
I 
: 
I 

ADDIS ABABA UNIVERSITY 

SCHOOL OF GRADUATE STUDIES 

THE ROLE OF ADDIS CREDIT AND SAVING INSTITUTION IN 

URBAN POVERTY ALLEVIATION; CASE STUDY OF L1DETA 

SUB CITY CREDIT SCHEME. 

BY: 

) ABADI AFERA 

ADVISO R: 

MEHERET AYENEW (Ph.D) 

't II 

'. r'/~'; " 
, :"-"'1 ! 

_ rq,:'1 .~~ . 

A MASTERS THESIS SUBMITTlm TO THE DEPARTrilEN GF i-;,-i 

PUBLIC ADMINISTRATION AND DEVELOPMENT MAN~G~rii~~~tl! 
IN PARTIAL FULFILLMENT OF THE REQUIREMENTS FdR ' HEI ' 

DEGREE OF MASTERS OF ART IN PUBLIC ADMINISTRATION. 

JULY, 2007 

.. 

.( 



Addis Ababa University 

School of Graduate Studies 

The role of Addis Credit and Saving Institution on urban 

poverty alleviation; case study of Lideta sub city credit 

scheme. 

I ',,,. 

By: Abadi Afera 
" , f 

. .i \ ,. . 
. , . . 

f ' " /11 It / ....... ':' . I ~~'1' . 
~ "'~ ..... j ~ .. . '" 

(' 

Jl~ b.Juh' G 
Internal Examiner 

External Examiner 



Advisor's Certificate 

This thesis has been submitted for examination w ith my approval as 
university advisor. 

A Ph. DJ 

Date of approva l 

1 
I 
I 



jf.6stract 

:Micro finance can 6e aefinea as a term. tfiat refers to trie pro'vision of financia[ services to [o'W income 

cCients; financia[ services incrude sa'villgs mu{ creait, illsurance, payments services. 7Tie iaea 'was illitiatea 6y 

:Mllhal1l11laa 'Yonus in (]Jal1gfaaesn. Starting from. tfie esta6fisfi.ment of micro finance auring 1970s, it fias 

snown a tremenaous grDwtn ana e;t:pansion tnrougnout tne wor[tf. :Now it is 6eing practicea in many 

tfe'vdopil1g countlies to aaaress tne [mv income society ana tfi.ere6y to i1llpro've tneir Hvdinootf. 

In P.tfiiopia, micro creait programs were introaucea as components of :NCjO operation in tfie 1980s, 

ana tne J{lBP. (:Na tiona[ (]Jan/( of p.tfiiopia) procfamation :No.40/1996 fieCpea to create many micro finance 

institutiolls. 'Iliere is a wiaer agreement a60ut tlie goa[ of micro finance, i.e. to impro've tlie welfare of tne poor 

tlirougn ella6[illg them to participate in income gelleratillg acti'vities, empowerillg women, create emp[oyment 

opportunity etc. (]Jut tliis witfe agreement a60ut the goars lias not [ea to wiae agreement how 6est to acliieve 

tfi.at 06jecti've in practice. J(ence, tne stucfy is interestea to e>:p[ore tne practica[ impact of micro finance 

programs on ur6an PO'r)crty a[(c'fJiatioll. eta ex..a11l.ine tfi.e Sllccess of micro jinance in attaining trw dtea poshi've 

impacts witfi respect to tne ur6an poor, tne e;ctent ana sllccess of alit reacning tne targeteaur6an poOl: 

:Metnoao[ogica[[y tfie stucfy lIses 60tn primalY ana seconaary aata. 'Ilie primary aata are co[[ectea from 

cfients of jladis Creait ana Saving Institu tion 6y tafijllg Liaeta Su6 City as a case stucfy. Out of tne tota[ 

60rrowers in tne Su6 City, 125 samp[ea respollaents (10% of tota[ dients) are intermewea all. 'various issues. 

'Ilie fillaillgs snow that tfiere is a positi've ana promisillg outcollle i~' areas of credit operatiolls (types, terllls, 

conaitiolls), savillg m06i[ization (type ana magnitutfe), creait uti[ization of tne 60rrowers, gi'villg priority to 

WOlllell, cfiallgillg tfie Hving stanaar!, roan size on tfie CJJstillg active[y participatillg in tfie program. On tfie 

otner fiall!, tlie program fias arso its snortcolllillgs in areas sucli as; outreacfiing tne targetea ur6an poor, 

practicing grollp [enaillg metnoao[ogy, [ending interest rate, creatiug emp[oyment opportunity, ana training 

ana prol1lOtl:OIl to ellcourage the ur6an poor to participate ill tfie pl'Ogram. 
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Chapter one 

Introduction 

1.1. Back ground 

Development is the most desirab le issue and target of every commun ity in 

the world . The development efforts made by the developing world in the last 

three to four decades did show success in some nations (like Taiwan, 

HongConk, Singapore etc). However, the majority of less developed countries, 

particularly African nations, are not running out of problems. There are numerous 

economic and non-economic problems that obstruct economic growth and 

development as well. Among those numerous problems, poverty is the main 

bottleneck that curbs economic growth in Africa where it is often preva lent in 

urban as well as rural areas (Hogendron, 1992). 

Poverty is often related to inadequate Income but recent studies 

emphasize that it is a multidimensional aspect. Its dimensions can be identified 

as lack of assets (material possession) , resources (access to credit, extension, 

education, health , and water) , knowledge (information ranging from technology to 

political ideas), and rights (social, political, and economic spheres falling in the 

legal and traditional domain) . Thus, poverty alleviation effprts require 

multifaceted interventions because non-dimensional measures can not 

adequately confront its ills. An effective poverty alleviation strategy requires 

innovative measures, outreach programs, experimentation and expanding 

financial institutions to provide material possessions and opportunities to obta in 

income to meet basic needs. (Rajasekhar, 2004) . 

The belief that is still widely held is , one of the most important constraints 

on the well being of the urban poor in LDCs is lack of access to cheap 

institutional cred it and savings services. In these nations, where informal financial 

sectors have a long history, urban indebtedness from private money lenders is 

common. However, there are formal financial institutions such as commercia l 

banks and development banks wh ich provide cred it. Nevertheless, throughout 



their history these formal f inancial institutions are limited in their influence on the 

urban poor due to their reluctance to provide credit without collateral (Schreiner, 

2002). 

Ethiop ia IS desperately poor; it ranks 170 out of 177 countries in the 

United h!<ltions Human Deve lopment repo lt . Poverty in Ethiopia affects the 

maj ority of the population ; 31 % of the million people live below the poverty line. 

Til", economy and livelihood of the majority are predominantly based on 

agricu lture, which accounts for 85% of employment, 45% of national income and 

over 90°/, of export earning (IVIEDAC, 2000) . However, though it is understood 

that agricu ltu re is tile backbor,e of the economy, its production and growth has 

long been extremely unsatisfacto ry. The rate of growt:·1 of the sector's production 

has constantly b,~en lagging behind the rate 0f growth of the population. Hence, 

food security is a major chalieclgE:, where 15 mill ion people are at risk of food 

insecurity, and over 8 mill ion people are dassed as chronica lly food insecure. 

f'lura! Ethiopia is (;xceptimully poor 3r1d can be charE1cterized as having serious 

probiems even to feed themseilles from the :; uhs i~tence agricu lture. I\s a result 

OJ lot of \:18 rim,: young migrate to the near urban areas which aggravate the 

unemp loyment rate of the urban centers (UNICt::F, 2(04). 

Many practitioners, donor agencies, non-government organ izations of 

diiterent nations helVe come to one consensus for poor countries (in wh ich their 

po,;u iatiol l is dominated by the POOl) , their attention in economic growth and 

development should :)e towards addressing the (ru ral and urban) floor society. 

AccclrrJi'l~!iy , the Etlliopian government has made poverty alleviatioll in rural <1nd 

lIIbclil areas ant; elf its priniary C()flcorn s among varioL: s development plans. In 

Ethiopia, urban centE' fS whk:h are characterized by lack of adequate employment 

opporiullifies, inc1dequate ;ncom£;, ;,OciCl i and politica l instabi liiV, are the 

gO'iernmt;ni's priority intervc;nlion area,; in pOverty reduction. As a result. ill 

support of the ru ral del/e l or:~lent pn:.gr<';ms , difierf:lli d(ban based Lieveloprnent 

p>ograrns 2re tak;n ,j placethrollglio,;t the nation . ~"~10 rl g these is rnicro finance 

service in urban areas. 

" 



Development agencies assign importance to micro-finance in poverty 

alleviation. Micro-finance implies providing the poor with savings, credit and 

insurance facilities to set up or expand income generating activities relating to 

petty trade, agricu lture allied activities and thereby to increase household income 

security. Due to excessive interest rates of informal lenders and the reluctance of 

formal financial institutions to give credit and saving services to the poor, micro 

. finances are established based on social collateral rather than physical collateral 

to increase the general wellbeing of the poor in the urban areas (Schreiner, 

2002). 

However, despite the agreement about the goal of micro finance to 

improve the welfare of the poor has not led to agreement about how best to 

achieve that goal in practice. Hence, the paper has been prepared to discuss 

some aspects of micro-finance related to their contribution in poverty alleviation; 

and how the urban poor are respond ing to these institutions practicing recently. 

In addition , it is also appropriate and usefull to critica lly examine whether those 

micro-finance institutions meet the demand for finance by the urban poor, and 

whether the existing services have features that adequately help the poor to 

come out fruln poverty, ilnd meet the preference of the urban borrowers and 

savers. 

1.2. Statement of the problem 

Urbanization is an integral process of development. When it is backed up 

by good policy intervention , it represents a sh ift of workers to higher productivity 

of sectors and occupations such as services, commerce, and manufacturing 

(Beker, et.al , 1994). It can also allow peop le to enjoy better services, education , 

health , water etc. On the other side, it can create formidab le problems to its 

residents when it is not administered effectively. Problems of deprivation, lack of 

access to essentia l needs of human beings, inadequate income, and 

homeless ness etc are all common manifestations of urban poverty. These 

problems are intense and can oftell lead to social and political instability. Urban 

poverty is hoth a major cause and consequence of urban problems. A clear 

undersianding o j the magnitude, nature and intensity of urban poverty is needed 

o ., 



in order to address and alleviate the problems (Mills and Perenia cited in 

UNCHS, 2000) 

Ethiopia with the guiding frame work of the Agricultura l Development Led 

Industrialization policy; rural poverty has preoccupied the concern of government 

and donor agencies . This is so because the majority of the people (84.87%) 

reside in rural areas that are affected by various causes of poverty such as 

drought, war, failure of rain etc (CSA, 2004) . With increasing population growth 

and rural urban migration, urbanization , however has increased in Ethiopia ; and 

simultaneously urban poverty has been rise. It is estimated that about 60.5% in 

1994 out of the urban population were below the poverty line (Mi llion cited in 

UNICHS, 200). According to the World Bank report 1998, the situation in urban 

areas is marked by declining income and well being, increased insecurity, rising 

crime and prostitution. The rising trend of unemployment due to lay offs from 

public enterprises, demobilization of soldiers , increased school leavers, 

increased rural-urban migration , increased casualization of the labor market, 

inability to produce new jobs, inadequate development of private investment , 

and the increase in food prices, are factors for the decreased income in the 

citizens (world Bank, 1998). Other dimension of urban poverty included poor 

environmental conditions, lack of social work, violence and insecure tenure 

status, absence of mechanisms to involve the poor in the decision process, 

negative effect of government actions and policies (Haan, 1997). 

Addis Ababa , the capita l city, serves as a seat of government, having both 

national and international significance. In the study of urbanization though it has 

few years of history compared to other cities like Axum, Gondar, Lalibella , Harare 

etc, it is the most populated city in the nation. Addis Ababa has 10 sub cities, 

consisting of 305 Kebeles, and 23 farmers associations. Kebele is the smallest 

administration unit in the city. According to the 1994 census recorded the 

population of the city was 2,112,737 people where migration accounts almost 

46.4% and the projection for 2000 is estimated to be 2,495,000 (CSA, 1999). 

Addis Ababa shows a paradoxical situation in Ethiopia. On the one hand, 

with highest concentration of facilities per population than other centers in the 

4 



country enjoys a privileged position. On the other hand, the City is not capable of 

accommodating the increasing population that is being by the luring facilities and 

seemingly emp loyment opportunity. Thus, like other urban centers of the nation, 

poverty is rampant and wide spread in the city. The incidence of poverty 

indicates that in 1997, 49.5% of the population was below the poverty line which 

means they have not sufficient income to purchase the minimum food to survive. 

The total unemployment rate in 1994 was 34.7% that rises recently (CSA, 1999). 

Thus, urban poverty beleaguers the city and requires serious attention to curb 

the consequential disaster. 

It is for decades where various efforts have been made to curb poverty 

through different development strategies and policy interventions at national 

level. Among these strategies, the provision of micro-finance services is one to 

reach out the poor through setting up micro finance institutions in different 

regions. As part of this initiation, the National Bank of Ethiopia issued the 

proclamation No 40\1996 aiming to provide for licensing and supervision of micro 

finance business (Gebrehiwot and Mulat, 2005) . According to the study 

undertaken by the World Bank (1999) , micro finance institutions have some 

impact based objectives that frequently cited. These are to create emp loyment 

and income opportunity, to increase productivity and income, and to diversify 

source of income (laid, etal. 2002) 

Hence, the study has been interested to exp lore the impact of micro 

finance institutions on urban poverty alleviation, i.e , to examine that do micro 

finance institutions become successfu l in attaining the cited positive impact with 

respect to the urban poor? To wh3t extent do micro finance programs are 

effective and successfu l in reachingout the targeted urban poor? What problems 

(difficu lties) the program does have in the livelihood of the urban poor? In many 

developing nations the answer for such question is mixed, thus assessing the 

role of micro finance institutions with respect to poverty alleviation became very 

crucial to the successfulness of the program and to the beneficiaries as well. In 

this paper, impact assessment taking Addis Credit and Saving Institution share 
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company (AdCSI S.C.) and its practice in Add is Ababa City Administration taking 

Lideta Sub City as a case study has surveyed. 

1.3. Objective of the study 

i. General objective 

The general objective of the study is to investigate the ro le of micro 

finance program practiced by Addis Credit and Saving Institution in urban poverty 

alleviation in Lideta Sub City. 

ii. Specific Objectives 

Having the above mentioned general objective , the study has the foolowing 

specific objectives such as ... 

1 Investigate the out reach of Addis credit and saving Institution S.C. 

program, i. e., who are the beneficiaries? Does really Addis credit and 

saving institution program benefit the targeted urban poor in Lideta sub 

city? 

2 To What extent does Addis Credit and Saving Institution S.C. program 

such as saving mobilization, cred it operations, and group formation 

contribute to poverty alleviation in Lideta Sub City? 

'1 3 Examine the cred it utilization of the people to the targeted issue, i.e., to 

what extend the fund has been utilized for the intended purpose in Lideta 

Sub City. 

4 To what supporti ve train ing and promotion have been made by the 

institution before and after taking the loan to enable urban poor clients 

under take in income generating activities in Lideta Sub City? 

5 How do clients of Addis Credit and Saving Institution in Lideta Sub City 

S.C. respond to the interest rate charged and loan size of the institution? 

6 What opportun ities or challenges do clients of AdCSI S.C. in Lideta Sub 

City are facing in getting and utilization of cred it? 

Lastly, based on the find ings the researcher will try to recommend and 

suggest some possible implications and remedies 

6 



1.4. Methodology of the study 

1.4.1. Data sources and collection 

Both primary and secondary data have been used in the process of preparing the 

paper. The primary data has been co llected from AdCS I clients who are 

beneficiaries of the program using structured interview schedule. Information 

pertaining to these clients and their fami ly socio economic characteristics like 

resource level, number of family, and response to credit use, their experience in 

credit utilization , access to micro finance service , educational status etc has 

obtained directly through interview schedu le. 

AdCSI is practicing in all sub cities of Addis Ababa city administration. According 

to AdCSI 1998 E.C. budget year report, there were 58947 out standing clients 

taking loan for different activities like garment, food processing, metal and wood 

works , construction, and others like petty trad e. Up to the budget year (1998 

E.C.) 116405419 Birr loan has been disbursed. 

Table.1. out standing loan and clients as of June, 1998 E.G. 

Sub city male female total Loan disbursed 
birr 

Arada 2717 3836 6553 12465131 

Ad is ketema 2954 3477 6431 10477718 

Lideta 1854 3175 5029 7308299 

Kirkos 2002 4015 6017 8054417 

Yeka 4055 5823 9878 25783004 

Bole 1944 3220 5164 9345834 

Akaki 1559 2044 3603 8220500.41 

Nefas silk --1 1820 2479 4299 9324517 
, 

Kolfe 2063 2336 4399 8629786 
I-=---c---------

Gulele 3759 3563 7322 12880027.4 

Micro bank 221 31 252 3916187 

124948 Total 33999 58947 116405419 
I 
L_ 

Source, AdCSI1998E.C. budget year report 



Appropriate orientation has been given to enumerators to develop their 

understanding regarding the objective of the study, the content of the interview, 

how to approach respondents and conduct their interview in col lecting the primary 

data. More over, personal observations and discussions have collected from 

AdCSI official documents, Association of Ethiopian Microfinance Institutions 

(AEMFI) , and other publications to gather additional information. 

1.4.2. Sample area and design 

Lideta is one among ten sub cities of Addis Ababa city administration 

located in the main city centers. Geographically it is between 9° 0'22"- 9°0'6" 

North latitude and 38°40'48" East longitude. Its neighbors are ; in the south kirkos 

sub city, in the west kolfe keranio sub city, in the north Addis ketema sub city, and 

in the east Arada sub city. The total population of the sub city is 296,073 and 

35986 house holds which ranks ih in population size, and the total population is 

estimated to be 400,000 with 3.8% annual growth rate after 10 years. The total 

area of the sub city is 1240.4 hectare and the density is 238.96 per hectare. The 

sub city is established according the proclamation NO. 1/1995 of Add is Ababa city 

administration , and It has 9 kebele administrations, 45 government and private 

owned schools , 63 government offices, 83 private institutions, 22 religious 

institutions, 4 government owned and 1 private owned hospital , 3 health stations, 

34 private owned and 21 company owned clinics, 3 NGOs. AdCSI has 8 sub 

brunches in 9 kebeles (source; Culture and Information office of Lideta sub city 

1995 E.C. reference year). 



Table.2. Active clients of AdCSI in Lideta sub city(1999 E.C.) 
S.No. Kebele No. of clients Loan disbursed in birr 

1 01/08 130 530500 

2 02/03 110 552200 

3 04/06 105 334200 

4 05/08 143 385500 

5 07/14 375 160000 

6 09/10 118 360200 

7 11/12' 175 858500 

8 15/16/17 96 405200 

9 TOTAL 1252 5323600 

Source, AdCS/'s Lldeta sub cdy brunch 1999 E.C. 

There are 1252 clients in Lideta sub city that actively participating in the 

program of AdCS I in 1999 E.C. The primary data has collected from each kebele 

by conducting a house hold survey, and simple rand om sampling procedure has 

employed by taking 10% as a sample fraction . 

T bl 3 a e. f I" t f . sample 0 c len s ttl I f rom 0 a popu a Ion 0 f Ld t I e a su b ·t city 
S.No. kebele Total no. of clients Sample fraction (10%) 

1 01 /18 130 13 

2 02/03 110 11 

3 04/06 105 11 

4 05/08 143 14 

~. 07/14 375 37 

6 09/10 118 12 

7 11/12' 175 17 

8 15/16/17 96 10 

9 Tota ! 1252 125 
, - ---,---_. 

11/12 - two kebeles merged as one sub brunch 

9 
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A total sample of 125 clients from total clients of 1252 has incl uded in the 

survey. Lideta sub city is selected as a sample area intentionally because it is 

one of the sub cities which have large number of poor residents in the city. 

Especially kebele 09/10 is one of the poorest and densely populated areas of the 

city. In gathering data large number of the samp led female clients has 

interviewed . The justification behind using more females as a sample is that they 

can be good indicators for poverty related studies. 

1.4.3. Data analysis 

The data collected from different areas and actors have rearranged with 

respect to the service in question. and the qualitative and quantitative data has 

tabulated in the way that enable the view of the actors in the micro finance 

program. That is . describe the micro finance program, identify clients and channel 

of the program, describe its function and identify the constraint encountered by 

clients , and the role of micro finance on their livelihood . To simplify the analysis of 

data the coded data of the research questions has entered in to computer and 

analyzed using the statistical package for socia l studies (SPSS). Finally, simple 

statistical ana lysis such as frequency distribution , percentage, and cross 

tabulation has been used to find out the result. 

1.5. Scope of the study 

Micro finance program is one of the recent wid ely practiced activities 

made by government, NGOs , individuals to alleviate poverty and improve living 

standard of the poor. It covers a wide range of issues like economics, politics, 

socia l, psychological; culture etc, but the focal area of the concern for this paper 

has been more on the economic aspects. The other variables have also treated 

to some extent because that can have a tremendous impact on poverty rationale. 

Micro finance program is practicing almost in all regions of the nation, both 

government and private owned institutions, however, the study did not cover all 

areas that the program is exercised rather it has lim ited to the study of 

government owned institutions practiced in Addis Ababa areas by taking AdCSI 

as a sample fur investigation to support the paper with practical evidence. 

III 
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As we can understand from the historical perspective of micro finance in 

Ethiopia, it was evolved in 1980s as a development approach (Gebrehiwot, 

2002). But the paper didn't cover all micro finance institutions that were/are 

practicing from 1980s rather it gave a due emphasis and examine on micro 

finance institutions that are practicing yet in Addis Ababa by taking AdCSI's 

practice in Lideta sub city for case study. AdCSI is exercising its program starting 

from its establishment (on January, 2000) and it is difficult to cover all practices 

of AdCSI and its impact from its establishment. To support the study with 

practical investigation , the research will use respondents of AdCSI clients, and 

AdCSI officials in order to accommodate the needed information from different 

angles with different understandings. 

1.6. Limitation of the study 

The writer of thi s paper has encountered number of problems during 

conducting the study. First, due to financial constraint the study has made on a 

very limited area with small sample size, i.e., out of the tota l borrowers of AdCSI 

only 125 clients from Lideta sub city has taken as a sample. Hence, the 

information obtained and conclusions arrived are only an indication based on the 

sampled borrowers to wards further detailed investigation and policy review. The 

second methodologica l problem that can be put as limitation is the implicit 

counter factual quality of investigation due to poor understanding of urban clients 

to wards educational studies. 

1.7. Organization of the paper 

The paper has been classified in to .fWe-mBin chapters; each chapter has 
--, 

its sub sections. The first chapter introduces the paper that includes back ground 

of the study, statement of the problem, general and specific objective of the 

study, methodology of the study, scope of the study, limitation, and organization 

of the paper. The second chapter deals about theoretical frame work .i.e., 

definition of micro finance, products and services, managing micro finance, micro 

finance and gender empowerment, types of financial institutions, and experience 

of some African countries in micro finance. The third chapter comprises the 
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historical development and growth of the financia l sector in Ethiopia, financial 

service providers in Ethiopia, micro finance development in Ethiopia , and review 

of related literature about micro finance in Ethiopia . The fourth chapter, the main 

body of the paper includes discussion and questionnaire analysis . At last the fifth 

chapter includes conclusion and recommendation . 

• 
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Chapter two 

Theoretical frame work 

2.1. What is Micro Finance? 

"Micro finance refers to small scale financial services - primarily cred it and 

saving-provided to people who farm or fish or herd; who operate small 

enterprises or micro enterprises where goods are produced, recycled , repaired , 

or sold; who provide services; who work for wages or commissions; who gain 

income from renting out small amount of land, vehicles, draft animals, or 

machinery and tool; and to other individuals and groups at the local levels of 

developing countries, both rural and urban" (Robinson, 200'1) 

Ledgerwood, (2002) has also defined micro finance as a term that refers 

to the provision of financial services to low income clients, including the self 

employed. Some Micro Finance Institutions (MF ls) also provide insurance and 

payment services. Moreover, MFI's also provide social intermediation and social 

services. Thus, according to Ledgerwood, micro finance often includes both 

financial and social intermediation. It is not simply banking but a development as 

well (Ledgerwood , 2002). "Micro finance is the supply of loans and saving 

services to the poor" (Schreiner, 2002) . Rajasekhar (2004) defines micro finance 

as providing the poor with savings , credit and insurance facilities to set up or 

expand income generating activities relating to agricu lture, allied activities and 

non farm sectors with household income security as its goal. Theoretically it is 

believed that micro finance enables the poor to improve their confidence and 

household security. Access to consumption credit enables the poor to undertake 

income generating activities through which poverty can be reduced . Agh ion and 

Murdoch (2004) define microfinance as broader term, i.e., it is beyond micro 

credit Microfinance embraces efforts to collect savings from low income 

households, to provide insurance (m icro insurance), and in some places to help 

in distributing and marketing clients' products. 
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In general , many writers associate micro finance with the provision of 

small loans to the poor. Both the product (loan) and the market (the poor) fall 

within the purview of micro finance, but they are more its origins than its present 

and future. It is understood that the micro-finance industry developed from a 

history of micro credit programs, but it has grown to cover a broader range of 

products and services, including credit and savings, insurance, money transfer, 

social services and intermediation. Many also speak in more general terms of 

micro-finance as the provision of financial services to those excluded from the 

formal financial system: reaching those excluded from formal financial services 

not just due to lack of wealth, but also social, cultural and gender barriers. 

Effective microfinance is positioned to overcome a variety of access barriers to a 

wide rang e of financial services for the variety of customers who are excluded 

from the financia l system. 

2.1.1. Historical review of micro finance 

The roots of micro-finance can be found in many places , but the best 

known historical foundation of microfinance is the story of Muhammad Yunus and 

the founding of Bangladesh's Grammeen Bank. Aghion and Murdoch (2004) The 

1970s were a period for Bangladesh to start the long road to build a new nation. 

During 1973/74 period , over 80% of the population lived in poverty that resulted 

from the challenges of fierce war for independence in 1971 from Pakistan, and 

wide spread flood brought on a famine that killed ten of thousands (Bangladesh 

of statistics cited in Aghion and Murdoch; 2004). Mohammed Yunus, an 

economist trained at Vanderbilt University , started a series of experiments 

lending to poor households in a nearby village called Jorba in 1976. He found 

that borrowers were not only profiting greatly by access to the loans but they 

were also repaying reliably. In 1976 Yunus convinced the Central Bank of 

Bangladesh to help him to set up a special branch that catered to the poor 

res idents of Jobra . That soon spawned another trial project, this time in Tangail 

in North-Centra l Bangladesh. Assured that the successes were not flukes or 

region specific, Grammeen went nation wide. Group lending was the innovation 

of Grammeen that allowed it to grow explosively, since it is mechanism that 
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essentially allows the poor borrowers to act as guarantors for each other. With 

group lending in place, the bank had quickly grown village by village as funding 

permitted. By 1991 the Grammeen Bank had over one million members in 

Bangladesh, and the bank grew by 40% per year. Today, replications of the 

above system exist in 30 countries , from east Timor to Bosnia (Aghion and 

Murdoch, 2004). 

The Grammeen group lending system was exercised by giving a loan to 

groups consisting of five borrowers each; and the five member group is part of a 

"center" composed of light group. Repayments are made in public, before the 

forty members of the center in weekly installments. Group lending thus takes 

advantage of local information, peer support, and if needed , peer pressure . The 

joint liability condition is the most celebrated feature of the grammar contract, and 

the reason behind microfinance being closely associated with the idea of group 

lending . Grammeen creates "dynamic incentives" and generates information by 

starting with very small loans and gradually increasing loan size as customers 

demonstrate reliability. Women make up the bulk of Grammeen borrowers and 

they are often more reliable customers than their husbands (Khandker, 1998). 

While the words micro-credit and micro-finance are often used inter 

changeably, they have a big difference in opinion. One of the great departures in 

microfinance is the shift from offering small loans to collecting savings from low 

income households, providing insurance, and helping in distributing and 

marketing clients. Micro-credit was coined initially to refer to institutions like 

Grammeen Bank that were focusing on getting loans to the unbanked. The focus 

was explicitly on poverty reduction and social change, and the key players were 

NGOs. The push to microfinance came with the recognition that households can 

benefit from access to financial services more broadly defined (at first the focus 

was mainly on saving) and not just credit for micro enterprises. With the change 

in language has come a change in orientation towards "less poor" households 

and towards the establishment of commercially oriented, fully regulated entities 

(Ibid) . 
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2.1 .2. Size and growth of micro finance institution 

Sustainable banking with the poor project compi led a world wide 

inventory of MFls in 1995/96. According to the survey result , by September 1995 

about US$ 7 bill ion in outstand ing loans had been provided for more than 13 

million individuals and groups. In addition, more than US$ 19 billion had been 

mobi lized in 45 million active deposit accounts. Credit unions represented 11 % of 

the total number of loans in the sample and 13% of the outstand ing loan balance. 

NGOs made up more than half, but they accounted for on ly 9% of the total 

number of outstanding loans and 4% of the outstanding loan balance. NGOs 

re lied heavily on donor funding or concessiona l, offering the smallest loan sizes 

and relatively more social services than banks and credit unions. Credit Unions 

and banks are leaders in serving large number of clients with small deposit 

accounts. Overall the findings suggest that favorable micro economic cond itions, 

managed growth, deposit mobilization , and cost control are among the key 

factors that contribute to the success and sustainability of many micro finance 

institutions (Ledgerwood; 2002). 

Starting from the early stage of microfinance (1970s) , the industry has 

grown for several reasons. The promise of realizing the poor, financia l 

sustainabi lity, the potential to build on trad itional systems, contribution to 

strengthening and expanding products as a result of experimentation and 

innovation are the main factors for the consistent growth in the industry. 

Microfinance activities can support income generation for enterprises operated 

by low income households. It can also help to build financially self sufficient, 

subsidy free, and often locally managed institutions. The provision of service 

similar to traditional system with greater flexibility make micro finance services 

very attractive. Microfinance is not a weapon to weaken formal financial 

institutions; rather, it can strengthen existing formal financial institutions such as 

savings and loan cooperatives, credit union networks, commercial banks, and 

even state-run financial institutions .by expanding their markets for both savings 

and credit, and potentially their profitability. The innovations that have solved the 

problem of lack of collateral by using group based approaches, high frequency of 
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repayment co llection for problem of repayment discipline, the use of social and 

peer pressure so lving problems of transactions costs by moving some of these 

costs down to the group level and by increasing outreach, designing staff 

incentives to achieve greater outreach and high loan repayment, and providing 

saving services that meet the needs of small savers have been very effective. 

These factors have caused microfinance to expand , and it is becoming clear that 

effective , efficient, and susta inable institutions are needed to provide financial 

services well suited to the demands of low income clients. 

2.1.3. Risks of microfinance 

Though it is understood that effective and effi cient microfinance activities 

based on best practices playa decisive role in providing the poor with access to 

financial services through sustainable institutions, there have been more fai lu res 

than successes. 

Productive credit is a type of loan provision for low income men and 

women who engage in business opportunities. However, some MFI 's target a 

segment of the population that has no access to . business because of lack of 

markets, inputs, and demand which make the productive credit of no use. Hence, 

to be more effective in productive credit for the targeted low-income clients, 

productive credit plus other provision of inputs (such as training, marketing , 

distribution etc) become very crucia l. Many MFI never reach the minimal scale or 

the efficiency to cover costs; and others face non supportive policy frameworks 

and daunting physical , social, and economic challenges. The failure to manage 

their funds adeq uately to meet fu tu re cash needs confront microfinance 

institutions with liquidity Issues. The poor financial management systems and 

lack of skilled manpower to run successful operations create risks for 

microfinance growth and development (Aghion and Morduch, 2004) 

Ultimately, most of the dilemmas and problems encountered In 

microfinance have to do with how clear the organization is about its principal 

goals. Does the MFI provide microfinance to lighten the heavy burdens of 

poverty, encourage economic growth , or help poor women develop confidence 

and become empowered with in their famil ies? In development, an organization 
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can choose one or many goals, provided its const ituents, governance structure, 

and funding are all in line with those goals, including the ri sks and challenges 

examined above (Ibid). 

2.1.4. Objectives of MFls 

In many nations, the low income population is not a beneficiary of the 

formal financial institutions (Banks). The banks consider the above non bankab le. 

This gap was first recognized by Mohammed Yunus who cotted as the innovator 

of microfinance institutions that expanded throughout the world . For the last three 

decades microfinance institutions have been trying to fill this gap through 

different methodologies and interventions. Schreiner (2002), has put the goal of 

microfinance in a general manner, i.e ., to improve the welfare of the poor. More 

clearly, Ledgerwood (1999) has explained the goal of MFI as developing 

organ izations to serve the financial needs of those unbanked poor men and 

women. The development objectives of MFls, accordingly, include one or more of 

the following . 

To reduce poverty through enabling the poor to get financial service 

and practice in micro enterprise business. 

To empower women or other disadvantaged population groups due to 

culture religion or other political and social factors. 

To create employment opportunities through helping those able but 

poor to engage in small and micro enterprise businesses. 

To help existing businesses grow or diversify their activities through 

provision of financial services and other additional supports . 

To encourage the development of new businesses through the 

availability of financial and entrepreneurial training given by MFls. 

More over, MFI in different countries have varied settings , but simi lar 

development objectives. In a study undertaken by World Bank (Webster, 

Riopelle , and Chidzero , cited in Ledgenwood ; 2002) , there are three objectives 

most frequently cited. 

To create employment and income opportunities through the creation 

and expansion of micro enterprises. 
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To increase the productivity and incomes of vulnerable groups, 

especially women and the poor. 

To reduce rural famil ies' dependence on drought prone crops through 

diversification of their income generating activities . 

In addition to the above numerous impact based objectives , MFls also 

have long-term goals. First, the outreach of the service; i.e. serving those who 

have been consistently underserved by financial institutions such as women, the 

poor, and indigenous and rura l popu lations. The second is sustainabil ity. This 

implies that micro-finance should have a goal to generate revenue to cover the 

costs of providing financial services. MFls need to determine where there is 

unmet demand for their service and which target group matches with their 

objective . MFI 's that target the poor have different objectives than MFI's that 

target the economically active poor. Further more, MFls may also focus on a 

particular economic sector, including agricu lture, trade, industry, or service; or 

level of business as a means of achieving their objectives. Some MFls can also 

target the rural or the urban poor to achieve their objectives. 

2.2. Products and services 

Micro finance institutions can offer their clients a variety of products and 

services; first and foremost are financial services such as credit, saving, and 

insurance. Micro f inance cannot operate like most formal financial institutions 

because the nature of their target clients are poor men and women without 

tang ible assets that can be taken as collateral. Factors such as too small amount 

of loan requ irement for business , lack of information about clients , too far to visit 

clients etc make formal financial institutions less attracted to invest on tiny 

informal businesses. This implies that low income men and women face 

formidable barriers in access to formal financial institution. The evolvement of 

MFI is to fill the gap created by poverty, illiteracy, gender and remoteness 

(Bennett cited in Ledger wood, 2002). 

In addition to the financial products and services, some MFI provide 

enterprise development services , i.e. , skill train ing and basic business training 

(like book keeping, marketing and production) or social services such as health 
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care, education, literacy training that enable the low income people to open micro 

enterprises either directly or indirectly. However, it does not mean that all MFI's 

provide all the services. Deciding which service to offer depends on the MFI's 

objective, the demand of the target market, existence of other service providers, 

and an accurate ca lculation of the costs and feasibility of delivering additional 

services (Ledger wood, 2002). 

Within the framework of micro-finance institutions there are four broad 

categories of services that can be provided to clients. These are financial 

intermediation, social intermediation, enterprise development services, and social 

services, but it is not a blueprint that all MFls should offer all four categories of 

services to their clients. That is , one can offer one service, or mu ltiple services 

depending on its objectives and its capacity to manage every activity. 

2,2,1, Financial Intermediation 

The primary role of MFls is to provide financial intermediation that involves 

the transfer of financia l accounts to those who have shortage and are unable to 

get access to services. Virtually all MFls provide credit services and additional 

services such as savings, insurance, and payment services. The choice and 

method of providing such services depends on the objective of the MFI, the 

demand of targeted market, and the institutional framework. In general, the range 

of financial products commonly provided includes; credit, savings, insurance, and 

payment services. 

Credit: - "credit is defined as a condition wh ich eqables a person to extend his 

control as distinct from his ownership of resources" (Padmanabhan, 1996). 

Alternatively, credit can be understood as the amount of money borrowed by 

individuals in order to perform different tasks from individuals , formal financial 

institutions, and/or semi formal finical institutions. It is the transfer of possession 

or resources from the lender to the borrower on collateral basis or other 

agreements. Credit is borrowed funds with specified terms of repayment. Loans 

are generally made for productive purposes, i.e., to generate revenue within a 

business. Some MFls also make loans for consumption, housing or special 
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occasions. However, many MFls insist that only productive loans be made 

(Water field and Duva l, 1996). 

According to Ledgerwood, cred it delivery method can generally be 

classified in two broad categories, i.e. , individual versus group lending. Individual 

lending is a system of offering loans that are delivered to individuals based on 

their abil ity to provide the MFI with assurance of repayment and some level of 

secu ri ty. MFls can develop forma l and/or informal lending models to individua ls. 

Formal lending model based decisions are dependant on business and clien t 

characteristics, includ ing cash flow, debt capacity, historica l financial results, 

co llateral and characters. Though the forilla l sector lenders have used personal 

guarantors to motivat.e clien ts to repay loans, MFls have often not used such 

Illodels because many micro business owners do not have adequate assets. 

Inforilla l lending models approve loans based on a personal knowledge of the 

borrowers rathe r tna n a sophisticated feasibility analys is; and they use informal 

col lateral sources. Individual lending requ ires frequen t and close con tact with 

individua l clierlts . It is most often successful lending on urban areas where client 

access is poss ible In both rural and urban areas, individual lending is often 

focused on fin Cl ilci r1 8 productiorl orienleu business whose operators are generally 

better off than those in extreme poverty. 

Group ba sed lending makes loans to groups, i.e ., either to individuals who 

are members of group and guarantee each other's loans or to groups that then 

sub loan to their members . Th e form ation of the group is a co llection of people 

who have a CO lllmon wish to access financial serv ices. Group lending 

approaches have the model of rotating sav ings and credit associations to provide 

additional fl exib ility in loan size and terms; and general ly to allow borrowers to 

access funds when needed rather thall having to wa it for their turn. Several 

advantages of group based lending are cited frequen tly in micro-finance 

literature. Arllo ll~ ti lt: i.lcJVi.lrlta~es ol e uses of pee r pressu re as a substitute for 

co llateral , targeting the poor, reducing certain institution transaction cos ts etc. 

Accord ing to BrLl tton (199G), gr ouf! based lend ing also has several 

disadvantages. If several meillbers of group encounter repaYlllent difficulties the 
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entire group often collapses, leading to a domino effect. Group training cost 

makes the insti tutional transaction cost high; and cl ients transaction cost is high 

since more responsibility is shifted from MFI to clients. 

Saving: savings mobi liza tion hos long been a controversia l issue in the micro 

finance industry. However, MFls around the world have been successful after 

finding out tha t a vast number of informal savings schemes are avai lable. These 

developments attest to the fact that low income clients can and do save. In MFI 

there are compulsory and voluntClry savings 

Compulsory savings - Compulso ry sL!vir lgs rep rese nt fu nds that must be 

contributed by borrowers as a condit ioll of receiving a loan; sometimes as a 

percentage of the loan, sometimes until their loan is repaid. In some cases 

compulsory savings can not be withdrawn until the borrowe r actually withdraws 

his/her membership from the :v1FI. This sometimes results in the borrowing by 

clients of loan amounts that are in fact less than their accumulated savings . 

However, many MFls are now beg inning to rea lize the unfairness of this practice 

and are allowirlg their cl ients and member s to withdraw their compulsory savings 

if they do not have a loan outstanding or if a ce rtain amount of savings is sti ll held 

in the MFI. 

VoluntalY savings - voluntary savings are not an obligatory part of accessing 

credit services. Th is type of saving services is provided to both burrowers and 

non borrowers who can deposit or wi th dmw accord ing to their needs. Interest 

rates paid range frolll relat ive ly low to slightly higher than those offered by formal 

financial in stitut ions. The provision of savillgs services offers advantages such as 

consumption smooth ing for the cl ients and a stabil ity of funds for the MFI. 

The requirement of compulsory savings and the mobil ization of vo luntary 

savings reflec t two very different philosophies (C GAP 1997 cited in Lidgerwood, 

2002 ). The fo rmer assures that tlie poo r Illust be taugh t to save and that they 

need to lea rn financial discipl ine. The latter assumes that the work ing poor 

already save and what is req uired is institutions and services appropriate to their 

needs. MF clients may not fee l comfo r·table putting voluntmy savings in 

compulsory savings :iccounts 01 even il l other accoun ts with the same MFI 
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because they can not withdraw the compulsory savings until their loan is repaid. 

They fear that they may also not have easy access to their vo luntary savings. 

Consequently , MFI should always clearly separate compulsory and voluntary 

saving services. 

Insurance - MFls are beginning to experiment with other financial products and 

services such as insurance , cred it ca rds , and payment services. Many group 

lending programs offer insu rance or guarantee scheme. A. typical example is 

Grameen Bank. Each member is required to contribute 1 % of the earned amount 

to an insurance fund . lil case of the death of a client this fund is used to repay 

the loan and provide the deceased client's family with the means to cover burial 

costs. Insurance is a prod uct that wi ll likely be offered more extensively in the 

futu re by MFls, because there is growing demand among their clients for health 

or loan insurance in case of death or loss of assets. 

Payment services - MFls may offer payment services either with their saving 

services or separately for a fee. If payment services are bundled with savings 

services, the MFI can pay an artifi cially low interest rate on customer deposit 

accounts to cover the cost of those sRrvi ces. Otherwise, a fee is charged to cover 

these costs. Fees can be based on a percentage of the amount of the check or 

they can be a flat minim um fee with additional charges for fist time clients . 

Moreover, because the MFI advances funds on checks that must subsequently 

be cleared though the banking system, it incurs interest expenses on the funds 

advanced and runs the ri sk lilat some cashed checks wil l be uncol lectible due to 

insufficiency wi th at least one bank to clear the checks being cashed. In addition 

to check cashing and check wri ti ng privileges, payment services include the 

transfer and remittance of fund s from one area to another. And few MFI, are 

currently offering transfe r services for th eir costs. 

2.2.2. Social Intermediation 

Social intermed iation is the process of building the human and socia l 

capital required by sustainable financia l intermediation for the poor. Successful 

financial intermediation is often accompanied by socia l intermediation. Social 

intermed iation prepares marginal ized groups or individuals to enter into solid 



business rel ationships with MFls. Fil iancial intermediation depends on social 

capital, because it depends on trust between the borrower and the lender. Where 

neither the tradlti olla l systelll 11 m murJelll in stitutions provide a basis for trust, 

financia l intermediatioll systems are difficult to establish. Socia l intermediation 

can thu s be understood as the process of building the human and social capital 

required for sustainable financial intermed iation with the poor. 

MFls that provide social intermediation services most often do so thro ugh 

groups, but some also work with individuals. Group socia l intermediation is 

defined as the effort to build the insti tu tional capaci ty of groups and invest in the 

human resources of their members, so they can begin to function more on their 

own with less help frolll outs ide. This aspect of social intermediation responds to 

the growing awareness that some of the poor (especially those in remote, 

sparsely populated areas or wh ere leve ls of social cap ital are low) are not ready 

for sustainable financial interilled iation without first receiving some capacity 

building assistance. 

Social intermed iation can help in capaci ty building. Some MFls simply 

focus on developing group coiles ivellesc; , dnd others seek to develop a parallel 

financia l sys tem where by the group actually takes over the financial 

intermediation. Th is often happens With the group firs t managing its own internal 

saving funds and then later taking on the lending to ri sk and bank duties 

associated with lending external funds. Training group members in participatory 

management, acco unting, and basic financial record keeping system is social 

intermediations in this aspect. Groups' cohesiveness and se lf management by 

reducing default through peer pressure enables to lower the costs of financial 

intermediation (Ben aett , Hunte, and Goldbeng, cited in Ledgelwood, 2002). 

However, not all socia l intermed iation results in the formation of groups or 

are always provided by the sa rlle institution that provides the financial 

intermediation . In West Afr ica, NGOs or other local organizations visit remote 

villages where acce ss to fi nancia l services is limited to develop awareness 

among individ ual o[:ell accounts and mallaging their funds, and genera lly 

increase their intermediation services for individuals ca n be provided by the MFI 



itself or by other organization attempting to link low-income cl ients with the formal 

financial sector (L idgerwood, 2002) 

2.2.3. Social Services 

Socia l services th at focus on improving the wel lbeing of micro 

entrepreneurs include health , nutrition, education, and literacy services. While 

social se rvices are often provided by the state, a loca l NGO, or a community 

organiza tion, some MFls have chosen to provide social services in add ition to 

financial intermed iation. In th is way , they are able to take advantage of contact 

with clients during loan disbursement and repayment. The delivery and 

management of social service should be kept as distinct as possible from 

financia l intermediation services; i. e. , they must clea rly identi fied as separate 

from cred it and saving services. Th e cost of delivering socia l se rvices requires 

ongoing subsidies because revenue generated from fina ncial intermedia tion 

cannot cover all the costs. MFls that choose to provide social services must be 

clea r about the costs incurred and must ensure that the donor supporting the MFI 

understand the implications of providing these services. 

2.3. Managing of micro finance 

Good contract and pricillg po li cy in microfinance is a necessa ry 

condition for success though it is not a su fficient one. Group lending especial ly is 

a contract design cited by CCO llOlilists to explain the success fo r micro finance. 

However, a grea t deal of what distin" uishes fail ed micro fina nce from successfu l 

micro fina nce ultimately has to do with management; particularly wi th how staff 

members are motivated and equipped to do their jobs. " The effective financial 

management for MFI requires all understanding of how various operational 

issues affect financial performance. To provide financial services to clients, 

survival and sustainab ility of MFls is a necessary fac tor Thu s, MFls shou ld 

manage their operations , productivi ty, and cost to become successful in the 

market. Productivity and effi ciency that both maximize revenue and minimize 

cost relative to the business produced and managed are important to manage 

micro finance effectively. 



2.3.1. Productivity: - productivity management includes ensuring staff is 

accountable for its activities , given the right incentives for productive and efficient 

performance, and provided with timely and useful management information. 

Productivity is affected by the choice of lead ing model and delivery mechan isms 

as well as by the target client group. These variables affect both the volume of 

loans out standing and the number of clients per credit officer. Since the main 

responsibil ity fo r effective out reach and loan repayment I ests with the cred it 

officer, it is necessary to ensure that the credi t officers are both motiva ted and 

held appropriately accountable for manag ing and cultivating their Po rtfo lios, The 

volume of loans outstanding is very much a function of the target group chosen 

and the lending methodology. Prod uctivity can be improved by larger portfolios 

achieved through la rger loan sizes or by larger number of clients per cred it officer 

(Ledgerwood,2002). 

Larger loan size that results in a greater amount of delinquent loans or 

an exclusion of the greater client group may increase productivity but wou ld not 

improve overall financia l viability or achieve the stated mission of the MFI, thus 

larger loan sizes must be balanced aga inst the demands of the target group and 

its ability to absorb and manage a greater amount of debt. Though MFI 's 

efficiency and productivity can be improved by increasing the number of clients 

per creclit officer; each MFI has an optimal number of clients per credit officer 

based on credit methodology and average loan terms. Credit officers of MFls that 

utilize group lend ing models with relative ly long term s can usually carry larger 

number of clients than credit officers of MF ls who make individual loans with 

shorter loan terms. Th is is because credit offi cers need to spend less time with 

clients if the loan terms are longer and group lenciing can transfer some the 

admin istrative tasks to tile group , thereby reducing overall cost. The cred it 

officer's abil ity to provide an adequate leve l of services to clients and to maintain 

the quality of th e loan portfolio are factors that should be ba lanced with the 

increasing number of clients per crecii t officer ( Rhyne and Rotblatt , 1994). 

Whi le most people work ing in micro finance are motivated by the 

benefits of working with low-income clients and th e ability to "make a difference". 



the bottom line for many employees is also recogn ition and monetary 

compensation. A well designed incentive scheme rewards staff behavior that 

benefits MFI , and pun ishes behavior that resu lts in increased risk or losses for 

the MFI. The mult i task nature of micro finance, in wh ich institutions seek both 

profit and social impact, can result tensions in designing optimal incentive 

schemes. An important cOrlstlaint arises when all inputs and outputs (out comes) 
, 

are not observed. Re\Varding observable actions like the number of customers 

served or on time collecliop rales can skew sta tf away from other important 

goals, like empowerment or reaching the part.icularly needy. Generated through 

promises of pmmotions, training, and interesting assignments in return for steady 

performance, all can be termed as low-powered incentives can dominate high 

powered incentives that closely link sa laries to observable performance 

ind icators (Aghion and Mard uch , 2004). 

On t.he other hand, using high powered incentives can resu lt in 

tension, i.e., it can undermine institutional cultu re by creating the sense that loan 

officers are out for themselves 3S ind ividua ls rather than working for the greater 

good. Overly high powered incentives may also inadvertently increase short 

sighted behavior by staff members , encourage fraud, and diminishing accurate 

reward keeping. The theory ot contracts and incentives suggests alternative 

solutions like yardstick competition and the institution of intern al controls . 

Therefore , it is imperative that management should understand what type of 

behavior to lead to which results, so that it can design the incentive scheme in 

such away tha t the IVIFI 's productivity Clnd pro fitabi lity wi ll increase. Incentive 

schemes can include monetary rewards, promotions , add itional holidays, 

recogni tion in the form of ceremonie~ or celtifi cates, additional training, increased 

bonus, etc. illcentive schemes for len:ling should feature quality as well as 

volume measurements, and il is also important to bear in mind the effect that 

different incent ive schemes will have on clients and their needs ( Ibid). 

Usefu l and ti mely management information is one of the most important 

elements of effective delinquency management. Management in !ormation system 

is a key factor in increasing productivity and effectiveness ot tvlFls service 



delivery. Credit officers need illforillation about their client on a daily basis to 

ensure that loan repaYlllent is taking place. The lending Illethodology (g roup and 

individual lending method) without co llate ral needs more information about 

clients than other fi nancial institut ion s. For credit officers to achieve th eir goals 

and benefit from an incentive structu re that rewards the quality of their loan 

portfolios, they IllUSt be aware as soon as possible of any delinquent loans. 

Effective management of delinquency requ ires imillediate fol low up. If possible, 

cred it officers shou ld receive daily or weekly reports of their clients' activity 

(Johnson and Rog aly, 1997). 

2.3.2. Efficiency management: - effi ciency management focuses on 

managing arid reducing costs where possible; and it also refers to managing 

costs per unit of output. MFls incur four types of costs: financing co_sts, provision 

for loan loses operational or admin istrat ive costs, and adjusted costs of capital. 

Financing costs and adjusted capital costs are to a great extent a function of the 

marketplace in which the MFI operate .. Efficiency indicators measure MFI 's 

operational costs relative to its assets, and this discussion focuses on managing 

these operational costs. As MFllllallers and reaches a ce rtain optimum economy 

of scale it improves its operating efficiency; Since it is difficu lt to compare 

efficiency indicators of new MFI with the old MFI, their operating costs will be 

higher for the internal management of operati ng efficiency, MFls . can focus on 

'aspects of total sa lary costs, decentralized decision making, standardiza tion of 

systems and polices, and Illanagement of information systems ( Robinson, 

2002) . 

Christen and other, cited in Rob inson (2002) , identified that salary 

costs ranged from 48% to 75% as a percell tage of administrative expenses in 11 

MFl s. The quality of staff hi red and the general level of sa laries in the country in 

which th e MFI operates can be factors that affect salary costs. The decision 

about whether to hire highly adequate staff is re lated to the objectives of the MFI 

and the specific tasks required of the cred it officers. Sa laries ca n be based to a 

great extent on Illonetary incentive schemes, there by ensu ring that ave rage 

sa laries are related to th e revenue generated on the loan portfolio . Most 



successfu l MFls have a fairly decentralized operational structu re. Decentralized 
loan approval process reduces operating costs, decreases wa iting time for 
clients, and enhances the accountability of the credit officer. Decentra lizing the 
decision making authority to manage productivity and efficiency to branches, and 
treating them as profit centers than simply administrator units , results in over all 
improved efficiency for the MFI (Ibid). 

Highly Standard ized systems and polices in MFls contribute to over-a ll 
efficiency. Th e functions of each staff member must be clearly defined and daily 
and weekly schedules of activi ties should made routine in al l branches. A high 
level of standardization is essential for MFls to monitor performance, expand out 
reach, and achieve operational efficiellcy. Regular procedu res also enable clients 
to arrange their schedu les ar ound polices of the MFI. Standard producers also 
can benefit MFI that is growing ra pidly or help when staff is transferred to 
different branches. Core activities su ch as credit and savings should be high ly 
standardized whereas client visits, involvement in the Commun ity and other 
initiatives may be less so. Further more, effect ive management information 
system is also essentia l for MFI to control its costs and manage efficiency. 
Timely and accu rate information must be available to management to manage 
productivity at the branch or out leve l and at the over all MFI level. The 
importance of inform ation shou ld be understood by managers to build on good 
admin istrative systems and procedures (Aghion and Murdoch , 2002). 

2.4. What is poverty? 

2.4.1. Concept and definition of poverty - poverty has been 
conceptualized in terms of income, i. e. it is defined as living below a given level 
of income (mainly US$ 1 per day). However, nowadays different writers define 
poverty using different approaches and terms. Some of them define it in general 
terms, and others narrow its scope. 

Rajasekhar, 2004; "poverty IS a multidimensional phenomenon that 
encompasses not simply low income, but also lack of assets, skills , resources, 
opportunities , service, and the power to influence decisions that affect an 
individual's life. " 



"Poverty frequently overlaps with and reinforces other types of social exclusion, 

such as ihose based on race, gender or ethnicity" World Bank, 2004. This more 

comprehensive understanding of poverty also better captu res how the poor 

define their situation themselves. 

As we can understand from the above definitions, poverty doesn't have a 

standardized universal definition in literature. It is possible to say that poverty is a 

multi dimensional aspect. It involves income, asset, ski ll, freedom , resource, 

social exclusion, gender, race, ethnicity, etc. This complexity and mu lti 

dimensional nature makes it a challenge to measure its extent and to put its 

panacea. In most literatures, for the sake of silnplicity, poverty is defined and 

measured based on income. The thresho ld used to classify the poor is US$ 1 per 

day, i.e. people who get income below US$ 1 are labeled absolutely poor. Based 

on this classification , World Bank reports indicate that 1.2 billion people were 

living in extreme poverty in 2003 (Maes, 2006). Most of less developed nations 

are characterized as having more th an half of their population living in poverty. 

This is the grounds on which lIlany practitioners, writers, donors, politicians, and 

economists are dealing with poverty and its panacea. Microfi nance is one, if not 

the only, important tool in the poverty eradication. 

2.4.2. Role of Microfinance in serving the poorest people 

Poor men and women that are excluded from formal financia l services 

can be addressed through small loans and savings provid ed by microfinance 

institutions. Access to credit and deposit services is a way to provide the poor 

with opportunities to take an active ro le in their respective economies through 

entrepreneurship , building income, bargaining power and social empowerment 

among poor women and men. Although most microfinance institutions aim to 

reach people , it has become increasingly apparent that they rarely serve the 

poor. Most microfinance institutions reach the upper-poor in much greater 

nurnbers than the very pOOl. The extent to which microfinance programs are 

able to reach the poorest of the poor remains an open debate. Certain 

practit ioners argue that it is important to have permanent operations based on 
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wider geographical outreach, which qualify financial products by competitive, 
efficient microfinance institutions (Rajaskher, 2004) 

The approach to breadth of outreach is based on a long term view 
of microfinance se rvices and the belief that, in many cases, there is a limit to 
depth of outreach. This approach thus accepts a tradeoff between sustainability 
and reaching the poorest population. Others argue that microfinance should 
make reaching the poor a priority because credit is a human right in the fight 
aga inst economic exclusion. Th is approach requ ires narrow targeting of the poor 
population. Both breadth and depth of services are very important for the 
microfin ance industry. What has become apparent, however, is that very poor 
people are unlikely to be served by microfinance programs unless these 
programs are intentionally des igned to reach them. In order to design products 
and services for th is target market, it is important to better understand the factors 
that contri bute to the dire condition of the poorest popu lation (Schreiner, 2002) 
2.4.3.Challenges in servi ng the poorest 

The challenges of reach ing the poorest popu lation with microfinance 
include physica l and economic ba rriels; self-selection and self-exclusion, as well 
as sector ri sks and the deprivation of extreme poverty itse lf. Maes (2006) has 
put six main challenges of microfinance institutions in serving the poorest. 
Phys ical Barriers: In many settings , the poorest populations live in remote rural 
areas that have no access to f inancial services. Reaching the poorest in remote 
rural areas means higher transaction costs fo r microfinance institutions. Such 
areas are often cha racterized by poor in frast ructu re , relatively high population 
density (i n urban areas) , low level of literacy and relat ive ly undive rsified 
economies. Many rural economic activities , moreover, have low profitability and 
are prone to high risk. Even if microfinance prog rams are present in ru ra l areas, 
they often suffer from lack of well trained professiona ls and insufficient support 
by the head offices. 

Economic Barriers: Many microfinance prog rams use group lending 
methodology clients to attend a weekly or monthly meeting to access credit. The 
cost of transportation to these meetings, together with the opportun ity cost of 
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attendance can present a barrier for the very poor to participate microfinance 
programs. Alternative ly, many individual lending or saving programs require 
clients to save a certain amount before they can access loans , a practice that 
often prevents participation by the poorest populations. 
Self Selection: It is wel l known that solida rity groups in Grameen style 
microfinance programs and vil lage banks reject very poor members because 
they may be unable to repay thei r loans and wou ld thus jeopardi ze the credit 
worthiness of the entire group. 

Self Exclusion : Even when very poor people are not actively excluded by a 
community, they often opt out of community related projects because they are 
intimidated , believing that the services offe red by such projects are not su ited to 
their needs. 

Sector Risk: Very poor people are often dependant on subsistence economy as 
their main source of livelihood. Given the high risks of poor economies and the 
unique requirements of financing such activities (payback of loans, for instance, 
can only take place after the production period that often lasts several months) , 
microfinance institutions usual ly shy away from lending to this sector. 
Impact of Chronic Poverty : Living in absolute poverty for a prolonged time 
strongly affects a person's dignity and hope for the future , as well as his or her 
ability to take initiative and overcome stigma. Moreover, poor health (especia lly 
chronic diseases such as malaria an HIV/AIDS) presents a major obstacle for 
conducting successful micro-enterprise activities. : 

2.5. Micro finance and gender empowerment 
The recent sh ift in terms from micro credit to micro finance reflects the 

acknowledgment that saving services may help to improve will being of the poor 
in genera! and women in particular. Not all microfinance institutions focus 
specifica lly on women, but a recent study found women make up 80% of the 
clients (PritifTIody, cited in Schreiner 2001) . Formal sector commercia l banks tend 
to favor men, mainly because men run the larger business that commercial 
banks favor, and men tend to control the assets that banks seek as collateral. It 
IS small businesses which most often involve self emp loyment in the informal 
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sector, and wom en make up larg e and growing segment of informal sector 

business. On the demand side, women tend to be more credit constrained than 

men and, therefore, more likely to self se lect themselves into micro credit 

contracts, i.e, small loans, training sessions, weekly meetings, and joint 

responsibility (Vonderlack and Schreiner, 2001) 

From the viewpoint of microfinance, institutions serving women have at 

least three potentia l advantages. The first advantage is purely financial; women 

are often more conservative in their investment strategies and are often more 

easily swayed by peer pressure and the interventions of loan offices, making 

women more reliable bets for banks wa rned about repayment rates. The second 

advantage pertains to institutions purchasing socia l objectives, I.e. aiming 

resources to women may deliver stronger development impacts. One reason is 

that women tend to be more concerned about ch ildren's health and education 

than males. The third advantage is that women are overrepresented among the 

poorest of the poor, and are too often oppressed by their husbands and by 

prevailing social norms. Ethical considerations aside, the gender bias has clear 

implications for policy. Unequal access to health, nutrition, and educational status 

of women in poor households has been linked to high fertility rates, low labor 

force participation , low hygiene standards, and the increased incidence of 

infectious diseases. Al l these variables are clearly re lated to productivity and 

household income (Ibid). 

2.5.1. Are women better customers? There are at least three reasons 

why lend ing to women may have advantages for the bank and may be efficiency 

enhancing in a broader economic sense. The first has to do with poverty, the 

second with labors mobility, and the third with risk. Women are poorer than men. 

According to the UNDP Human Development Report (1996), 70% of the world 's 

poor, about 900 million, are women (HOP, 1996). The second argument hinges 

on labor mobil ity . Women tend to be less mobile than men and are more likely to 

work in or near the home. Bank managers can therefore monitor women at a 

lower cost. Moreover, less mobility facilitates delegated mon itoring under group 

leading methodologies. Typically, peer borrowers who undertake investigation 
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activities at home, and stay at home most of the time, can more easi ly monitor 

each other. Lower mobility reduces the incidence of strateg ic difficulty under the 

fea r of social sanctions. This brings us to the third argument in favor qf a pro 

women bias. Because women are less mobile and more fea rful about social 

sanctions , they are genera lly more risk averse than men and more conservative 

in th eir choice of investment projects. This makes it easier to secure debt 

repayments and create a reputation for reliability (Agh ion and Morduch, 2004) 

2.5.2. Gender empowerment: - Advocates argue that microfinance can 

increase women 's bargaining power within the household. Women will become 

empowered and enjoy greater contro l over household decisions and resources. 

To the extent that group lending in microfinance enta ils peer monitoring by other 

borrowers in the same group , microfinance is likely to provide protections to 

women within their households. In particular, violent acts and abuses by men 

against women can now be subject to third party scrutiny as peer borrowers will 

want to find out why some woman in their group have stopped attend ing 

repayment meeting s. Another way in which microfinance can affect women's 

empowerment is with regards to the use of contraceptives. One study on rural 

Bangladesh shows that the willingness of microfinance projects (Chowdhury, 

cited in Morduch, 2004), and positive impacts have been fou nd on contraceptive 

use. Th is can be exp lained by the fact that microfinance increases the 

opportunity cost of women's home. This effect may be reinforced by peer 

pressure as women are urged to reduce family size in order to increase 

education and health expenditure and to better manage the ability to repay (Ibid). 

2.6. Types of financial institutions 

"An institution is a collection of assets, human, financial and others 

combined to form activities such as gra nting loans and taking deposits over 

time. " (Schmidt cited in Ledgerwood , 2002). The degree to wh ich they have a 

well defined function and set up, performing a function on a permanent basis 

made for financials intermediation as real institutions. A one time activity such as 

project is not however an institu tion. A good institution has three activit ies; one is 

providing services to the relevant target group, i.e. , the offering of loans that 
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match cl ient demand; the loan size and maturity, collateral requirement, and the 

procedures applied in granting loans and ensuring repayment. The scope of 

services must be consistent with the si tuations of the clientele. In addition , low 

transaction costs for clients , a high degree of deposit liquidi ty, and rap id 

availability of loans are extremely important features for a target group oriented 

institution to provide. Second ly, its activities and offered services are not only 

demanded but also have some identifiab le positive impacts on the lives of the 

customers . Third, it should be strong, financially sound , and stable . There are 

three types of fina ncial institutions. 

2.6.1. Formal financial institutions 

"Formal financial institutions are defined as those th at are subject not only 

to general laws and regu lations but also to specific banking regulations and 

supervision" (Ledgerwood, 2002). The most typica l types of formal financia l 

institutions are; public development banks, private development banks, saving 

and posta l saving banks, commercial banks , Non bank financial institution s. 

Public development banks until qu ite recently have been a special type of large, 

centralized, government owned banks. Most of them are set up with ample 

financial support from foreign and internationa l organ izations. They are created 

to provide financial services to strategic sectors such as agricultu re or industry. 

Most are the products of traditional intervention ist approaches , which place 

greater emphasis on disbursements at low subsidized interest rates than on the 

quality of lending ; and thei r traditional cl ients are large businesses. 

Private development banks - these private development banks are a specia l 

category of banks that exist in some develop ing nations. Their aim is broad 

economic development directed to fill cap ital gaps in the productive sector that 

are considered too ri sk by commercial standards. They often have lower capital 

requirements than commercial banks and enjoy some exemptions, either in the 

form of tax breaks or reduced reserve requirements. 

Commercial banks - are forma l financial institu tions that focus on short and long 

terms lending to estab lished businesses. A typical commercia l bank has little 

experience In providing financial services to micro entrepreneurs and smal l 
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farmers ; however, some commercial banks recently recognized that it might be 

beneficial to do business with these clients. 

Non bank financial institution - In some countries specia l reg ulation has been 

establ ished for non bank financia l institut ions. These insti tut ions are set up to 

circumvent the inabil ity of some MFls to meet commercial bank standards and 

requirements due to the nature of their lending. Finance companies or finan ciers 

are non bank financia l intermediaries that channel equity funds, retained 

earn ings and other borrowed capi tal to small, unsecured short term loans. 

Finance companies are often associated with consumer credit and installment 

contracts, and their activities vary by their charters (Ledgerwood , 2002). 

2.6.2. Semiformal financial institutions 

Semiformal financial institutions are those that are formal in the sense of 

being registered entities subject to all relevant general law, including commercial 

law, but informal in so far as they are, with few exceptions , not under bank 

regulation and supervision . Credit unions, saving and loan coopera tives, and 

financial NGOs are among the most common semiformal financial institutions. 

Such institu tions mostly play a sign ificant ro le in the provision of financia l 

services to poor target groups. Financial cooperatives provide savings and credit 

services to individual members. "They perform an acti ve financial intermed iation 

function , particularly mediating fl ows from urban and semi urban to rural areas , 

and between net savers and net borrowers, while ensuring that loan resources 

remain in the communities from which the savings were mobilized" (Magill 1994 , 

cited in Wright 200). Financial cooperative are organized and operated according 

to basic cooperatives principles; there are no external share ho lders; the 

members are the owners of the insti tution , wi th each member having the right to 

vote in the organiza tion (Wright, 2000) . 

Financial NGOs should be distinguished from two other types of non 

governmental and not for profit inst itutions. Financial NGOs are set up and 

managed not by members of the target group, but by outs iders, who are often 

men and women from the middle class of the nation who want to support poorer 

people for social , ethical, and political reasons. In spite of the fact that they are 
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not member based, many NGOs are close to the target group, in terms of both 

location and understanding. NGOs set up by local business people to provide 

services to micro entrepreneurs may indeed be better placed to respond to the 

needs of their cl ients than an institution managed by government officia ls or 

trad itional banks (Ibid) 

2.6.3. Informal financial providers 

In recent yea rs research into informal financial services and systems has 

significantly depended on understanding of the way they operate and their 

strength and weaknesses. ·. Informal providers are those to which neither specia l 

bank law nor general commercia l law applies; and whose operations are also so 

informal that disputes arising from contact with them often can not be settled by 

recourse to the lega l system. These informal providers charge higher interest 

rate that cou ld be explained in terms of transaction costs, i.e., lack of information 

and high risk. Informal financial services may be well equipped because of local 

insider knowledge, and lower overheads to respond to the requ irements of poor 

people, they may also be explosive.. Systems wh ich faci li tate financia l 

transactions and are owned by their users are many and va ried , and range from 

simple reciprocal arrangements between neighbors, savings clubs and rotating 

savings and credit associations , to forms of insu rance building societies , and 

systems of cooperative business finance (Johnson and Rogaly, 1997). 

For obvious reasons , informal finance comes in many forms. Some agents 

In informal financia l markets have at least some characteristics of a financial 

institution. This applies to money lenders and money co llectors, and to rotating 

savings and cred it associations that exist and operate in many variants and 

under many different names in all most every country of the developing world . 

Self help groups (SHG) are also a type of informal financial institution. There are 

many self help groups, consisting of self employed women who informally 

support the economic activities of their members by providing mutual guarantees 

that facil itate their members' access to bank loans , by borrowing and lending 

among themselves , or by encouraging each other to save regularly (Ledgerwood, 

2002) . 
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2.7. Experience of some African nations in MF 

Today many of the less developed countries try to encompass the program 

of microfinance in their strategies of deve lopment. Therefore, it becomes 

important to deal with the experience of some countries regarding micro finance 

institutions ..... 

2.7.1. Reaching and transforming the poorest of the poor 

through micro financing project in Nigeria (Duro Oniemoia; 2002) . 

In Nigeria , MFls are an age long framework through wh ich entrepreneuria l 

poor mobilize savings and provide cred it to their members . This system IS a 

common tool especia lly among farmers , artisans, and women groups that 

engage in production of va lue and marketing of goods, and both in rural and 

urban areas. There are about five categories of poor people in Nigeria; 

entrepreneurial poor, workers (wage and salary ea rners), self help group, casual 

laborer, and the destitute. The entrepreneurial poor, self help poor and workers 

have an opportunity to use MFls to secure capital for their projects, for job 

creation, and income generation. The casual labor poor, who lack material tools 

with which to produce va lues fo r themselves, and the destitute (a lmost to an 

absolute point, opportun ity to secure the means to survival level) could not afford 

even to join hands with MFI projects. Therefore, in relation the structure of wealth 

distribution, material and political power, and exclusion to these ; Nigeria can be 

sharply divided between the poor and poorer (23%), and the Poorest Society 

(77%). 

In Nigeria, MFls takes a strong tool in the hand of the poorest of the poor, 

and with which they can exploit the greater opportunity to transform social 

conditions to sustainable livelihood. Micro business enterpri ses are informally 

organized by the poor whose primary sources of capita l are personal savings, 

family sources, friends etc. The increasing exclusion of the poorest groups from 

the benefits of the formal commercia l banking system increased the demand for 

MFl s, which have the seed capital of micro enterpri ses. Coupled with the failure 

of macro economic policies, especially policy of government towards small scale 
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businesses has forced the federal government of Nigeria to stimulate growth of 

this sector by promoting formal MFls and encourage col laborator with communi ty 

based organization for financing small enterprises. By doing thi s, the government 

believed that the developed groups in society should be main streamed in to the 

national development process. It is noted that MFls assume that the poor are 

economic agents of change and that they are willing to pay for services tailored 

to thei r needs and not as perpetual recipients of clients. Thus, in Nigeria MFls 

are perceived as a means not only to provide capital for small enterprise but also 

as a means to free small holders from the clutches of poverty and social 

exclusion. 

There are 5 major types of MFls in Nigeria; Government MFI , Missionary 

MFI, Government and Civil society join tly owned MFI , Non governmental 

organizations MFI , Civil society or trad itional and private money lenders. 

Oniemola has tried to analyze the strengths , weaknesses, opportunities, and 

threats to MFls (SWOT analysis) found in Nigeria. And as a result, he finds out 

some constraints and prospects of MFls. Insatiable demand, dependency on 

government and donors, lack of sustainability , politica l control , unclear rules and 

regulations , gender discrimination, unskilled management technique , high cost, 

poor infrastructure, inadequate loan portfolio, unstable interest rates, and poor 

information are some of the threats. Strong finan cial sources for micro business, 

high level of willingness to save, very high demand for MFls, enhanced 

community development, social change in socia l habit, empowerment of the 

grass roots poor, increased employment etc are also some of the prospects 

found in the county. 

2.7.2. Group lending in Malawi (K.P. Pandmanbhan, 1996). 

In Malawi , group lending was introduced in 1973 under the Lilongwe Land 

Development Program (LLDP), primarily to reduce lending costs. Each credit 

group consisted of 10-30 members and had a chairman , a treasure, and a 

secretary who performed the demonstrative function . In view of the prestige 

associated with these positions most of them worked in an honorary capacity. 

Ten percent of the loans were credited to a security fund , to cover the risk of 
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defaults by individual members of the group. Group formation and disbanding 

was simple and non-bureaucratic. This flexibility enabled groups to get rid of 

chron ically defaulting members. Short-term loans to members for seed and 

fertilizer were issued in kind through the government agency responsible for their 

supplies. Interest on group loans was 10%, as against 15% on individual loans. 

By 1979 over 1200 credit groups were functioning in the LLDP's project area 

serving about 28,400 farmers. This constitutes nearly 50% of LLDP's loan 

portfo lio. Loans disbursed to groups had increased from MK 21,000 during 

1973/74 to MK 805,000 by 1978/79 (MK, kwacha currency of Malawi). Over all , 

these credit groups increased the access of small farmers to cred it, reduced 

transaction costs , and improved crop production. Although there was not much 

difference between repayment records of groups and individua ls, at around 

100%, the efforts needed for collection in the case of the latter were much higher. 

The following factors contributed to the success of the project. 

.:. Group credit in Malawi was preceded by group input supply. Earlier, the 

state trading monopoly had encouraged formation of groups, by offering 

discount on bu lk purchase of ferti lizer . 

• :. Groups were formed along traditional kinship and communa l line which 

ensured loyalty and discipline . 

• :. A relative ly equitable distribution of land holdings (around 1.5 hector) and 

a socio-cultural pattern congenial for group cohesiveness. Groups were in 

fact formed at the initiative of the farmers with minimum government 

interference . 

• :. The agricultural development strategy in Malawi emphasized the need for 

extension and other support services as a pre-condition for credit 

expansion. 
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.:. The interest concession of 5% for group loans when compared with 

individual loans acted as an incentive for group fo rmation . 

• :. Groups were simple operation and membership was flexible. The project 

administration gave specialized drawing in self-accounting to the groups . 

• :. The services of the managers and other office bearers were particularly 

free . 
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Chapter three 

Historical review of micro finance industry in 

Ethiopia 

3.1. Historical development and growth of the financial 

sector 

Investment IS a necessa ry prerequisite for growth. The role of 

finance is exp lained as part of growth, since it advocates the transfer of assets 

from unproductive to the productive Ones. The emergence of modern financial 

services, hence, is a vital factor in facilitating growth and development of a 

nation 's economy. Modern finical service in Ethiopia has a long history. It dates 

back to the beginning of the 20lh century. Modern banking started during 

Emperor Menilke 2nd who is mostly cited as the introducer of banking and the . 

modern banking system. He also introduced ministerial structure; and the first 

cu rrency was minted during his reign in 1893 (Richard Pankhrust cited in Hailu , 

2006). Backed by those hospitable developments, modern financial services and 

institutions establishment started to flourish ill Ethiopia. Hailu Gashow, (2006) 

has explained the historica l fillallcial development in Ethiopia using four distinct 

stages ; the era of introduction, the take-off stage, period of stagnation, and the 

period of revita lization as follows: 

3.1.1. The era of introduction: - In 1905, Bank of Abyssinia was first 

established in Addis Ababa. After the establishment of this bank, different banks 

like development banks and private banks emerged. As a result up to 1925, one 

development bank, and three private banks (mostly owned by foreigners) had set 

up. 1922 was also a period that the first insurance company was established in 

Ethiopia. However, the invasion of Italy interrupted the progress of the banking 

industry and on ly Italiall banks were under operation until the end of the invasion 

1941. After liberation , the Ethiopian government took some activities to 

reorgallize the financia l sector of the country. As a result, in 1943 combining the 
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central and commercia l banking function, the State Bank of Ethiopia was 

established. Following the establishment of this bank, other banks such as 

Agricultural Bank of Ethiopia and the Investment Bank were established. 

Between 1943 and 1963, all banking institutions were owned by the government 

and as a result there was no financial competition within the market. All banking 

activities were dominated by the State Bank of Ethiopia . 

3.1.2. The take-off stage: - In the development of financial sector in 

Ethiopia, a new banking law (proclamation No. 207/1963) that separates the 

function of the Centra l Bank and Commercial Bank, cited as the entrance of new 

era from its era of introduction. This is because the proclamation resulted in the 

establishment of commercial banks , the commercial code of Ethiopia , and 

opened the banking business for both foreign and local investors to operate in 

the country on joint venture basis. Subsequent to the banking reform laws of 

1963, competition and diversification of financial products emerged in banks and 

insurance companies too . There were about 13 insurance compan ies until the 

military government come to power. The existence of a stock exchange market, 

in wh ich foreign investors were the major players , operating under the National 

Bank was another feature of Ethiopia financial sector during its take off period ( 

before 1974). 

3.1.3. The period of stagnation: - Transformation from "free market 

economy" to Socia lism during the military era results a nationa lization of all 

establishments in cl uding the financial institutions where state monopoly and 

ownership precede over private ownersh ip. Therefore, Commercial Bank of 

Ethiopia had been dominating the financia l market after it ama lgamated all the 

three private banks , wi th in over 155 branches in the nation. The National Bank 

had the authority to approve loans of the Commercial Banks, in wh ich their 

objective was rendering commercia l banking services targeting especially at 

public enterprises and cooperatives with denying appropriate attention for the 

private sector. The Agricultura l and Industrial Developments Bank, and Housing 

and Saving Bank were reestablished to serve co-operatives, state forms , state 

enterprises at highly subsidized lower interest rate. The same was happen to the 
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insurance companies; all 13 insurance companies were nationalized and 

consolidated in to the Ethiopian Insurance Corporation . This period (1974 -9 1) 

with its socialism ideology results a restrictive and distorted financial sector; the 

public enterprises were not efficient and wastage of resources was common in 

the state owned enterprises. This period was characters as stagnation period of 

the financial sector and economic growth. 

3.1.4. The period of revitalization - New "market based economic 

system" declared by EPRDF (During1 991) that changed th e way from socialism 

result a "liberalization" and restructuring of the financial sector like the other 

sectors. The financial reform measures among others have the aim of promoting 

a competitive environment and efficient banking se rvices. The financial sector 

has "liberalized" through the investment proclamation No. 37/1996 that reopened 

banking and insurance for private ownersh ip , the monitoring and banking 

proclamation No.83/1994 that reinstated the institutional autonomy of the 

National Bank and the rest of the financial businesses and state owned banks' 

activities. The policy measures taken so far can be taken as a transfer of the 

Ethiopian financial sector from its stagnation stage. "Managerial autonomy" is 

restored to state owned financia l institutions and commercial cons iderations are 

set as the guiding principle in business dealings. Interest rate is gradua lly 

liberalized while maintaining positive rea l interest rates. Currently, only minimum 

deposited interest rate is set at 3% leaving the rest to be determined by the 

banks and MFls. However, though it is good improvement from the socialist 

ideology, further liberalization in the financial sector is sti ll needs a new reform 

agenda of the government. 

3.2. Financial service providers in Ethiopian 

In Ethiopia the majority of the population is poor; lack of financial and 

effective fi nancial providers that can be accessible eas ily is common. A gap in 

financial service providers is among the main obstacles facing business men who 

run or wish pursue business on part time or full time basis. Access to institutional 

as well as non institutional financial services is questionable for the majority of 

households living in developing nations, i.e. , the different sources that 
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individuals, enterprises, companies etc can get the service faci lity are extremely 

limited. In Ethiopia , like other less developed countries, the same problem exists. 

Within the country; the sources of financial services (financial service providers) 

can be classified generally into three: formal, semiformal, and informal financial 

service providers. 

3.2.1. Formal financial institutions: - These are financia l institutions that 

are subject to the general laws and regu lations as well as to the specific 

commercial (financial) regulations and supervisions of the nation . The formal 

financial sector in Eth iopia includes banks and insu rances (non bank) financial 

institutions. As it is indicated in the above, they are regulated and contro lled by 

the National Bank of Ethiopia . The main formal financial inst itutions in the country 

are the National Bank of Eth iopia (NBE) , commercial and specia lized banks , 

insurance companies, pension and social security fund s, saving and credit 

cooperatives, and micro finance institutions (Solomon Damte, 1996). The NBE, 

which regulates the financial institutions, is the central bank and it is not directly 

engage in basic business of fi nance . Institutions like commercial and specialized 

banks , MFls and cooperatives are active players in the financial market. Pension 

and social security fund to the limited extent used to participate in government 

bond purchases and deposit transactions. The insurance compan ies also mainly 

deal with insurance transactions. According to study made by Lakwe Lema, 

amount of gross financia l assets in 1998 was 28,177 birr million for commercial 

and specia lized banks, 887 mill ion birr for insurance companies, 207.9 million 

birr for saving and credit cooperatives , and 239 million birr for MFls ( Lakwe cited 

in Hailu , 2006) . 

In Ethiopia financial services provided by the traditional formal fina ncial 

services (Banks) to the poor are extremely limited and inadequate. This becomes 

very serous when it explained the reach of this trad itiona l formal institutions in 

rural areas , i.e ., almost al l banks and insurance company branches are located in 

urban areas. Among the main factors, high transaction costs of administration , 

lack of acceptable col lateral for banks , inadequate infrastructure are cited that 

hinder formal financial institutions from penetrating the rural areas and urban 
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poor. However, the importance of ru ral sector and urban poor coupled with the 

reluctance of the tradi tiona l formal financial institutions to open the market for 

MFls to operate and to fill the gap existed. As a result up to December 2004 

there were 23 MFls operating within the nation (Tesfay Anebo, 2006). 

3.2.2. Semi-formal financial institutions - Semiformal financia l 

institutions are those institutions found in-between the formal and informal 

financial institutions, i.e., they are formal in the sense th at being registered 

entities subject to all re levant general laws, but informal since they are not under 

bank regulations and supervision. In Ethiopia these insti tutions have a recent 

history, which includes Saving and Cred it Associa tion (SCA) and the NGO credit 

schemes. The contribution of SCA and NGOs cred it Schemes is more important 

in alleviating the drought and famine that repeated ly affa irs the rural people by 

providing financial facility and enabling them to participate in a diversified 

economic activities, and thereby develop a ri sk taking behavior to resist some 

natura l hazards. The NGOs include saving and cred it se rvice aimed at creating 

employment and income generating activities. Moreover, the structure and 

network of the SCA and NGOs is relati ve ly targeting to the rural areas . As a 

result, most of their branch offices found in districts and other remote areas with 

relatively less bureaucratic nature and group co llateral requirement than formal 

financial institutions. Thus, they play their role in the development activities by 

reaching the ru ra l and urban poor though they are faced with some difficulties 

(Wolday Amha , 2002). 

3.2.3. Informal financial providers: - are those to wh ich neither special 

financia l law nor general law and regu lation apply, and whose operations are 

also informal; disagreements that arise from contact with them often can not be 

settled by recourse to the legal system. Compared with the formal financial 

institutions, informal lending is by far the most important source of finance to the 

rural and urban poor population. These inform al providers operate their service 

through their deri ved rules and regulations from the country's culture and 

customs. In Ethiopia, despite their exploitive terms and conditions, the informal 

financial systems are the most accessed source of credi t in both rural and urban 
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communities. The prominent actors in this informal financia l service delivery are 

traditional money lenders , ' Iquib', mutual self help schemes like 'Mahber' , ' Idir' 

friends and relatives. The transactions are conducted on the basis of trust and 

intimate knowledge of customers. The common cultural background, natural 

obligations , fervent bonds of family and kinship, etc operate to promote trust , 

accountability and moral responsibility that is lacking in the official banking 

system. Rarely some informal financial providers require collateral for loans, and 

the system is almost totally free from central bank regulations and government 

control. Never the less, the informal sector despite its flexibi lity, rapidity and 

transparency of procedure, is not without limitations. The interest rates charged 

on these loans are often exploitive, and a scarcity of loanable fund for investment 

is additiona l lim itation (Hailu , 2006) . 

3.3. Micro finance development in Ethiopia 

The delivery of fi nancial services to the poor has a short history in 

Ethiopia ; it is rather a recent development. Micro credit programs were 

introduced as components of NGO operations in the 1980s. Since then the 

government of Ethiopia has taken encouraging steps in stabilizing and 

liberalizing the economy, even if it is not purely liberalized yet. The decision of 

the government of Ethiopia to restructure the financia l sector in the 1990s had 

significant impact on the growth and commercia lization of both commercial banks 

and MFls. In 1994 the government of Ethiopia opened the commercia l banking 

sector, and in 1996 under the proclamation No 40/1996 Microfinance institutions 

were created to serve people with no access to the traditional formal financia l 

institutions. One successful out come of these initiations is the liberal ization of 

the financial sector, and thus among other things, the creation of legal framework 

allowing for the emergence, establishment and operation of micro finance 

institutions to serve poor Ethiopian households. Following the proclamation 

several credit programs that were operated by NGOs or government 

departments transformed into licensed MFls. As of December 2004 , there were 

32 financial institutions in operation , including three government owned banks , 
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private bank and 23 MFls, all regulated by the National Bank of Ethiopia ( Tesfay 

Anebo, 2006) . 

In Ethiopia, MFls have shown a promising growth and development since 

their recent history of establishment. Though due to the government's strategy to 

develop the rural sector have inclined most MFls to serve rural areas, recently 

there are operational sh ifts towards urban areas. Indeed the majority of Ethiopian 

MFls (especially that government owned) see poverty reduction as their ma in 

institutional goal and reaching the poorest as a key approach. Sti ll , MFls have 

recognized the need to minimize risk by diversifying their portfolios and there is 

growing interest in serving urban markets and in particu lar Small and Medium 

Enterprises (SMEs). MFls have a combined outreach of over 1 million loan 

clients accessing both credit and saving products and manage a loan portfo lio of 

birr 996 million birr and savings of birr 431 million. These institutions have 

continued showing a tremendous growth in cl ient outreach expansion since their 

establishment, seeing their loan client and loan portfolio increase by 33% and 

68% respectively in one year alone ( from 2003-2004). While outreach of micro 

finance has expanded rapidly in the last years, it is uneven and in some regions 

low income households have no access to basic credit and savings services 

(Ibid). 
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Table 4. MFls out reach as of December31, 2006. 

No. of 

active Loan out Client Total 

No Name of MFI client standing savings Total asset Tota l liability capital 

1 ACSI 515,686 687,389,000 365,778,000 842,352,000 616, 118,000 226,234,000 

2 AdCSI 83,000 142,444,000 43,677,000 222,848,000 74,901,000 147,947,000 

3 Aggar 2,115 3,354,992 1,547,316 5,629,631 2,397,301 3,232,330 

4 Asser 1,338 425,638 254,935 748,280 286,347 461 ,933 

5 AVFS 7,739 7,733,422 1,994,003 12,107,094 7,388,699 4,718,395 

6 Benshangul 19,795,821 6,027,290 25,759,260 7,906,298 17,852,962 

7 BussaGonofa 18,217 10, 147,669 2,415,784 14,880,978 4,965,080 9,915,898 

8 DECSI 392,693 749,491 ,631 201,042,607 1,039,642,963 820,777,095 218,865,867 

9 Dire 2,296 4,809,542 1,215,760 15,652,832 4,966,024 10,686,809 

10 Digaf 551 504,260 435,710 626,550 44 5,365 181,190 

11 Eshet 23,734 24,701 ,387 2,889,274 31,107,794 21,311,807 9,795,987 

12 Gasha 10,337 13,216,397 5, 126,180 17,632,616 13,190,691 4,441 ,924 

13 Ghion 169 309,818 305,294 482 ,383 320,208 162,175 , 

14 Harbu 3,457 2,982,456 1,475,377 4,061,476 2,668,811 1,392,666 

15 Letta 309 511,085 47,527 756,415 47,690 708,725 

16 Meket 7,426 10,262,990 4,643,627 14,445,872 10,908,362 3,537,510 

17 Meklit 19,285 27,207,938 6,030,026 29,192,747 21,338,090 7,854,657 

18 Metemamen 7,002 3,544,810 146,640 5,071,000 167,270 4,903,730 

19 OCSSCO 181,403 232,431 ,896 8,308,476 274,861,728 152,013,770 122,847,958 

20 Omo 106,460 114,238,271 51,242,081 144,037,906 126,94 1,637 17,096,269 

21 PEACE 20,546 27,207,938 6,030,026 29, 192,747 21,338,090 7,854,657 

22 SFPI 19,169 20,378,965 7,333,362 23,185,571 11,820,706 11 ,364,865 

23 Shashimene 1,917 2,314,864 527,228 3,735,727 636,038 3,099,689 

24 Sidama 26,567 17,932,215 4,852,850 25,208,1 15 12,610,624 12,597,49 1 

25 Wassa 22,572 18,480,600 5,632,526 26,008,390 17,453,908 8,554,483 

26 Wisdom 44,165 48,341 ,143 12,856,984 54 ,302 ,926 32 ,154,849 22,148,077 

Tota l 1,518,153 2,190,158,748 816,612,182 2,863,531,000 1,985,073,754 878,457,246 

Source, AEMFI as of December 31, 2006, 
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3.3.1 Micro finance in Ethiopia: - The Relief Society of Tigray (REST) had 

conducted an extensive base line survey in 1993 to identify the accessibility and 

constraints of rural finance, as a result REST implemented the Rural Cred it 

Scheme in Tigray (RCST) in 1994 ( Belay Assefa , 2002) . This was the first 

experimentation of micro finance service in Ethiopia . It was insp ired by other 

countries experience and adapted to the conditions of the Tigray region. 

Government of Ethiopia issued a proclamation No 40/1996 as a new legislation 

of the National Bank of Ethiopia . Following the proclamation several cred it 

programs that were operated by NGOs or government departments were 

transformed in to licensed micro finance institutions. Since RCST was required 

to restructure itse lf so as to become a registered micro finance institution in 

accordance with the requirements of the new legislation ; and it was reorganized 

in to a new institutional form under the name · " Debit Credit and Saving 

Institutions S.C" ( DECSI) in March 1997. Moreover, since the issuance of this 

proclamation, eleven MFls have legal ly registered and started to deliver micro 

finance services. Hence, the development of MFls in Ethiopia is quite a new 

phenomenon that has on ly ten years age (Worku, 2000). 

The overall objectives of micro finance inst itutions in Eth iopian is to 

increase the productive potential of the poor people, particularly women headed 

households. In this sense, the primary objective of this program is poverty 

reduction and alleviation. Poverty reduction through the intervention of micro 

finance services wou ld be come effective if additiona l components of household 

security are included . The micro finance service operates mainly on strategies of 

participation , gender focus , sustainabi lity, increased the thriftiness, and 

enhanced production. The service fo llows a community participatory approach in 

which selection of beneficiaries, group formation , and program implementation of 

local community is the responsibili ty of the loca l council s and the direct 

beneficiaries. A special emphasis is for women so as to make women engage in 

some economic activities and earn income with out being discouraged by their 

male counterparts. Mobilization of saving to meet increased demand, long term 
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sustainability of the micro finance itself, and assistance to rise productivity in 

agriculture and others sectors , is additional strategy of MFls (Ibid). 

Most of MFls in Eth iopia have similar administrative structure , each with a 

distinct set of functions . The common administrative tiers are; the head office, 

branches, and sub-branches. Recently members of AEMFI agreed to consider 

centers and groups as an internal structure; and groups formed to be community 

based for self help and self rel iant development activit ies as well. The 

responsibility for setting pol ices, directives, and over seeing the operation as a 

whole lies on the board of directors . And the head office, wh ich comprised of loan 

disbursement, repayment performan ces, saving and default records, and monitor 

department, is the center un it of the institutions. A high level of autonomy in the 

management is granted to the field offices consisting of braches and sub 

branches; and as a result it makes all administrative decis ions except major 

disciplinary actions. The sub branches have direct contact with members, and 

hence it is the most important unit (Wolday Amha, 2002). 

MFls have cha llenges that obstruct their growth and development as well 

as to achieve their target. Inadequate infrastructure is one of the challenging 

elements in the effort to expand and diversify the micro financing services in rural 

and remote areas. Very poor road network and meager transport facilities have 

limited market outlets. The main impediments that requires assistance are 

identified as capacity building in terms of seed capita l; office equipment and 

electronic data processing faci lities, vehicles and technical know how in micro 

finance managernent . Since MFI targets the very poor wi th respective ly high risk , 

there is a problem of delay in repayment. MFls have high cost of transaction per 

borrower, therefore the cost recovery for them becomes very chal lenging 

(Getaneh Gobezie , 2002) 

3.3.2. Legal framework for MFls In Ethiopia - MFls provide services 

basic to both nationa l economic development and individual we lfare promotion. 

Thei r service delivery involves public property in the form of savings and 

channeling the same in to the institu tion that requires supervision and regu lation 

of the state. Consequen tly they should conform to accepted standards and codes 
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of conducts pertaining to public finance service, since the dev iation from these 

norms and standards can endanger pubic welfare and their sustainability. Like 

other financier institutions, it is proper to indicate the main legal reference to 

establish and operate microfinance institution. These legal instruments pertaining 

to the delivery of micro finance services are mainly contained in the financial 

sector legal regime and cooperative promotion proclamation. Thus , institutions 

created based on defined regulations, rules , and supervision reference of 

excellence could easily win public confidence and trust that will enable them to 

mobilize public savings, which in the long run provides lending fund (Hailu 

Gashaw, 2006). 

National Bank of Ethiopia is the empowered body to license, supervises, 

and regulates the activities of micro financia l institutions. The proclamation 

No.40/1996 defines a micro finance institution as "an activity of extending credit , 

in cash or in kind, to peasant farmer or urban small entrepreneurs , the loan of 

size which shall be defined by the National Bank of Ethiopia (Proclamation 

N.40/196, Article 2) . MFls in Ethiopia are required to be formed as a share 

company in accordance with the provisiolls of commercial code of Ethiopia, and 

they are required to have their own memorandum and articles of association that 

are consistent with al l relevant laws and regulations ill the country. Adequate 

start up capital is needed to provide micro finance service with working capital in 

its formation stage and early years of operation. Accord ing to the Directive 

NO.MFI/09/96 of National Bank of Ethiopia, the minimum capital to set Li p and 

obtain MFI license is birr 200,000. Whether the millimum capita l levels set by 

NBE is too high for potential entrants and posed significant entry barriers or it is 

too low and this allowed to many small entrants that create supervision problems 

and result in painful exit and consolidation , is a gap that needs further research 

and investigation (Mulate Demeke, 2000) 

The proclamation No.84/1994, issued to provide for the licensing and 

supervision of banking business, is reserved for Ethiopian nationals only. The 

investment proclamation No 37/1996 also indicates that, banking and insurance 

areas of investment that are exclusively reserved for Ethiopiall Ilationals as a law 
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and policy, and the same is true for micro finance institutions. Micro finance 

institutions are required to be formed as a share company in accordance with the 

provisions of commercial code of Ethiopia. Micro finance businesses are given 

preference in terms of small capital requirements, and a possibility of exemption 

from tax. On the top of this, the NBE is expected to provide technical assistance 

to micro finance businesses. Likewise, the ministry of finance is empowered to 

determine manners and conditions of tax exemption and to approve line of 

concessional credit and any foreign assistance for the purpose of lending or 

capita lization. Operationally, they are legally required to adopt non collateral 

solidarity group based lending under which each group member is jointly liable 

for defaulted loans of their group members (Hailu Gashaw, 2006). 

A licensed micro finance institution is subject to on going supervisory and 

regulatory requirements. The major regulatory and supervisor requirements to be 

observed by MFls in Ethiopia incl ude interest rate regulation , single borrower 

loan limit, sing le loan period , provision for loan losses, and limit on investment 

are reporting requ irement. MFls are given the right to fix thei r lending interest 

rates with a maximum limit of 15.5 % (Directive No. MFI/10/98). The minimum 

saving interest rate was fi xed by NBE as 6%, however; in 2002 NBE reduced the 

lower ceiling saving interest rate for formal banks and MFls to 3% (Wolday 

Amha, 2006). The NBE has issued two directives that limit risk taking and 

encourage portfolio diversification. The size of a loan to a single borrower is 

limited to Birr 5,000 repayable in one year period (Directive No, MFI/05/96). The 

directive serves two purposes, i. e. it encourages MFls to diversify their loan 

portfolio and ensures that MFls remain focused on the low income target group 

of the population. MFls are also required to limit their investment in non micro 

financing activities to 10% of their equity capital, to ensure that MFls remain 

focused on their main line of business. To limit possible ri sk concentration in one 

single non micro finance business, the NBE has set the maximum equity 

investment in such activities not to exceed 3% of equity capital of MFI (Mu lat, 

2000) . 
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MFls required reporting to the NBE it's operational acti vities and financial 

positions. The directive (Directive No.MFI/07/96) on opening of branch offices 

allows opening of branches and subsidiaries, or sub branch offices without prior 

approval of the NBE. However, it shall notify the open ing of such branch not 

later than fifteen day after the commencement of operation of the branch. MFls 

are also required to file the quarterly financ ial performance report with the NBE; 

statutory financial reports include income and expense statement, balance sheet, 

credit and saving performance schedu le, and loan loss provisioning schedu le 

under the Directive No.MFI /08/96 (Hailu Gashaw, 2006). The National Bank of 

Ethiopia, which is responsible for regulation and supervision of MFls, has taken 

several steps to ensure that the formation and operation of such institutions are 

in line with the provision of law. In a nut shell , the merit of adherence to the 

minimum financial prudence is to the interest of the public at large. Sim ilar to the 

conventional banking service , the state of the art as manifested in the legal 

framework for micro financial service demands that essentia l features of 

prudential practices are maintained in the management of the service. In this 

respect, the main essence of the regulatory and supervisory frame works are ; to 

run legally registered and licensed share company or cooperative , to meet 

prudential standards that creates public confidence for mobilization of clients' 

and public savings, to adopt cost effective and client friendly transparent and 

participatory service delivery approaches in fu nctions like loan processing , 

disbursement, repayment follow-up , collateral requirement that are different 

formal financial institutions, and registration is punishable by law (Mulat Damte, 

2000). 

3.3.3. Growth and out reach of MFls in Ethiopia: - From the very 

beginning of micro finance history in 1996 up to now there is a substantial growth 

in the industry, this is realized through development of capable and sustainable 

MFls. A large number of MFls have achieved significant progress in terms of 

outreach and sustainability. As of December 31, 2006 there are twenty six MFls 

delivering 2,190,158,748 birr worth outstanding loans to 1,518,153 active clients 

(AEMFI, December31 2006). The majority of the MFls increased their efficiency 
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and productivity as a result of expansion; 12 out of 15 MFls were operationally 

susta inable, and 5 out of 12 were financia lly sustainable. For instance, during 

2004, out of 13 MFls, which registered significant growth in outreach, 9 showed a 

remarkable decline in their portfolio at risk. A careful ba lancing of increasing 

outreach and sustainability ; with a parallel focus on institutional capacity, 

reducing costs and risks , and improving efficiency, profitability and portfolio 

quality, is needed to address the financial demand of millions of unbanked 

people In Ethiopia . The specific interventions to increase the growth and 

sustainability of MFls include; improving the institutional capacity of the MFls 

through the implementation of an efficient organizationa l structure, creating an 

enabling legal , regu latory and policy environment, improved access to capita l, 

selective government and donor support, and improving the demand side of the 

equation (Wolday Amha , 2006) . 

Outreach is measured in terms of the number of active clients (without 

outstand ing), loan size, number of saving cl ients, volume of savings, percentage 

of loans to clients below the poverty line, percentage of female clients, range of 

financial and non financia l services offered to the poor, the level of transaction 

costs levied on the poor and the extent of client satisfaction costs levied on the 

poor, and the extent of client satisfaction with respect to financial services 

according to Wolday Amha (2002) . In the last ten years, the MFls in Ethiopia 

have shown a remarkable progress in terms of outreach and performance, 

however on the other side there is a significant unmet potential demand for micro 

finance in Ethiopia . Only 20% of the demand for financial services of the active 

poor has been met through the twenty six MFls (Ibid). 

Sustainable, stable, professional, and efficient MFls are important on 

poverty reduction coupled with the increasing growth and outreach to reach large 

number of clients . This implies that the growth of outreach of MFls shou ld be 

examined against profitabi lity, efficiency, productivity, and portfolio quality. 

Sustainability shows the ability of the MFls to cover their total expenses from 

their own financial service operations Efficiency measures the cost incurred by 

MFls to carry out their financial services . Ethiopian MFls reach clients at lower 
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cost by the ratio of operating expense to loan portfolio which va ried from 41 .8% 

in Bussa Gonofa MFI to 3.8% in DECSI during 2004. The productivity of MFI 

operations is likely to grow rapidly as· it builds up its staff and its lend ing 

experience. In 2004, the ratio of borrower per loan officer varied from 214 in 

Gasha MFI to 518 in PEACE MFI. During the same year, 9 MFls registered 

significant increase in the ratio of borrower per loan officer. The expansion in 

outreach and maintaining the quality of portfolio is a question in the performance 

of MFls. Within 2004, the Portfol io at risk ranges from 0.1 % in PEACE MFI to 

26.2% in Sidama MFI. Out of 15 MFls, eleven had less than 5% portfolio at risk. 

The results found reveal that, even though many MFls increased in outreach, 

they still maintained or even improved their portfo lio qua lity (Ibid) . 

3.3.3.1 Factors affecting the growth or out reach of MFls: - there are a 

number of factors that can affect the growth of MFls in Ethiopia . The institutional 

capacity, lack of avai lability of loanable funds, policy and regulatory environment, 

supply driven financial products, macro and micro level of economic performance 

are among the factors. These factors result a tremendous gap to be filled in the 

future. The issue of reaching as many poor people as possible and the issue of 

achieving financial viability at institutiona l level are the two competing objectives 

faced by all MFls. Even taking its outreach objective only, MFI is not free from 

challenges and difficulties. Hence, identifying the basic factors that hinder the 

outreach and growth of MFls might help to find out the possible solutions and 

there by to expand the outreach and enhance it growth (Wolday Amha, 2002). 

Institutional building is a process wh ich ranges from a minimum of 

interference or modification to far reaching measures to restructure, transform 

and build entirely new institutions. Institutional building is important to up grade 

MFls to increase their capacity and reach large number of clients on a 

sustainable base. The major factors that need to be addressed in building the 

institutional capacity of MFls are good governance, human resource 

development, effective systems and efficient implementation. The other factor 

that affects out reach is the traditional supply driven financia l products approach. 

Households are not homogenous and within one group different segments 
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appear with different needs, hence there should be a shift to demand driven 

financia l products. Moreover, significant investment capita l is needed to develop 

new or improving existing institutions to increase outreach. Securing appropriate 

investment capital for growth of out reach of MFls is not merely a question of the 

availability of funds , but the form of funding . The loanab le fund s of MFls in 

Eth iopia are sourced from mobi lizing savings, equity, and loan from formal 

banks, rural financial intermed iation program, donations, and income from 

lending activities. Hence, with lack of loanable fund and significant investment 

capital , it wi ll become simply a dream to expand growth of out reach in MFls. The 

sectoral and development policies, the commitment of government at various 

levels , the performance of the macro economy, the performance of the financial 

sector policies, the effi ciency of the lega l and regu latory system, fiscal and 

monetary system, and political system affects the growth of out reach of MFls. 

Furthermore, growth of outreach of MFls is affected by factors affecting the 

efficiency and productivity of active and potential cl ients (Geberehiwot and 

Wolday, 2004) 

3.4. Review of related literature in Ethiopia 

The growth and expansion of micro finance institutions in the 1980s and 

1990s, as apposed to the subsidy oriented credit delivery mechanism of earlier 

times, witnessed the complementary of poverty alleviation and organizational as 

well as operational sustainability. This approach and the subsequent results 

obtained through it captured the attention of policy makers, bilateral and 

multilateral lend ing agencies, international organ izations and donors. The motto 

of this approach has been poverty alleviation on a sustainable basis . 

Undoubtedly, the micro finance industry is expected to playa significant role in 

the fulfillment of the targeted resu lt if it is designed and implemented (la id , et. ai, 

2002). Different stud ies using different approaches has made in Ethiopia to 

assess the impact of micro finance institutions practice. As a resu lt reviving the 

empirical evidences presented may help the writer to limit the scope and to find 

out the gap that needs further stud ies. 
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3.4.1. Some challenges of micro finance as antipoverty strategy 

on Amhara Credit and Saving Institutions (ACSI); Getaneh Gobezie, 

2002. 

In his study, he has tried to explain the challenges of Amhara Credit and 

Saving Institution (ACSI) as an antipoverty strategy through investigation on its 

credit impact, methodological strength/ weakness, savings etc by taking 297 

clients of the insti tution as a sample (Getaneh Gobezie, ACSI, 2002). 

Impact of credit 

Return on investment: - According to his finding, the return on investment for an 

average repayment period of about one year is 30% (not including imputed costs 

like family labor). Activity wise, 25% is for agriculture and 36% for trade. In terms 

of gender, men's profitabi lity is higher th an that of women's. 

Qualitative indicators: - Apart from the monetary benefits there have been non 

monetary benefits such as increased food security (66%) , 

constructing/maintenance house (18%) , sending children to school (39%), buying 

additional oxen (14%), and other benefits such as experience in cash 

management, no disposing of assets, not having to go to money lenders, 

increased acceptance in the community (44%). Over al l, 89.9% reported that 

their life has greatly improved , 6.7% reported they exh ibit no change in their life 

style, wh ile the remaining 3.3% experienced worse life as a result of the cred it. 

Women empowerment: - From 118 female clients , married women respondents 

were his target to review whether the use of loan improves their life and mange 

themselves. Accordingly, 38% said that they manage the loan on their own , 55% 

of them reported that their loan manage jointly with their husband , and 7% said 

that their loan was managed by their husbands. 

Methodological strength/weakness 

Targeting mechanism :-According to the study the targeting mechanism 

employed for credit beneficiaries, while apparently cost effective, tends to 

discriminate against the very poor and concentrates on service delivery for the 

non-target people. The poor and economically active tend to be ignored. There 
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appears very marg inal involvement of ACSI officers in the selection of clients, 

and heavily re liance on the committees organized. 

The problem of group lending: - According to Getaneh, the group guarantees 

and lending method applied by ACSI has resulted in poorer and more vulnerable 

people being excluded. From the total sample, 39.73% reported that they have at 

least one more pursuit in addition to their ACSI loan related activity putting them 

in a better position to offer collateral , and over 53% have form al ed ucation . 

Loan size, loan term: - The loan size of ACSI is lim ited to a maximum of five 

thousand birr. Accordingly, almost 50% of the respondents indicated that they 

are okay with the loan size. However, clients engaged in trading activi ties ask for 

higher a loan size than others. The largest loan delivered has been uti lized for 

agriculture and allied activates (56%), and 36% for petty trade, and the rest for 

processing/manufacturing , services and other activates. The repayment period 

which is a year in most cases, is enough for the majority (65%) of respondents. 

Savings 

Impact: - There is a huge potential for saving mobilization in the reg ion according 

to Getaneh. So far, ACSI has mobilized a total net savings of over 55 million Birr 

from its loan clients, non loan clients as well as associations and organ izations. 

Accordingly, over 81 % of the total loan outstanding has been covered from the 

net saving mobilized. These have been other areas of strength of the institution. 

According to him , some of the major benefits that saving clients expressed are; 

38% respondents said it is nearer, 23% said trust worthy, 61 % said easily 

accessible, 69% reported it helps to develop saving experience, 28% sa id it is 

source of additional income. 

Methodological limitations of saving: given the size of the regional 

population and the potential there, the mobilization efforts of the institution 

appear to be very limited . According to the writer, there are weak promotional 

efforts, i.e., among 600 potential clients of ACS I 30% do not actually know 

whether the institutions provide savings service, and 75% are unaware of ACSI's 

interest payment. The saving mobilization also suffers from lack of focus on the 
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poor. The majority (75%) of the voluntary savings clients are grade 7 to 12 and over 56% are wage earners. 
In a nut shell , as we can understand from the above reviewed summary of the study made by Getaneh on ACSI , most of its part deals with the challenges of micro finance intuitions as an anti-poverty strategy, and this was made on both rural and urban areas. Though it is not doubtful that assessing the challenges of the institutions may help in fulfilling the task of their establishment, dealing with the poor by conducting a research that addresses them directly may help to find out the problems and obstacles that the poor face in getting loans. As the results and findings reveal, his study was made on both rural and urban areas and the impact of the loan was explained in a general manner. However, as we can understand from the socia - economic characteristics; the urban poor have distinguished character in economic activities, risk taking nature, social factors, etc than the rural poor. Hence, it became important to study differently for rural and urban poor. Even the loan size, loan terms and other services may not have the same demand in both areas. Thus , based on the above gap, conducting a research may give insight for further studies. 

3.4.2. Usage and impact of micro credit provision. A case study 
in DECSI (Fiona Meehan, 2002). 

The study was made on 64 beneficiaries of DECSI wh ich 20 are females and 44 are men; and 31 urban settlers and 33 are rural. (Fiona Meehan, DECSI, 2002). The usage of micro credit loans based sector wise is, 62% of the loan used for agriculture, 8% for trade, 30% for hand cr<;lft / food processing activities, and 0.4% for service. The analysis made by the writer is classified into two broad categories . One the impact of micro credit that comprises ; range and diversity of economic activity, change in house hold income, impact of increased income in house hold, and second is the gender analysis. 
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Impact of micro credit 

Range and diversity of income: - Accord ing to the finding gathered by Fiona, 

among the respondents, 20% of them only took loans to start new economic 

activities . The proportion of women taking on new activities was sign ificantly 

higher (30%) relative to men (16%). In add ition, 21% rural clients undertaking 

new activities compared to 19% urban clients. 

Change in house hold income: - Olle of the positive impacts of micro credit is 

bringing a rise in income of house holds. Accordingly, with five years of loan 

experience, the study indicates 33 clients among 64 confirmed a considerable or 

modest increase in their ecollomic status. And 15 respondents said no change in 

their income, the rest respondents reported they were worse off. A much higher 

proportion of rural clients reported an initial considerable increase as compared 

to urban clients. Men clients were also more likely to report considerable 

increase in income than female clients. 

Gender analysis 

Credit Usage: - To view the gender analysis of cred it, the writer has abstracted 

women headed house holds from the sample. In his study, a higher proportion of 

women than men took loans to sta rt new activities rather than to expand existing 

ones wh ile the range of economic activities practiced by both genders is equal. 

Share of loan disbursed: - Accord ing to Fiona, clearer gender differences 

emerged in the average amount of loans taken, and in up take of credit for higher 

and lower return activities. The loan disbursed compared to their participation 

has greater difference in off form activities with women accounting for 16% of all 

trading loans, about 6% of the overall money disbursed. And the majority of loan 

taken accounts for other off form activi ties (64%) which received 50% of the loan 

funds disbursed . Average loans for women headed house holds were generally 

lower compared to overall fema le loan users. 

In general, Fiona has tried to investigate the impact and usage of credit 

undertook by DECSI in relative to the range and divers ity of economic activities, 

impact on income, gender issue etc. As it is stated, the study was made on both 

rural and urban areas. As a resu lt, the writer has tried to put the impact of credit 
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on each areas (Rural and urban). More of the results indicated that the credit has 

positive impact on rural residents than urban residents. However, the study did 

not explicitly state the causes and chal lenges of failure in urban cl ients, and lor 

the opportunities that exist in rural areas. Moreover, DECSI had 255,000 active 

clients during 2002 (DECSI annual report , 2004) , But the writer used 64 clients 

as a sample for his study that might be questionable methodologically. Hence, 

investigating the impact of micro finance programs in urban poverty alleviation 

and identifying the main cha llenges in urban areas especially fo r those practices 

made by government owned institutions may give some insight for further 

stud ies. Especially assessment on government owned micro finance institutions 

is needed due to the fact that their mission and vision is directly related to 

poverty alleviation as compared to private owned institutions, whose goal is 

profit. 
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Chapter four 

Discussion and data analysis 

4.1. Socio-economic profile of Lideta sub-city 

Poverty is rampant and is widespread in Addis Ababa city administration; 

45% of the popu lat ion is below the poverty line with no sufficient income to 

purchase the minimum food to su rvive, and the total unemployment rate is 34.7% 

(CSA, 1999). Udeta, one of the ten sub cities, is not out of the poverty bu rden 

that prevails within the city. Geographically it is located between 9°0'22" -

900'6"North latitude and 38°40'48" - 38044'43" East longitude. The sub city is 

established accord ing to the proclamation No. 1/2003 of Add is Ababa city 

administration composing of 18 kebe les which are now rearranged in to 9 

kebeles for the purpose of effective administration. The admin istrative layer of 

the sub city is based on the division of sub-city and kebele administrations; and 

the operations are classified in to municipal and non municipal executive 

divisions. The total area of the sub city is 1240.4 hectare (Culture and inform ation 

office of Lideta sub-city, 2004). The study made by Civi l and Social Bureau of 

Add is Ababa City Administration (2004) revea ls the demographic, house hold 

income, housing cundition, economic factors that are summarized bellow. 

4.1.1. Demographic characteristics - Lideta sub-city has a total 

population of 296,073 which ranks ih among the sub-cities ; and the density of 

population is 238.96 per hectare. Based on age-gender composition , the sub­

city's distribut ion of males and females shows that more than half (58%) of the 

residents are concentrated at the age group 11-30 years . Based on relationship , 

49.8% heads of the househo ld are males, and 50.2% are femates. The illiteracy 

level within the sub-city is higher for females (15.9%) than males (7.5%). The 

unemployed constitutes 16.7% for males and 28.6% for fema le; and among 

those engaged in income generating act ivities , 59.4% of males engaged in trade 

activi ties, and for females 75.6% of those who engage in income generating 

activities engaged in smal l trade (Gulit). The disabi li ty status also reveals that 
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only 7% of the Sub-City residents have disability problems such as walking 

problems, mental problems, sight problems etc; and of the disabled persons, only 

0.2% obtained support. 

4.1.2. House hold income and housing conditions: - There are 

35896 households in Lideta sub-city having average family size of 5 members. 

The area (especially kebele 09/10) is one of the densely populated areas in the 

sub-city. The tenure status, monthly rent and conditions of housing shows that 

63.3% of the houses are kebele houses, 19.6% are owned privately, and the 

housing agency constitutes only 13.9%. Among the residents who rented a 

house, 81.2% rented from kebele, 17.8% from the housing agency, and only 

1.1 % of the residents rent a house from individuals. Regarding the status of 

houses, 17.1 % of the houses are in good condition, and 69.9% are not good but 

need little repairing and 0.1 % have bad conditions and are not able to be 

repaired. Among the residents, 62.6% have no toilets, and only 5.3% of the 

housing units have private toilets , and about 28.9% of the housing units have 

shared toilets. Based on the household income and its source; 38% of source for 

income is husbands, and the next source of income is children that constitutes 

23.5%. The source of income for 21.2% is from daily labor, 14.7% from pension 

and small trade, the lowest source of income in Lideta sub city comes from 

government and NGO offices. 

4.1.3. Education and Health status: - In Lideta sub city there are 45 

government and private owned health institutions; 4 government owned and 1 

private owned hospitals, 3 health stations, 34 private owned and 21 company 

owned clinics . Within the sub city more than half of the households (64.8%) are 

using government health facilities, and 35.2% house holds use private health 

institutions. Among the total residents of the sub city, 68.8% households are at 

risk of death within three years due to accidents , old age, sickness or/and other 

reasons. Disease like HIV/AIDS is common within the sub city, i.e., the low level 

income coupled with higher number of youth (55.4%) is a reason for unprotected 

sex and prostitution. Regarding education, there are 24 junior and elementary 

public schools, 4 public technique schools, 3 private owned schools, 2 private 
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colleges. From the tota l residents, 31 % of the families are currently able to send 

their children to school, and around half of the house holds send some of their 

children while some do not due to economica l barriers or negative attitude 

towards education . Moreover, the sub city has higher number of street ch ildren 

and the poorest section of population in Addis Ababa. The presence of street 

children in the sub city is a sever problem that comes due to death of parents, 

parents' separation, poverty etc; and large number of Children pass the day time 

on the streets and come home to sleep only. 

In general, Lideta sub city, which is located on the main center of the 

city, is mainly characterized as a poor sub city. The demographic data such as 

analysis of the population based on age, parentage, occupation , and civil position 

etc reveals the fact that there are a large number of poor populations with in the 

sub city. The data on economic involvements and employment situation of the 

population within the sub city also supports th is idea. Moreover, availabi lity of 

high number of street children, poor housing conditions, high unemployment rate , 

poor health condition, lack of educated people , lack of finance to send ch ildren to 

school, HIV/AIDS etc are other implications of the poverty status of the 

population in the sub city. Hence, an integrated intervention by government, 

donors, and other NGOs is needed for the alleviation and reduction of poverty. 

4.2. An overview of Addis Credit and Saving Institution 

Addis Credit and Saving Institution (AdCSI) is a micro financial institution 

which operates within the boundaries of Addis Ababa city administration. It was 

established and registered at the National Bank of Ethiopia on January 2000 

according to the Bank's (NBE) proclamation NoAO/1996. It is owned by six 

shareholders, namely; Addis Ababa city administration, Addis Ababa ci ty women , 

youth association , teachers association, Karaalo Akababi Hulegeb peasants' 

cooperative , and one individual. The major services given by' AdCS I are; 

providing cred it service to micro and small enterprise and potential operators, 

counseling and provision of advise for the targeted group on business and 

financial affairs, fac ilitating business development. services for clients , affecting 

payments, and collecting revenue for other institutions. AdCSI is now operating in 
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all sub cities of Addis Ababa city Administration through 10 sub branches at sub 

cities, and in 88 service delivery posts estab lished in Kebeles. 

Table 5: Loan disbursed, saving mobilized, number of clients from year 1995-

1999 E.C. 

No of % of female Loan Saving percentage 

Year clients clients disbursed mobilized 

1995 E.C 4500 81 .5% 6896000 2528000 36.7% 

1996E.C 21523 60.7% 44062450 4466909 10% 

1997 E.C 26944 50.2% 109559000 42238562 38.6% 

1998 E.C 10858 58.95% 51007943 198290058 38.9% 

1999* E.C 9130 57.5% 120000000 50000000 40% 

Total 72955 325318993 119062529 

Source: 1999 E.C. half year report; 1999* E.C. only for SIX months of the year. 

The institution had 10858 clients and 51,007,943 birr loan disbursed during 

1998 E.C. According to 1999 E.C. half year report, it has 9130 clients with in 6 

months and 120 mi llion bi rr disbursed. The percentage of women clients is 

57.5% in 1999 E.C that shows a 1.45% declining from 1998 E.C . budget year. 

However, the saving mobilized has increased in 1999 E.C. by 1.1 % within the six 

months. 

4.2.1. Organization and Management: - As per the commercial code of 

Ethiopia , next to the general assembly of shareholders , the highest and decisive 

governing body of AdCSI is the board of directors. The members of the board of 

directors are elected by shareholders general assembly; even though the city 

administration, the effective shareholder (96.7% of paid up capital) is dominant. 

The current boa rd of directors is composed of eight ind ividua ls having various 

levels of educational backgrounds. They are drawn from Bureau of Trade and 

Industry, AEMFI , SMEs Development Agency, Finance Bureau , and association 

of youths and women. The board is responsible for policy issues, directions, 

approving plan budget, appointing the general manager and aud itors. 

The institution has a three tier organizationa l structure, namely; head 

office, branch office, and service delivery posts. There are 10 branch offices at 
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sub city level and 88 service delivery posts at kebeles. From these 88 services 

delivery posts, 76 works at full capacity and each of them have four staff (head, 

accountant, cash ier, and loan officer). Currently there are 379 staff, of wh ich 37 

(9.7%) are stationed at the head office and the remaining 342 (90.2%) at branch 

offices. 

4.2.2. Objective, Mission, and Vision of the Institution:-AdCSI's 

vision is to become an active contributor towards poverty red uction efforts and 

would like to see improvement in the life of low income people. And its mission is 

promoting micro and sma ll enterprises to alleviate poverty and unemployment 

prevailing in Addis Ababa city administration territory through provision of 

sustainable financial and other related services with pa rticular attention to 

women. Having this vis ion and mission, the institution has broad objectives such 

as: 

./ Provision of credit and savings services to as many active poor as 

possible 

./ Enhance the development of micro and small enterpri ses 

./ Give the priority to women in the provision of financial services 

./ Creating long term self-employment in income generating activities 

./ Enhance the culture of saving by target people and wider public 

./ Assume financial and operational self sufficiency of the institution 

4.2.3. Credit Operation policies :-AdCSI is basically demand driven. Since 

its establishment, AdCSI has been using solidarity group lending methodology by 

starting from the mid of 1995 E.C change in policies, procedure, and 

methodology of the institution has started to provide individual loans on personal 

guarantee and/or collateral basis. Cooperatives and joint ventu res are also 

entertained on the same line. The type of guarantees used by the institutions 

are: group guarantee, salary of permanent employees working in governmental 

organizations , non-governmental organizations , and private sector, collateral (a 

house or vehicle), clients of the institution (thei r savings), joint individual and 

machineries guarantee, Edirs, cooperatives, and public enterpri se. To obta in the 

serVice, clients can apply at service delivery posts of the institution, branch 
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offices, office of micro and smal l enterprise development, through Edirs and 

cooperatives which have signed agreements with the institution. 

4.2.3.1. Type of Loan Products: - There are four types of loan products. These 

are: micro business loan sometimes cal led genera l loan, sma ll business loan, 

micro lease, and housing loan. Micro business loan product has a nature of 

installment and it is disbursed for high turnover activities like retail trade activities, 

Gulit, and so on. The amount for this type of loan ranges from 500 birr to 5000 

birr. The second type of loan is small business loan, disbursed relatively for well 

established businesses , and technical and vocational school graduate students 

who want to enter in to productive ventures and the size of the loan is usually 

greater than 5000 birr and less than 20,000 birr for each entrepreneur. Micro 

lease loan disbursed for the purchase of machines according to the choice of 

clients . This type of loan is rendered mostly to people who are organized in to 

cooperatives. Housing loan is a loan provided to the advance payment required 

for owner ship of condominium house. Depending up on the nature of the 

business, the loan products are characterized into term loan and installment 

loan. Term loan is a type of loan disbursed and col lected within a given time, 

which have gestation period; while for Installment loan collection of payment is 

made monthly. Loan can be provided for the purpose to start and/or expand 

business engaged in weaving and tailoring, metal and wood work, food 

processing, and production of construction inputs , municipal service like solid 

waste disposal and parking, retail trade, urban agriculture, leather products, and 

other income generating activities. The main loanees are Addis Ababa city 

residents who are 18 years old and above, Edirs (legally registered), 

cooperatives , Joint ventures, and other business associations. 

4.2.3.2. Loan size, Interest rate, and service charge: - The feasibility of the 

project is given the prime importance in the determination of the amount of loan 

to be givell 011 credit and for controlling purpose and the institution decide the 

loan size according ly. This includes both working capital as well as investment. 
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--
Description For new cl ients For existing clients 

Individuals Up to 20000 Birr Up to 30000 Birr 

Joint ventures and others Up to 40000 Birr Up to 60000Birr 

Cooperatives Up to 60000 Birr Up to 1000000 Birr 

Edirs On agreement On agreement 

Source: profile of AdCSI 1999 E. C 

AdCSI charges 10% of lending interest for installment and micro lease, 

and 12% for term loans per annum on flat rate basis. In addition to this 3% 

service charge is paid for all micro lease and small loans. For the house loan, the 

interest rate is 10% for studio and one bed room , a·nd 12% for two and three bed 

room house and it is service charge free. The time of repayment ranges from 12 

months (for term loan) to 48 months (housing loan) as it is shown below. 

Loan size Maximum time allowed for repayment 

Up to 2000 Birr Up to 22 months (the duration varies with loan size 

2001-5000 Birr 24 months 

Above 5000 Birr 36 months 

Term loan 12 months 

Housing loan 48 months 

Source: profile of AdCSI1999 E.C 

4.2.4. Saving operation policies: - Saving is an important component of 

the program, it serves as a source of lending capital, provides cash collateral for 

loans, and enable to generate income through interest spread . AdCSI provides 

saving service to both borrowers and non borrowers. There are three types of 

saving services provided by the institution. These are mandatory saving 

(borrowers specific) , personal (voluntary) saving (borrowers and non borrowers 

client), time deposit (institution and other clients). Except for the time deposit, the 

institution pays an interest of 4% per annum for the amount mobilized through 
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saving. The interest rate for the time deposit is decided on negotiation. The 

institution also recently started box saving to promote voluntary saving . Apart 

from the saving service, AdCSI provides two types of insurance. The first is cred it 

insurance provided to borrowers only. To write off the loan in case of a death , the 

client is required to pay 1 % up front insurance premium of the loan for the year 

and 1 % of the outstanding balance for the coming year if any. The second is a 

business insurance provided to cooperatives and joint ventures in case of a 

complete damage of their business. The insurance premium to be paid is the 

same as the first type. 

4.3. Questionnaire analysis 

4.3.1. General characteristics of sampled respondents 

Out of the tota l clients actively participating in the program in Lideta sub 

city, a sample of 125 clients were selected randomly taking 10% of the 

population in each kebele as a sample ratio; and every kebele with in the sub city 

that has AdCSI's service deliver post office was assessed by taking 10% of its 

total clients . From the total sampled respondents about 70.4% were women and 

29.6% men. The distribution of respondent by age, sex is shown in the table 

below. 

Table 6: Distribution of respondents bv aqe and sex 
Description Number of I Percentage of respondents Cumulative 

respondents percentage 

Sex 
Female 88 70.4% 70.4% 
Male 37 29.6% 100% 
Total 125 100% 
Age ~oup __ 

Cs3 18-35 66.4% 66.4% 
35-55 38 30.4% 96.8% 
>55 

--1-4 3.2% 100% f-=-. 
c.lQ!a l 125 100% 

As can be shown in table 6; most of respondents about 66.4% lay in the age 

range of 18-35 years which implies that most borrowers are young . Even the 
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second group of age range from 35 to 55 years has a good proportion of 

borrowers (30.4%). Then, almost 96.8% of borrowers are at their productive age, 

and this means the distribution of loan to the productive age is satisfactory 

enough. Only 3.2% of respondents have an age greater than 55 yeas . The 

second category in terms of sex is mostly dominated by women, i.e ., 88 (70.4%) 

of respondents are women and 37(29.6%) of them are men this shows that 

special attention for women in the service is good; and women are participating 

actively. The house hold size of a family indicates the level of dependency in the 

house hold , or the numbers of dependents in a house hold . The educational level 

of respondents and their family size is also given in the next table below. 

Table 7: amll~ size and educational level 0 respondents f f 
Description Number of Percent of Cumulative 

respondents respondents percent 
I. Family size 
1-4 78 62.4% 62.4% 
5-10 45 36.0% 98.4% 
>10 2 1.6% 100% 
Total 125 100% 
II. Educational level 
Illiterate 5 4% 4% 
traditional education attended 10 8% 12% 
elementary school(1-6) 17 13.6% 25.6% 
secondaryschool(6-12) 47 37.6% 63.2% 
Above secondary school (> 12) 46 36.8% 100 
Total 125 100% 

Table 7, above shows the family size and educational level ; accordingly 78 

(62.4%) of respondents have 1-4 fami ly size, 45 (36%) have a family size of 5-

10, and 2 (1.6%) of respondents have a family size more than 10. With respect to 

educational level ; 37 .6% (47) of respondents have an educational level of 

secondary school (6-12), 36 .8% (46) respondents have an educational level 

above secondary school, 17 (13.6%) respondents have an educational level of 

elementary school (1-6), 10 (8%) have attend traditional school , and 5 (4%) of 

respondents are illiterate. The educational level of respondents shows that most 

of borrowers 93 (73.4%) of them have attended a secondary school and above. 
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Apart from this , 93(74.4%) of the total sampled borrowers are head of a house 

hold, and the remaining 32 (25.6%) are not. 

4.3.2. Out reach of AdCSI program in Lideta sub city: - Theoretica lly 

micro finance implies providing the poor with saving, credit, and insurance 

facil ities to set up income generating activities such as agriculture, non farm 

sectors, and there by to increase house hold income (Rajasekhar ,2004) . Hence, 

in the study of micro finance and its role on poverty reduction investigating the 

out reach of micro finances' program, i.e., who are the beneficiaries? Are the 

targeted poor benefits from the program? became mandatory; and the same is 

applied in this study. Respondents were asked their educational level, 

occupation , average monthly expenditure and income, standard of living that can 

be shown as below. 

Table B: Distribution of respondents on occupation and standard of living 

Description Number of Percentage Cumulative 
respondents of responds percent 

I. Occupation 
Merchant 64 51 .2% 51.2% 
Civil servant 48 38.4% 89.6% 
Daily laborer 6 4.8% 94.4% 
Others ( bakery, salon , cafeteria) 7 5.6% 100% 
Total 125 100% 
II. Standard of living Number of Percentage Cumulative 

respondents respondents percentage 
poor 31 24.8% 24.8% 
Absolutely poor 6 4.8% 29.6% 
Middle class 88 70.4% 100% 
Rich - - ------_. 
Total 125 100% 

As can be shown from table 8, higher number of sampled borrowers are 

merchants 64 (512%), and 48(38.4%) of respondents are civil servants, 6(4.8%) 

are daily laborers, and 7 (5.6%) of them engage in other activates like bakery 

(enjera), saion, cafeteria. The result shows that there are a huge number of civ il 

and merchant clients relative to dai ly laborers and the other occupation stated. 

And this implies that, the poor who have no job, low level of education has not 
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outreached by the program. Apart from this, respondents were asked to rank 

them selves as poor, absolutely poor, midd le class , and rich in terms of their 

standard of living. As a result, 88(70.4%) respondents rank themselves as 

middle, 31 (24.8%) as poor, 6(4.8%) of them rank themselves as absolutely poor, 

which reflects the same result obtained from the occupational status. More over, 

respondents were asked their average monthly income and expenditure that can 

be shown below. 

hi . Table 9: Average montly Income an d d expen Iture 
Birr per Average monthly income Average monthly expenditure 
month Frequency percent Cumulative Frequency percent Cumulative 
< 100 2 1.6% 1.6% 2 1.6% 1.6% 
101 -300 20 16% 17.6% 27 21.6% 23.2% 
301-600 36 28.8% 46.4% 43 34.4% 57.6% 
601-900 38 30.4% 76.4% 34 27.2% 84.8% 
901-1200 14 11.2% 88% 6 4.8% 89.6% 
1201-1500 9 7.2% 95.2% 9 7.2% 96.81 % 
1501-1801 3 2.4% 97% 3 2.4% 99.2% 
> 1801 3 2.4% 100% 1 0.8% 100% 
Total 125 100% 125 100% 

Mean for the average monthly income and expenditure 

Description Total number of Minimum Maximum Mean 
respondents 

Average monthly 125 50 birr 2800 birr 718.58 birr 
income 
Average monthly 125 80 birr 2100 birr 630.08 birr 
expenditure 
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As indicated in table 9 and the graphs; 22 (17.6%) af respandents have 

manthly incame belaw 300 birr, 88 (70.4%) the highest number af sampled 

borrowers have average manthly incame ranged from 301 -1200 birr, 15 (12%) af 

respandents also. have average manthly incame mare than 120 1 birr, and the 

mean is 718.58 birr. In terms af expenditu re, 29 (23.2%) af respandents have 

less than 300 birr average manthly expenditure, 83 (66.4%) af them have birr 

301 -1200 average manth ly expend iture, 13 (10.4%) af respandents have also. 

manthly expend iture abave 1201 birr, and the mean is 630.08 birr. Thus, in bath 

approaches, mast af the sampled barrowers can be classified as a middle class 

depending an their incame and expenditure that implies the paar are nat yet aut 

reached . Hence, all the abave findings shaw that the aut reach af the pragram in 

Lideta sub city especially to. the targeted urban paar is law. Ellen the number af 

barrowers with respect to. tatal papulatian af the sub city is nat satisfactory, i.e. , 

fram the total population (296,073), an ly 1324 are getting the service which is 

0.45% 1999 E.C budget year. Fram 1324 barrowers as it is indicated in the 

abave, the middle class have a higher number than the paar. Then the questian 

af aut reaching the targeted urban paar thraugh micra fini ca l se rvice in Lideta sub 

city remains an unanswered. Hawever, the service delivery channel AdCSI uses 

to. address all kebeles with its all service delivery pasts in each kebele is strong 

and encau rag ing . 

4.3.3. Credit Utilization: - It is abviaus that barrowers take a laan far the 

purpase af different activities. The provisian of micro finance fram the thearetical 

perspective is to. reduce paverty level thraugh enabling the paar to. participate in 

incame generating activities (Marduch, 2004). Haw ever, due to. the fungible 

nature af maney, barrawers can use the laan far non praductive and nan targeted 

activities like paying far credit they had befare, far ceremania l expenses 

(weed ing) etc. There seems to. be three types of reasans far fungibles; 

manipulatian of laan types, paverty, lack af knawledge (discipline), and factars 

that same times can appear in cambinatian. First, laan far different types af 

activities have different canditians and -hence it can be tempting to. apply for a 

laan that suits one's situatian even th augh the maney is nat intended far that use. 
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Secondly, poverty might force clients to use available loans for immediate 

problems they face. Third, lack of knowledge or discipline is no doubt one reason 

behind diversion of loans, i.e ., clients might have unrealistic idea about how to 

use the loans and ends up spending the money in other way than was intended 

and stated as the reason to take a loan (Schreiner, 2002) . Hence, the credit 

utilization of borrowers can play its role on the poverty alleviation efforts. 

Apart from these, disciplined borrowers can also use . their loan for the 

intended purpose. There are different reasons that promote individuals to use 

credit and saving services. Such as ; to expand business, to open new business, 

to change the old business they had in to another new business, to repay other 

loan, to pay educational fee , to solve serous problems they faced at a time , to 

be independent of their spouse etc according to the sampled borrowers . As can 

be shown below in Lideta sub city there are different reasons that promote 

borrowers to take a loan. 

·b . f able 10: Distn utlon 0 respondents according to the reason that promotes them 
Number of Cumulative 

What promotes you to take the first loan? respondent Percentage percentage 
To expand my business 33 26.4% 26.4% 
To change the old one in to another business 1 0.8% 27.2% 
To open new business 30 24.0% 51 .2% 
I felt that I can do some thing useful 28 22.4% 73.6% 
To repay the debt I had taken fro other 4 3.2% 76.8% 
To solve serious problem of leak of money 16 12.8% 89.6% 
To be independent of my spouse 4 3.2% 92.8% 
To pay educational fee 2 1.6% 94.4% 
To solve accidentall2roblems (death of husband 1 0.8% 95.2% 
To send my son /daughter abroad 2 1.6% 96.8% 
It was by chance I decide to take alone 1 0.8% 97.6% 
Other (to repair house) 3 2.4% 100% 
Total 125 100% 

As it is indicated in the table above, the main reasons to take loan put by 

borrowers are to expand business (26.4%), to open new business (24%), to use 

for some thing useful (22.4%), to solve serious problem (12 .8%). In addition , 

3.2% respondents took the loan to repay the debt they had from other source, 

and the same percentage of respondents took the loan to be independent of their 
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spouse. About 8% of respondents took the loan to change the old business they 

had, to pay educational fee, to solve accidental problems, to send their 

son/daughter abroad , to repair thei r house, and the remaining took a loan by 

chance with out intended purpose. However, the basic determining factor is not 

the reason of borrowers to took a loan , rather it is the purpose they used and 

what percent of the loan they use for the intended purpose. Accordingly, the 

sampled borrowers were asked the purpose of utilization of the loan and what 

percent were used for that intended purpose as it is shown below. 

Table 11 : Distribution of respondents according to the purpose and amount use d 
I. For what purpose do you use the first loan Number of Perce Cumulative 
you took? respondent nt percent 

s 
Pe!!y trade 71 56.8% 56.8% 

Textile 4 3.2% 60.0% 
Wood work 2 1.6% 61.6% 
Construction 3 2.4% 64.0% 
Food consumption 9 2.2% 71.2% 
To pay other loan 4 3.2% 74.4% 

, 

I don't remember 8 6.4% 80.8% 
Other 24 19.2% 100% 
II. What percent have you use for the intended Number of Perce Cumulative 
purpose? respondent nt percent 

s 
All (100%) 34 27% 27.2% 
More than hal((>50%) 51 40.8% 68.0% 
~ .. (50%) 27 21.6% 89.6% 
Less than half « 50%) 13 10.4% 100% 

As shown in table 11 ; 71 (56.8%) of respondents use the loan for petty trade, 

4(3.2%) of respondents use the loan for textile, 2 (1.6%) of respondents use the 

loan for wood work, 3 (2.4%) of respondents use the loan for construction , 9 

(7.2'%) for food consumption, 4 (3.2%) said they use the loan to pay other loans, 

and 24 (19.2%) reported they use for other purposes such as to pay educational 

fee, to solve serous problems they face and some of them did not remember. 

However, putting only the purpose of loan borrowers use it is not the on ly 

condition rather what percent of their loan have use for the intended purpose is 

also another part that could get a due attention. Thus, accord ing to their 
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response there is good usage of loan for the intended purpose, i.e., 34 (27.2%) 

reported that they use all to the intended purpose, 51(40.8%) said they use more 

than half of the loan they took use for the intended purpose, 27 (21.6%) 

respondents use half of their loan, and 13 (10.4%) respondents reported that 

they use less than half of the loan for the intended purpose. 

4.3.4. Change in living standard and employment opportunity: -

The urban credit program is launched mainly to reach out the urban poor through 

providing some financial access in order to enable them to participate in different 

economic activities so as to improve their living standard . To be clear of the 

impact of AdCSI cred it facility on the improvement of the societal well being ; the 

study tries to look the change in living standard of the respondents and what 

improvements/ deterioration do come out as a result of being user of the 

services . The other impact of micro finance might be its role in providing 

employment opportunity, i.e. , from the notion that the access to finance for poor 

helps them to engage in income generating activities and there by at least result 

a self employed individuals in their own business (Legderwood , 2000). Hence, 

the study tries to look the employment opportun ities existed due to the micro 

finance program provided by AdCSI in Lideta sub city that can .be summarized as 

follows . 

Table 12: The change in living standard and employment opportunity 

I. what can you say about the I Number of Percentage Cumulative 
impact of AdCSI program in your respondents percent 
house hold life·? 
Very big oositive impact 35 28.0% 28.0% 
~d, mainly temporary 43 34.4% 62.4% 
Partly eositive , eartl~ negative 15 12% 74.4% 
No change 29 23.2% 97.6% 
Negative impact 3 2.4% 100% 
II. How many employees do you Number of Percentage Cumulative 
have in your business that started respondents percent 

It!rouljh the loan? 
None 76 60.8% 60.8% 
1 ------------~ ~~ 23.2% 84% 
2-5 15.2% 99.2% 
>5 __ ~ _________ + 1 0.8% 100% 
Total L 125 100% I , 



According to table 12, out of the total respondents 35 (28%) of respondents 

reported they exhibit very big positive impact, 43 (34.4%) respondents show that 

the change is good but temporary, 15 (12%) said partly positive and partly 

negative impact, 29(23.2%) respondents reported there is no change resulted 

due to the impact of AdCSI's services in their livelihood , and small number of 

respondents 3(2.4%) reported their life has worsened often after they start to 

take a loan. Over all, out of the total sampled borrowers 62.4% (78) borrowers 

exhibit a good improvement on their life which shows the success of the program 

though as it is indicated on the earlier sections the borrowers are mainly 

dominated by middle class. Beside of this, there is another impact of micro 

finance, i.e ., its role on employment opportunity through enabling the poor to 

participate on micro and small enterprises. Accord ing ly in Lideta sub city among 

the sampled borrowers 29 (23.2%) said that they hired one employee in the 

business they start through the loan ,19(15.2%) reported they have 2 to 5 

employees, on ly one respondent (0.8%) reported that he/she hired more than 5 

employees, and 76(60.8%) reported they did not hired any employee. Hence, 

regarding the employment opportunity the program has not resulted an 

encouraging and promising out come. 

4.3.5. Interest rate and loan size: In most cases, micro finance 

institutions charge a higher interest rate compared to the formal banks. The 

justification beh ind the higher interest rate is due to the risK and uncertainty of 

lend ing to poor with out co llateral since it is based on joint liabil ity. However, in 

Lideta sub city most of borrowers have took a loan individua lly, i.e., 106(84.8%) 

of sampled borrowers are individual borrowers and 19(15.2%) respondents are 

group borrowers. The individual lending methodology is given based on collatera l 

requirement, that is, house, · vehicle, or government and non governmental 

organization workers can be used as guarantee. Despite the co llateral 

requirement the institution charges 10% interest rate for installment and micro 

lease loan, and 12% for term loan per annum on flat rate basis. The argument on 

interest rate of micro fmance institutions base on two aspects? One there should 

be higher (but moderate) interest rate that can save the institutional 
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sustainabil ity, and the second is it should be lower that can not exploit the poor 

more than they can ga in as profit from the business they run th rough the loan 

(Rajasekhar,2004). But having a co llateral and higher (more than banks) interest 

rate is questionable. Hence, sampled borrowers in Lideta sub city were asked 

their response towards the interest rates charged by the institution that can be 

summarized as follows. 

Table 13: Distribution of respondents according to their response on interest rate 

What do you feel about the interest charged by Frequency Percent 

AdCSI? 

Very low 11 8.8% 

Low 2 1.6% 

Moderate 59 47.2% 

High 17 13.6% 

Very high 29 23.2% 

I don 't know the rate 7 5.6% 

Total 125 100% 

Bar Graph.3. response of respondents to interest rate on loan 
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As can be shown in table 13 and graph above, sampled borrowers have 

differently reacted to words the interest rate . Among total respondents , 8.8% (11) 

respondents said there is very low interest rate, 1.6% (2) respondents said the 

interest rate is low, 59 (47.7%) of respondents reported that the interest rate 

charged is moderate,17 (13.6%) said there is high interest rate, and 29 (23.2%) 

explained the interest rate charged as very high , and some few respondents 7 

(5 .6%) said that they did not know the interest rate charged which implies that 

there need to provide information to borrowers about the interest rate charged. 

In general what can we conclude from the respondents perspective is, 36.8% 

(46) respondents explored the rate as higher than they assume, hence the 

institution should give a due attention to the interest rate on loans. This becomes 

sound because most of its clients are individual borrowers who need to have 

some co llateral to take a loan, and then even in times of delinquencies the 

institution can use the co llateral to repay its loan. 

Loan size limited by the institution is another factor that can affect poor 

borrowers to engage in income generating activates. The directive of the National 

Bank that limits the maximum loan size to sing le borrower has two reasons for 

being 5000 birr. One is it serves to MFls to diversify their loan portfolio, and 

secondly it ensures that MFls remain focused on the low income target group of 

the popu lation (Directive No.MFI/05/96). Now days through the micro bank 

AdCSI can lend to its clients up to 100,000 birr depending on the project they 

have. The poor who have lack of education, business knowledge, have difficulty 

to make project proposals, hence they prefer to take a general loan that has a 

maximum limit of Birr 5000 for single borrower. Thus, sampled respondents were 

asked their feeling to the loan size relative to their demand and business they 

run , that can be shown as below. 
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T bl 14 0 tb f f d d t th I a e IS rI U Ion 0 respon en s accor mg 0 e oan size 
What do you feel about the loan Number of Percent Cumulative 
size in relative to your business? respondents percent 
Very low 20 16% 16% 
Smaller than required 25 20% 36% 
Good enough 77 61.6% 97.6% 
More than enough 3 2.4% 100% 
Total 125 100% 

As it is indicated in table14; out of the sampled respondents , 20(16%) of them 

said the loan size is very low, 25 (20%) said it is smaller than they required, 

77(61 %) reported the loan size as good enough relative to their business, and 3 

(2.4%) said that the loan size is more than enough. The result reveals that 

majority of sampled borrowers are happy (61.6%) of the loan size given by the 

institution . Hence, the loan size has some encourag ing response and demand by 

borrowers though some improvement is needed to capture a higher number of 

satisfied borrowers. 

4.3.6. Training and promotion to encourage poor: - Simply 

developing and estab lishment of micro finance institutions in the urban areas 

could not result an improvement on poverty alleviation intervention. Out reaching 

the poor and enabling them to use the micro finance service so as engage them 

in income generating activities is the primary concern. The urban poor are 

characterized as risk averse, lack of knowledge, lack of information, lack of 

financial service etc. Thus, to make the poor out of poverty through 

establishment of micro finance institutions that could fill the financial gap only wi ll 

not became successful. Apart from the financial service delivered, micro finance 

institutions need to promote them selves to update the poor about over all 

information of the institutions, and help through providing some training on 

business planning , marketing, book keeping etc (Fiona Meehan , 2002). Hence, 

sampled respondents were asked how they know first about AdCSI program in 

order to investigate the promotional activities made by the institution to address a 

large number of borrowers and to evaluate credit plus activities of the institution 

to help the unbanked poor. 
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T bl 15 0 'b . f d d' h . k a e Istn utlon 0 respon ents accor Ing to t elr now h b AdCSI ow a ut 
How do you know first about Number of Percentage Cumulative 

AdCSI? respondents percent 
From kebele administration 20 16% 18.4% 
From group members 3 2.4% 55.2% 
From AdCSI staff 46 36.8% 61.8% - - ' -
From media (TV, Radio, News 7 5.6% 94.6% 
paper) 
From friends 41 32.8% 96.0% 
From parents 3 2.4% 98.4% 
I did not remember 3 2.4% 100% 
Others 2 1.6% 
Total 125 100% 

As can be shown in table 15; the promotional activity is mainly made by the 

institution (AdCSI) and from informal relationship (friends), i.e., 46 (36.8%) of 

respondents know first about . AdCSI from the office (staffs) 

itself, 41(32.8%) said that they know first from their friends ,20(16%) from 

kebele administration, 7 (5.6%) of respondents reported that they know first from 

media, and the other respondents put different sou rces that inform them about 

AdCSI such as group members, parents, and others didn't remember how first 

they know about AdCSI. 

More over, the training and support to clients given by micro finance 

institutions on aspects of business, entrepreneurial ski ll , marketing, book keeping 

etc could help the poor to manage their loan effectively and efficiently that can 

result a positive impact on the livelihood and poverty alleviation efforts. The 

efficiency in managing loans by borrowers did not only benefit the borrowers but 

also to the micro finance institution since borrower can repay their loan on time 

with out delay. The trainings and supports delivered by AdCSI in Lideta Sub City 

has two opposite responses by the sampled borrowers , i.e., more than half 

sampled respondents 73 (58.4%) reported that they have get some training that 

can help them to under take the kind of business they are involved. However, 

though 73 respondents said that they got training , it does not mean that the 

tra ining is given only by AdCSI. Accord ingly, 57 (54.6%) out of the total 

respondents who got the training said it was given by AdCSI, 15 (12%) out of 73 

respondents sa id it was given by SMEs, and 1 (0.8%) said that the training was 
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given by other NGOs. On the opposite side significant portion of respondents 52 

(41 .6%) reported there was no any training that was given when they took a loan. 

Hence, the training and support with the financial service should be improved 

well to address all borrowers , especially to those urban poor who lack knowledge 

to undertake income generating activities. In addition, the training and support 

should be before and after the loan and there by to develop the skill of borrowers 

in managing their business. Then due attention should be made by AdCSI on 

credit plus packages so as to address all clients through the training ; and the 

co llaboration made by SMEs office to train borrowers should also be 

encouraged. Moreover, other intervening NGOs that can build the knowledge 

and capacity of poor borrower in income generating activities should also 

supported and acknowledged too for the facilitation of the program, as can be 

shown in the next table. 

T bl 16 O' t 'b r f d t t th a e IS n u Ion 0 respon en s 0 dt I e cre I piUS program 
I. Have you ever received any formal Number of Percent Cumulative 
training that helps you to under take the respondents Percent 
kind of business you are involved? 
Yes 73 58.4% 58.4% 

No 52 41.6% 100% 

Tota l 125 100% 

II. Who gave you the training? Number Percent Cumulative 
AdCSI 57 78.1% 78. 1% 

SME 15 20.5% 98.6% 

Others (NGOs) 1 1.4% 100% 

Total 73 100% 

4.3.7. Women empowerment: - The other dimension of poverty alleviation 

role through micro finance program is its impact on women's empowerment. 

Women are usually the most favored targets of micro finance institutions. It is 

consistently proved that they are better at savings, repaying loans, and investing 

profits in the ir family (Vonderlack and Schreiner, 2000). AdCSI has put giving 
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priority to women in the provision of service as one of its objectives. In Lideta sub 

city, there are large number of women borrowers that engaged in the program. 

In 1999 E.C budget year the number of individua l women borrowers were 807 

out of the total 1324 borrower that accounts about 61 % of the clients. Though 

the total out reach of the institution compared to the tota l popu lation is not 

satisfactory, its effort to involve a higher number of women in the provision of the 

financial service is encouraging. How ever, provision of financial service for more 

women than men could not insure them in improving and changing their 

livelihood; hence whether women actually are making use of the loan themselves 

or still they are under the ru le of their husband is one dimension for married 

women that require closer scrutiny. Apart from these , for married and divorced 

and/or unmarried women what additional benefits (than monetary benefits) 

encountered such as its impact on acceptance , power, decision making with in 

the community after using the service. Out of the total sampled (125) borrowers 

in Lideta sub city 70.4% were women. Thus, direct questions were posed to both 

married and/or divorced (unmarried) women to investigate the issue of 

empowerment impact of AdCSI service in the sub city that can be summarized as 

follows. 
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Table 17: Distribution of women respondents on aspects of empowerment 
Description Frequency Percent Cumulative. 
I. Are you living with your husband? 

Yes 50 56.8% 56.8% 

No 38 43. 2% 100% 

11.00 you give the loan to your husband? 

Yes , all 1 2% 2% 

Yes, part of it 18 36% 38% 

No, I use all my self 31 62% 100% 

III.Have you made a discussion with your 
husband before you took the loan? 
Yes 47 94% 94% 

No 3 6% 100% , 

IV.What effects does bring taking loans from 
AdCSI have on your acceptance, status, power, 
decision makina? 
Increased very much 23 26.1% 26.1% 

Slight increase 27 30.7% 56.8% 

No change 38 43.2% 100% 

Total 88 100% 

As can be shown from table 17; out of the total 88 women sampled 

respondents 50 of them live with their husband and 38 were living lonely. And out 

of 50 women respondents who live with their husbands 31 (63%) of them reported 

that they use all the loan by themselves which have a positive impact on 

empowerment of women and their live lihood; however, 18 (36%) sa id they use it 

part of the loan themselves and give part of it to their husbands, and 1 (2%) 

respondent said that she give al l the loan she took to her husband that implies 

there is some lack of confidence on the borrowers to invest the loan and manage 
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by them selves. In addition, though 94% (47) of respondents out of 50 women 

said that they do made a discussion with their husbands to take a loan wh ich can 

be taken as positive issue, 3 (6%) of respondents have reported that they took a 

loan with out discussing with their husband that can show their confidence to 

decide on their own issue. All women 'sampled borrowers (88) were asked the 

over all effect of micro finance program provided by AdCSI on aspects of 

acceptance, power, decision making . Thus , 38 (43.2%) respondents said they 

did not exhibit any change on the above aspects after using the service, 27 

(30.7%) of respondents reported there is a slight increase in the aspects, and 23 

(26.1 %) of them said that higher increments resulted often using the micro 

finance program. 

4.3.8. Challenges and/or opportunities for clients: - Micro finance 

program can bring some opportunities for urban poor if it managed effectively 

and efficiently. The availabil ity of financial services to the unbanked to engage 

them in income generating activities can result some improvements on their 

livelihood. However, it is difficult to conclude that micro finance program has only 

positive impact and opportunity, and clients can always pay their loan easily at a 

specified time . Hence there are challenges that obstruct clients to repay their 

loan and manage effectively. These challenging factors can result a defau lt 

and/or fa ilure to achieve its target. The most common explanations for cases of 

default refer to one of two types of causes. Either a failure of the client's venture 

due to an external shock such as failure in business or marketing problem; or it 

can result due to factors that are internal in the financial institutions such as 

higher interest rate , short repayment period, strict repayment rule etc (Schreiner, 

2002). Clients of AdCSI in Lideta sub city are not out of the challenges exist; and 

sampled respondents were asked about their repayment behavior, the 

challenges they face during repayment, and the factors that borrower put as 

opportunities respective to their interest in wh ich the summary of the findings has 

elucidated in the next table. 
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Table 18: Distribution of respondent according to challenges and opportunities 

Description Frequent Percent 

I. Do you repay the loan you took on time? 

Yes 107 85.6% 

No 18 14.4% 

Total 125 100% 

II.State that you like about AdCSI service 

(opportunities) 

Low interest rate 6 4.8% 

Availabi lity of service closer to home 53 42 .%4 

No collateral requirement 10 8% 

Fast service (less bureaucracy) 48 38.4% 

Group loan service 1 0.8% 

Sufficient loan size 4 8.2% 

Others (individual lend ing, different types of loan etc) 3 2.4% 

Total 125 100% 

III.State that you dislike (challenges) about AdCSI 

service 

Group lending 34 27.2% 

Smaller amount of loan size than requ ired 9 7.2% 

Delay of service 6 4.8% 

High interest rate 32 25.6% 

Short repayment period 17 13.6% 

Strict repayment rule (every 15 days or a month) 12 9.6% 

Others 15 12% 

Total 125 100% 

According to table 18 among the tota l sampled respondents 85.6% (107) 

said they pay their loan on time and 18 (14.4%) of respondents said that they do 

face with some difficulties to repay their loan on time. Out of 107 respondents 

88 
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who reported they pay their on time, only 49 respondents did pay from the profit 

they made 29 respondents pay some part from profit and the other part from 

other sources; and 29 respondents also reported that they fa il to pay their loan 

on t ime, lack of money at repayment time is the main reason , and failure of group 

members plus the need of money for other pu rpose were additional reasons. In 

addition, borrowers were asked about the challenges mainly face to repay their 

loan . As a resu lt, 45 respondents put shortage repayment period , 22 respondents 

reported loss in business, and 25 respondents also said high interest rate as a 

challenge. 

Moe over, to single out the main challenges sampled borrowers were also 

asked to choose services they dislike in AdCS I. Accordingly, 34 (27 .2%) 

respondents dislike group lending system, 32 (25.6%) of respondents dislike the 

interest rate, 17 (13.6%) respondents dis like short repayment period , 12 (9.6%) 

reported strict repayment ru le is not their preference, and 15 (12%) put other 

services. The reason behind having large number of respondents that dislike 

group lending methodology can due to the higher number of ind ividual borrowers 

(106 out of 125 sampled borrowers) selected randomly. Hence, among the main 

challenges for cl ients can be ranked as high interest rate, short repayment 

period , and strict repayment rule fo llowed by the institution. On the opposite sid e, 

sampled respondents were asked about the services they like (opportunities) 

among those provided by AdCSI. As a resu lt, 53 (42.4%) of respondents admire 

(put as opportunity) the availabil ity of service closes to home, 48 (28.4%) of 

respondents like the fast service (less bureaucratic) provided by the institution, 

10(8%) of respondents like the loan se rvice with out collateral requirement, and 

other services such as enough loan amount, low interest rate, and group lending 

services has chosen as liked services. In general , though the challenges and 

opportunities for clients in Ad CSI service can differ from borrowers' perspective, 

we can put some visible challenges and opportunities put by the sampled 

borrowers in Lideta sub city. Hence , availability of service closer to home, fast 

service provided by tile institution, loan with out col lateral requirement are some 

opp'ortunities for cl ients based on their preference . 
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4.3.9. Group formation, credit operations , and saving 

mobilizations: -Lending to the poor is considered to be expensive and ri sky 

because of their low saving propensities and inabil ity to provide collateral. Micro 

finance institutions, however, target the poor better since the joint liability 

compels these groups to be small and homogenous so that members have 

incentives to participate in selection , monitoring and ensuring the repayment of 

loans. Ideally, groups should be formed after assessing the situation and needs 

of the target group. This will enable the interven ing micro finance institution to 

form groups for the unbanked poor, and undertake activities which are most 

needed for this section (Rajasekhar, 2004). Hence, in the study of the ro le of 

micro finance on poverty alleviation looking into the group formation process of 

the institutions wi ll help to identity either its positive role or negative impact on the 

poverty alleviation strategy. In AdCSI , group formation process is made by the 

borrowers themselves and the institution give some training to group members 

before taking a loan. This methodology has influenced the institution to target the 

non poor who have better capacity to utilize cred it, need ind ividual lend ing 

method with collateral , and draft the efforts made by the institution to alleviate 

poverty. Thus it is not, there fore, surprising that the evidence presented in this 

research shows that in Lideta sub city there are only 4 groups that took a loan , 

out of the total randomly se lected 125 borrowers , there are only 19 borrowers 

who took a loan through group lending methodology; and 88 borrowers rank 

them selves as a middle class, 112 borrowers were merchants and civ il servants 

having mean monthly income and expenditure, 718.58 birr and 630.08 birr 

respectively. Thus , the poor group formation system complied with less attention 

given to it after 1995 E.C by the institution is resulted to target on non-poor urban 

cl ients. 

Micro finance groups improve access of the poor to credit. Access to 

production credit enables them to under take income generating activities 

through which poverty could be reduced. It is believed that micro finance 

programs help the poor to address their problems in undertaking Income 

generating activities such as inadequate access to ski lls, raw materials and 
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marketing. Hence, to evaluaie their role on poverty alleviation with respect to 

their cred it operations questions such as, do credit products meet client needs? 

Is there diversified cl ient based and demand driven services, diversified terms 

and conditions? The answer for such questions can give an implication on credit 

operation policies and their impact on the poverty alleviation lesson. Regarding to 

AdCSI's cred it operation it has a positive cred it operation policy in terms of types 

of products , diversified terms and cond itions. There are four types of loan 

products provided to borrowers ; these are micro business loan , small business 

loan , micro lease, and housing loan. The institution also launch consumption loan 

recently which was at the early stage development of micro finance considered 

as unproductive loan. The loan size ranges from a minimum of 500 birr to 

individuals for micro business loan up to a maximum of 100,000 birr for 

cooperatives. The terms and conditions of loans also vary from one loan type to 

the other loan type; and it ranges from 12 months for term loans to 48 months for 

the housing loan. The availability of diversifi ed loan type, loan size, loan term, 

and Gondition help the poor to choose the type that fit with its demand. The 

development of micro bank can also help the demand for some graduate clients 

who want a higher loan size. However, there are some limitations and weakness 

that need some improvements , i.e ., there is poor client selection mechanism that 

neglect the targeted poor, the consumption loan that provided to government or 

non governmental workers is out weighting the other productive loans (40% of 

the total cl ients in Lideta sub city took loan for consumption, and 25.5% of the 

loan portfolio is for consumption loan). The arrangements and improvements on 

these aspects can help the institution to ach ieve its target of poverty alleviation . 

Micro finance programs enable the poor to save through breaking the 

assumption that poor can not save. If the institutions are appropriately structured 

and provided demand oriented savings products, the poor will contribute savings. 

AdCSI provides voluntary, compu lsory , and time deposit saving products to its 

borrowers and the public at large. The voluntary saving is composed of personal 

<lnd group voluntary saving (borrowers and non borrower clients) . AdCSI pays an 

interest rate of 4% per annum for the amount mobilized through saving. 
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Compu lsory saving is a type of saving mandatory to borrowers only, this is to 

instill a modern , saving behavior to borrowers and at the same time to create 

investment reserve fund for on lending . Thus, clients are expected to contribute 

compulsory saving for an interest rat of 4% per annum. Though providing saving 

service to the poor could encou rage the poor to have a saving behavior there 

should be transparent and pure information about the rate, importance, and 

objective of savings. In AdCSI there seems to be there is less promotional work 

and aggressive saving mobilization strategies to develop the behavior of saving 

of clients. For instance, in Lideta sub city among 125 sampled borrowers 5.6% of 

respondents did not know the rate. Hence, more promotional work should be 

done to succeed the saving strategy, and the interest rate paid (4%) to clients 

shou ld rise to some extent compared to the lending interest rate (10 to 12%), 

though it is more than the minimum rate (3%) set by NBE. 
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Chapter five 

Conclusion and Recommendation 

5.1. Conclusion 

The previous chapters provide information about micro finance it self, its 

practice, impact and role in urban poverty alleviation . The concepts, definitions 

and theories help the reader to understand micro finance programs. In addition, 

the historical development of the financial sector in Ethiopia in genera l and micro 

finance development in particular gives add itional insight into their growth, out 

reach, legal frame work, and other factors that prevai l with in the country. 

Moreover, the primary data investigated and conduded in Lideta sub city branch 

" office of AdCSI demonstrates a practical insight regarding the opportunities, 

challenges, and role of micro-finance practice in urban poverty alleviation within 

the sub city. Hence, based on the previous chapters and discussions made we 

can finalize al l the findings in the following brief and precise points. 

~ Micro finance implies providing the poor with cre.dit, savings, and insu.rance 

facilities to set up income generating activities , thereby increasing household 

income. The target ing and client selection mechanism then should gear towards 

addressing the poor. However, the information gathered from respondents in 

Lideta sub city shows that the poor and economica lly active tend to be ignored 

The client profile clearly indicated that higher numbE)r of respondents (70.4%) are 

in the middleclass. 89.6% of the total respondents are merchants and civil 

servants. 70.4% of sampled borrowers have average monthly income ranging 

from 301 birr to 1200 birr and 66.4% of respondents have birr 301 to 1200 

average monthly expenditure. The mean of average monthly income and 

expend itu re tor sampled respondents is birr 718.58 and 630.08 birr respectively. 

In addition , the number of borrowers with respect to total population of the sub city 

is meager; it accounts for only 0.45% in 1999 E.C . Thus, in both approaches, 

most of the sampled borrowers can be grouped as a middle class that implies the 

poor is not yet reached adequately. 
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t:!:> Provision of micro finance service for urban poor is aimed at enabling the poor to 

participate in economic activities ; but due to the fungible nature of money 

borrowers can use the loan for non productive and non targeted activities like 

bridging the loan they had. Borrowers have different reasons to apply for a loan 

but the reason to take a loan is not the main issue but rather the use of the loan 

and what percent of the loan is invested is an important point in the utilization of 

credit. The investigation made supports that most of respondents use their loan 

for productive purposes. Out of the total sampled borrowers, 64% of respondents 

use the loan for productive purposes such as petty trade, textile, and wood work. 

In addition, the percent of loan used for the intended purpose also shows a 

positive impact, i.e., 68% of respondents use more than half of the entire loan 

they took for the intended purpose. 

t:!:> Micro finance actually do not accessibly need to charge a subsidized interest rate, 

but accessible credit with quality service . Market based interest rates help the 

institution to improve sustainability, and enable expansion to reach more poor 

people. Significant number of sampled borrowers (36.8%) reported that the 

interest rate is very high and high, 47.7% of respondents said it is moderate, and 

only 10.4% respolldents put the interest rate as low. Though the credit service 

provided is dominated by individual lending (with collateral) , the interest rate is 

higher than the formal banks and that becomes questionable. The other factor 

that can affect poor borrowers is loan size irrespective of the business they made 

or intended to make. Out of the total sampled borrowers, more than half (61 .6%) 

of respondents said the loan size is good enough, and 36% reported as smaller 

and low loan size. 

t:!:> Simply developing an establishment of micro finance institutions in urban areas 

could not address the problem of poverty, thus , out reaching the poor and 

enabling them to use the loan for income generating activities is the primary 

concern. The investigation shows that there is a lack of integrated practice 

towards providing tra ining by AdCSI, ie. , out of the total sampled borrowers 

41.6% said they never received any forma l training when they took the loan, but 

58.4% respondents report on the other hand they received formal training that 
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helped them to undertake the kind of business they intended to be involved in. 

However, the training was not only given by AdCSI, i.e. , out of 73 respondents 

who got training only 54.6% said the training was given by AdCS I. The 

promotional aspect is also another area that needs attention, i.e., on ly 36.8 % of 

sampled borrowers know about AdCSI from promotion by the institution. 

~ The other dimension of poverty alleviation role through micro finance program is 

its impact on women empowerment. AdCSI has given priority to women in the 

provision of financial services. In Lideta sub city during 1999 E.C budget year 

women accounted for 61 % of total borrowers. The investigation also supports 

that out of the total sampled borrowers , 70.4% were women. However, 

outreaching women borrowers by involving a large number of women in the 

program could not be a guarantee that the full control of the resources is actually 

improving their situ ation. There is good control of resources by women in Lideta 

sub city of AdCSI clients , i.e., 62% of sampled married women respondents said 

that they use of the entire loan by themselves, and only one (2%) respondent 

report that she gave the entire loan she took to her husband . But with respect to 

the overall impact of AdCSI on empowerment such as acceptance, status , 

power, and decision making; the result was not very encouraging. Out of the 

sampled borrowers, a higher portion of respondents (43.2%) said they exhibit no 

change on the above aspects , 30.7% of respondents reported there is a slight 

increase, and 26.1 % said that higher increments resulted after using the micro 

finance program. 

~ The diversification 01 serVices , loan terms, cond itions, repayment period , and 

lending methodology has a positive relation to captu re diversified poor clients. 

Group lending system of loaning is now becoming increasingly popular among 

many systems of lend ing across different nations, to improve the well being of 

the poor. Even realizing all the merits and demerits of group lending, AdCSI still 

has a poor practice of developing this lending methodology in both formation 

process and encourag ing borrowers to form groups and corrective strategies are 

needed. In Lideta sub city there are only 4 groups that pa!iicipate in the program 

and as a restllt out of 125 sampled borrowers , only 15.2% respondents have 
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taken a loan as a group. Apart from its poor group lending intervention, AdCSI 

has positive credit operation policy in terms and conditions However, with these 

positive implications, it has some limitations and weakness that need corrective 

action, i.e., the poor client selection mechanism that neglects the low income 

earners, and out weighing of consumption loan in terms of number of clients and 

loan portfolio. 

~ Micro finance programs enable the poor to save through breaking the assumption 

that the poor cannot save. If the institutions are appropriately structured and 

provided demand-oriented savings products, the poor wi ll contribute savings. 

AdCSI provides both voluntary and compulsory savings services , and it pays an 

interest rate of 4%. The savings operation pol icy of AdC SI is encourag ing and 

large amount of savings are mobilized. However, the institution needs more 

promotional work to make the saving strategy a success and transpa rency about 

the rate pa id shou ld provided to borrowers . 

~ The task of provision of micro-finance is intended to reduce poverty level through 

enabling the urban poor to be active participants in income generating activi ties . 

In addition , it provides employment opportunities through helping the urban poor 

to be self emp loyed. Accordingly, in Lideta sub city out of the total respondents' 

62.4% respondents said that they show a change in their life, 23.2% respondents 

said there is no change due to the loan they took, and 12% of respondents 

reported it has partly positive and negative impact. Though most borrowers are 

mainly middle class the change in their life is encouraging However, the 

employment opportunity it provides did not show a promisiny result, i.e., more 

than half (60.8%) respondents reported they did not hire employees, 23.2% sa id 

they hired one employee, and 15.2% reported they have 2 to 5 employees. 

~ Putting the opportunities and outcomes of micro-finance could not be a 

guarantee to conclude that it has only positive impact. AdCSI cl ients were asked 

about the challenges and opportunities that exist. Accordingly , among the main 

challenges were higher interest rates, short repayment period , strict repayment 

rules, etc. On the othsr hand, borrowers also indicated some opportunities , such 
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as service being close to home, fast service provided, loans without co llateral 

and so on . 

5.2. Recommendation 

Based on the above conclusions, data analyzed, and problems identified 

In the previous chapters, the following recommendations, classified into three 

areas that address major players of the program , are put forward. 

<7 National government (National Bank of Ethiopia) 

~Creation of self-sustaining micro-finance institutions should be the primary task 

of government financia l institution policies. This would be possible if the 

government provides appropriate legislative support for urban poor lending, 

encouraging NGOs to intermediate between financial institutions and urban 

borrowers; provision of selective guarantees indemnifying institutions against 

loan defaults. 

~Government should use the micro-finance market for more efficient allocation of 

scarce national resources , i.e., when we look at the existing credit service of 

MFls, it is delivered to the non-targeted urban people. Thus, the government 

shou ld try to look to those urban poor through empowering them to take risks , 

and structure the over all economy to be conducive to greater income equality 

and growth . 

~ The overall policy re lating to inputs and out puts, promotion of viable 

technologies through research that can help micro finance institutions to exploit 

the wider market available in the nation shou ld be implemented. In add ition, for 

borrowers (the public at large) supportive new activities , expansion of education 

and training , conducive legal frame work for the poor to practice through small 

and micro enterprises, so as to increase the ri sk taking nature and working 

capability in activities that benefit the poor. 

<7 Micro finance institutions (AdeSI) 

~Achievement of financial viability and self sufficiency in resources should be the 

principal objective of any financial institution . However, the institution (AdCSI) 

should at the same time increase its accessibi lity to the urban poor. Saving 

smobilization , efficient loan administration, better resource management, 
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reduction of defaults , innovative lending experiments , and improving range of 

services should be viewed in a broader context. Efficiency without benefiting and 

outreaching the urban poor will lead not to development but rather to higher 

delinquencies and low demand towards the services. 

'<:> Provision of significant information and development of the management 

efficiency is also important. Information relating to loans, deposits, interest rates 

charged , and repayment rate and time should be clearly exp lained to clients; and 

this would be possible if there is integ rated and effi cient management. 

'<:>AdCSI has a low number of clients that took loans based on group lending 

methodology, which results weak outreach to the urban poor. Thus , the institution 

needs to revise its group lending methodology, i.e. the institution should 

intervene in group formation process and try to develop the experience of other 

micro-finance institutions that show success. Cl ient selection mechanism is also 

another area that needs further corrective strategies. 

'<:>AdCSI has some opportunities that should be encouraged, but burrowers also 

put some challenges such as higher interest rates, short repayment period, and 

strict repayment ru les that need some corrective strategies. The institution is not 

recommended to charge a subsidized interest rates but market-based interest 

rates that encourage the poor to participate in this program. 

'<:>AdCS I's policy to give priority to women has a promising resu lt in involving large 

numbers of women in the program. However, this pol icy by itself cou ld not 

become a guarantee for women to break the gender gap. Hence a specia l 

supportive training on business marketing , book keeping and other that can 

empower them to actively participate in the program is needed. 

'<:> In general AdCSI should not on ly mainly concerned with disbursing large 

amounts of loan and mobilization of savings but as a development partner of the 

government, it should give attention to outreach to the urban poor who have lack 

of access to formal finance(banks) through provid ing different types of services , 

conditions and terms at reasonable interest rates. In addition , promotional 

activities that cou ld address the urban poor; and formal trainings to empower the 

moral of the poor wi ll help it to reach the urban poor and solve the default and 
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delinquency problems. The training given to borrowers by other institutions such 

as SMEs and NGOs should be welcomed by the institution . 

""Borrowers (The public at large) 

~ Borrowers should be able to view micro finance institutions as their partner in 

their own development instead of a benevolent and paternalistic external 

intervention. Hence, borrowers should try to invest their loan for the intended 

productive purpose to enhance productivity; and participating indifferent 

economic activities that can help them to repay their loan. 

~ Borrowers should be willing to participate and follow any formal training given by 

the institution, SME, NGOs on aspects such as formalities associated with 

institutional loans, effective management of finance , maintenance of assets 

created out of credit, and entrepreneurship development training . All these 

interventions can help them to become efficient and effective in mobilization of 

their loans. 

~ Last but not least, borrowers should respect the rules and regulations of the 

institutions particularly relating to repayment; and as citizens, they should know 

their responsibility and right to use the service. Moreover borrowers should try to 

change their attitude towards credit, and try to invest their loan on productive 

activities rather than bridging of other debts they had previously. Apart from the 

above, borrowers shou ld try to praCtice cooperatively in a group fostering the 

motto of strength in unity. , 

In a nutshell , for the micro finance programs' partnership on poverty 

alleviation strategy to be a success, integrated and cooperated participation is 

highly needed between government, micro finance institutions, NGOs, and the 

public at large. Investigation and research in aspects of micro finance program by 

academic institutions, Association of Micro Finance Institutions, and others could 

also play their role on the poverty alleviation program. 
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Oil-'t{) ilOft ~ 'diC{)t 
n. 11'1 () Cj h.fl 'f D'l. h () -Pu\. t 

OUl1l1 il{)""~f.C 1--9"UC1-- h~A r f."Ul9" l:J> TC''7 &.9" 

"1'·fl.\.~;e'1 "untl n1t\"lI\o·l· flll"''''1 y.;u~·l· ~"I" 'I.e 5'fIa}· "'1.'1" fl"'l.t\ eMl tl°·U./.'? '1'<,.:,. 
1'., 't1;J:e: 00 rn.e ;" 

Il 1''''1: ---------------------------------

hIll -I'O ?: -------------------------------

(IJ/..<\ : ---------------------------------

-"fltl, : --------------------------------



t,I\D'l :- .eU dOm,e:j' f,jtl,.'):e:m· nU1UI'; MH·,'l.l'.C f.l',:Ul 9"l:J' '1'D'l1'- (un '}1\D'lm'9" f,nJ':C'; 

'j'(IVI ~,7A '10'+ nh·j·'''7 .I':u~·), :j"I<'I I\,e yow· "'IS O°'l'f''; :j' '1m· :: Mltu .eu'}'} 

'19":1' m·fl'f' 0'''7MIJ'}' M16.II'I.m·'} '}"n,nc h Ifl.y.e.C7· n:I'U'}''; 7,m,e:J'o"u:: 

OO'Ly.'l..C7·td :1" Oo(IC n:j, .'l..·9",C' twu t'l'1'; O .. U:: 

dD9"I'-Y :- 7,,C"}P,'}p,. dOm.e:j' nt,'}.'l..· t'lm· .0;1: dO'I"II'}' t,on-}' :: n°'lpoCm'+ 

dOAfl II.e " "," .eu'}'} 9"AI1+ ,em'I'do, 

I. f,,·my·tw· t,m:J'l\.e dOLI: 

1.~:f' w'}.'l..· 0 t'I, -r 0 

1. 18--35 0 2. 35--55 o 
3. f:r9"UC')' .'l..O'i 

1. f1<;' .'l..O'i :j'\I"UC+ .I'm';'j"" / g' - 6<;'/ 0 
2. f2'i' .'l..l:(i -hIUuc'}' .I'm';'''''' / 6r,' - 12r,'/ 0 
3. h2<;' .'l..O'i -}' \I"UC-}' nl\.e 0 
4. D'l'}00(1'; uo'l'i': f°'l.:)··A / f":fl -}'\luUC:j, / 0 
5. D'l '}n·n'; do'l'i': 7,o'l,e:f'A 0 

4. m.-j·t'I ·n91 Mw(.· / m " ,·t'I·n dO t, / ';':j ' ? 

1. },91 0 2. ~,.e.l'.OU·9" 0 
5. f(l,-j'MI ·n''':'· n·,,'f'C ------------------

1. 1--4 o 
6. /» (.. -----------------------

1. '1,.').1'., 

2. dO '}'1/»:" t'I(.+<;' 

2. f7'An:,' LJ1 (.+<;' 

o 
o 
o 

2. 5--10 

3. OA IlIJ"J ,e ,!'.,'t'I.----------------------------------------------

o 

3. > 55 

3. > 10 

o 

o 



II . 1""mf1:a>' I'h.Il"·"'Z. 11'~,c'l h!:tf 

1 .. I':U 0 
2. 0"19" .\.'.: U 0 
3. oolJM~' 0 
4. U'fl;)-o9" 0 

2. I'fl.,, ·o·fl9' l,D?!].e I'a>C 7fl. I fl'flCI -.----------------- ·nc 

3. I' fl. ,,·o·fl:;n l, o'I~!.e I' a>C a>GJ.l.1 fl·fl C I ---------------------·fl C 

4. hlt.u fl;l'1'· n ·HU.11<;.·)· a>GJ.l.9':): fla>C ".e 1'0'1.,f'a>m+ fl'?9":" f{\'I'9"m ' 

1. 1'9""1·fl a>(.J.l. fla>C --------------------·flC 

2. 1")'9"UC:" WGJ.l . --------------------. fl C 

3. ('ANI w(.J~. --------------------. fl C 

4. l'uh9"<;" w(.J~. --------------------·flC 

5. a>' '/1 00·f1 (, .• ), I fI Ah w(.J;) . f1a>C --------------------·flC 

6. .J6J.... ;n, I 7, 1Gr.l.+ 1'1 0 '17 f!.. I flWC ------------·-------·flC 

7. N"IUfl(,JP' WGJ.l. I rnflA: LPC"1 (UtI-!' I -----· --------------·flC 

8. I'n. ·)' h.!.·.e I I' (,.f19' hlf~ fl.h(, ·.e 9"'} fUA fW(J]A I --------------------·flC 

9. 01,··,·>;, ~!A:;n:,· I'wC .r.uoW71 I'ml.h'l~n .. l· --------------------·flC 

1 O. tlfl.-,'o·fl I 1'l'I.r. >;' I .r.'.:J <t: 1'0'1. A h· h If'l fl WC --------------------·fl C 

III. M ·f1J.'.CC; 'I:iJVl l,rn:J>".e l, 7A "1 no,), 

1. M l • .<l.f1 ·fl.r.·C<;" "'rnl) " ' ~:9" l,'/A"1n'+ 7,/.1.',,+ l,w·" / Oao. I ? 

1. h" ' fln. M "· .<l.<lt9':)'· 0 
2. 7, ·i.r.·,,'''''''''(-w· hrnl'!l:fw· I'fl· .r.·'J, l.I)":'· 0 
3. h~,·'l.f1 ·n.r.·cc; "'(J]l1 l,'/t.\'7n:,' fl.e· 0 
4. h1 .~.'i':I; (fl""on:O I'l,'/A"1n'" "' rn:J'O'L (,If 'J' 0 
5. hoo'/ <;"<;' 'f1IH),} (l~.r.'('": ·!;n,·iHn) 0 
6. hn""on:/;: ( hl)nn .. L· A7>::/:) 0 
7. fl+hhA MfI;I'W'OW'9" 0 
8. h 1'1," h If 'J .e 'P '/'r'I' ------------------------------

2. I'uo:~oot.r ·fl .r.·C ao:)'- a>o·'l.? ---------------- 0.9" 
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3. rcro:~crot.e ·O.I?:C IIODm·of.'; 9"'} ~"/<'lilfP ') ' ? 

1. r '/nL '~, [' "},'l.~' " - ~1;9" lI"'lM. 'k)' D 
2. r'/nL"i 'hI;9" "' .etu t'\.fl ~,fl.iI IIcro:~croC D 
3. ~,fl.iI T'l,~' 11"'1'.1;<):9" D 
4. rU"1 m:l''''Z. '/K Mt·n,), MV· 'O\'.. M7lTV')'h' D 
5, ht'l/\ rmond- ·n.~-C lIuouot'l{l D 
6 . nn "711. ",:J(I1OD'~ :-':"7C 7,·}'(':t.;rO+ D 
7. hlllln.'1; 'P'I '~'d' 7,·}.~·""':" D 
8. IIA~;f [")'9"UC+ ntj::.e 7,·}.~-htj::A D 
9. htj::"'7 :):''lC / rflt'ln.·1; ,/,,:,- / ilt'I7(1\Uo'~ .f',UT} ··f-"7C II uotj::;J"}- D 
10. A:e:. m.~ aJ-"I.'· lIuo"n D 
11. M,,:Jfll"'l. ·n.~·C lIuom·o.~- ~,o 'Oh' D 
12. II." h U' 'I .f', 'P "'0·---------------------------------------------------------------

4. rcro:~uut5' ,n.~-c M"l "-(I\"'OD·n·)'? 

1. ~"/iI"'7 T'lg: D 
D 
D 
D 
D 

6. II." ·n,~-c lIuunt.A D 
2. lXl.C:I'Lt1.C:" 7. MiI;rm'om'9" D 
3. r7.,lXl,')'C, ·nL ,), ilt· 8. II." h U"I .e 'P'M' ----------------------

4. lIu'}'1 ilt-

5. M"''l·n 

5. 9"'} tUA ·nc II":'I'C "4" 'P .e,'! uuAflf» "-(I1,,'oo·n:,-? 

1. V't'\-9" /100% / D 
2. h"7°'1'{j n".e / 0 50% / D 
3. h''lo'({j n;J:-)'- / 0 50% / D 

4. MiI;J'm'om'9" D 
6. rmMl.')' · n.~·c / M:n."'."-. / n'l.lI.m· I)·II·'}?" ,euoA<'l Il ' ? 

1. },f» D 2. ~,.eg.M" D 
7. II'P .e't! "''PC''6'' uoAilfP "},f»" hU"1 [''''LuoAo+ ·ne ·O .~·<, ·} ·hn:'·crom· h"'l,f7·1·"" :/'Ctj:: 

'1m·? 

1. },f» V·II· D 
2. 1l·1I·9" ll.eU'·}9" nht,A D 
3. }"e .~M" ht'I." h"'1'],'im' 'r:"9" '1m· D 
4. MiI;t'm'om'9" D 

8. lI'r .e": ",'rc "6" croAilf» "~,.e.~119"" hU"1 9"n'},!"/: 9" ·}f.':'lm·? 

1. n"7l1.m· lIuunt.A ·nc ~,A~nL'~9" 
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2. rn·.<!,"/, ~,fJ" ')' aoh~('\ M(,\;J' fl' r·nJ':c ·hl:ao· tl. -"nN~ M(,\;J'fl D 
3. ·n.;· MIA m,!l' °'1. 'I 'P,f.', MI..flh+ D 
4. fl ." hlf'/ ,e'1'-I'I'j ' ----------------------------

11. r~,v·'/· n·,\'.·<;' ··}'·U· ~,.;!!. .. ). ~,<):*o'r)'-V+ ? 

1. r-,'nfl. ~'{] " 'p'P'&9':r (OOIUn(. ·..,. rOJflH·: r(Vn··) nn·g,"; ~,'}.I':'}',l;*9" ~,lg:·,·OJ·'} D 
2. r"·**UD. n·g: '; ~,fJ" ,'I' m.e-,: {]fl-I'-"nfl ';~ 

3. r" ·**UD. n·.l':,} m,e-,·OJ·;~ ~,!I'.I'.;;' MIf'}h· 

4. rA,n.-'''''· nn· .I'.·'} ~,'}.I'.''}.I'.(.';I1:' MlP,:} 

6. fl ." hlf~ ,e'1' -I'I'j' -----------------------------------

12. flo/:'1'C "11" '1',('-': uo('\{]9' "4" hlf'/ r"'*UD' ~<;' 9"'} 'inc? 

1. g:;J~<;' O'l</'''m~ hl'LU rj'ti'IC n(. ·<,\··}'· '} M"9"'/:'" M ' D 
2. ," "rfi 0'1.<;' flS'C9" M,uo1f'i· 'T} .I'.';J~ uo{]m')' 'inc D 
3. n·nl!-l' 6I~S (I.If·} :"'ffi rO'I<'\uo'} {](. . (lCo"'P('\ D 
4. fl." h If~ .e 'P -1'1'1' ----------------------- ----------------------------------------

13. MfJW} 9"'} ,l'U(,\ '711. ·n .I'.·C OJ{].I'.'1'(,\? ---------------------

14. ·n.I'.'c nO'l.uo(,\(I ·n·)· '71i. n'7H.OJ· flUDhl..(,\ ,f' ;J(]l'I0
:" :):'7(; 9"'} f.',uDM(,\ ? 

1. r ·n.l':c uouuMi 'UI, ~,'/tl'I ';;' uulf" } 

2. n{](.· ".e h.<'l(.· M,:Jmuu;~ 

3. r9"h~flOJ' aM.I'.· h~" ' ;;' uulf'/· 

D 
D 
D 

4. tlA hlf~ f.','P-"(I· ---------------------- -----------------------------------------------

15. h~,'}!!.. n",e ·n.I'.·C OJM,OJ' hlf"/ 9"h,},P'" 1/"-; ~nc ? 

1. fJ fl I.. (I) . rOJM:I1--)- '0.1'.'(; "·m:"O'l. ~t1.(..I.. MIf·}I1· rnflm fluom-"?" D 
2. ,('fl I.. (I). ·n.I'.·C '1'<;" fJf.',If 'i9" '7 '} n-"(I]f.', flO'I'li'li('\ D 
3. ,('fl I.. (I) . '0.1'.'(; uo·fl· nuo·fl· '011(1(;1/" fl." ~,P~{] {](.. fluD:l1:uO C D 
4. r~·c'ru V·'b;t· n·o.I'.' (; "'m:J'~ uolf'} h:I1:UDCh· n:t" Ouo'li'lifl' D 
5. ,I''I''iu+ ·O.l':(; fl'7I1.,("P' '1':"?,, (M"'7'fJ uh9"<;' (1).11." -) MI..fll1+ D 
6. I/"'}?" I/"\,n,f') rN~I/" D 
7. fl." h If'/ ,e'1' -"(I' ---------------------------------- -----------------------------------
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16. 1''''l.(I){)P,.:" ·fl.l~·C 9U
' } "I ,e ~,1.\'.."'l.y(l)·r'l+ ~,1~, '}' (1)1'1'/ . ? 

1. Y r'l + ~, u'll- . (.fa;.),. fI U'] 'P C; ,), D 
2. I-JV·1 fliL:" M u nl.·f1+ fll. · r'luvm" ' 9u D 
3. '1.\'..<;"':/;' 17LfI.'Y.:/: 1'°'Ln<,:,"} r'ltIoflt·+ D 
4. r'lIJr'lfI.·1; ~,'H' .. ')· ~,.}.\'..?nnl-· W''l°'lhC D 
5. f1h:Jf'l°'I. '/(1)' l'(I)n1h'+ D 
6. r'l."I hlf'/ ,e 'P",n· ------------------------------------- -------------.. ------------------

17. h~, .·f1.'1?·, · ·fI.\'..·C 7,)'r'l'+ M."I 1 h"lr'lfl'f1 1 h50.00 ·flC f1"1.e ·f1.\'..·C (l)fl.\'..(1)· Y:}'r'l'? 

1. ~,9' D 2. ~,.e.\'..Mn D 
18. (\</,'PC "17" 'PY'/: tIO Afl9' "~,9''' hv"/ 9"111Y", 9"">.\'..··} '/(I)'? 

1. {'(I)n .\'..·h·:t- ·f1.\'..·C M"nl.·(1)· fll-· fI'/: MAlf"/ D 
2. h~,.·fI.'Il.'f'. l'(I)n.\'..·h·:" ·fI.\'..·C r'lUVtIDr'lfl D 
3. (\</'1 &.~;J'r.. r'ltIU rn"'9u D 
4 .. \'..·1·'·?-/,:-,' :)""IC «(1)(,1,).) M;J(nuv'~ (UtID?") D 
5. r'lA h If '/ .e 'P ". n· ------------------------------------------G -----------------------------------

19. M,.·f1."?·'· )'r'l(l)' 1'(I)r'l.\'..' tIDm1 ~,'})' .. + .etIDr'lh·/:;:J--A ? 

1. WI]9" 1':''''':-,' D 
2. f1 nl9" h<i:"':-,' D 
3. uvI-JM:-,' D 
4. 1H'·"~: D 
5. h<i:·t-:-,' D 
6. 1'(1)(\.'''. tIUrn'} ~,"l(lH'(I)'9" D 

20. h~,. ·fI.'I?"· I''''l.m{)p,. ')' !'·f1.\'..·C tIUrn'} I-JA9")' I'fll.· ~,·Hfl.4' n. ~,9.Y ~,'})' ... )' yr.;J'A ? 

1. W'l9" :,"ff! D 
2. hrnl'ld' ,r'/n D 
3. f1«: '/m· D 
4. hO'/: fI"I.e D 

21. f1f1·.\'..·1 m.eo fI'?A 1'°'lNP ·fI .\'..·C ,e&.A;Jr'l· ? 

1. f1f1 .. \'.. .. } D 2. f1 '7A D 
22. MfI· .\'..··} !'·(].\'..·C ~,'IA"lr'l"'l' ?"'} ~,uvr'll-Jh:" ~,A9':" ? 

1. ~,(M(Pr'l"U D 
2. 'P<- '/m· D 
3. 9"'}9" fl°'J..J. I'N~?" D 

5 



23. N T' Y'/: ",'PC "22" t7D/:\flfU "1" hlf', 9"rf"}Y": 9" '}J~" } ~(J). 

1. r"l/:\ ~, '}:"fI:i'n, M"'l ynL;:r;/' 0 
2. ~,YVn."r. rn·.l':·} M/:\ t\m:"1I1I ·n .~·';, "'mJ'''; M°'l.Y.~C'} 0 
3. rn· .~·',· ~,I]II:/' lI.e ~,t\t7D" '°'l=-i'1 rpll i}' flt\°'I.I.. 'PC 0 
4. 1'1.1\ h If " .e 'P ", n· --------------------------------- -------------------------------

24. hn·.~·'1:'iu ~,I]/:\ !MII:/'! ·n.~·,:·:I:(J)·'} =116./:\ J'/:\~:t\·n·l· ~,Y'l"'l. M ? 
1. ~,fU 0 2. rM" 0 

25. ·n.~·c fI:/'(J)fI.<',. r"'l.n{fl'l;u ·n.~·c 9"'} fI':· 1I.e °'l'P/:\'1 1,'H',,+ =(1)</'9" ~, -i.<',t\fr,r v · fI/:\rn'1 

.en{fFl;'//:\ ? 

1. ~,fU 0 2. rM" 0 
26. n'P Y": ",'PC "25" uu/:\fI "~,fU" hlf', fI/:\rn'1(J)' non .en{f]/:\ ? 

1. Ml.'n.'lv'· ~,. 0'1 0 
2. M,',fI"'~:'1 'P :H"} -hl:°'i')' n.C' 0 
3. uo'}"lfl;/''e .1'/:\ If',· ·/·<):°'1+ 0 
4. 1'1.11 hlf', .erp",n· --------------------------------- ------------------------------------

27. Ml.'n.'lv'·. rn·.~·'} ",(11 1] ~,t\fU+ ? 

1. ~,fU ?"'} )'u/:\ ~, '}.~If',9" ~,(J)·"''Pt\ .. u 
2. ~,fU '')'} ?"'} J'u/:\ ~,·}.~If', ~,lIoH'(J)'9" 

3. 9",}9" rn·g:·} ",(111] rtl'~9" 

o 
o 

28. r"l/:\ ",nVlfl ~,/:\fU·)-? n<i:1I7'+ ',01' OJY.fI M,M!l:(':' ? 

1. ~,fU n<i:1I7'''/; ',(J)' 0 
2. ~,fU "l,} n"l,\',,;:r ',(J)' 0 
3. 9"'}9" r"l/:\ "'(111] rtl'~9" 0 

o 

29. nn.-"MlfU r',·C' v ·',,;/, r·n .~·c;. _"(11;1,0'1. hlf",· nj.1I ruo{f](J)' t\(J)''P ~,'H',,+ J'fI"'9"(I1';/'/:\? 

1. n{f]9" h<i: "'~: ~,fU'} ;J-'e t\(J)''P 0 
2. 'Pc;. t\(J)''P (T} '?IU'(J). t\(J)''P) 0 
3. n"loofii 'P';, n"loofii ='PG': 0 
4. 9" 'W' tlaJo'J' r M" 0 
5. h',nLOl' rl]n ·.f-"lC lI.e 't'~ 0 

30. flI'I ~, . ·n.'l""·. ' J'';, ruol.I'I+ ~,7/:\ "l 1'1" ,). ~It\ .em</'uu. 

1. 1/:/'oj'<;' (J)t\.~. 0 
2. :"c·n rlf', {'·n.~·C'1 "'(I1f] (,7/:\ ''It\ .. + 0 
3. 9"'}?" ,,,t)'1~ =J''lf" ( COLLATERAL) ~,t\uo(;·';. 0 
4. ",/:\{fH. ~'7/:\'1t\ .. + 0 
5. rn·.~··} ·fl.~·C M/:\·?fI· .. ·/' 0 
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6 I' 'fl ,e.' <-. uo m '} '1'';, M IJ"I D 
7. tl/I h If'l .e '1' 'I' (I. ---------------------------------- ----------------------------------

31. M ~dl.'lvl'. l''''Zornl'l''}- (1''''Z,et..t\'H·) ~,'Jt\ '?I'I'+ !ll'l .e'1'·I'(I· 

1. I'fl· .e.· '} ·fl.e.·C ~,7t\'1I'1'+ 

2. I'·fl .e.·,;,'} uom'} Mfl'I'<;' aolf'} 

3. ·I't\flH. l'·fl.e.·C ~,Lt\·?I"1'+ Muo';'C 

4, h<f:'/'<;' I'rol'l .e.· aonn 

5, n"l."C l'·fl.e.'C uDuot'li'i uJ)), 

6, 'r·M I'IJ'~ l',fl.e.'C ~JUo'lt'lfl u·? (fl7.)''}P''}p,. roC) 

7. 1'1,'1 h If'l ,e'1"/'I'I' -----------------------------------

D 
D 
D 
D 
D 
D 

32 h~,.·fl..,1.'I - flaJMI. :'- ·fl.e.'C 'l'm:"uDaJ- fJ<J:<J:uo':" (1(.- P'1.e.·) 9"'} ,f'Ut\ (I(.+l1 '1"PL'Pt\ 

(I'n,'I'(I'fl ~,qt\9" n.If'}) ? 

1. n'},e.- D 
2. hU-I'I'}- Mh ~,9"fl'}' D 
3. hM"M' fl'l ,e D 
4. Y"'}Y" I't'I9" D 

33. M,m3''1.e M ~,.·fl"'vl' ,f't\'1'71"10 M)J'};J·'P. .eU''} M·;J·'P. ~,fl'I',f'I':'- 1]1'1'+ M,'T'<-' 

.e'1'·I'(I· ------------------------------------------------------------------------------------------------------------------
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2. ~,.e .I.'.M" D 
2. l'Hl'PC"l"'j'Y'/: oot\itfD "~,fD" hLl"1 h~dl.·'l.'I· f'rooP,.,)' ·fl.l':C N]flOJI' fD '/OJ' 

~, 0'/. 0 (fl. :I'? 

1. ~,fD fJflO.'L· U·fI··}?" ·O.I.'.·C .e(]l'I'?"o;J-t\ D 
2. ~,fD f',"roo'/ro··i fllJflO.'(; ~,o(fl'lJflaJ' D 
3. h,e.I.'.M" U·fI·,?" 6·0. 'I'~ 7,00 (fl"'OO aJ· D 

3. ·O.I':C hooaJ,o.l.'.·fD Ob.·). hOflO,')'fD ;JC "' dof]hL'I't\ ? 

1. ~,fD D 2. ~,.e.I.'.M" D 
4. h~dl. "1.', . ·O.I.'.·C haJ(\P,. 0;)" OCitfD ".e. " ',"IJ,e'r)': "'00'/. ~ .),C; 

aJ·""/, ObL1.'1'·" yoofl]aJ· ro ·(fl.:" ?"'i ,eaoMt\? 

1. Ofl]?" GT;\,?" z: t\ D 
2. Ooo(fl'I' a~?"':::t\ D 
3. ?"'}?O flaJ·'P f'flro'?" D 
4. 7,1"""/0 '/aJ' D 
5. fl ." h LI' 'I .e 'P ." o· ------------------------ -------------------------------------------------------------

5. M,(fl,<l'''.e f'~dl.·". "· . " '(fl,<l'0'l. d0Ll"} flO, '\'-r f'°'l.Yoofl]ro· ~""M ' N ,?" 

(aJ· (fl,:") f] fI .e 'P -" o· -----------------------------------------------------------------------------------------
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ADDIS ABABA UNIVERSITY 

FACULTY OF BUSSINES AND ECONOMICS 

DEPARTEMENT OF PUBLIC ADMINISTRATSON 

MASTERS PROGRAM 

This questioner is prepared to study "the role of micro finance on urban 

poverty allocation" 

Questioner for urban residents who use the service 

City: 

Sub City: 

Distri ct: 

Kebele 

Questionnaire code: -------------



ADDIS ABABA UNIVERSITY 

DEPARTEMENT OF PUBLIC ADMINISRATION 

Objective: - this questionnaire is prepared by student of Add is Ababa University 

masters program on public admin istration. Its objective is to study "the role of 

micro finance on urban poverty alleviation ". Thus considering its importance you 

are kindly requested to give your co llaboration and support and I would like to 

thank you in advance 

Direction: - Each questionnaire shou ld be answered by one respondent only. 

Put aD mark on the box answer you choose. 

I. General information on interviewee 

1. Sex of respondent 

1. Maie D 2.Female D 

2. Age _ __ _ 

1. 18 -35 

2.35-45 

3. > 55 

D 
D 
D 

3. Level of education 

1. Illiterate D 

2. I can read and write (traditional school) D 

3. Elementary School (1-6) D 

4. Secondary School (6-12) D 

5. above secondary School D 

4. Are you the head of the house hold? 

1. Yes D 2. No D 
5. Number of family 

1. 1-4 D 

2. 4-10 D 

3. > 10 D 



6. Occupation:-____ _ 

1. Merchant 0 

2. Civil Servant 0 

3. Daily Laborer 0 

4. Oth e r ---------------------------------------------------------------

II .Socio economic condition of the interviewee 

1. Your standard of living is 

1. Poor 0 3. Middle class 0 

2. Absolutely poor 0 4. Rich 0 

2. Your average month ly income? ---------------------------- Birr 

3. Your average monthly expenditure? ------------------------Birr 

4. Your expected monthly household's expenditure for the mentioned expenses. 

1. Food expenditure ---------------- birr 

2. Educational expense ------------------ birr 

3. Expenditure for cloth ----------------- birr 

4. Medical expense ------------------ birr 

5. Water /electricity/ telephone ------------ birr 

6. Gas / fire wood /coa l ----------------- birr 

7. Social expense (Weeding fTebel) ------- birr 

8. House rent (if yours, expected rent) ------- birr 

9. If you have servant monthly salary--------- birr 

10. Remittance (for friends, relatives) -------- birr 

III.About AdCSI general service 

1. How do you know first about AdCSI? 

1. From Kebele administration 

2. From group members I have asked to join them 

3. From AdCSI office (Staff) 

4. From friends who use the service 

5. From Media (TV, Radio) 
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6. From my parents (husband , son, wife) D 

7. I don 't remember D 

8. If oth e r s pe cify -----------------------------------------------------

2. When did you take the first loan? -------------- E.C 

3. What is your reason to take a loan? 

1. To expand my business 

2. To change the business that I was doing in to another business 

3. To open new business 

4. I felt , that I can do someth ing useful 

5. To repay the debt I had taken from other sources 

6. To solve serous problem of lack of money I faced that time 

7. To be independent of my spouse 

8. To pay educational fee for my children 

D 

D 
D 
D 

D 

D 
D 

9. I faced accidental problem (death of husband/ wife) and I decide to take 

D 

D 
D 
D 

10. To send my daughter / son abroad 

11 . It was by chance that I started taking loan 

12. Specify if other ----------------------------------------------

4. For what was the first loan mainly used? 

1. Petty trade 

2.Garment 

3.Construction work 

4. For food consumption 

5. To pay my debt I had 

6. Specify if other ---------------------------------------------------

5.What percent have you use to you r answer for question No. 4? 

1. Entirely (100%) 

2. More than 50% 

3. Less than 50% 

4. I don't remember 

6. Did you repay your loan fully to AdCSI with out delay? 

1. Yes D 2. No D 
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7. If your answer for No.6 is "yes" did you repay from the benefit you obtained 

from activities under taken with the help of the loan? 

1. Yes, fully 

2. Yes, but not all 

3. No, it is from other sources 

4. I do not remembers 

8. If you answer for question No.6 is "No" what is the reason 

1. I hadn 't money to repay on time 

D 
D 
D 
D 

D 

2. Other members of my group did not repay; AdCSI did not accept me D 

3. I wanted to use the money for other more useful purpose D 

4. Others (Specify) ----------------------------------------

9. How many members did your group have when it was first established? __ 

10. How many members do you have now in your group? __ _ 

11. How do you form your group? 

1. Kebele Administration (Association Youth, Women) helped us to from D 

2. I directly asked other groups members to join me, and they agreed D 

3. Formed group members asked me to join item, and I agreed D 

4. AdCSI staff helped us to form group D 

5. I do not remember D 

6. Specify if other ---------------------------------------------------

12. If your answer for question No.11 is "4" what was their roie? 

1. That of support and facilitation other wise it was on our agreement D 

2. largely of support but with some pressure D 

3. More of pressure, but limited persuasion D 

4. If other specify -----------------------------------------------------------

13. How many times have you so far taken loans from AdCSI? ____ _ 

14. What is the main challenge to repay your loan on time? 

1. Shorter repayment period (installment period) D 

2. Loss in my business D 

3. High rate of interest rate D 

4. Specify if othe r -------------------------------------------------------------------
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15. If you took a loan more than once, what is the reason? 

1. The first loan I took was profitable then to make more D 

2. The previous loan was not that good , but I want to improve on the D 

subsequent loan. 

3. Previous loan was a complete failure , but I want to start again 

4. I found my life improving as a resu lt of the loans I am taking 

5. I need the loan to use for daily consumption 

6. I didn 't have any reason 

7. Specify is othe r --------------------------------------------------------------------------

16. How do you decide for what purpose wi ll you use the loan? 

1. Th rough studying the possible options 

2. To use for the business I have already started 

3. To do what my friends did 

4. I consult my spouse what can I did 

5. It is by accident I decide 

6. Specify if other -----------------------------------------------------

17. Do you ever borrow money of more than Sr 50.00 from other sources while 

you have loans from AdCSI? 

1. Yes D 2.No D 
18. If your answer for NO.17 is "yes" why? 

D 

D 

D 
D 

D 

D 
D 
D 
D 

1. The amount I borrow from AdCSI was not enough for my business D 

2. To repay AdCS I's loan D 

3. To cover my daily use D 

4. To cover accidental expenses (like disease) D 

5. Specify is oth e r -----------------------------------------------------------------

19. What do you feel about the interest rate on loan charged by AdCSI? 

1. Very low D 4. Low D 

2. Very high D 5. High D 

3. Good (Moderate) D 6. I don 't know the interest rate D 
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20. What do you fee l about the amount of loan (loan size) given by AdCSI 

relative to you r business? 

1. Very low 

2. Smaller than required 

3. Good enough 

o 
o 
o 

4. More than enough 0 

21. Which method of lend ing do you prefer (Group or individual)? 

1. Group lending 0 2. Individual lending 0 

22. What do you feel about group lending method? 

1. I hate it 0 

2. It is good 0 

3. I don't have any feeling 0 

23. If your answer for No.22 is "1" what is your reason? 

1. It doesn't promote individual effort 0 

2. It made every member liable for the loan 0 

3. It brings distrust and disagreement among group members 0 

4. Specify if other -----------------------------------------------

24. Where there times when other members of your group did not repay their 

loan on time? 

1. Yes o 2. No 0 

25. Have you ever received any formal training that helps you to undertake the 

kind of business you are involved in? 

1. Yes 0 2.No o 
26. If your answer for No.25 is "yes" who gave you the training? 

1. AdCSI 0 

2. Small and micro enterprise office 0 

3. NGOs 0 

4. Specify if other -----------------------------------------------------------------
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27. Do you have group saving in AdCSI? 

1. Yes, and I don know the amount 

2. Yes, but I don't know the amount 

3. No, don't have 

D 
D 

D 
28. Do you have individual saving? Is it by interest or pressure? 

1. Yes, it is on my own interest 

2. Yes, but it is due to pressure 

3. No, I don't have 

D 
D 
D 

29. What can you say about the impact of AdCSI services on your house hold? 

1. Very big positive impact 

2. Good impact ( mainly temporary benefit) 

3. partly positive, partly negative 

4. No change at all 

5. Negative impact 

30. State that you like about AdCSI service 

1. Low interest rate 

2. Availability of service closer to home 

3. No collateral requirement 

4. Fast service (less bureaucracy) 

5. Group lending system 

D 
D 
D 
D 

D 

D 

D 
D 
D 

D 

6. Good enough loan size D 

7. Specify if other ----------------------------------------------------------

31. Can you state things that you dislike in AdCSI? 

1. Group lending 

2. Amount of loan smeller than requested 

3. Delay (bureaucracy) of service 

4. High interest rate 

5. Short repayment period 

6. Strict repayment ru le (every month) 

7. Specify if other ---------------------------------------------------
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32. How many employees (even family members employed) do you have in your 

business that started through the loan? 

1. One 

2.2-5 

3. More than 5 

4. None 

D 
D 

D 
D 

33. In general, specify if there is any positive or negative suggestion that you 

have wh ich might not mentioned in the above.-----------------------------------------------
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For women borrowers only 

1. Are you living with your husband? 

1. Yes D 2.No D 
2. If your answer for No.1 is "yes" do you give the loan you took to your 

husband? 

1. Yes, I give it all D 
2. Yes , I give part of it and use part of it on my own D 

3. No, I use al l on my own D 

3. Have you made a discussion with you r husband before you took the loan? 

1. Yes D 2.No D 

4. What effects does your taking loan from AdCSI have on your acceptance, 

status, power, and decision making within your community? 

1. Increased very much 

2. Slightly increase 

3. No change 

4. Decreased 

D 
D 
D 

D 

5. In general, is there any positive impact (resu lt) that women get from being 

users of AdCSI service , specify -----------------------------------------------------------------

6. Is there some negative impact (influence) that AdCSI have on women, 

specify--------------------------------------------------------------------------------------------------

Thank you 
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