in Eth iopia (1994 /95/ ) MA th esis, Addis Ababa 

University . 

UNOI' (2002) Deepening Democracy in a Fragmented World , New York. 

III 



• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

Webste r a nd F id ler (1996) Th e Informal Sector a nd Microfin a ncc 

In stitu t.i on s in West Africa. World Bank Rcgiona l a nd Sectora l Studies, 

World Bank, Was hington DC. 

Wo lday Amh a (2 0 02) Prod uct Developmen t in the Ethiopia n Microfin a ncc 

Indus t ry Ch a llenges and Prospects. In Microfin ancc Th eory, Policy a nd 

Ex pe rie nce in Zaid .N.e t a l (ed s) Proceedings of th e Interna tiona l 

works h op on th e dimen s ion s of Micro fin a n ce In s titutions in S u b­

Sah a ra n Africa. Meke lle Univer s ity, Mek elle, E thiopia. 

Wo lday Amha (2003) Micro fin a n ce in I!: th iopia, Performa n ce, Cha llen ges 

a nd Role in Pover ty Red uc tion . Assoc iation of Microfina n ce In s ti tut ion . 

Occas ion a l pa p er No of AEMlci: Add is J\ ba ba, Ethiopia 

Wolday Amha (2 007) Li n king Banks a nd Microfina n ee Ins ti tutions in 

Eth iopia: Best Prac tice, Ch a llenges and Pros pects . Occasion a l paper No. 

20 AEMFI, Addis Ababa. 

Wold ay (2008) Amh a A Decad e of Micro fin a n ee In s titutions (MFls) 

Developmen t in Ethiopia. G rowth , Pe rformance, Impact a nd Prospect 

(20 08-20 17). Occasion a l paper No. 2 1 AEMFI, Addis Aba ba . 

World Bank (1 990) World Developme n t Report. New York, Washington 

DC. 

World Ba n k (2 0 00) Wo rld Develop ment Re por t : I\ llackin g Poverty. 

Publi shed for the Wo rld Bank, Oxford Un ivers ity press. 

World Bank (1 996) Taking Action to Reduce Poverty in Sub-Sah a ran 

Afr ica. A World Ba nk pu blication , Washington DC. 

W orld Ba nk (1998) World Developme nt Re port. Oxford University Press. 

MO FED (2 007) Pla n fo r Accelerated a n d Sus tained Development to End 

Poverty. Assessed a t pasdep-h tlp :j / go. World ba n k. Org/ Wsry 4w85 10. 

11 2 



Annex-l 
ADDIS ABABA UNIVEHSTlY SCHOOL OF GRADUATE STUDIES 

COLLEGE OF DEVELOPM ENTS STUDIES 
ENVIRONMENT AND D EVELOPMENT 

A SUI{VEY ON TilE IMPACT OF MICROFINANCE ON URBAN POVERry 
REDUCTON : THE CASE OF ADDIS CREDIT AND SAVING INSTITUTION (AdCS!) 

Structu "cd Interview 

Your anslVcrs are eompletcly confidcnti al. your name will not be written on this form, and 

will nc vc r bc uscd in con nect ion wi th any of the inlormation you te llmc. 

Thank you [or your cooperation! 

Gcncral information 
\ 
, I. Rcspondent's address 

Sub city _ 

Kcbelc 

I-louse No. __ _ 

Branch namc ___ _ 

Don't ask qucstion 02-07 . .iust fjllth cm by yoursc lr 

2. Na me o/" interviewer __ .' __ _ _ .. __ Signature _____ ~ 

3. J)ail: o/" intervicw . __ ._ _ __ (Ethiopian Calanclcr) 

4. Interview startcd at _________ ________ hrs 

5. Intcrview linished at ____ : hrs ___ ___ ( fill at the end) 

6. Int ervie lVcr" s visits 

Visit I 

Vis it 2 ___ ~~~. _ __ . __ ~ 

Visi t 3 _ ___ ______ _ 

7. lnterview idcntification N umber ____ ~ 

Personal information about borrowers 

8. !3orrowcr" s sex 

a. Ma le b. i:cmal e 

9. !3orrowcr' s age _ _ _ 
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10. Mari tal Status 

a. s ingle 

c. divorced 

II . Educationa l Level 

<I. Non litera te 

c. Craclc 1-6 complete 

e. Grade 9- 12 comp lete 

g Others /Pl ease specify) 

b. Married 

d. w indowed 

b. Read and Write only 

d . Grade 7-8 comp lete 

F. above grade 12 

12. H OI-I· many living children do you have? 

a. I:emal c ___ _ 

b. Male 

13. Can you tell me the nUH~ of dependents be fore the loan? 

a. Fema le ______ _ 

b.Male _______ _ 

14. Can yo u tcllme the number of dependents after the loan ? 

a. Femal e ______ _ 

b. Malc _______ _ 

INFORMATION ON LOAN 

A 1. Was it poss ible to get loan [rom other (inance sources other than AdCSI to expand or 

s tart bus iness? 

il. Ycs b. No 

/\ 2. !f··ycs.·· "rom whi c h source? 

a. Banks 

b. Re lat ives and friend s 

c. Moncy lenders 

d. I-:quib 
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e. Oth ers (P lease specify) 

1\3. For how Illany ro unds did you take loan? 

a. Firs t tillle 

b. Second tilll e 

C. Third tilll e 

d . Forth tilll e 

e. More (P lease spec ify) 

A4. How mLich was your first ly micro credit? Birr ______ _ 

A5. How much is your lastl y taken micro credit? Birr __________ _ 

A6. What is the type of collatera l offered? 
, 

a. Group Isoc ial co llateral) 

b. Property (phys ica l asse t) 

c. Third party guarantee (wah is) 

d. Other (please spec ify) 

A 7. Was the loan provi ded to you suffi c ient to run your business? 

a. yes h. No 

A8. Was th e loa n issued time ly? 

a. ycs h. No 

A9. [s the frequency of repayment comfort you? 

a. yes b. No 

A [0. What is yo ur opinion regarding the interest ra te of AdCSl ? 

a. Hi gh 
b. Modera te 
c. Low 
d. Don't know 

1\ I I . What is the status of your loan repayment? 

a. Full y repaid 

b. Repay ing accord ing to schedul e 

e. Not rcpaid according to schedul e 
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d. O thcr (p leasc spccify) 

i\ 12. II ' you arc not pay ing accordin g to thc schcdule, what do you think your problcm is'! 

a. illncss /dca th orramil y members) 

b. Confli ct with in the household (di vorce and o thers) 

c. Theil 0 [" asscts 

d. Used money fo r cons umption purpose including festi vity 

c. Defa ult or other member (s) of the group 

r. Market re latcd prob lcms (price fluctuation, absence of demand) 

g. Payment o f o ther loan(s) 

h. Pcriod of repaymcnt is inconvenient 

I. The loan acti v ity was not pro tita ble 

J. Othcr (pl ease spec ify ) 

B. Information on saving 

13 I . I-low much do you save monthly? 

Vo luntary 

Compul sory __ _ 

13 2. I F you havc saving with o ther financia l ins titution , what is/ are your reasons)? 

a. In tcrest rate too low 

b. i'rc lc r to save in iquib. Prc fer to save in bank 

c. Di fJi c ultLO wi th draw savings w ith AdCSI 

d. AdCSI doesn ' t g ive enough encouragement to save 

c. Don't trust AdC SI w ith my savings 

r. Don't aware of AdCSI sav ings 1 ~1C iliti es 

g. Othcr (Please Specify) _____ _ 

133. What is you current tota l amount or savi ng fi'om other financ ial institution? 

Birr 
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B4. What is yo ur source of" money for sav ing? 

a. From bus iness profit financed by the loan ? 

b. From other so urces of income 

e. Other (p lease sp ec ify) 

135. What do you think about the interest rate of AdCSJ paid on sav ing? 

a. Less than the m arket rate 

b. G reater than the market rate 

c . Il ave no informa tion about the inte rest rate 

n6 . Ilow is Ihe trend of your monthly saving after loan when it is compared w ith your 

monthl y sav ing befo re loan? 

a. Decreased 

b. Stayed same 

c. I nercased 

B7. I.' or w hat purpose do yo u save? (One or more answers a re poss ib le). 

a. For loa n repaym ent 

b. Fo r safety of cash 

c. To earn inte res t 

el To withd raw during emergency 

g For business cxpans ion 

hi Other (Please spec ify) 

138. Can yo u wi thdraw funds fi'om you r vo luntary saving deposit in case of emergency cases like 

illness of yo ur fami ly members? 

A/Yes bl No 

C. Informatinn on income of the beneficiaries 

C l . Whal is the average monthl y income of yo ur activ ity? 

Before 103n-------- After loan----------------

C2. Relati vc to your pre vious income. is there increment in yo ur monthly income afier taking 

loan ') 

a. Increased s igni fica ntl y b. Increased sli ghtl y c. Staycd same d. decreased 

11 7 



C3. What arc the reasons for positi ve cha nges in yo ur income? ( If the answer to QC6 is "a" or" 

b" ( I ) 

(2) ____________________ _ 

C4. If decreased, what are the main reasons? 

a. Indcbted because of AdCSI crcdi t. 

b. I have bcen sick 

e. Househo ld mc mbers be ing sick and thus lost helper in my activity . 

d. Poor sales 

e. Othcr (Please spcci [y)------------------- -- ----------------- -------

O. Employmcnt condition 

o I. What kinds of occupati on or activ ity are you engaged be fore loan? 

a. urban r"rming 

b. in school 

e. Trade 

d. Ini tJrlllai wage labor (both manual and skill ed wage employment) 

e. ).'o rl11 al employee (civil servant , guard ) 

f. Un cmployed but have some educati on 

g. Graduated I;'om co ll ege but unemployed 

h. Herding and animal fatten ing 

0 2. Spcei fy yo ur occupati on in whi ch yo u are engaged arter the loan?--------------- -------­

))3. Is there any wo rke r who hel ps you in you r acti vi ty before the loan? 

a. Yes b. No 

0 4. If yes. what type o f labor did yo u use befo re p rogram participation? 

a. yo urse lf 

b. Fam ily members and yo urself 

e. Il ircd labor. fa mil y mcmbers and yourself 

d . Hi red labor and yo urse lf 

eO, Other (Pl ease speci fy)---------------- -------------------------------

0 5. What typc of labor do yo u use after loan? 
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a. yo urse l r 

b. fal11il y l11 e l11bers and yo urself 

c. Il ired labor. fal11 ily l11el11bers and yo urself 

d. I li red labo r and yo urse lf 

e. Other (pl ease spec ify) -----------------------------

1<:. ASSET POSSESSION 

EI . What was the va lue oCyo ur to tal ho useho ld and prod ucti ve assets before progral11 

pa rti c ipa ti o n? 

Birr ---------------

E2. What is the value o f you r tota l household and producti ve assets after progra l11 parti c ipati on? 

Birr ---------------

E3. Can yo u nal11 e the ho useho ld assets yo u have (Ind icate by this l11ark (I)) 

- -- -
AC(luired 

- -- -- - -

No Asset ty pe Before loan After loan 

A C hair 
1-------- ----

13 Refr igera tor 
------I-------f--

C Bcd 

D Radi o 
------------

F TV 
- - - e- -

F She lf 

G Tabl e 

1-1 e D/ OVO player 
- --- ------

Solil se t 
-------1 

- ---
.I Others (please speci fy) 

E4. Did yo u bo ught new productive assets using the loan yo u have taken? 

al Yes bl N o 
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1e5. 1 r the answer is ' yes' can you speei fy th e productive assets you hou ght using the loan?---------

F. Household fond consumption expenditure 

I: I . I low much was the average monthl y food consumption ex penditure of your house ho ld 

befo re ge lling loan? Birr -------------

1:2 . Is (here an In crease In food consumptio n ex pend iture o f your house ho ld after taki ng the 

loan '/ aJ Yes hI No 

1' 0 
'J How much is the averagc mon thly food consu mpti on expend iture of your househo ld a ft er 

gClting loan ') 13irr --- -------------

174. How moncy times d id yo ur ho use ho ld ea t meal per day bdore loan? 

a . Onee 

b. T wice 

e. Thrce ti mes 

d. More than three ti mes 

F5. How man y times di d your house ho ld eat mea l pe r da y after loan? 

1'6. Is there any di ve rs ion of money from consumption of food beca use of the loan? 

a. Yes b. a 

1'7. During the last fi ve years has you r household' s di e t changed'/ 

a. dcerease 

b. stayed same 

e. increased 

d. inc reased g reatl y 

17 8. Duri ng your pro gram parti c ipati on was there a ti me when it was necessary lor your 

household to cat less because to save more to pay loan? 

a. Yes b. No 

• 
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C. Access to education and I<:ducation Ex pense 

G I 1)0 you have schoo l aged childre n? 

a. yes b.no 

G2. wherc you educate them 0 

Before loan 

Priva te schools ----------

Gove rn me nt schools---------------

Arter loan 

pri vate school s ---------------­

Go vernment schools ------------------

G3. lf thc aeecss to ed ucati on and educational expenditure increased afte r loan, what are the main 

reasons0 (One or more answer poss ibl e). 

a. New school built in th e area 

b. Increased ho use ho ld awa reness towards cdu c;lli on 

c. Income im prove men t due to the act ivity financed by loan. 

d . Other (p lease specify) -----------------------------------------------------

G4. Il ow much was yo ur average an nual household ed ucational expense? 

Before loan ----------------­
After loan -----------------

II. Access to medical serv ice and Health condition of the household 

I-II . During the lasl twe lve months. was there an (lccasion in which yo u or membcrs of your 

fam il y are ill / inj ured and needed medical at tention? 

a. Yes b. No 

11 2. Iryes. did yo u take them to modern hea lth filc il ities? 

a. Yes b. No 

1-1 3. II' yes. where d id yo u get the mo ney you pa id [or medica l treatment? 

a. Borrowed from other sources at cost 

b. From my savi ng 

c. Borrowed from fri ends and relatives 

d. l:ro l11 my business pro fit which is fi nanced by loan. 

e . Other (p lease spec i r y )---------------------------

114. Five years ago , was any i II / injured member of the house hold not taken fo r medica l attent ion 

or treatment because the household lacked the money to pay for it? 

1I. Yes b. No 
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\-I S. In generaL do yo u think yo ur access to media l f'lc ili tates? 

a. fncreased 
b. Staged the same 

c. Decreased 
a. Othe r (please speciry)---------------

11 6. Il ow much is your annual mec\i cal ex pendi ture? 

Be fore loan ----------------­

A ftcr loan ------------------
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2-0bservationa l checklist 

A. Do you see the ro llowing durab le household assets in the ho usehold? (Use thi s mark (l). 
-- --_. - ----_.- -- -

No Na me or items Present Absen t 
-_. 

Tables 
- - -- - - -

2 Chai rs 
- - -, 

Sof~, se t j 

-

4 Beds 
- - -

5 T V 
------ -- -- -
6 Re frigcra to r 

7 CDIDVD player 
- - - -

8 Radio 

'ase spec ify/ 9 Other /plc 

B. Can you name producti ve or capita l assets in the business activ ity a rea oflhe cl ien t? use thi s 

mark (V) to ind icate the ava il ability ? 
-- ~ -

No Name 01' prod ucti ve assets Present 
-

2 
---, 

j 

4 

5 

6 
---- ---1----1 

7 
----

8 

9 
-- -

10 
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3-Qucstions for Focuscd G roup Discussion 

I) Ilo w do yo u ex plai n AdCS I requirements and process to ge t loan? 

2) What is your att itude towards col lateral types') 

3) What is your idea abo ut the amo un t of loan di sbursed to you? 

4) What do yo u thin k abo ut loan repayment schedule? 

5) What is your commcnt on sav ing types. and access of w ithdrawal? 

6) What is your source o f sav ing? 

7) What changes do you observe in yo ur li fe due to microfinance intervention? 

=> Is the to tal incomc of the house hold changed? 

c.> Is ho usehold durable assets changed? 

_.> Is the rood consumpt ion of the house hold changed? 

=> Is the productive asset of yo urs changed? 

=> Arc yo u able to cove r educat ional ex pense of yo ur ch ildren better than before 

program participation? 

8) What are the problems regarding th e service o f' AdCSI that yo u want it to be so lved to 

make AdCS I's microfinance crcdit even better? 

9) What need to be done to solve the pro blem regarding the service o r AdCSJ"I 

10) \)0 you ha ve sav ing account with ot her finan cial institu ti ons oth er than AdCS I? 

., 

'. II 

-_ ... 

1111: . ,~ " 
1ll'1:l!Ol"i' - . 

Whl) 
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