
SOCIAL CAPITAL AND GROUP BASED 

MICRO FINANCE: A CASE STUDY ON DEDEBIT CREDIT 

AND SAVING INSTITUTION IN MEKELLE ZONE OF THE 

TIGRA Y REGIONAL STATE 

BY 

MULUGETA ABAY 

A thesis submitted to the School of Graduate Studies of the Addis 

Ababa UnivCI"sity in pat"tial fulfillment of the requil"ements for the 
• Dcgree of Mastcl" of Arts in Regional and Local Development Studies 

JULY 2006 



ADDIS ABABA UNIVERSITY 

SCHOOL OF GRADUATE STUDIES 

REGIONAL AND LOCAL DEVELOPMENT STUDIES 

SOCIAL CAPITAL AND GROUP BASED MICROFINANCE: A CASE STUDY ON 

DEDEBIT SAVING AND CREDIT INSTITUTION IN MEKELLE ZONE OF THE 

TIGRA Y REGIONAL STATE 

BY 

r MULUGETAABAY 

Department of Regional and Local Development Studies 

Approved by Boar of Examiners 

Name Signature Date 

I. _ _ ___ ~~~~--

Chairperson 

2. Taye Negussie (ph.D) ~''i '-3 \ \ ~O0.) G . 
I 

( Advisor 

o 
J. 

Internal examiner 

4. An 1<'-0 ¢-eJ?, I~ 
External examiner 



Acknowledgement 

First, I woul d like to express my sincere and special gratitude to my adv isor Dr. Taye Negussie 

for his constructive comment and constant guidance from the onset of proposa l development to 

the Thesis write-up stage. I wou ld also like to thank to the Graduate School of the Add is Ababa 

University for its financial support to undertake thi s study. 

Many thanks are also extended to all my family members for their moral back up right fro m the 

inception of my plan to pursue further education up until the end of it. Special thanks al so go to 

my dear friend Hadush Tesfa of the Mekelle University for his material and moral support. My 

friends here in the Addis Ababa University, most remarkabl y Andom, Guad Tsegu, Bihon, Getu, 

Girmay and Solomon have not been fri ends just for mere academic pursuit but to be relied upon 

during diffi culties and for happy social hours as well. 

My former co lleagues at the Tigray region Emergency Recovery Program also deserve thanks for 

their all rounded support during the data collection stage. Especially I al11 highly indebted to Ato 

Hagos Adhana for hi s kind support in designing my bulky questionnaires in to the SPSS program 

and Ato Zemichael G/Medhin for hi s true faci li tation during my entry to the data co llection stage, 

Last but by no means the list, I would like to ex tend my thanks to the DECS I staff and my 

respondents at Mekelle fo r the cooperation and hospitality they showed to me throughollt my stay 

in the study area . 



List of Acro nyms 

ACORD Agency for Cooperat ion Research and Development 

AEMFI Assoc iation of Eth iopian Microfinance Institut ions 

CSA Central Statistical Authori ty 

DECSI Dedebit Credit and Saving Insti tution 

E.C Ethiop ian Calendar (it lags seven to eight years behind the Gregorian Calendar) 

EEA Ethiopian Economic Association 

EWDF Ethiop ian Women Development Fund 

FDRE Federal Democratic Republ ic of Ethiopia 

GBMF Group based Microfinance 

REST Relief Society of Tigray 

ROSCAs Rotational Saving and Cred it Associations 

SEEP Small Enterpri se Education Promotion 

US AID United States Agency for International Development 

11 



Glossa ,"y of local Terms 

Birr Eth iopian Currency 

Equb Rotating saving and cred it groups estab li shed among peo ple who tr ust each other 

Debub South 

GugiJe Group 

lddir An Informal institution in Ethiopia predominantly estab lished for buri al pu rpose 

Kushet The lowest adm inistrative unit below Tabia 

Mahber Religious association usually fo rmed for observing religious ceremonies in a fi xed 

periodic meeti ng among Orthodox Christians (in thi s particular study). 

Ri tban 

Semen 

Suwa 

Tabia 

III 

Local level fi nancial support to financially troubled person 

North 

Type of local beer in Tigray 

An admini strati ve unit below district in Tigray 



DEDICATION 

This study is dedicated to my parents Adey MIHRET KAHSAY and 8Y.M ABAY 

YOHANNES for their enduring encouragement and prayers through out my long 

journey for the pursuit of academic ambitions. 

I V 



Acknow ledgement 

Li st of Acronyms 

Glossary of loca l Terms 

Ded ication 

List of Tables 

Li st of annexes 

Abstract 

CHAPTER ONE 

1. INTRODUCTION 

Table of contents 

1.1. Background of microfinance institutions 

1.2. Statement of the problem 

1.3. Research Objectives 

1.3.1. General 

1.3.2. Specific objectives 

1. 4. Research Questions 

1.5. Justifications and Significance 

1.6. Background of the Study Area and Poli cy Framework 

II 

III 

IV 

IX 

Xl 

XII 

1 

3 

6 

6 

6 

7 

8 

9 

1.6. I. Background of the study area 10 

1.6.2. Revie\\· of policy Framework II 

1.6.3. Background of De debit Credit and Saving Inst itution II 

v 



1.7. Scope and Limitati ons of the Study 1-1 

1. 8 . O rgani zati on of the paper 15 

CHAPTER TWO 13 

2. METHODOLOGY OF THE STUDY 16 

2.1. Sources of primary data 16 

2 .1 . 1. Survey Research 16 

2 .1 .1. 1. Survey instruments 17 

2 .1 .1.2 . Population and Sampling Techniques 17 

2.1 .2. Personal Observation 18 

2.1.3 . Focus Group Discussion 18 

2.1.4 . Individual Interviews 19 

2.2 . Data Type and Analys is 20 

2.3. Sources of Secondary Information 20 

CHAPTER THREE 21 

3. LITERATURE REVIEW 21 

3. 1. Lite rature on soc ial capital 2 1 

3 .1 .1 Early th in king about soc ia l cap ita l 2 1 

3.1.2 Conceptua l Defin ition of Soc ia l Cap ita l 22 

3. 1.3 Social cap ita l in development d iscourse 24 

3.1.4 Dimensions of socia l capi ta l 25 

3.1. 5 Measurements of socia l capita l 27 

3 1.6 In sta nces of social capital benefi ts 29 

3.17 Th e 'down side' of socia l capita l 3 1 

3.1 .8 Conce ptua lizati on of terms 32 

3. 1.9 Conce ptua l Framewo rk for the study 35 

V I 



3.2 Li terature on social cap ital and group based mi crofina nce 35 

3.2 .1 Mode ls of Group Lending 35 

3.2. 1. 1 The Grameen type of group lending 36 

3.2. 1.2 Other model of GBMF 37 

3.2 . 2 The Rotational Saving and Credi t Associati ons 38 

3.2.3 Social capi tal and GBMF 38 

3.2.3. 1 Social capital as an input for group based finances 40 

3.2.3.2 Social capi tal as a useful byproduct ofGBMF 42 

3.2.4 Some drawbacks of the GBMF program 43 

CHAPTER FOUR 47 

4. DATA ANALYSES AND DISCUSSION 47 

4. 1 Demographic and Socio-economic Characteristics of Respondents 47 

4 .1.1 Age and sex 47 

4 .1.2 Marital status and Religion 48 

4 .1.3 Education and current occupation 50 

4 .1 .4 Sex and occupation. 5 I 

4.2 Relat ionship between Borrowers 54 

4.2. 1 Group formation 55 

4.2.2 Loca l level social capital 61 

4.2.3 Sources ofIn fo rmati on about DECSI 68 

4.2.4 Source of fina nce before DECS I 69 

4.2.5 Trust and Rec iprocity 71 

4.2.6 Group Norms and Sanctions 79 

4.2.7 Group Deci sio n Making, Solidari ty and Collective Action i\() 

4.2.8 Att itud es on group based Illic ro linance and clients ' quitt ing 91 

VII 



4.2.8.1 Att itu des on Indi vidual and Group Based Credi ts 9 1 

4.2.8.2 Group di sbandment and cli ents quitt ing of the program 94 

4.3 Lender- borrower relationships 98 

4.3.1 Non-credit support 98 

4.3 .2 Institutional trust 101 

4.4 Social Capital as a useful byproduct of GBMF 104 

4.4.1 Additional benefits as a result of membership to credit group 105 

4.4.2 Civic Engagement 107 

4.4.3 Belongingness to groups other than the credit group 109 

4.5 Conflicts Among Credit Group Members 110 

CHAPTER FIVE I 13 

5. Conclusion and Policy Recommendations 113 

5.1 Conclusion 113 

5.2 Policy Recommendations 116 

REFERENCES 120 

Printed sources 120 

El ectronics Sources 126 

An nexes 127 

VIII 



List of Tab les 

Table I: Distribution of Respondents by Age and Sex 48 

Table 2: Distribution of Respondents by Marital Status and Sex 49 

Table 3: Di stribution of Respondents by Level of Education and occupat ion 51 

Table 4: Distribut ion of Respondents by Sex and type of occupation 52 

Table 5: Distribution of Respondents by Reason for Becoming DECSI's Client 52 

Table 6: Distribution of respondents Membership by membershi p to 

Formal and Informa l Associations 62 

Table?: Distribution of Respondents by "Knowing" each other 65 

Table 8: Distribution of Respondents by How They I-Iappen to Know each other 65 

Table 9: Distribution of Respondents by Source of Information about 

DECSI' s Credit Program 69 

Table 10: Distribution of Respondents by Sources of Finance 

Before Joi ni ng DECS I 71 

Table I I: Distribution of Respondents by Level of 

Trust and Category Of Clients 72 

Table 12: Di stribution of Respondents by Source of Trust 74 

Table 13: Di st ributi on of Respondents by the Type of 

Assistance The'· Sed~ in Times of Repaymcnt Problem 77 

Tablcl~: Di st ribution of Resp()ncients by Actions Takcn against Dcl;ndtc rs RJ 

1.\ 



Tab le 15 Di stributi on of Respondent s by Mode of Decision Mak ing in a Group 87 

Table 16: Di stribut ion of Respondents by Level of Group Sol idarity 88 

Table 17 Di strib ution of Respondents by Collective Actions Taken 90 

Table 18: Distr ibution of Respondents by Reason Why They 

Prefe rred Individual credits 92 

Tab le 19: Distribution of Respondents by the Amount of Loan Cycle they have taken 95 

Table 20: Number of Disbanded Clients by Sex 

Table 21 : Distribution of Respo ndents by a Type of Support from DECSI 

Table 22: Distributi on of Respondents by Their Attitude To DECSI Staff 

Tab le 23 : Distribution of Respondents by Additional Benefits 

Table 24: Distributi on of Respondents by Whether they have talked to Loca l 

Authority 

Tab le 25 Distribution of Respondents by Participation to Address 

Common Issues 

Tab le 26: Distributi on of Respondents by Their Belongingness to 

96 

100 

102 

106 

107 

108 

Groups other than the credit Gro up 11 0 

Table 27: Di stribution of Respondents by the Frequency of Inc idence ofConnict III 



List of annexes 

Annex I: Survey instrument 

Annex II : Questions add ressed to ex -clients 

Annex [II : Questi ons for foclI s group discllssion 

Annex IV: Questions addressed to regiona l office of DECSI 

Annex V: Questions addressed to sub branches and fi eld officers ofDECSI 

Annex VI : Research processes and challenges encountered 

X I 

127 

135 

136 

137 

138 

140 



\11 

Abstract 

The purpose of thi s study is to assess the relationship between soc ial capita l and 

group based micro finance. Ea rli er studies have predominantly focused on the 

impact of microfinance schemes on the livelihoods of the participants. Much 

att ention was not paid to the socia l processes underl ying the group based 

microfi nance. Therefore, thi s research has been initiated to fi ll the knowledge gap 

that exists in this particularly important area of development. The research was 

conducted by taking the activities of Dedebit Credit and Saving Institution at 

Mekell e zone of the Tigray regional state . This microfinance institution is one of 

the pioneers on the practice of group based microfinance in Ethiopia. 

The objective of the study was to examine different d imensions of socia l capital as 

they pertain to the group-based mi crofinance. Specifically, it was aimed at stud ying 

the social rel ationships th at may exist between the borrowers themselves (before, 

during and after their invo lvement in the microfinance institutions) on the one hand; 

and the lender-borrowers relationship on the other hand. 

In orde r to undertake this research, daia co llection has invol ved methodological 

tri angulation or a combination of d ifferen t methods. However, the major research 

method employed for thi s study was inte rviewer-admini stered survey research. To 

augment thi s method , individua l intervielVs, personal observations and focus group 

d iscuss ions were included . Relevant literature and essentia l documents were also 

extens ive ly consulted as sources of secondary in fo rm ation . 

Thc finding of the study shows th at peop le be long to a number o f loca l ICIT I 

assoc iations and know each othcr a great deal. These are the major sources for 

people to I·orm microfinancc groups. It al so indi cntes that the microiiuancc 

institution does not pay much <1ltcn ti on to the local lel·e l associations by lI·al· of 

introducing them in to it s Olin program. The otller major iinding of Ihi s study is that 

soc ial capital- in thc form of trust and rL'Cip rocity; group norms and sanctions: ,,, ,<1 
co lkcti\'c decision Illaking- is fnund tl) be' important rt'S l111rce in maintaining the 



group based microfinance. It was al so found ou t that despite the presence of large 

stocks of soc ial cap ital between members, ove rwhelming number of the respondents 

have fa vored the individual system of credit delivery. 

With regard to the lender- borrowe rs relation , majo rity of the respondents have 

indicated that they rarely get the necessary noncredit support, nevertheless they 

have a trust in the institution for its transparent way of doing thi ngs . 

The conclusion of the study is that the Group Based Microfinance in DECSI could 

be more viable option to the poor when it is complemented with taking fu ll 

advantage of socia l capital elements at group format ion stage and the necessary 

lender' s support to clients after groups have been formed. 

Key wOl-ds: Social Capital , GBMF, DECSI, G roup , tru st, norms 
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CHAPTER ONE 

1. INTRODUCTION 

1.1 Background of miuofinance institutions 

Agri culture is the mainstay of the Ethiopian economy and about 84% of the country 's population 

li ves in rural areas . Based on the 1994 population and housing census, popul ation proj ection has 

been made by the Ethiopian Central Stati stical Authority. Accordingly, the population of Ethiopia 

is expected to reach 73 million by July 2006(CSA, 2004b). 

About 50 percent of the population is estimated to live be low abso lute poverty. Furthermore. the 

country faces multiple problems including unemployment. high population growth, and low level 

of producti vit y, inadequate and absence of basic supply of social services (Michael and Mul at 

2001 ). 

1Jl()rder to tackle these developmental issues. the country has been pursuing different st rategi~ s at 

diffe rent times and regimes. According to Wolda)' . (2000) the establi shment of sustainable and 

profit ab le mi crofinancial institutions that reach a large number of the poor has been a prime 

component of the new development strategy of Ethi opi'l. which predom ina ntl y foclises on 

PO\'Cril' reducti on. 

;\rl~r recognizing the importanc~ or microlinancc to the Plll) !'. the CLIITl'n t Ethiopia ll govcrnment 

has isslied a proclamation that has established the rranlc\\'[lrk for licensing and supervision 01' 



microli nancial institut ions in .lull' 1996 . Acco rding to Wolday et al (2001). all microlinancial 

institutions are to be registered by the Nationa l Bank of Ethiopia and nearl y all the microfi nanc ial 

institutions registered by the Bank share the vi sion of poverty reduction. 

The major reason as to why the provision of financia l services to the poor is taken as a prime 

component of poverty reduction is related to the fact that the formal financial sec tor does not 

cater thi s service to the poor. Thi s in fact has many reasons including lack of colla teral, phys ical 

remoteness from financial institutions, and lack of applicant's information. As a result, poor 

people resort to the use of informal sources of finance such as fami ly, friends, moneylenders and 

the like to finance their operations. 

To make these microfinance institutions sustainable, the group-based Grameen type-lendi ng 

methodology has been widely pursued t (Mulat and M icheal, 2001). Of course the group-based 

microfinance has become one of the most talked about development' tools not only in Eth iopia 

but al so in most developing countries around the globe (Taye, 2004; Olomola, 2002). The who le 

idea of this GBMF is to enable individuals and households improve their well being through 

involvement in social networks i.e. to use social capital as development vehicle (Olejarova et ai, 

2003). 

This particular research focuses 011 one of the microfinancial institutions in Eth iopia. Specifically 

it has been conducted on the activities of Dedebit Saving and Credit Institution (hereafter referred 

to as DECSI fo r short) in Mekelle town. 

1 The group based lending methodology was introduced to Ethiopia in 1993 under the "Market Towll Development 
Project ." See Solomol1 Damte (1996) 

2 



1.2 Statcment of the Pmblcll1 

For the Word Bank and other international development agencies, the cha llenge of managing the 

product ion and di ssemination of knowledge and information is a maj or deve lopment impediment. 

But the poor have networks, informat ion, and knolvledge about each other and thus less 

developed countries have to do every thing to tap into the reservoir of knowledge and netwo rk 

deposited among the poor (Ito, 2003). To thi s effect, development planners and pract itioners are 

recognizing social networks and associational lives as means for fue ling developmen t from 

bottom. This is witnessed by policy makers' increasing reliance on theories of social capi tal to 

des ign development intervention that mobi lizes local social networks in an endeavo r to all eviate 

poverty (Rankin, 2002). 

Probably more than any other thing microfinance is an area in which social capi tal has been given 

a considerable attention. Because by tapping into the information that group members have about 

each other, these schemes rely on social capital to over come information deficienci es, reduce 

transaction costs, and minimize risks to prospective lenders (Ito , 2003). This is from the 

viewpoint of agencies or institutions that render financial services to the poor. Seen from the 

view point of the poor themselves, GBMF models are considered as innovative approaches to 

development fo r they would enable the poor to receive credit on the basis of membership in self­

regu lating 'sol idarity group' (Todaro, 1995; Rankin, 2002). 

What has been stated so far is more of theoretical underpinning explaining the sign ificance of 

social capital. From the standpoint of thi s paper, the major interest is to see the claim of the above 

social cap ital theory and its practical manifestations in the Dedebit Credit and Saving Institution. 

3 



I. 

Are there locally tapable socia l resources at al l? How serious is the institution with regard III 

putting them into p ractice? These and other practical questions have important roles to play in 

initiating this research. Equally important is to see how cl ients of the inst itution have acqui red 

information about the institution and hO\\' the process of group formation takes place . 

. "'.nother reason as to why group lending - fo r soc ially connected people - is advocated has been 

reiated to the norms and social sanctions associated with it. Under individual lending, what the 

borrower has to fear in times of default is penalty a lender may impose. On the other hand, under 

group lending social penalties serve as important devices in mitigating any negative effect from 

group lending. Because in times of default social penalties take the form of: (a) strong 

admonishment from group members; (b) reporting such behavior to the wider community to 

augment group admonishment; and (c) reducing cooperation with defaulter speciall y in times of 

trouble . These are very strong forces to di scipline individual behaviors. However, these sanctions 

are very ri gorous in rural areas where social connectedness among communities is typicall y high 

(Besley and Coate, 1995). While taking responsibility fo r others and the subsequent application 

of group pressure to prove good practice is the core of group lending methodology, a study 

conducted by Asmelash (2003) in Ganata Afeshum Woreda of eastern Tigray has shown that it is 

the most disliked arrangement. In fact, the attitude that borrowers hold on the system (like or 

dislike) is one th ing; whether or not there are strong social resources (especiall y in urban are1s) 

that serve as powerful devices in maintaining the group based lending approach is another thing. 

This practical question has an important role in initiating this research. 
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Not only norms and sanctions but al so the level of trust and rec iprocity; the mode of group 

decision-making and collective actions taken with in groups are worth examining. Additionally 

the preference o f clients either for ind ividuall y or group credit and the subjecli,·e reasons behind 

these preferences deserve proper research attention. 

Those ties or a positive aspect of social relationships that evolve between micro fin ance 

institutions or their staffs on the one hand , and borrowers on the other hand is also incorporated 

into the concept of social capital. When there is trust between lenders and borrowers, the group 

lending methodology works very well (Ito, 2003). Similarly, Olomola (2002) has indicated that if 

credit cl ients consider the strategy of provid ing credit as a 'negative sum game' the moti vation to 

exercise social control for ensuring improved repayment performance may be constrained. In 

effect, "it is the vertical relationships (between lender and borrowers) that make the horizontall y 

arranged GBMF scheme work" (Ito, 2003: 330). 

What are the realities in DECSI in this regard? Information in thi s area is undoubtedly important 

but unfortunately scanty. Tesfay (2003) in his study of DECSI's impact on poor women in 

Eastern Tigray has tried to explore into the issue . But he has taken the institution's services. and 

not the soc ial relationsh ips, as proxy measure to understand borrowers' relation with the lender. 

This research has tried to fill this gap. 
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Whcthcr or not the pract ice of GBMF strengthens or creates soc ial cap ital among borrowers is 

another issue of great interest to thi s research. Acco rding to Locker et al (2002) evcnthough the 

enhancement of soc ia l cap ital is not thc primary objective of l11icrofinance instituti ons, those that 

empl oy gro up lending and group meeting techn iques have the potcnrial to strengthen s,)ci,lI 

capital of a commun ity conce rn ed. There are also some ev idence that group based lend ing erodes 

soc ial cap ital because the co ll ective responsibilit ies for credit management causes tensions. 

con fli ct and at times physical assaults among group members (Rahman, 1999; Ghatak and 

Guinnane, 1999; Molyneux, 2002). This is an antithesis to the concept of social cap ital. whi ch is 

related to cooperation , mutual support, trust, and rec iprocity. Woldeab et al (2005) , on their 

study o f DECS I, have indicated the presence of con fli ct among group members , owing to the 

collective responsibility for loans. Wby are these occurring? How serious are they') This deserves 

a thorough study. 

1.3 Research Objectives 

1.3.1 General 

The general objective of this paper is to study social capital in relation to group based 

microfinance by taking the activities of Dedebit Credit and Saving Institution as a case in poin t. 

1.3.2 Specific Objectives: 

The specific objectives of thi s research are to : 

1 . Study how borrowing gro ups are fo rmed; 

2. Assess the role of different components of social capital in the functioning of group based 

l11icrofinance; 
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3. Assess the relat ionshi p between borrowers and staff ofthe micro l'inance insti tution: 

4. Examine if soc ial cap ital is strengthened or created due to borrowers' invo lvement In 

group based microfi nance; 

5. Explore possible con ni cts among group members that may ari se frol11 the co llect ive 

responsibi li ties for common cred it management and 

6. Propose some policy recommendation on the group based microfinance 

1.4 Research Questions 

This study attempts to see the rel ationship between social capital and group-based mic rofinance. To 

thi s effect, the two main complementary research questions are "what is the rol e of social capital in 

the functioning of group based microfinance and how is social capital in turn affec ted by group 

based micro finance. " The sub questions of these grand questions are : 

I. What are the mechanisms used fo r forming groups in Dedebi t Credi t and Saving 

Institution? 

2. What roles do different components of social capital play in ensuring the functioni ng of 

group based micro finance? 

3. How does the borrowers- lender relationship look like in Dedebit Credit and Saving 

Institution? 

tI Can soc ial capital be strengthened or creatcd as a result of borrowers' im'olvements i11 a 

group based micro finance? 

5. Is there any incidence of conflict or fri ction among credit group members" 

Therefore it is hoped that by answering these questions, it may be possible to tackle the spec itic 

objectives of this research. 

7 



1.5 Justifications and Significance 

Eve nthough this is not with in the scope of thi s paper to exhaust i, ·c ly discuss all the stu dies 

conducted on micro finance institutions in Ethiopia, it is importalll to look at thc thcmes of" k\\ 

of them on a bid to see the attcillions of previous researchers . By doing so. it l11a ' · be poss ible to 

see the j ustifi cation and signifi cance of this research. 

Teferi (2000) has undertaken a study on the impact of DECS l' s inten ·ention in red ucing poverty 

in Ti gray. Similarl y, Tes fa y (2003) has conducted a study on DECSl" s women cl ients and their 

poverty situation after invo lvement in the program. Level of income and di ve rsificati on of 

sources of income, change in house repair and expansion, and changes in social position of 

women were taken as major indicators of change in welfare. 

Asmelash (2003) has also conducted a study on the impact of micro finance on benefici aries · lives 

by taking DECSl's activity in eastern Tigray as a case study . The major variables taken to 

conduct the impact assessment were change income and househo ld asset, housing improvement, 

access to education and medication, diet improvement, capacity to cope with difficulti es and 

women' s empowerment. 

Bamlaku (2004) has also undertaken a study on Amhara Cred it and Saving Institut ion. The 

objective of hi s research was to evaluate impact of the program on the lives of beneficiari es . The 

study focused on changes in the welfare of beneficiaries, the program's performance in terms of 

outreach and sustainabi li ty and client 's opinion about the program. Argaw (2004), on the other 
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hand, has undcrtakcn a siudy 0 11 Ihe institut ional capaci ty of Illicrolillallcc ill Sl ilut illns in /\ ddis 

Ababa. 

Eventhough these sludies Illay not full y represent the numerous researches eleva led 1,1 Ihe 

acti vities of Ill icrofinance institu tions, they may suffice to observe the atte nti on 01' researchers. In 

this regard, it is possible to see that the interface between social capital and microfinancc 

programs has not been given due focus. Whereas most microfi nance institutions in Eth iopia 

deliver loan to the poor using social collateral as a basis for social capital , stud ies on 

microfinance and social capital are scanty. Are microfinance programs properly identifying 

locally available networks? Are they harnessing them into their programs? What norms social 

penal ties or peer control play a role in correcting defaulters? Are trust and reciproc ity significant 

forces in maintaining the common credit? Do clients of the institution favor or reject the group 

credit and why? Generating information and seeking full or partial answers to these and other 

questions is of paramount practical importance. To this end the research my shed light on the 

understanding of policy makers, researchers and practi tioners of microfinance institutions. 

1.6 Background of the Study Area and Policy Framework 

The following section briefly discusses background of the study area, the necessary policy 

framework that led to the development of microfinance institutions in the country and 

background of the microfinance institutiollunder study. 
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1.6.1 llaclq,;roulld of the study arca 

Tigray is a region with a total population size of about 4,216,350 and an area of 50.078sq.kms. 

Out of this figure, female and male population accounts for 2,176,369 (52%) and 2,039,981 (48%) 

respectively. With regard to the populat ion sett lement of the region, 3,484,21 0(R3%) li, 'c in ru r,d 

areas and the remaining 732, 140 (17%) dwell in urban centers (CSA, 2004a). 

For admin istrative purposes, the region is dilided into five zones and 34 woredas (FDRE. 2003). 

The region has a number of urban centers. Mekell e serves as a regional capital. According to the 

recent administration setup (held in 1994 E.C), the town of Mekelle consists of fo ur areas: the old 

town of Mekelle; the town of Quiha; the town of Aynalem; and small villages on the outski rt of 

the town, which were incorporated into the town administration recently. By the year 2004, the 

tota l popUlation of the town was estimated at 207,308. By 2010, this magn itude is expected to 

rise to 306, I 89(Mekelle Town Plan Preparation Project Office, 2005). 

With regard to the socia economic condition of the population, proportion of the town dwellers 

living in absolute poverty (taking a combination of food and non food indicators) in the years 

1995/96 and 1999/00 was 41 % and 43% of the total households respectively. As per a study 

conducted by the town's municipality in 1997, unemployment rate was estimated at 2 1 %. The 

high level of unemployment and poverty in the town is a combination of several natural and man 

made factors: high urban population grow1h rate; the influx of agricul tural labor to the town; and 

recently the arrival of large number of deported and displaced persons from Eritrea due to the 

Ethio- Eritrean border war (Mekelle Town Plan Preparation Project Office, 2005). 
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1.6.2 Rev iew of policy framework 

Having recognized the importance of microfinancc institutions for both the urban and rural poor , 

the cu rrent Ethiopian government has issued a proclamat ion to regu late microlinancc programs ill 

the country, [t is issued as proclamati on nu mber 4011 996 and aims at estab li shing the frame\\'o rk 

for li censing and supervi sion of micro finance institutions, The National Bank of Ethiopia \\'as 

give n the power to register and regulate the activities of microfin ance institutions in the country 

(FORE, 1996; Wolday et ai, 2001; Tefer i, 2000), 

In view of the interest of this paper the fo llowing points- which are incorporated in the 

proclamation are- worth mentioning: 

o Group guarantee is considered as a mechanism whereby a group of borrowers 

undertake to be liable jointly or severall y to defaulted loan of anyone of them; 

o With regard to the duty of microfinance institutions, providing counse ling to clients. 

encouraging income generating projects for urban and rural micro operators and 

rendering different advices to clients are considered as some of the most important 

tasks; 

o The significance of promoting local social networks such as Equb in order to benefit 

low income groups has been emphasized; and 

o Implementing the policy of substituting group guarantee inplace of property co ll ateral 

to reach the poor with financial services is cons idered as a core issue (FDRE, J 996), 

1.6.3 Background of Dedebit Credit and Saving Institution 

In 1993 , the Relief Society of Tigray (REST) conducted a study on rural poverty in Tigray, The 

study revealed that formal financial institutions were inaccessible to the poor and hence lack of 
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credit was a constraint in the rehabilitati on and development ellort of the region. Based on thi s 

fi ndi ng, REST created a Rural Credi t Scheme in Tigray in 1994 with the aim of catering financ ial 

serv ices to the rural poor (Teferi, 2000; Woldeab et ai, 2005). 

After the promulgation of proclamation 4011996, the Rural Cred it Scheme " 'as rcn3meJ as 

Dedebit Saving and Credit Institution (DECSI) and was forma ll y registered as microlinance 

institution in March 1997. After its establ ishment, the development of DECSI was rclati" ely fast. 

This was owing to the local and international support it received (Woldeab et al. 2005). Today it 

is owned by shareholders: the Tigray Women's Association; Tigray Youth Associat ion: Tigray 

Fanners' Association; ReliefSociety ofTigray and the Regional Government. 

The institution delivers financial services to the poor people in rural and urban areas of the 

region. As of December 2005, DECSI had 11lne branch offices, ninety-eight functionally 

decentrali zed sub branches and eleven microfinance offices throughout the regIOn (DECSI, 

2005). The sub branch is the basic organizational and operational unit. Group loan, which is the 

focus of this research is processed, approved, disbursed, and follo wed up at sub branch level. 

The major obj ectives of DECSI are to: help small producers become financially independent; 

enhance the productive capacity of small producers; provide saving facilities and there by foster 

thrift; create employment and raise the standard of living of clients and their families (DECSI, 

2002) . 

With regard to products Iservices of the institution, consultation of DECSI' s documents and 

information obtained through interview indicate that it has four basic products: 
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(a) Loans, wh ich is further divided into Regul ar Loans, Agri cu ltur'll input Loons. Household 

Package Loans, and Micro , Small and Medium Enterprise Loans; 

(b) Saving which is composed of compulsory deposits of group and center sav ings: and vo lu ntary 

deposits from cl ients and the public; 

(c) Pension payments; and 

(d) Loca l money transfer services (DECSI, 2005; DECSI, 2002). 

DECSI has been implementing some reforms since the year 2003. Based on this. it has recentl y 

introduced the following reforms: 

o Reduction of the minimum group size of borrowers from five to three per group; 

o Adjusting the repayment period from one year to more than one year depending on type 

and purpose of loans; 

o Property collateral lending system for individual borrowers; 

o The introduction of food security loan aimed at diversify ing the income sources of the 

rural poor as well as small and medium enterpri se loan to support activities of the urban 

unemployed (DECSI, 2005). 

With regard to its performances, DECSI has registered remarkable achievements in outreach and 

saving mobilization. As of December 2005, it has reached 419,052 loan clients and 227,659 saving 

cl ients. DECSI's total loan di sbursement for the same period amounts to Birr 97.6 mil lion for 

regular loan, 55 1. 7 million for household package loan, 5.2 mi Ilion for agricultural input loan and 

24.7 million for Micro, Small and Medium Enterpri se loan. Thi s totals to Birr 679.2 million Birr. 

Saving is also an important service of the institution. The level of net saving as of December 2005 

amounts to Birr 189.9 million, of which 85% of it is from borrowers and the remain ing 15% is 
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1"1'0 111 loca l level orga ni zations including churches, Iddirs, Associations and the like (DECS I 20005, 

and interview with staff, March 2006). 

The Institution is al so planning to introduce an urban package loan. This package benetits 

households that are under severe urban poverty: having a famil y size of fi \'e and above : a 

monthly income of less than 150 Birr and living in rented houses. The interest rate is lo,, 'e r than 

the group based approach and is to be deli vered individuall y. 

Inorder to alleviate the high level of poverty and unemployment, DECSI started operation at the 

town of Mekelle in the year 1997. In Mekelle town, there are two sub branch offi ces, which are 

fu nctionally decentralized to process, approve and disburse group loans and fo llow up their 

utilization. Accord ing to the sub branch heads, from program commencement lip to the end of 

February 2006, it has reached 13,059 loan clients. This represents about 3% of the total DECSI 

client at regional level. Regular loan disbursement up to the same peri od amounts to Birr 

57,4 12,950. Saving is also mobilized from clients, governmental organizations such as schools 

and civic association 

1.7 Scope and Limitations of the Study 

The scope of this paper is limited to an assessment of the dynamics of grou ps in the microfi nance 

institution under study. It has discllssed the interp l::y between social capital and GBMF. However 

it has not gone into the details of studying the group social capital along with the economic 

impact assessment. The horizontal and vertical social capitals (in the fo rm of kno wing one 

another, trust, reciprocity. norms and sanctions etc) serve as important inputs to ensure the 

functioning o f GBMF. At thi s stage, one may ask if ensuring the functioni ng of GBMF is an end 
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In it se lf~ the end be ing economic and soc ial well be ing of the bo rrowers. Ho,,·ever. it is also 

equally important that the means (relationships of parti cipants) dese rves a thorough study. By 

do ing so, it may be possible to identi fy strong and weak sides, which wo ul d ultimately cont ribute 

to the achievement of the des ired ends. 

With regard to li mitations of the stud y, it has focused on Mekelle zone despite the vast presence of 

DECS] all over the Tigray region. Thus, it may not have a scientific justification to assure the 

reader that conclusions drawn out of this paper can be representati ve or applicable to cl ients of 

GBMF all over the region leave alone the country. Some of the other major shortcomings of thi s 

paper are: 

o The time allocated to undertake the study was short; 

o The financia l shortage forced the researcher to limit the sample size and scope of the 

study; 

o The study was limited to urban area oniy; 

o Limi ted data sources, especially DECSI' s manuals and guiding principles could not be 

accessed by the researcher and 

o Shortage of reference materials as pertained to Ethiopian context. 

1.8 Organization of the paper 

This paper has fiw chapters. The first chapter di scusses the introductory part of the paper. In the 

second chapter, differcm research methods used for data collection are briefly discussed. The 

third chapter di scusses relevant theoretical and empirical li teratures which are believed to serve 

as a firm bases for the study. Data presentation, analyzes and discuss ion is indicated in the fourth 

chapter. The last chapter recapitulates the paper by way of providing the concluding remark and 

policy recommendations. 
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CHAPTER TWO 

2. METHODOLOGY OF THE STUDY 

Data co ll ection has involved methodological triangulation or a combination of di ffe rent methods 

and data sources. The combined use of these methods in thi s research helps in col lecting 

intens ive information from interviews and focu s group discuss ion and extcnsi "e info rmati on 

from survey responde nts. To th is end, the following methods have been empl oyed as tools of data 

coll ection. 

2.1 Sources of Primary Data 

2.1.1 Survey Research 

As GBMF and social capital entail s tracking the notion of change overtime, interms of earlier 

stages of group formation , and process of members' relations in due course of stay ing together. 

the best survey design would have been longitudi nal survey. Nevertheless, it has some pitfalls. 

i.e. even if it produces rich information it is not time and cost effective. Hence. the researcher has 

approximated longitudinal survey with cross sectional survey. In thi s case, survey respondents 

have furnished information of the past (pre involvement in GBMF, during group formation stage 

etc) and necessary information pertinent to their current situation after involvement in a GBMF. 

That is why it is referred to as approximation of longitudinal survey using cross sect ional survey 

design. 

Senior students from Mekelle University who have had a considerable exposure to survey 

research and able to speak the local language (Tigrigna) were recruited as data co llectors for the 

study. Half a day orientation was also given to the data collectors. The questionnai res were 
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mainly lilled in two places: at sub branch offices \\here clients come to repay their loans: and at 

market places where the respondents perform their business activities. The researcher checked the 

accuracy of data co llection both on the spot and at the end of every day . Accord ingly. the 

necessary feedback was communicated to the data collectors. 

2 . .1.1.1 Survey instruments 

[n thi s research, both standardi zed and open-ended question items were included in the survey 

instrument prepared for thi s purpose. The question items were prepared in such a way that they 

enable to gather information related to : individual level basic data; the formation of credi t groups~ 

group process and relations with in group; client-staff relations; poss ible confli cts and frictions 

with in groups and the like. 

The questionnaires were prepared in English. However, for clarity, timeliness, and convenience 

during data collection stage, they were converted to the local language (Tigrigna). A pi lot study 

(pre-testing) has also been conducted on five individuals at the loan collection centers to test for 

reliabili ty and relevance of the question items to the objectives and research questions of thi s 

paper. Accordingly, vital feedback was obtained and necessary amendments made on some of the 

questions before the commencement of the actual data co llection date. 

2.1.1.2 Population and Sampling Techuiques 

SEEP (2002), a manual prepared by USAID to guide microfinance practitioners, stipulates a rule 

on how to select sample in GBMF. The guideline indicates first to sample groups and then to 

sample the individuals with in the selected groups and to use simple random sampling in both 

cases. The writer of this research has adopted this guideline except that the sampling design was 
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systematic s:lInpling. Th is is due the I;lmiliarit\· o f the sampling desi gn to th is researcher. To thi s 

effect, there we re two sampling units (e lement or a set of elements cons idered for se lec ti on in 

some stages of sampling) in this research: a list of cred it groups and a li st of ind ividua ls with in 

the selected groups, which were used as surve\ population. The researcher has selected both the 

groups and the individuals with in the groups using systematic sampling. 

Based on the lists obtained from Mekell e Debub and Semen sub branch offices of DECSI, this 

research has employed a two-stage cluster sampli ng design to se lect the respondents. During the 

first stage out of 2,215 groups, onl y I I I groups were selec ted. The se lected groups consisted of 

366 members of which 120 cl ients were selected at the second stage. In both cases, a sampling 

interval was produced by dividing the survey popUlation to the sample size. Following that, the 

starting number was picked using lottery method and the next respondents were se lected by 

add ing the sampling interval to subsequent numbers starting at the initially se lected individua l. 

2.1.2 Personal Observation 

Personal observation was also used to learn about relationships in a GBMF. Two places were 

particularl y important for this task: the sub branch offices where cli ents gathe r for credit and 

saving rel ated issues; and two market places in Mekelle where they are large ly concentrated to 

carry out the ir businesses. 

2.1.3 Focus Group Discussion 

Focus group discussions were conducted to elicit addi ti onal information as it pertains to the 

specific objectives and research questions of this paper. The focus group di scussions were held 

on four groups, of which three were female groups and one was male group. Based on the 
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consultation with DECS I stair. discussion was held with strong and weak groups. Length o r 

stay in the program, repayment performance and the managemen t o f group matters collectiveI- ' 

were taken as yardsticks for the strength and weakness of gro ups. By im pli cation. the selectioll 

of groups for fo cused di scussion was made purposive ly. 

2.1.4 Individual Interviews 

Interviews were also conducted with DECSI staff, active clients, and ex- clients of DECSI. To 

achieve th is objective, a li st of questions were prepared in order to guide the 

interview with staff members of the inst itution and ex clients. To thi s effect. the Operations 

Manager at the regional office, sub branch heads of Semen and Debub Mekelle and two fi eld 

officers from each sub branch were included in the study. Whereas questions addressed to the 

Operations Manager were more of policy related ones, questions forwarded to the sub branch 

heads and the field officers were aimed at grasping practice related issues. Ex-clients were also 

included in order to obtain information on thei r experience w ith both DECSI and former group 

members. S ince the objective was to add information to the main survey, only five ex clients 

were included in the interview. They were purposively selected based on two criteria: those 

who had some problems related with repayment of their loans and those who had no repayment 

problem but quitted DECSI for different reasons. The five ex-clients were contacted through 

the help of fi eld officers of DECSI who had information about their whereabouts. (Fnr the 

details of research processes and challenges encountered, refer to Anne;, VI of th is paper). 
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2.2 Data type and Analysis 

The data gathered for thi s stud y includes both qualitative and quantitative. The quantitat ive data 

has been generated lIsing the survey research as it was indicated abo\"e. The qualitati\'e data. on 

the other hand. \\as co ll ected through individual inte rviews, focus group discussion. and personal 

observations. 

Aller data collection, the questi onnaires were analyzed using the SPSS program. The data are 

tabulated us ing numeri cal value and percentages. In addition, the anal\ 's is is predominantly based 

on descriptive methods such as percentages and freq uency di stributions fo llowed b)" qualitative 

ana lyses. Informatio n obtained through foc us grouJl discuss ions and individual interviews are 

also included in the form of in-depth case stories to support major di scussions. 

2.3 Sources of Secondary Information 

Docllmentary research-the systematic use of printed or written material for investigation - has 

been employed as a source of secondary information. This is aimed at sUJlPorting the survey 

research using scrutiny of documentary research. To thi s end, the researcher has used 

international research publications, books, national publications (specially published by AEMFI 

and EEA), pertinent Ethiopian government documents, and previously written thesis as sources 

of secondary information. 
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CHAPTER THREE 

3. LITERATURE REVIEW 

This chapter contai ns two broad sections. The first part deals with rC\'iclV ing the literatu re 011 

social capital. The second part discusses socia l capital as it pertai ns to group based microfinance. 

3.1 Literature on social capital 

[n thi s section , the origin of social capi tal, its conceptual definiti ons, its dimensions and 

measurements and some instances of its benefits and costs are briefl y di scussed. Towards the end 

of thi s section, important terms and phrases are conceptualized as they relate to the objective of 

this paper. 

3.1.1 Early thinking about social capital 

The study of the emergence of social relations has a long intellectua l hi story. In fact tracing back 

the intellectual origin of the concept of soc ial capital does not yield in the same result. Pol icy 

Research Initi ative (2003) as cited by Tsedey (2005) locates the fir st use of the term social 

capi tal, as it is used to date, to the writings of Lynda J. Hanifan in 191 6. Fine Ben (1998) on the 

other hand relates the concept to the relationship bet\\'een the state and civil society as 

development proceeds. In this regard Fine 's conception of social capital dates back to the mid 

191h century. 
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Eventhough il may be di ffi cu lt to trace back the exact dale or its emergence, the more recent and 

more influenti al origin of social capital is deri ved from the wo rks of James Coleman . For 

Coleman the family or other aspects of the micro social environment determine individual' s 

possession of social capital. In fact, Coleman is respons ible for bringing the term soc ial cap ital 

into wider use in recent years (Fukuyama, 200 I ) . 

The nex t stage in the evolution of social capital is the passage fro m Coleman to Putnam. 

Accord ing to Fine ( 1998) Putnam 's contribution, from a conceptual viewpoint, is by far less than 

the success of populari zing the concept in the areas of politics, state and development. 

Today the most notabl e thinkers in social capital theori es are James Coleman, Pierre Bourdieu 

and Robert Putnam. They have understood social capital as a resource for collecti ve action . 

Nevertheless, they differ in their perceptions on the outcome of social capital. As cited in Stone 

(200 1), for Bourdieu (1993) the out come is economic well be ing; for Putnam (1993) it concerns 

with democracy at nation state level; and for Coleman (1988) the outcome is acquisition of 

human capital in the form of education. 

3.1.2 Conceptual definition of social capital 

There is substantial debate surrounding the precise definition of social capital. While it has been 

given a numb~r of defini tions, many of them refer to the manifestations and/or functions of social 

capital than social capital itself (Fukuyama, 200 I ; Grant, 200 I ; Elinear, 2003). 

Nex t, let us see how different theorists and authors have defined soc ial capi tal. For Putnam 

(1993) as sited in Ranki n (2002) social capital denotes to features of social organization such as 
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socia l trust, norms, and networks that facilitate coord inatcd acti on and coopera ti on for mutual 

benefit. 

Also for some authors like Abom (2004) the concept of socia l capita l goes fa r beyond norm s of 

cooperation and coordination at a small er scale. It is rather perce ived as a criti cal resource fo r 

societies to be empowered from below and development to be susta inab le. 

There is also a tendency among many theories to conceive soc ial capital as the ability to secure 

benefit because of membership to a certai n group(s) . Taking a few definitions del 'e loped by 

different theorists can strengthen this argument. 

For Frank and Yasul110to, (1998) social capital is defined in terms of resources that actors may 

access through social tie. Silvery and Elmhirst (2003) have also provided a more or less similar 

definition. For them, social capital stands for the ability of actors to secure benefits by virtue of 

membership in social networks, groups or other structure. 

On the other hand Ito' s (2003) view of social capital resembles that of Putnam 's. The former has 

understood it to mean those norms and social rel ations embedded in the social structures of a 

society that enable people to coordinate action to achieve mutuall y desired benefits. 

Similarl y, Coleman (1988) defines social capital by its function. For him soc ial capital is not a 

single entity, but a variety of different entities, with two elements in common: (a) they all consist 

of some aspects of social structure; and (b) they facilitate a certain actions of actors- whether 

person's or corporate actors-within the structure. 
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3.1.3 Social capital in developmcnt discoursc 

Bcfore the 1990s, major theo ries of development hdd rather narrow views of th ~ I"Ole or social 

relationshi ps in econom ic development. The modernization theori sts- dominant in the 19505 and 

60s- regarded traditional soc ial relationsh ips and \\'ays of life as impediments to developmen t. 

These theorists advocated doing away with traditi onal re la ti onsh ips. Similarly. [he argumelll or 

dependency and world systems theorists held a vie\\' that socia l relation among corporare and 

politi ca l el ites to be a primary mechanism for cap italist exploitation (Webster, 1990), 

Sim ilarly, neoclassical and public choice theories- the most influenti al in the late 1980s and earl y 

90s- assigned no di stinctive properties to social relations per se. These perspecti,'es focused the 

strategic cho ice of rational individuals (Woolcock and Narayan, 1999). 

Unfortunately neither the policy prescriptions nor the theoretical discussions of these perspecti yes 

match to realities on the ground. Poverty, unemployment and other socia l ills did not show an 

improvement. In the persistence of market and state fa ilures the need for the incorporation of 

social capital theories in order to have a fu ll comprehension of development needs became 

unavoidable . It was in response to this need that the concept of social capital became part of the 

development discourse. Of course after the 1990s the concept of social capital was championed 

by development insti tutions such as the Viorlcl Bank and has been announced as a "missing link" 

or a "magic bullet" w ith a power to correct state and market fa ilures (Si lvey and Elmhirst, 2003; 

Fine, 1999; Rankin, 2002; Woolcock and Narayan, 1999). 
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What made thi s co ncept appea ling in the main dC\'clopment di scoursc') Accordi ng to S ilvcry and 

Elmhirts (2003), Olj erova et al (2003) and Malyneux (2002) socia l cap ital has become important 

in development thin king and practi ce fo r the reasons that : 

o It is understood as those aspects of social relat ions that can be converted into other 

forms of capita l (econom ic or cul tural) and analysis of it is therefore helpfu l to ex pla in 

how individual s can improve or mainta in their positions in soc iety; 

o The concept is argued to have much to offer in di recti ng attention towards aspects of 

development other than economic growth; 

o It is viewed as useful because of its perceived role of civi l society In addressing 

problems beyond the reach of the market and state; and 

o The concept seems to help explain various social and economic phenomena, hitherto 

poorly explained by other theories. 

3.1.4 Dimensions of socia l capita l 

Distinguishing different dimensions of social capital w'ithin and between co t1lmuni ties is useful 

for understand ing problems faced by the poor and the importance of soc ial networks in 

ameliorating those problems (World Bank, 2000). 

To th is effect, it is imperative (0 configure social networks that fo rm the basic component of 

social capital. i'vlany a\lt;lors have trice to dislir.gu; , ,, ( l i t ~~J tnt types . Ic\'els and performance out 

comes associated w ith different combinations of dimensions of social capital. 

Grant (2001 ) has identified different alternatives fo r distingu ish ing dimensions of soc ial capital. 

Accordi ngly, soc ial capital can be seen as compri sing both hori zontal relationshi p between 



members oj' communit y. I(unily or household ; and vert ical relationship belll'eell eommullities 011 

the one hand and institutions (such as government bodies) on the other hand . Alternati,·elv. the 

same author has di st ingui shed struc tural component and cogniti ve component or sL>cial capital. 

Whereas the former refers to the compositi on. pract ice, networks. and linkages of local k\ 'c l 

institutions (both formal and informal), the latter is used to indicate the values. beliefs. attitudes. 

social norms. solidar ity. and reciprocity. 

However, the most coml11on distinctions established by many authors when discussing about 

dimensions of social capital are bonding, bridging and linking social capital s. Let us look at each 

of these in brief: 

Bonding social capital 

This dimension of social capital ex ists among kin or extended fami ly or work members. This is a 

strong tie, which connects fam ily members, neighbors, close fr iends, and business associates. In 

effect, these ties connect people who share similar socio-economic background (Wo rl d Bank. 

2000; Abom, 2004). 

Bridging social capital 

This dimension of social capital refers to the ' weak horizontal tie' Connecting individuals of 

comparabl e economic status and political power (World Bank, 2000). Unl ike bonding social 

capital , bridging social capital is a tie that exists among distant friends , associates and colleagues 

and cuts across different communities or group (Grant, 200 l ). Accord ing to Putnam (2000), as 

cited in Office for National Statistics UK (200 I), bonding social capital is good for "getting by" 

while bridging social capital is crucial for "getting ahead" 

26 



Linking social capital 

Thi s third dimensio n of social cap ital refe rs to a vert ica l tic that may ex ist bd"'een poor Ixop k 

on the one hand and people in pos ition of intl ucnce in forma l organi zations on the other hand, 

Thi s dimens ion captures vitall y important componenl or soc ial cap ital because it is all about 

connec ting the poor to places or institu ti ons ,,'here major dec isions re lated to their ,,'clfare ar~ 

made (World Bank, 2000), 

Also, acco rding to Taye 2 (2004) and Rankin 2 (2002) soc ial capital manifests itse lf at both micro 

and macro levels, At micro leve l social capital consists of intra community ti e, which is ca ll ed 

integration and extra community networks or Linkage , At macro framework, responsi, 'eness to 

civ il society is referred to as synergy; and competence and institut ional coherence of institutions 

as organizational integrity, 

3.1.5 Measurements of social capital 

One of the weaknesses of the concept of social cap ital is the absence of consensus on how to 

measure it. This is due the presence of major diffi cu lty in des igning a generall y acceptable tool to 

measure it. 

According to Krishna (200 1) the concept of soc ial capi tal does not lend itse lf to measurement. 

This is because "social capital is not directly observable; people carry it inside their heads, What 

one can observe and measure are some manifestations of social capital"(Krishna, 2001 :940), 

2 Both authors adopted a typology developed by Michael Woolcock, a World Bank sociologist, in a work titled as 
"Soc ial Capita l and Economic Development: Toward a Theoretical Synthes is" 
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However, thi s does not mean that cfforts havc not been done to comc up " 'ith empirical 

measurements of social capital. Several researchers and theorists of socia l capital hm'" exerted a 

considerable effo rt towards this end , Desp ite these efforts. empiri cal measurements on sllciC11 

cap ital have not been developed. hence man)' researchers reso rt to eclectic ap proaches, 

Let us look at some of the approaches used by different researchers to measure soc ial capital. 

Oljerova et al (2003) in their study of "Microtinance, Social Capital Formation and Political 

Development in Russia and Eastern Europe" employed ~. voluntary involvement and political 

participation as indicators of Social capital. Olomola's (2002) stud y on "Social Capital. 

Microfinance Group Performance,., in Nigeri a" used social homogeneity index i and coefficient 

of variation of membership plurali t/as proxy measures for social capital. 

Fukuyama (200 1) on the other hand indicates two broad approaches to measure soc ial capital in a 

given society: Conducting a census of groups and group memberships; and using survey data on 

levels of trust and civic engagement. 

Abom's (2004) study, which focused on "social capi tal , NGOs and Development in Guatemala" 

has employed norms of civic participation, cooperation, collective action, social networking, trust 

and reciprocity, as proxies for social capita l. Also Elinear, (2003) in a stud, ' or Jamaican 

experience on social capital, si ted more or less simi lar indicators: density of participation in 

3 Composed of religion, membership to same cOllllll unity, be longingness to the sallle et hnic 
group, cultural affin ity, C0l111110n neighborhood and consanguinity 

~ Th e number of memberships simultaneously held by a group member 
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ne t\\'o rks and associ:lti ons; a sense and a practice 01' rec iproc ity among people: trll5!: :lIlt! social 

norms that serve as forms of info nnal soc ia l contro l. 

Ken nedy et al ( 1998) in thei r stllCI\ of the "Role of Social Capital in the Rus5i:ln \I orlalit\ 

Cri sis", they en1ployed civic engagement. trust in government and soc ia! cohesion as indi cators 

of socia l capital. Krishna (200 I) on the other hand conducted study on stoc ks of social capi tal in 

rural Ind ia and used parti cipati on in inforl1lal net\\wks, as proxy measure for social capital , 

3.1.6 Instances of social capital benefits 

As it was indicated above, social net\\'orks and organi zations are key asse ts in the li st 01' resources 

dram1 by the poor people to manage ri sks and opportun ity, This section briefl y discusses the 

signiftcance of social capi tal as a resource for the poor. In order to ill ustrate instances of its 

usefu lness, research outcomes conducted in many countries are sited as evidences, 

Elinear (2003) indicates that as soc ial capita l grows in any communities, people begi n to fill 

wanted and respected in their respect ive communi ty, Similarl y, Rankin (2002) argues on the 

signi fi cance of social networks in the enhancement of social opportun ity, Social networks are 

important to succeed in business, in the job market, in academia and in human well -being, 

In terms of empirical studies, the World Bank (1997) in Abom (2004) conducted a research in 

Kenya, The research was aimed at comparing social capital measures vis-a-vis vi llage income , 

Researchers came up with a conclusion that villages with higher level of social capital tend to 

have higher overall village income, Because they were able to communicate and cooperate more 
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e~1sily. wh ich k'd In L'l'llllnmic hcnL:fits such as shi.lrillg infor1ll ;l1i~)ll Jilt! rl'ducillg CIJ:-.l or 

transaction. Ano tilcr ~t udy conductcd in South 1\ ['rica by ~' l nluccio "t al (2000) has Cl)l1lc up \I ith 

similnr outcomc. The swdy \I'as aimed at observing the relationship bel\\cen soc ial capital (as 

measured in tcrms lOr group membersh ip) and household welrare Thc 1\?sec1l'ch l,lUnd out a 

positive and signilicant impact ol'socia l capital on household welrare. 

Research has also been conducted to see the role of social capital on human health and morta lity. 

Kennedy et al (1998) have found out that social capital as measured in terms or trust. reciprocity 

and engagement in civ ic and voluntary assoc iations reduces cr ime rates , divorce rarcs and 

con fli ct in work pl aces. These in tu rn, have strong positi"e association \I'ith mortality and lile 

expectancy. 

The importance of social capi tal has al so been researched in the area of job creation. Silvey and 

Elmhirts (2003) indicated that rural urban migrants in Indones ia used urban networks to obta in 

jobs. Similar social network has been establi shed with fa mi lies back in their village . This network 

benefited the migrant workers as a safety net in times of unemployment and lay ofr and their 

fam il ies obtained remittance thro ugh the established network. 

Also Oljerova et al (2003) and Kennedy et al (\ 998) indicated the significance of informal soc ial 

networks in dea ling with social security problems in Russia. In their research they found out that 
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hall' tll two- third of Russ ians (kpend on J'riends and relati ycs to bOITllII' nlL1n cl in ti,:1C "I' 

iin"ncial troubk5 

3,1 ,7 The 'down side' of social capital 

There is a \\"iclcsp reacl optimi sm that soc ial l'i.l pil ~ t! has both benclicial 'l1H.! po;:;il i\ c ,) lIt l'( \ I1lL',>. 

Howeve r, thi s dete rmini sti c relationship bCtll'CUl social capital and Ckl'clol'mcilt lw" he'C!! 

chal lenged by many researches, Researchers used such phrases as the 'down sick ' , ' d"rJ.; sick ' clr 

' costs' of social capi tal to capture its nega til 'e sides, What ever the lI'ording mal' be, il is 1ll'1I 

widely recogni zed that social capita l has bo th desirable and negative outcomes, 

Mayoux (200 I) outl ines the following dimensions of the potential dOli'll sides of soc ial capital 

(a) social networks, which provide people wi th access to markets through reputati on and repeated 

transactions can excl ude new entran ts, ' 

(b) Community pressure may be harmful to indi viduals as tradition can hinder indil 'idual freedom 

and creat ivity and members who do not abide by norms of a group may be ridicu led, Silvey and 

Emhirst (2003) have al so outlined a number of potential costs of soc ial capita l: 

• Re lation of trust and so lidarity may bring unwelcome ob li gati ons and claims: 

• Economic mobility of individuals ma), be hindered as community norms constrain the 

development of ties outside close-knit networks; 

• A process of solidarity fo rmation may imply social exc lusion, whi ch can lead to 

disadvantages for those who are located outside of a particular network, 

5 Kennedy et al ( 1998) have quoted Russians as saying "In an inflationary era, 100 friend s are wortlJ 1~1r more Illan 10 
million Rubles" ro imply the sign ifi cance of inform(11 networks in times of crisis. 
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3.1.8 C onceptualization of terms 

Concepts in soc ial sc ience lidds may not have uni ve rsally acce pted defini tions, The \\ide 

variatioll in the understanding o !- concepts among different researchers and th eoris t i:-; w itnessed 

by various definiti ons g ive n to social capital as indicated above , Ylanipuht ions :lIld 

understanding o f terms and concepts may vary according to situati ons, Thi s. there I l,,'''' , Gill s for 

the conceptuali zati on o f terms as th ey pertain to a parti cular research, Thi s enables bo th the 

readers 0 1' a piece of research report and the researcher to have silllilar lll ental Image on the 

particular concept(s) at hand, 

Having this in mind, this research defines some important concepts and variable that ma y appear 

throughout thi s paper in the following ways: 

Social capital: For the purpose of this research social capital represents to groups , norms , trust, 

reciprocity and knowing one another that are useful to act together in pursuing shared objectives 

among partic ipants of GBMF. This research pays attention to both the structure of groups (how 

they are formed, their size, vertical and horizontal relationships) and to the content and quality of 

relationships in group (norms, reciprocity, trust) that operate within groups in the microlinance 

institution under study, 

Furthermore different sources indicate the existence of social capital macro, meso and micro 

level. Macro level View of social capital associates it with the relationship between different 

actors at nation state level (Woolcock and Naraya n, 1999). Messo level treatment of socia l capital 

associates it with local and community networks (Stone, 2001). The narrowest view of socia l 

capital relates it to social sk ill s of individuals- one's propensity for cooperati ve behavior. 

tolerance and the li ke- and to the relationships at the level of family institution (World Bank, 



"000; Coieman. 1988). Thi s resea rch focuses at the Ili eso leve l ,iL'\\ or social "'pi t"l. sill ce il 

studies relationships of participall ts at a micro fin ancial institution \\ 'ho arc dre]\\11 I'ro m sil11ilar 

locality or community. Further more the studies of social capital need Il' be as comprehensive as 

possible ill the cm-erage of its co re componen ts (Ofti ce for Natiollal Slatist ics. cOl) I). 13ased 011 

this direc ti on, Ihi s resea rch has Iri eei to include as many components or sociell c"pll,,1 ;1S possible. 

Particularly the to ll owing are take ll as important ones and need further clelinition. 

Trust and reciprocity: Thev are core components of social capital (S tone. "00 I). Francis 

Fukuyama is most notable for illustrating the relationsh ip between socia l cap ital and trust. For 

him all groups embodying socia l capital have a certain radius of trust - a term Ll sed to denote to 

"circle of people among whom cooperative norms operate" (Fukuyama. 2001 :8). Also Coleman 

(1990) as cited in Frank (1992) has indicated that trust is closely linked to situations that involve 

risks. In this regard, the risk one takes depends on the performance of another actor. That is why 

people do 110t readily trust each other for it takes time to weigh the performance of another actor 

with regard to trustworthiness . 

Broadly speaking three main types of trust are identified: trust to familiar people; generalized 

trust extended to strangers; and institutional trust which refers to the basic trust to a system of 

certain institution- including its transparency, regulations and if it can be reli eel up on (Stone, 

200 1). 

All the three types of trust are considered in this study. And trust is used to indicate a confidence 

among participants of GBMF that one will not act against the interest of the other group 

members. 



Reciprocity: Acco rdin g to some resea rchers like Kri shna (200 I) the truslllwthincss or soc ial 

environment is c ru cia l to the proper functi on ing of such importan t practices as reciproc ity, 

obligations and expectations. To this effect, reciproc ity is seen in conjunction with tru st in thi s 

paper. It refers to the kind or g ive- and- take relations among group members. 

Trust and reciprocity are considered inali enable because the trust that emerges from coml11on 

understanding among group members in turn generates the conli cl cncc and \\"illingness to take 

ri sk through reciprocity with one another. 

Norms and Sa nctions : norms in th is research refer to un wr itten but cOl11monly understood set of 

expectations and guidel ines that serve as info rm al socia l contro l in the GBMF. Eve nthough it is 

widely believed that norms reduce the need for mo re dependence on formal and institutionalized 

legal sanctions, not a ll no rms constitute soc ial cap ital. Acco rdin g to Fukuyama (200 I) there are 

norms of cooperation among some people that are primaril y a imed at achieving their own selfish 

ends. Thus, norms that lead to cooperation-fo r common bene fit s- in the GBMF under study are 

considered in this research. 

Sa nction, on the other hand , denotes to the app li cation of both forma l and informal punitives 

against those who flout their responsib ilities in the GBMF. 

Group Based M ierofina n ce: This refers to a program of provid ing credit/loan to individuals 

using a group as faci li tator and guaranteeing mechan ism. Group lending has also been used as 

short form. 
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Frequcnt clients: Thi s re fers to cli ents of the institution under stud y, who sta yed fo r more th;lIl 

l\\'O years in the program. 

\cw clicnts: Thi s refers to c li ents o rthe instituti on under stud y. who swyed lor less than two 

y~a rs in the program. 

~.1.9 Co nccptual Framework for the study 

.\ number o r studies present soc ial capita l as independent variable and ask questions about ho\\ 

soc ial cap ital influences other variables6 Other stud ies aim to de te rmine what it is that leads to 

the decline or growth of socia l cap ital as a dependent variab le7 Still o thers adopt measurement 

des igns, which see soc ial capital as both independent and dependent variabl e in their model. Thi s 

resea rch has adopted the third method for the reason that socia l ca pital is both an independent 

\'ariable affecting the fun ctioning of groups in the micro financial institution under study and a 

dependent variable being enhanced or depleted by GBMF. 

3.2 Literature on social capital and gro up based microfinance 

3.2. 1 Models of Group Lending 

The litera ture on GBMF reveals that there are two broad models o f c redit deli very: (a) the 

Grameen sty le credit deli very where microfinance institutions directly lend to individuals using 

the group as guarantee and (b) another way of lending approach where group is used as a singl e 

entity (G hatak and Guinnane, 1999; Harper 1998). Two of them are refe rred to as developmel1l 

6 The survival mechanism of vulnerable children, the acquisition of human capital and the ach ievement of 
Comlllunity Development by Tsedey (2005) Colelllan (1988) and Grant (200 I) respectively. 

For Woolcock and Narayan (1999) it is affected by political and legal environment. 



induced group-lend ing approaches. The followin g secti on discusses each of these at some length 

with spec ial focus on how group is used in each of them. 

3.2.l.l The Grameen type of gl'Ouplending 

The most widespread method of deli vering credit to the poor today is through groups organized 

by external development agents. One way of using groups is through the Grameen Bank type of 

group lending where loan is extended to individual clients using the group as a fac ili tator and 

guaranteeing mechanism. The pioneering institution is the Grameen Banks of Bangladesh. This is a 

rural bank that provides credit to the poor pm1icularly women who own a land less than an acre of 

land or whose assets do not exceed the value of one acre of land. Probably the most interesting 

thing from the point of view of social capital is the fact that the Bank's loans are secured using 

social collateral, in place of physical collateraL for catering services to those who are left out of the 

conventional banking system. 

The Bank is one of the most internationally acclaimed organizations engaged in this sort of 

practice. To thi s effect the microfinance scheme of this Bank became a demonstration of 

successful, equitable and sustainable development initiative. In fact the activities of this Bank have 

been imitated in several other countries, thus the impact of this form of lending goes far beyond 

Bangladesh (Ghatak and Guilmane, 1999; Hassan and Tufte, 2001). Similarly many microfinance 

institutions in Ethiopia have adopted thi s model of credi t delivery . 

8 It was initiated by Muhammed Yusuf as a research project in 1976 on rural econom ic program to help poor 
fanners. See Bekele ( 1996). His noble idea of replacing physical collateral by social collateral has been implied by 
his famolls say: "To argue that banking cannot be done with the poor because they have no collateral is the same as 
arguing that men can not fl y because they do not have wings" See Ghatak and Guinnane (\999). 
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3.2.1.2 Another model of GBMF 

Acco rding to Harper (1998) , eventhough the success of the Grameen Model is widely recogn ized 

and large ly undisputed , it is not the on ly way in which groups are used to deliver Credit to the poor. 

There is another model where lender lends to a group as a single entity, which then lends it to 

indi\idual group me mbers. This model, according to Harper, has been wide ly practiced in rural 

Pakista n (See the detai ls on the following Figure). 

Fig.: The Two Models of Group Based Microfinance 

Model A Model B 

Lender lends directly to individuals Lender lends to the group members using 

Using the group as a faci litator and the group as a single entity which is then 

guaranteeing mechanism responsible to lend to individual group members 

Lender Le del' 

A Group 

Group 

MMMM M 

M - Individual Group Members 

Source: Harper (1998:30) 
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With respect to Ethiopia's experience on thi s issue, a non-governmental organization called 

ACORD Ethiopian has practiced simi lar model of cred it delivery in the eastern pan of the 

country. The organization, in its program at Dire Dawa town, utilizes Iddirs to se lect bo rrowers 

and channel and contro l financial resources (Michael and Mulat, 200 I ; Taye, 2004). 

3.2 . 2 The Rotationa l Saving and Credit Assoc iations (ROSCAs) 

According to Kimuyu (1999) and Ito (2003) ROSCAs are found in most parts of the IVori d under 

different management structure and labels9 Although owing to the shallowness of the tinancial 

market, they are widespread in less developed countries, they are also fo und among minority 

groups in industrialized countries too. 

Both the group lending and ROSCAs are group based informal credit institutions that exploit 

information and enforcement advantage of close-knit social networks (Ghatak and Guinnane, 

1999). But one should not also overlook the major differences between them. To ment ion some 

whereas loca l people form groups on their own accord in ROSCAs, in a group lending approach, 

development agents (such as banks, microfinance institutions etc) organi ze borrowers into 

groups. They are also different in financial sources and in the nature and di stribution of liabilities 

among members (Kimuyu, 1999; Ito, 2003; Ghatak and Guinnane, 1999). 

3.2.3 Social capital and GBMF 

Gene ral 

How are the links between soc ial capital and GBMF established? Accord ing to Olj erova et al 

(2003) people who are willing to engage in small business but are too poor to put up physical 

9 ROSCAs are referred to as Chit Funds in India, Sutu in West Afri ca, Kye in Koria, Equb in Ethiopia, Chew in Siri 
Lanka, among others. See K imuyu ( t 999). 
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collateral for loans and are enabled to access loans by virtue of their membership to a certain 

group implies the li nk between social capital and GBMF. In thi s regard, membership to a cred it 

group is considered to be part of social capital. This conception conforms to many theorists 

(d iscussed in the preceding sections of thi s paper) who asse rted that socia l capi tal is nothing but 

securing benefits because of membership to a certain group. 

Un like the claims of Oljerova et al (above) Oll11olla (2002) views it not only from the standpoint 

of borrowers but also from that oflender's side. For him social cap ital in GBMF is sought for the 

reason that it bears great benefit to both lenders and borrowers. To the borrowers it enables them 

to have access to credits; to the lender it reduces transaction costs and ensures high repayment 

rate through the exercise of enforceable trust among the members 

Harper (1998) has more or less similar view to Olomola (2002) with respect to the link between 

social capital and GBMF. For Harper providing the poor with access to micro scale financial 

servIce IS an increasingly popular strategy for sustainable development. Moreover, the major 

reasons as to why this service is provided through the intermediation of groups are the following: 

• Firstly, the problem that the poor face (providing collateral) can be overcome through 

using joint li ability as a loan guarantee; 

• Secondly, as group members know each other they are ideally placed to appraIse one 

another' s loan; 

• Thirdly, costs can be reduced for the lender by dealing with a member of borrowers 

simultaneously; 
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• Fourthl y, group formati ons can empower marginali zed communi ties by buil ding their 

awareness of the potential fo r collective action. 

Yet fo r some authors li ke Mayoux (200 1) and Hassan and Tufte (200 1) the ex istence or soc ial 

cap ita l in the form of indige no us networks and norms of association and the use or these assets 

for microfi nance group format ion show the link between the two. In add iti on. th is has broader 

obj ective other than reducti on of transaction costs: empowering cli ents; better po\·erty targeting; 

and achieving fi nancial sustainabili ty for the lenders. 

With regard to the explicit relation between social capital and GBMF, there are at least two 

important views: Social capital as an input (e.g. 01011101a, 2002 and Ito, 2003); and social capital 

as a useful byproduct of GBMF (Locker et ai, 2002; Michael and Mulat, 2001). These being the 

general overview of the interface between social capi tal and group-based microfinance let us see 

at each of them in same detailed manner in the following section. 

3.2.3.1 Social capital as an input for group based finances 

The literature on GBMF depicts the importance of two types of social capi tal for the success of 

GBMF: horizontal social capital and Vertical social capital (Ito , 2003). 

Horizontal social capital 

This type of social capital exists within horizontal social structure among the borrowers. Social 

capi tal theorists argue that borrowers have info rmation about each other. Tapping into the 

information that group members may have about each other is considered to be important. For Ito 
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(2003) GBMF rely on social capita l to overcome info rmation defi ciencies and the assoc iated ri sk to 

potentia l lenders. Thus underlyi ng the entire notion of ho ri zontal social cap ital is the idea that those 

ind ividual borrowers because of shared location and other social ties know a great deal abou t one 

another. Th is in turn enables them to have an informed choice o f group mcmbers and an add it io nal 

bene fi t of obse rving one another' s day- to- day business acti vities . Because of thi s. mi crol·i nance 

initiatives are encouraged to use pre-exi sting social capital as an input fo r the success of thei r 

acti vities . 

Vertical social capital 

Olomola (2002) has also noted the importance of hierarchal relationships, which mainly include 

the relationship among borrowers and lenders as an input for the operation of lenders. Thi s 

relationship becomes personal through regular meeting 

Similar observation has been made by Ito (2003: 324) and asserts thi s: "almost all financial 

transactions, successful or otherwise, involve some elements of vertical social cap ital. " The Word 

Bank's, website on poverty as indicated in Ito (2003) has the follo w ing important remarks on 

vertical social capital or relationship between borrowers and lenders: 

The formation and maintenance of social capital between staff and borrowers is 
crucial to identifY and train borrowers, select and approve loan proposals, 
negotiate solution when problems emerge (e.g. the death of a group member, crop 
failure etc) and fend off criticisl11- even hostility- ji-Olll skeptics, money lenders and 
some religious leaders (Ito 2003 : 327) 
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3.2.3.2 Social capital as a useful byproduct of GBMF 

A considerable number of research findings have shown that microfinance groups extend to other 

form of organizations (formal or informal) that are meant to benefit members. A resea rch 

conducted by Oljerova et al (2003) in Eastern European countri es of Slovakia, Romania and 

Russia has indicated the formation of many informal ties by clients that were established to 

ensure mutual benefit to members. The research further revealed that fo r both indi vidual and 

group cl ients "the scope of social capital goes beyond membership in borrower group·' (O lj erova 

et aI , 2003: 119). 

Mayoux's (2001) research on women's microfinance groups in Cameroon has also reached at a 

similar conclusion. The research indicated that the GBMF not only has financial significance but 

also changes the attitude of borrowers towards cooperative work. To thi s effect a strong cultural 

value has been placed on cooperation as a desirable thing in itself. Because of this, even where 

profits from group activity were no higher than individual activity, women were keen to engage 

in a range of co llective work to increase their access to networks and support. Their networks 

helped members to negotiate and overcome problems. 

Locker et al (2002) on their part have conducted a worldwide survey research on the wider 

impacts of microfinance programs with especial focus to its impact on soc ial capital. The survey 

raised several questions, of which respondents were asked to site the most important impacts 

obtained as a result of credit and other financial service provisions. The result revealed that 50 

percent of all microfinance organizations listed improvement in social cohesion (the degree to 

which participants in microfinance programs feel united) as one of the most important impacts 
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they felt their financial se rvice provided. Of these, 35 percent of them felt that it was the tirst or 

second most important impact of their programs. 

Rankin (2002) also indica tes that participation in a GBMF yie lds not only economic payo ff but 

also empowerment payoff duc to the formation of new bridging and linking socia l capi tal. 

Because experience in Bangladesh has shown that "cente r meetings (during I\'hi ch borrowers 

gather to repay their loans) facil itate thei r ability to estab lish and strengthen networks out side 

their kinship group and living quarters" (Rankin , 2002: 12). 

Research on whether GBMF enhances social capital in the Ethiopian context is scanty. 

Nevertheless, one important study conducted on ACORD Ethiopia by Taye (2004) is worth 

mentioning here. According to the findings of the research , cooperation and group so lidarity has 

been substantially enhanced among community members. This, mainly, is owing to the freque nt 

interaction of borrowers in meetings and training sessions. As a result, the following 

manifestations of social capital , among other things, were observed: (a) participants in micro 

cred it program spent much time interacting with persons out side their immediate fa mily; and (b) 

groups served as places of information exchange pertinent to economic, socia l and community 

affairs. 

3.2.4 Some d raw backs of the GBMF progran r 

In many li teratures, it is ind icated that there are some negative instances of the group-lend ing 

model. Broadly speaking these limitations are the results of several factors: problems inherent in 

the system itself; shortcomings from implementers' side and some unintended consequences of 
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negat i ve out comes. Instances of these problems- as revea led in d i (,ferent research out comes both 

from abroad and Ethiopia -are shown in thi s part. 

Another study on the Grameen Bank by Yonus (1999) as sited in Rahman (1999) has also indicated 

that at the grass roots level of cred it operat ion. bank workers and peer group members put an 

intensive pressure on borrowers for timely repayment rather than working to raise co ll ec tiye 

responsi bility and borrower's empowerment as originally envi saged by the Bank. 

On the other hand the adoption of peer pressure along with institutional and moral coercion on 

borrowers in order to ensure high repayment rate has negative consequences. This has been 

researched on Grameen Bank. Rahman (1999) and Ghatak and Guinnane (1999) have fou nd out 

that the expans ion of group based credit programs and the exercise of social collateral contributes 

to the escalation of verbal aggression and physical assault both at loan centers and at borrowers' 

household 10. The presence of some unequal power structure among group members is also 

another limitation. Rahman (1 999) has noted that one or two influential members had a real 

control over the decision-making processes of the centers at the Grameen Bank. On the other 

hand, Mayoux's (2001) research on GBMF programs in Cameroon indicated the presence of 

inequalities within groups. 

More genera ll y, group lending derives its effectiveness from the soc ial ti es among potential group 

members. If these ties are weak, or if members are unwi lling to sanction one another in times of 

10 In some case actions against defaulters reach the extent of se izing defau lters' assets or tearing down a hOllse. See 
Ghatak and Guinnane (1999). In addition, at household level men assaulted women for their challenge against men 's 
proposal of using their loans. See Rahman ( 1999). 
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defau lt, the mechanism w ill not work . These problems have been witnessed more in developed 

countri es where society is characterized by social and cultural heterogeneity. As a result. 

individuals do not derive more of their identity from membership in a group such as the fam il y " 

(Wold , 2002). Another most frequently sited problem related to group lending is its contribution 

IOwa rcis perpetua ting inequalities between men and wo men in soc iety (Mayoux, 200 1; Rankin . 

2002; Mo lyneux, 2002). 

According to Mayoux (200 1) ex isting social institutions, organi zations, networks or ru les of 

association may be highly unequal. When micro finance programs use existi ng forms of social 

cap ital to achieve their own ends, (e.g. reduction of transiti on costs) " inequal ities may be 

exacerbated rather than reduced by the injection of capital tlu'ough microfinance"(Mayoux, 200 I : 

459). 

Malyneux (2002) has indicated the expenence of Latin American countries. Accordingly the 

author acknowledges that micro- credits are good instances where networks of the di sadvantaged 

(such as that of women) are used as a means to channe l credits to the poor. 

However many microfinance project far from creating and sustaining social capital may instead 

serve to "undermine social solidari ty, fai l to foster cooperative relation among members and 

create a socially corrosive compet itive individualism" (Malynellx , 2002 : 182). 

II The "Good Faith Fund" of rural Arkansas group based credit in the USA did no work because of racial and 
religiolls difference among members. This was also att ri buted to American' s emphasis to individual rights at rhe 
expense of commu ni ty obligations, which leads to lack of social capital. See Ghatak and Gu innane (1999) and Wo ld 
(2002). 
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As far as E thiopian experi ence is concerned, a research by Woldeab et al (2005) on Debebit 

Saving and Cred it Institu tion reveals the ex istence of "plenty of instances of fr ict ion, conflict and 

resentment aris ing from the coll ective responsibility for loans"( : vi). Sim il arl y a study on th e 

performance of the Ethi opian Women Developmelll Initiat ive Proj ecl-a Project established all 

over the regions of Ethiopia to benefit poor women through group based business act ivities -has 

indicated the prevalence of disagreements and conflicts among group members in the 

management and operation of group activities (EWDF, 2006). 
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CHAPTER FOUR 

4. DATA ANALYSES AND DISCUSSION 

4.1 Dcmographic and Socio-cconomic Characte rist ics ofRcspond ents 

Demographic and socio economi c characteri st ics of respondents. wh ich include age. sex, marital 

status. religion, type of current occupation and lel'el of educa ti on are vital demographic and 

socio-econom ic variab les that deserve proper analyses. 

Thi s is because microfinance institutions are known to be gender sensitive. Furthermore some 

studies indicate the significance of religion in determining participation of the poor in interest 

involved financial transactions. Similarly, the level of educational attainment is said to affect rhe 

utili zation of loans among clients of microfinance institutions. This section duly discusses these 

important issues in relation to clients of DECSI. 

4.1.1 Age and sex 

Categorizing the number of respondents into different age groups indicates that 39(32 .5%) of 

them fall under the category of 36-42 years. This is followed by the age group 29-35, which 

accounts for 27(22.5%) of all the respondents. The age groups 43-49, 22-28, and 50-56 represent 

14.2%, 12.5%, and 9.2% of all the respondents, respectively. In fact, the upper age groups 

constitute only small proportion of the total su rvey respondents. The survey results indicate that 

the age groups 57-63 and 64-70 represent 5.8% and 3.3% of all the respondents respectively. 

From the Table shown below (Table I), it is quite clear that most of the respondents are in their 

active and productive ages. On the contrary, as one goes up the ladder of age, participation in the 
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microfinance program seem to be limited. DECSI' s policy with regard to thi s issue stipulates the 

minim um age limit to be 18 years. However, a consultation of the institution's availab le 

documents does not reveal any explicit indication of a maximum age limit. Then wh y is thi s trend 

obse rved in DECSI? To provide complete answer to this question , it may need some 

investigation into the structure of the populat ion of lvIekelle town vi sa-a-vi se age and pove rty 

profile and then referring it back to participations in a group credit at DECSl. 

Table I: Distribution of Respondents by Age and Sex 

Sex 
Age group Female Male Total Percentage 
22-28 8 7 IS 12.5 
29-35 13 14 27 22.5 
36-42 23 16 39 32.5 
43-49 13 4 17 14.2 
50-56 8 3 I 1 9.2 
57-63 4 " 7 5.8 j 

64-70 I " 4 o 0 
j j.j 

Total 70 50 120 100 

Source : Survey Results 

A look at the age-sex category also reveals that the respondents are (airl,. equa ll y distributed 

along the different age categories except in the category of 43 -49 where we see a concentration of 

female respondents. 

4.1.2 Marital status and Religion 

When one looks at marital status of respondents in relation to their sex, it is possible to observe 

that the majority (72%) are married. Those reported to be widowed account for 15 (12%) of all 
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the respondents. Respondents who fal l under the category of Divorced/ separated and single 

account for 7% each. 

Tab le 2: Distri bution of Respondenrs by Marital Status and Sex 

Sex 
Marital status Female Male Total % 
Married 44 43 87 72.5 
Widowed 15 0 15 12.5 
Divorced/Separated 8 I 9 7.5 
Single 0 6 9 7.5 0 

Total 70 50 120 100 

Source: Survey Results 

From the view point of social capital literature, the fact that maj ority of the respondents are 

married and have families of their own is very interesting. According to the World Bank 

li terature on social capital as cited in Mayoux (2001), the fami ly serves as a first bui lding block 

in the generation of social capital for larger society. Relationships w ithin the family foster the 

development of trust, reciprocity, and emotional support among family members. These elements 

of social capital at family level can be carried on to relations at community level. In this regard, 

the fact that majority of the respondents of this study are married may mean that they can 

establish durable links with group members at the DECSI microfinance program in order to 

achieve a conunon good. On the other hand, the proporti on of respondents whose famil ies have 

been diJso lvcd dl1~ to civorcc, .;ep1r~t:on or dc~;th of:\ couplc is n01 negligible. as Ihis constitutes 

some 20 % of all the respondents. 

With regard to religion, overwhelming number of respondents have indicated that they are 

Orthodox Clu·istians. Of all the respondents, 11 6(96.7%) are Orthodox Chri stians and the 
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remaining 4(3 .3%) are Musl ims. With respect to the low participation of Mus lims, the researcher 

has held a di scussion with DECSI regional and sub branch staff. The discussion was aimed at 

investigating ifreligion has any prohibiting role against the active participation of Muslims in 

lvlekel le in particular and the region in general. During the discussion it was revea led that both in 

I\·kkelle ane! in other parts of the region , Muslims are active ane! good performers in the DECS I 

program. 

4.1.3 Education and current occupation 

Discussing respondents ' level of education completed and current occupation, as important socio­

economic variables, is also of a paramount importance. When we see the respondents along the 

variables of education and occupation, 50 (41.7%) are engaged in petty trade. Relating 

occupation with education indicates that those that reported illiterate and those who attained 

second cycle primary school (grade 5-8) are heavily concentrated in petty trade. The second most 

important occupation, as per the report of survey respondents, is cloth trading. This type of 

occupation accounts for almost one fourth (24%) of all the respondents. In thi s particular venture , 

those who completed primary and secondary schools have relatively higher participation as 

opposed to the "ill iterate" and "read and write". Grain trade and urban agriculture (an imal 

fattening and selling of animal products) are also important occupations for the respondents. 

Such activiti~s as small restaurant, bu tchery, shop keep ing, livestock trading, wood and metal 

work shops, sale of local drink called 'Suwa' and the like are categorized under the label "others" 

(for the detai ls of education and occupation see Table 3 below). 
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With regard to educational attainment, 37(30.8%) of the respondents have reported that they have 

attained second cycle primary school. There were also considerable number of respondents who 

reported that they cannot read and wri te . This accounts for 33(27.5 %) of all the respondents. The 

numbel' of respondents who reported ti rst cycle primary schoo l atta inment is 28(23 .3 %) of all the 

sample survey. Only a tenth ( 10.8%) of all the respondents have cla imed secondal"\ school 

attainment. 

Table 3: Distribution of Respondents by Level of Education and Current Occupat ion 

Current occupation Level of education completed 
Illiterate Read & Primary Primary Secondary Total % 

Write school School school 
(1 -4) (5 -8) 

Petty trade 20 0 6 18 
, 

50 41.7 0 0 

Grain trade 0 1 4 4 1 13 10.8 0 

Cloth trade 0 2 10 10 7 29 24.2 
Urban agriculture 4 1 2 2 0 9 7.5 
Other 6 2 6 0 2 19 15.8 0 

Total 00 
00 9 28 37 13 120 1000 

Column % 27.5 7.5 23.3 30.8 10.8 

Source: Survey Results 

4.1. 4 Sex and occupation 

When one observes the di stribution of respondents by sex and types of occupation, it is possible 

to observe that female respondents are engaged heavily in petty trading. Well over !;alf of them 

(57.2%) are engaged in this business. This business involves the sale of many commodities 

simultaneously. On the contrary, male are heavily engaged in cloth trading. This incl udes the sal e 

of readily made and locally tailored cloths. The heavy concentration of men in thi s ve nture could 

be related to the fact that sewing and sell ing of ready-made cloths is a venture tradi tionall y left to 
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men. The detail of other occupat ions in relation to male and female respondents is indicated on 

Table 4 below. 

Table 4: Di stribution of Respondents by Sex and type of occupati on 

Sex 
Types of Female Male Total 
Occupation Frequency %Of Frequency % Of Frequency % 

Female Male 

Petty trade 40 57.2 10 20.0 50 41.7 
Grain trade 7 10.0 6 12.0 13 10.8 
Cloth trade 4 5.7 25 50.0 29 24.2 
Urban agr. 8 11.4 1 2.0 9 7.5 

Other II 15 .7 8 16.0 19 15.8 
Total 70 100.0 50 100.0 120 100.0 

Source: Survey Results 

Respondents were also asked to indicate why they wanted to take credit from DECSI. The result 

reveals that over tlu·ee fourth (75.8%) of the respondents needed credit from DECSI for the 

expansion of existing business. The second important reason as to why respondents became 

DECSJ ' s clients is related to their desire to start new business for the first time. This accounts for 

21(17.5) of all the respondents. About 8(6.7%) of them indicated other reasons: plans to start 

new business and expand existing one; to shift from informal activities such as selling 'Suwa' to 

other formal businesses such as opening small restaurant and the like. 

Table 5: Percentage Distribution of Respondents by Reason fo r Becoming DECSI' s Client 

Reason for becoming a client 
To expand existing business 
To start new business 
Other 
Total 

Source: Survey Results 

No of Respondents 

52 

91 
2 1 

8 
120 

Percentage 
75.8 
17.5 
6.7 

100.0 



From the above findings one can come to the conclusion that majority of the respondents had 

some kinds of business acti vities before joining DECSI. It is on ly to augment the ex isting 

activities that they j oined the institution. As a general remark, the respondents have used their 

group membership as a means to get credits for the expansion of their businesses or to begin ne"· 

activ ities. 

To recapitulate the issues that have been di scussed so far. it would be imperat ive to mention whal 

Babbie (1973) has sa id regarding survey samples and the population from which they are 

drawn. Accordingl y, survey samples are almost never conducted fo r an obj ective of describing 

the particular sample under study. Rather they are conducted for a purpose of understand ing the 

population from which the sample was initially selected. In th is regard, it is not the hundred and 

twenty samples, which should attract the attention of both the readers and the writer of thi s paper. 

In other words, the generalization from the sample to the population of DECSI cl ients at Mekelle 

program is of a paramount importance. 

Viewed in this regard, the following basic generalizations can be made from the above 

di scussions : that large number of the clients are in their active and energetic age; that clients of 

the DECSI program are predominantly engaged in petty trade; a considerable number of them 

cannot read and write; there are difference in the types of occupations among female and male 

respondents and majority of them have joined the microfinance institution to expand al ready 

existing business. 
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4.2 Relationship between borrowers 

This part is the broadest section of the data analyses and di scuss ion chapter. It predominantly 

di scusses the major findings of this paper. This sub chapter is organized in such a way that it 

gives answers to the research questions and spec ific objectives of thi s paper: 

( I) G roup formation 

In thi s part policy of the microiinance institution, practices assoc iated with group formati on and 

opinions of the respondents on the group related policies are dul y discussed; 

(II) Social capital considerations during group formation 

This part discusses results of an approximated longitudinal survey using cross sectional survey. 

Specificall y it focuses on the forms of social capital that respondents have paid attention to 

during group fo rmation. That is why it is called an approximation of past information using 

current survey. Here three major indicators of social capital are di scussed: membershi p to local 

level associations and knowing one another' s behavior; source of information about DECSI; and 

financial sources before respondents' involvement in DECSI; 

(III) Social capital as an input for group functioning 

This part focuses on group processes and relationships among members once the groups have 

been forIlled. Here the focus is 011 such corc components or' social c<lpital including trust and 

reciprocity; group norms and sanctions, group decision making, so lidarity and collective 
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actions 12 Th is part predominantly focuses on how these forms of social capital are used to ensure 

the functioning of group-based microfinance; 

(IV) Attitudes on group based microfinance and clicnts quitting of the program 

This last part mainly focuses on two major issues: the attitude of respondents on group based 

credits, their preference on individual and group credits and the subjective reasons behinclthose 

preference; and clients' quitting of the micro finan ce program. 

4.2.1 G,'oup formation 

The formation of credit groups in DECSI fo llows certain procedures. From an interview with 

both the Regional Staff and the Sub Branch Heads at Mekelle, eli gibility for DECSI credit is 

supposed to fulfi ll two basic criteria: 

Individual criteria 

In order to qualify for DECSI credit, an individual should be free of any unpaid loan and not 

known for default . Furthermore, potential borrower is supposed to be: a permanent resident of 

certain Tabia administration; willing to engage ill some gainful ac tivity; responsible citi zens; and 

willing to take loan in a group based approach or ' Guji le ' 

Group Criteria 

In order to form a group, the fo llowing criteria are of great importance: (a) in as much as possible 

potential members ofa group should t·.; ofsi111ila:· socio-economic St<1 !llS ane! occupation : (b) 

12 These components of social capital are lIsed by many researchers of social capital with some refinements on 

accollnt of local realities. See for example Krisna 's Study (200 I) titled as "Moving From the Stock of Soc ial Capital 

to the Flow of Benefits: The Role Agency" 
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persons who trust each other and willing to fo rm an autonomous group; (c) in as Illuch as 

possible, members should fill both individual and group responsibilities in managing loans; and 

(d) should be residents of the same Tabia or Kushet. 

Of all these group cri teria, there is a complai nt by some clients of DECS I th at the institution does 

not allow the formation of groups among people who do not belong to the same Tabi a but are 

we ll acquainted and trust each other. Because group formation is limited only to potential clients 

who are residents of the same Tabia. By implication the policy does not give a room for the 

incoming clients to form a group of which members belong to different Tabias but are fami liar 

and trusting to each other. This limits the horizon of group formation only to a Tabia level. That 

is why some of the respondents have a complaint on this particular policy. 

DECSI' s rule with regard to group formation further stipulates that group members to be of the 

same sex and not members of a nuclear fami ly. During an interview with DECSI staff, the policy 

for the formation of separate male and female groups has been a point of disc uss ion. Acco rding 

to DECSI's regional staff, one of the major reasons as to why females and males fo rm separate 

groups is related to the objective of a better poverty targeting. In thi s regard , according to the 

claims of the regional officials, priority is given to women. However an investigation into the 

details of the number of active clients and those who quitted DECSI at the Mekelle branch office 

(by taking sex as a po int of comparison) until the end of February 2006 indicates that 62 % were 

female and the remaining 38 % male clients (See the Table on annex VI and Table 20). Does this 

corroborate with the claim? It is debatable. However, the main interest of thi s section is not to 

debate this issue. It rather is aimed at elaborating the pol icy as to why men and women form 
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separate groups and the corresponding attitudes that the clients of DECSI hold with rega rd to 

those specific policies. 

The other important reason, as per DECSI' s policy, related to this is that men and wo men have 

different proposals as far as loan utilization is concerned. This creates a major difference in the 

amount of loan they need from DECSI. This is to some extent corroborated by Table 4(above). 

wh ich shows the di stribution of respondents by sex and type of occupation. In that specific 

discussion it was indicated that women are heavily invo lved in petty trading while men are 

mostly involved in cloth trading. However whether cloth trading involves traveling long distance 

is not clear. Nevertheless the major point with regard to the fo rmation of separate male and 

female groups on account of differences in occupational types seem to be related to an important 

concept of social capital. That is, similar type of occupation is one medium by which people 

know each other, weigh each other' s character, and hence are encouraged to form similar credit 

groups. 

According to information obtained from DECSI regional staff, the third reason as to why wo men 

and men form separate groups is related to the claim that women do "know" each other better in 

the community. Because of this, they can perform well as members of the same group than when 

men and women are mixed together in a group formation!] Fourth ly, DECSJ wants the 

13 The performance of women in repayment rate is by far better than that of men. Whereas the number of women 

clients is higher than that of men in the Mekelle program, the amount of arrear created by men is by far higher than 

Ihat of women cI ients' 
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traditional malc dominance in the society not to prevail in cred it groups. The formation of 

separate male and female groups seems to be accepted by the clients. 

On the part of DECSI, the policy of group formation among nuclear families is not supported. 

This is because firstly, it wants to inc lude as many famili es as poss ible in its program. Secondly, 

the economic acti vity of clients (especially rural clients) is susceptible to different natural fac tors 

such as the availability or absence ofrain. 

When there is a failure in agricultural production, the whole family may be in default. This will in 

turn jeopardize the institution's program for better outreach and sustainability. Thirdly, when 

groups are formed among family members the possibility to sanction each other for a better 

repayment is expected to be weaker. 

Nevertheless, there is a complaint on the instituti on' s policy of prohibiting group fo rmat ion 

among nuclear fa mily member l 4 A considerable number of clients favor group format ion among 

family members because of their presumption that: they trust each other better; it can enable them 

to pursue joint business activities; and in times of default it is better to take responsibility for a 

family member than for some one who is out side the family. 

In view of the wri ter of this paper, thc,c importa!J1. o;)inions from cl i e.l~ts are not things to be 

overlooked. One should give due regard to the opinion of respondents gi ven the fact that ri sks 

associated with the assumption of responsibility fo r others is a reality poor people in GBMF are 

14 DECSI's policy does not allow the formation of groups am ong brothers, sisters, father and sons, and mother and 
daughters. 
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living with . Rather these op inions deserve due weight especially in light of the fact that trust is at 

the center of group-based microfinance and the pooling of resource for better results is important 

means of improving livelihoods. 

The Saving and C redit Committee lS 

According to DECSI (2005) Loan and Saving Committee is the institution's important body, 

which is heav il y invo lved in the task of organizi ng borrowers. The commi ttee ex tends from 

region down to the Tabia level. With regard to the approval of loans and follow up of its 

repayment progress, Tabia committee is the key structure. The Committee has the responsibil ity 

to screen " non cred itworthy" individual s fro m "genuine" members of the com mu nity who 

desperately need credit support. 

Members of the Loan and Saving Committee at urban Tabia level include: Tabia chair person; 

Tabia culture and information head; Tabia trade and industry head; Tabia women 's association; 

and representati ve of DECSI at Tabia level (DECSI pamphlet, undated ). These are by implication 

members of the Tabia Admini stration. As a local level organization, the Committee members are 

believed to know members in the local community more than any organ ization. With respect to 

the specific duties and responsibilities of the Tabia Loan and Saving Committee, discussions held 

with sub branch heads revea l that it is in charge of: 

') Makins public 1l10bil izatic'i1 \\'ith reg,ml to loan and savill", 

o Selecting eligible borrowers based on DECSI's rule; 

15 Eventhough the issue of Saving and Credit Committee and its relations with respecti ve borrowers is 110t as such part of the relationship between borrowers, it is treated here on a bid to give ful l picture to the exerci se of group fOl'l11aliol1 ill DECSI. 
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o Selecting, scrutinizing and approving of loan proposals; 

o Fo llow up of repayment performances and pressurizing poor performers, and 

o Evaluating and sending performance report to Woreda Loan and Credit Committee. 

The group applies its loan proposal to the Tabia' s Loan and Credit Commi ttee in a written fo rm . 

The proposal, among other thi ngs , is composed of a list of members, the amount of loan each 

member needs, and the type of occupation members are in terested to engage in. 

The committee, based on the proposal, looks into the detail of applicant' s character both as a 

group and individually. Among other things, their socio-economic status and need for finance. 

applicant' s character vi s-a-vis trustworth iness and hard working behavior and app licant"s 

permanent membership to the respective Tabia are given due regard. 

Furthermore, new clients have to form a group of three or more and have to get an approval by 

the Committee before being recognized by the sub branch managers and accepted into the 

program. Once they have been recognized by both the committee and the sub branches, 

orientation is given to the members both by the Credit Committee and field officers of DECS!. 

The provision of orientation predominantly focuses on proper utili zation of loan, repayment 

processes, members ' shared liability for each other's loan and the like. Here the role and 

m:tonom), of clients in tiE: process of group for l11:!tiolJ anc! their relat ions with the L.oiln and 

Credit Committee is worth examining. Because th is is an important dimension of social capita l. 

as indicated in the literature review, which captures the relationship that may exist between poor 

people on the one hand and people in position of influence in formal organizations on the other 

hand. According to the World Bank (2000), the poor are in most cases excluded -by 
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discrimination or lack of resources -from the places where major decisions re lated to their 

we lfare or life chances are made. 

When one sees DECSI' s clients in re lation thi s background , part ic ipati on of members in group­

based micro finance is to be expressed in terms of their autonomy to form a group of their 

choices. Viewed in thi s regard, ind ividual inten iewees. survey respondents and foclls group 

parti cipants ha ve indicated that they are free and autonomous to form groups of their choices. But 

a few have indicated about their placement in credit groups by the Tabia loan and cred it 

committee. Further reference on this issue can be made from the forthcoming section that dea ls 

with trust and reciprocity. 

4.2.2 Local levcl social capital: membership to associations and " knowing" each other 

Membership to different local Associations 

s it is indicated in the literature review of section of this paper, one important measure of socia l 

capital is membership to formal or informal associations. Here one should bear in mind tha t 

membership to formal or an informal organization is context specific. In one context membersh ip 

to formal organizations could be more relevant to measure social capital. In another situation 

involvement to non-formal association could best measure social capital of a certain community 

(e.g. in rural areas). In this particular study, membership of respondents to both formal and 

informal associations has been studied as the urban area where the study is undertaken makes th e 

query more relevant. The result obtained fr0111 this lI1qlnry tS sho wn below : 
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Table 6: Membersh ip to Formal and Informal Associations 

Responses 
Type of Membership Yes % No % 
Equb 53 44.2 67 55.8 
Iddir 70 58.3 50 41.7 
Mahber 83 69.2 37 30.8 
Women's Assoc iation* 49 70.0 21 30.0 
Chamber of commerce 27 22.5 93 77.5 
Other 4 " " 116 96.7 J.J 

Source: Survey Results 

* Applies only to female respondents 

As it can be observed form Table 7, (above) a considerable number of respondents belong to 

local networks. Membership to Women's Association (applicable only to women respondents) is 

as high as 70%. Of all the respondents, 69.2%of them indicated that they belong to different 

reli gious associations or Mahbers. Iddir membership is al so as high as 58.30% of all the 

respondents. Some 44.2% of all the respondents have also indicated their membership to Equb. In 

fact membership to the formal organi zation of Mekelle chamber of commerce is on ly 22 .5%. 

There are also some memberships to the Youth Association, to the Association of Di sabled 

people and to Rehabilitation and Recovery Committee. A ll these added together form only 3.3% 

of all the respondents. Here one can say that membership to the chamber of commerce is very 

minimal compared to the no n-formal networks. 

This is in li ne with the assertion of Woolcock and Narayan (1999) that the poor people ma y 

have a close-knit and intensive stock of bonding social capital that they leverage to '·get by", but 

lacking the more diffused and intensive bridging social capital to "get a head". 
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The di scussion of respondent' s membership to local level associations is not done for its own 

sake. It is rather aimed at relating it to one of the central objectives of thi s research: \I'hether or 

not DECSI is intentionally tapping associationalmemberships [as one aspect of local lel'el social 

capital] into its own programs. Because both practi ce and theori es of deve lopment have indicated 

that tapping loca l level social capital is worthwhile in an endeavor to alleviate pove rty. 

To this effect, research findings both in Ethiopia and abroad have indicated that incorporating 

already existing social institutions or associations into the system of microfinance institutions not 

only empowers the poor but also enables the financia l institutions to achieve financial 

sustainability and greater outreach. 

When one evaluates DECSI against thi s background, event hough high stoke of social capi tal is 

displayed in the form membership to local level associations, no member of the above mentioned 

associations is introduced into the Saving and Credit Committee in the process of group 

formation, selection, and organization of potential clients except the Women 's Association (refer 

to members of the Committee in the preceding discussions). The introduction of Iddirs or 

Mahbers could reduce the widespread dislike and doubt that is currently prevailing on GBMF. In 

fact the clients are util izing these memberships as resources in the format ion of groups. 

Subsequently they h ~iVC indicated t:w1 r~ CO-l1lcl11bership to cred it groups and to c'ne or more of 

the above associations serves as a source of trust between members. It has also been indicated by 

the respondents that membership to local associations serves as a sources of information about 

DECSI. This is thoroughly discussed in the forthcoming sections. Given these facts , del iberate 
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tapping of these resources by DECSI could have better results in maintaining the GBMF. The 

following section under the heading "knowing" each other adds a lot to thi s. 

"Knowing" Each Othet' 

In the literature, many authors have stated that potentia l borrowers of microfinance insti tutions 

need to have information about each other 's behavior. This preex isting knowledge abo ul one 

another is mutually important both to the borrowers and the lender. The borro we rs benefil ou! of 

shared location and other soc ial ties because, due to pri or knowledge about each other, the y are in 

a pos ition to avoid group formation with individuals whose behavior is not trustw-orthy. The 

lenders do a lso benefit because they are not supposed to gather information about each and every 

potential client, as the clients themselves do this. For lenders this eventuall y reduces transaction 

cost and ensures higher repayment rate after carefully selected groups have been formed. 

Therefore microfinance programs are advised to take full advantage of the social capital avai lable 

in the practice of "knowing" a person's character and trustworthiness. One way of kno wing one 

another is the associational membership as indicated above, but it is not the only way for people 

to know each other 's behavior. 

To this effect different dimensions of "Knowing" one another among clients ofDECSI has been 

studied in this research. Accordingly, eight in any ten of the respondents (82.5%) have stated that 

they knew all their group members before becoming DECSI cl ient. Those who stated that they 

knelV majority of their group members stood at 10(8.3%). On the other hand, those who reportecl 

that they knew only some of their group members accounts for 11 (9.2%) of all the respondents. 

The survey result is summarized as fo llows: 
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Table 7: Percen tage Di stribution of Respondents by "Knowing" each other 

Responses 

Yes, I knew all of them 

Yes, I knew majority of them 

Yes, I knew some of them 

I knew none of them 

Total 

Source: Survey Results 

No of Respondents Percentage 

99 82.5 

10 8.3 

6 5.00 

) 4.2 

120 100.0 

Here one may ask as to what "knowing" group membcrs mean . Focus group participants and 

indiv idual interviewees have indicated the judgment o f some one else's character as kno wing 

him/her. This means that he/she possesses such characteri stics as: not deceiv ing others; doing 

what he/she says he will do; always seen not roaming; gets on well with other peop le and 

consistentl y acts in a trustworthy manner. Survey respondents were also asked about how they 

happen to know each other. The result to this question is shown in the Table that follows: 

Table 8: Distribution of Respondents by How They Happen to Know Each Other 

Responses 
Neighbors 
Similar occupation at market place 
Same Mahber and neighbors 
Neighbors and same occupation 
Other 
Missing 
Total 

Source : Survey Results 

No of respondents 

65 

75 
21 

5 
4 

10 
5 

120 

Percentage 
62.5 
17.5 
4.2 
, , 
J.J 

8.3 
4.2 

100.0 



As it is shown on the Table above, a large number of the respondents (62.5%) haw indicat~cI that 

they knew thei r gro up members as their ne ighbors . The second important m~ans for group 

members to know each other is the work place. Of all the respondents. 21 ( 17j" 0) hm'c indi ca ted 

the work place env ironm ent as a place to kno\\' each other before becoillin g DEeSI group 

members . Those who sa id the same Mahber membership and neighborhood . and th e same 

occupation and neighborhood as means to kno\\' each other are 4.2% and 3.3 % 01' ali th e 

respondents, respectivel y. [n fact respondents under the label "others" is a lso considc rabl e. Thi s 

accounts for [0(8.3%) of all the respo ndents and includes such responses as "long term 

fri endship, relatives and members of the same [ddir". 

From the responses it is possible to see that people fo rm groups with indiv iduals "hom the y had 

prior networks in the form of neighborhood, similar occupation and work places. membersh ip to 

informa l associati ons such as Eq ub and rdd ir and the like. In the absence of such social capital 

considerations before cred it group formatio n, the consequences cou ld be grave to microfinance 

participants. The following sto ry, about unsuccessful women gro up, strengthens this claim: 

Cllse Olle: A S(OIY of IIlIsllccessful femllie group 

"My name is Lemlem Hagos. I have been an established client of DECSI, righlji-ol1l the 

start of the program up until now (1989 to 1998 E.C). I am 49, married and a mother 01'9 

children. My husband is a pensioner 'with a monthly income of Bin 100. In order to 

support myfamily, I became DECSI client nine years before. During my SIO)' with DECS!. 

1 IVas engaged in pelly trade and have registered a meaningfi" change in the lives 01' my 

family: built a hOZlse, sent all my children to school, installed electriCity ond IFater slIpply 

10 my house Clnd fed my children VelY well. " 
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"My name is Abrehel Araya. I am a group member o/Lellllelll Hagos (discllssed above). I 

(/III -12 years old, widowed and a 1110lher a/three children I. alullg lI ' itil Illy children, 

lI 'ere deported ji'om Asab (Eritrea) in j 993 E. C. JlIst IIpOIl aliI' orrivol al Mckelle, Ive 

receilwl a rehabililolionjill7d 0/ Birr .J,500ji'om a regiol1al a/lice called Ill e "EllleI'gel7(), 

Recorel), Pro/eci ", Evenlhough the lund \\'as given/or rehahililwiol1 WIt! rnll/llption ora 

ne\\ prochlclive life, j spenl it on school/ees, /ood conslllllplion and hUlIse ren/. ihen I 

j oillcd DEC'SI in early 1997 E. C' and look Birr 5, 000 .. 

Sliel ril Berhe is Ihird lIIelllber o{ Ihe grollp. She le/i/or .'Idigr{f{ (a l(}lITI SUllie I]() kill eosl 

of.llekelle) be/ore Ihe dolo eolleelion session. Hence nO{lIrrher inforillatioll lI'{{S collected 

abo lit her. 

Gro llP Illformatioll 

These three women formed a group /ollowing an annollncement IIlC1de hy Ihe Bllreall 0/ 

Trade and Industry 0/ Mekelle Zone. Lemlem Hagos lefi her original DEC'SI group and 

regrollped herself wilh Ihese women. This was done in order to have access to an 

improved ceiling on the loans. The other two l1Iembers were just new ciiems. Group 

members have not assessed each other 's behavior be{ore forming a group, they only 

shallowly knew at the marked place, The most important thing they paid a/lenlion to was 

the belfer ceiling a/receiving Birr 5, 000 each as a loan. 

Group members stayed together/or a year paying their installments as per the schedllie. 

A problem emerged when Shewit left for Adigrat ({or a reason the other mell7bers do not 

know), Abrehet's business also went wrong, because of market problems and spent all the 

seed money/or consumption. Now she is in a total destitllfion wilh no means 0/ earnmg 

income and with no shelter to live in, for she cannol afJord to pay a house rent, 

[ellIlem on the other hand kept on doing well as uSllal. Bul as per the agreement reached 

wilh DEC'SI at the initial stage (one member to be responsible /01' anothel) she is not only 

responsible/or her own loan but alsofor her group members', 
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Now she does not knoll' what IV do. II DEC'SI cannot allow her to repay unl)' her oll 'n 
loan, the only option is imprisonment. But the blame is not on DEC'S/. she saJ'S. il is 
rather her ownfailure t%rlll a grollp lvith individuals whom she did not "klloll' '' II//ICh. 

"We are neither neighbors nor related in blood, Ollr knowledge of each other is Ii/llited 10 

the IHere market place meeting, .. she said. 

N. B : The names arejictiliolls/or confidentiality 

April 16, 2006 

4.2.3 So urces of Information a bout DECS I 

Accordin g to Coleman (1998) , one important form of socia l cap ital is the potelltial for 

information that inheres ill soc ial relat ions. Info rmation is important in prov id ing a basis fur 

action. But acquisition of information is costl y and one means by which information can be 

acquired IS by use of social re lations that are maintained for other purposes . Based on th is. 

respondents were asked to ind icate their sources of informatio n about DECSI program. 

Accordingly, it was fo und out that fam il y members, fri ends or neighbors served as sources of 

information about the program. The fact that 6 1 (50 .8%) of all the respondents have indicated 

networks of fa mili es, fr iends or neighbors as primary sources about DECS I may indicate the 

im portance of social networks as sources of information. The second im portant source of 

information about DECSI' s program is the Tabia Admini stration. Thi s accounts fo r 36(30%) of 

all the respondents . In fact such for mal local networks as women's association also playas 

im portant sources of information fo r their members. Of all the respondents, II (9.2%) claimed 

women 's association as their first source of information abo ut DECSI. The number of 

respondents who reported the media (Radio or TV) as a source of in fo rmat ion is very negli gible. 

because thi s accounts only fo r 3(2.5%) of all the respondents. 
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Table 9 : Distribution of Respondents by Source of In fo rmat ion about DECS I's Credi t Program 
Source of information 
Family member, a fri end or ne ighbo r 
DECSJ' s anno uncement 
Tabia Adm . Announced 
Wo men 's Associati on 
Radio or TV 
Total 

Source: Survey Resul ts 

-1 .2A Source of fina nce before DECSI 

No of respondents Percentage 
61 50 .80 

9 7.50 
36 30.00 
I I 9.20 
" 2.50 J 

120 100.0 

Respondents were also asked to ind icate the financial sources they used to back up their acti viti es 

befo re becoming DECSJ clients. Th is question was framed to elic it info rmati on on loca ll y avail able 

social capital with regard to getting fi nancial sources for the poor. 

The result ind icated that 74(61.7%) of all the responde nts neve r bo rrowed Ii'om any source to fi nance 

their acti vities . This may show that respondents have not been able to conve rt their stocks of soc ial 

capi tal indicated in the fo rm of associational membership and knowing one another (revealed above) 

into flow of benefi ts in the form of securing finance fo r their busi ness operations. The second frequent 

response as a source of finance is rich merchants, which accounts for 20( 16.7%) o f a ll the respondents. 

Here it is possible to observe a very important bridging socia l capital, wh ich exists between the poor 

and the rich people in the town of Mekelle . Respondents of th is research have indicated the practice of 

taking goods from rich merchants in order to sell them in the market as an important part of their 

livelihood. From the viewpoint of social capital thi s is an interesting issue, because no formal 

agreement is reached between the poor and the rich merchants. Yet, the rich merchants di stribute large 

quantities of goods worth of considerab le amount of money to the petty traders . The petty traders (i n 
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thi s case respondents of thi s research) benetil fro m cenain proporti on of the pro ti t generated. Th~ ric h 

merchants in turn benefit from wider penet ration into the market via the acti vities of the small Iraders. 

Th is clearly indicates an act of 111utual bcnelil bel ween Ihe rich and the poo r, which solely depend, Ill) I 

on fo rmall y signed agreements but on mUluall)' perceivedlrust between Ihe two pan ies. 

Pr<)bing into what happened to thi s rela tionship afte r joining DECS I is of paramount imparl ance . 

Ind ividual interviewees and focus group panicipanls hal 'e indica ted two im porranl scenarios: Ihere arc 

some individ ua ls who have given up taking goods from rich merchants after joi ning the DECSI 

program; while some have kept on their relations with the ri ch merchants. Those who have kepI on the 

relations have reported that they want to remain anonymous of their involvement in DECS I. Thi s is 

because rich merchants will not let them take goods as they used to do so . Because they fea r Ihat Ihe ir 

ph rtners (petty traders) who involve in DECSI credit may shift the money to pay their loans lI'i lh 

DECS I. Of course, there are some instances of sh ift ing reso urces from the sa le of goods of the rich 

merchants to repay loans with DECSI, as focus group participants indicated . 

To this effect, one informant in the Adihaki market area has reported that he is both a DECSI c1 iem and 

takes goods from the rich merchants. Both of them are his sources of finance. He further noted that he 

wants to remain unknown about hi s DECST program involvement lest it jeopard izes hi s re lationship 

with rich merchants. "It is you (the researchel), my group members at DECSI and my/amily members 

who know my involvement in the program," he reported. 

One defining feature of many of the poor people is having abundance of bonding social capital but a 

deficit of bridging social capital to link them to additional resources. Viewed in this regard, jeopard I ' to 

the meager bridging social capital ava ilable to the poor may greatly affect their li velihoods. 
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The other important source of fi nance, as revealed by respondents, is fam il y members, relatives or 

neighbors. This holds true for 19( 15.8%) of a ll the respondents. The bank as a 10 1'l11al source or finance 

is very negligible lor the respondents. It onl y served fo r 2.5% of all the respondents. Gi ven the 

preconditi ons to put up physical co llateral and the inab ili ty tor majorit\· or the poor to do so. thi s is 

justitiable. [n fact , the informal moneylenders are al so less importan t sources for the rcspondents. Thi s 

fi nding is rather ditTerent from the conventional knowledge about the source of linance for the poor. 

The literature depi cts that the informal money lenders play important role . Ilo\·,c\c r. in thi s research it 

is fo und to be less impo rt ant. This could be related to the major limitations of the sector: exorbitant 

interest rate and scarcity of loanable f'i.lI1ds. 

Table 10: Distribut ion of Respondents by Sources of Finance Before Join ing DECS I 
Response 
Never borro wed 
Local money lende rs 
Family members, relatives or neighbors 
Rich merchants 
Bank 
Missing 
Total 

Source: Survey resu lts 

4.2.5 Trust and Reciprocity 

No of respondents 
74 
2 

19 
20 

3 
2 

120 

Percentage 
61.7 

1.7 
15.8 
16.7 
2.5 
1.7 

[00.0 

Trust: Trust is an important part of social capitaL People that have high level of trust among each 

other are said to be successful because they can reduce transaction costs (costs assoc iated with 

doing fo rmal business) and the need fo r formal procedure. In this research, an effort has been made 

to capture the leve l of trust between group members by framing a question that was believed to 

assess the level of trust among group members. The result of such a question is summari zed be low, 
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across the frequent and new clients of DECSI. This is done based on a manual deve loped by 

USAID to gu ide microfinance practitioners. The manual proposes two categories of cl ients: (a) 

frequent cl ients, who stayed fo r more than two yea rs in a specific microfina nce program; and (b) 

new client s, who serve as a comparison group and a pro~y for non-clients (SEEP, 2002). 

Ta ble I I : Distribution of Respondents by Level of Trust and Category of Clients: 

Categories of cli ents 
Respo nses Frequent % New % Total ~/o 
I trust all of them 48 76.2 44 77.2 92 76. 7 I trust majority of them 4 6.4 8 14.0 12 10.0 I trust some of them 7 11.0 2 3.5 9 7.5 I trust none of them , 

4.8 , 
5.3 6 5.0 ) ) 

Missing 1.6 0.8 Total 63 100.0 57 100.0 120 100.0 

Source: Survey Results 

Overall , more than three-fourth of the respondents (76. 7%) have responded that they trust all 

their group members. The number of respondents who stated that they trust maj ori ty of their 

group members stands at 12(10.0%) of all the respondents. Thus large number of the respondents 

have stated that they either trust all or majo ri ty of their group members. The proport ion of those 

who stated they trust none of their group members is as low as 5% of all the respondents. 

However small the number may be, probing into why they do not trust their group members is 

important. They have reasoned out that they formed groups with whom they cannot be sure of 

trusting them. This is done in order to sati sfy urgent fi nancia l needs. One informant at the 

Adihaki market center stated that instead of sitting idle unti l he finds trustworthy members, he 

opted for fo rmi ng group with people whom he is not familiar with. Another woman in the same 
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market area stated that she fo rmed a group wi th people or the same labia. She has never known 

her grou p members before. It was at the labia meeting that she saw them for the tirst time. In her 

own words she stated the s ituati on as " kisab elloll/ed lI/orioll/-l1Iarioll/ libl" , whi ch means "until I 

get accustomed to mem bers' behavior. I beg SI. !Vlerr \" to protect me". Th is represents a sus picion 

created as a result o f lack of trust between members. 

When we look at the two categories o f clients, the proportion of frequent and new c lient s who 

stated that they trust a ll their group members is 76 .2% and 77.2% respect ive ly. Thus taking the 

percentage proportion as an indicator, there is no meaningful difference between the two groups. 

In fact the proportion of responde nts who stated that they trust majority of their gro up members is 

higher for the new clients. Oddly enough, the proportion of frequent clients who claimed that 

they only trust some of their members is a bit hi gher than that of the new clients. Th is is some 

ho w diffe rent from the claims ind icated in literature. In the literature, it is indicated that for the 

fo rmati on of trust between people, an investment in time is highly crucial. This is because in the 

process of tend ing to know others, there is a growth in sympathy and other emotional bonds 

between people which causes trustworthiness to ri se overtime for a given rel ationship (Frank, 

1992). However, the findings of thi s paper on trust goes against the assertions in the literature. 

This is because the proportion of those clients who stayed together for a longer time (frequent 

cl ients) have reported less of " ! trust majority" and more of"! trust some" 

Inorder to elicit further information on the source of trust between gro up members, an open­

ended question was provided for responde nts to indicate why they trust a\l or majority of thei r 

group members . The distribution of respondents by the major sources of trust are summarized 

below: 
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Table 12: Distri buti on of Respondents by Source of Trust 

Reason for trusti ng all or majority of group members 

(N= 104)* 

Neighborhood and being relatives 

Work in same market place, ne ighbors, hard working 

character, and repayment on time 

Neighborhood, hardwork ing charac ter and visib le job 

Neighborhood and similar occupation at similar places 

Work in the same market place 

Membership to the same Mahber, Eq ub, or [ddir 

Lon g term fri endship. similar occupation and visible job 

Other 

Total 

Source : Survey Resul ts 

No of 

Respondents 

12 

8 

12 

10 

J:~ 

16 

10 

24 

104 

* Applies to those who responded, "I trust all " and "I trust the majority" Crable II ) 

% 

11.6 

7.6 

11.6 

9.6 

11.6 

15.4 

96 

230 

1000 

As it is depicted on Table 12 above, of all the respondents who stated they trust all or majority of 

their group members, 12 (11. 6%) indicated neighborhood and being re latives as reasons for 

trusting their group members. The fact that they work in the same market place, they are 

neighbors, their members have a hard working character and are good at repayi ng thei r 

installments on time are also si ted as important reasons fo r trusting group members. This 

accounts fo r 8(7.6%) of all the respondents who stated that they trust all or majo ri ty of their 

group members. Neighborhood, hard working character and the presence of visib le job are also 

stated as other sources fo r trusting group members. This represents some 12( 11 .6%) of all the 

respondents who stated that they trust all or majori ty of their members. Neighborhood and simila r 

occupat ion at si milar working places are also considered as ways by which members trust each 
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other. The fact that people are wo rkin g in the same market places is again important source lor 

the proliferation of trust among members. Indeed co-membership to such loca l netll"Orks such as 

Mahber, Equb and lddir on the one ha nd and long te rm fri endship, similar occupation and the "lct 

that members have visibl e j obs on the other are al so c ruc ial sources. The number or respo ncknt s 

under the labe l "other" is littl e 101l'c r than a quarter of the respondents (23%). The major rea so ns 

fo r trusting a ll o r majority of their group members a re because: 

o They help each other at business 

o They have not encountered any prob lem with regard to group repayment 

o They have registered a mean ingrul change in their li ves since becomi ng group members 

o Their group members ha ve fi rm stand (do not change their minds now and then). they arc 

hard workers and exchange advice among each other 

o Members are honest, seni or citizens, and do not w ish to take any thi ng that does not 

be long to them. 

o T hey have the experience for helping each other when prob lem emerges and long-term 

experience on g ive and take relations. 

Case presentation Two: a story on the manifes tation of trust between group members 

"My name is Akberet Haile* I am 39 years old, married and a mother of four children. Before 
becoming a DECSI client, I was unable to participate in any business act ivity because of 
financial constraints to do so. Then I became a client of DECSJ s ix years ago. Currently I am 
engaged in selling household utensils .My group consists offive members and we knew each 
other as immediate neighbors before joining DECSI. All of us have remained together for the 
past six years with no problem whatsoever on repayment. The source of our group strength is the 
trust between each of us and hard working character of each member. In our group. members 
appraise each other 's loan size. Accordingly, my group members have approved me to rake 5.000 
Birr in my latest loan, while the other members have withdrawn only 2,000 Birr each. To me. this 
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/ 

is a good IllOni/eslalion of Irusl prevailing belween liS. 8e(ore joining DECSI, I II 'as oilly involved 
in Iddir in Illy loealily Now I am a member of bOlh Equb (dai/y and weekly) al1d Women's 
Associalion. I have also regislered a meaningfit! change il1 Ihe lives ofllly /allli/y (heller income, 
heller fo od conslllllplion. sending children 10 school elc.) and Ihis is allribll led 10 lin ' ill\'oll'elllel1f 
in DECSI. .. 

' Her rea l name, based on her consent, Ap ril 3,2006 

In relation to the above issue, .l ames Coleman (1988)-one of the foundin g fat hers of social capita l 

theories- has di stingui shed between simplex (' sparse' ) and multiplex (,dense ') relations. Where 

relat ions are mul ti plex , persons are re lated in more than one context. Seen in thi s regard. findin gs 

of thi s resea rch ind icate that respondents are linked to each other in more than one social context. 

Socia l capita l in the form of neighborhood, market networks, similar occupation. and co­

membership to local networks are common among them, These may have served as sources fo r 

trusti ng each o ther. 

Reciprocity: Reciprocity is another important indicator of social capital. There are two types of 

reciproc iti es: Specific reciprocity and diffused reciprocity. The former refers to the simultaneous 

exchange of items of roughly equal value whereas the later denotes to continu ing exchange 

relationships irrespective of the value of items exchanged (Coster, 1976). To fmd out if 

reciprocity takes place between group members, respondents were asked to indicate whom Ihey 

willfirsllurn10 for assislance in limes of repayment problem. The proportion of respondents who 

said they ask the assistance of group members if they face diffi cu lty in repayi ng thei r loans is by 

far larger than other options, Th is accounts for 50 (41.7%) of all the respondents. On the other 

hand, the number of respondents who indicated fami ly members as the ir fi rst choice to turn to for 

assistance is 26, wh ich represents 21,7% of a ll the respondents. Other sources of ass istance sited 
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as important means they rely to are: friends, co-workers, and a combination of group members. 

relatives and friend s. In fact respondents who said they would rely on their own assets are also 

considerab le. 

Table 13: Di stribution of Respondents by the Tvpe of Ass istance they Seek in Times (lr 
Repayment Problem 

Response 
Group members 
Family members 
Neighbors 
Others 
Total 

No of respondents 

Source: Survey Results 

50 
26 

4 
40 

120 

% 
41.7 
21.7 

0' 0 
J oJ . J 

100.0 

From the point of view of practice, repayments at DECSI are scheduled every month. During a 

focus group di scuss ion and individual interviews. informants indi cated that they, some times. 

face some kind of financial shortage due to different causes. 

As a result of these, either they totally lack the money to repay their monthl y installments, or 

manage to have only a certain proport ion of the monthly installment. Thus group members will 

cover each other's deficits and make the group repayment as per the monthly schedule. This 

enhances performance of the group in general. The researcher probed further as to why one 

should cover, fully or partially, the monthly installment of another member. The response was 

that members trust each other and exchange reciprocities. If a group member has received favor 

today from other group members, the members not only expect him/her to repay hi s/ her loan but 

also to reciprocate the same at times when others are in financial trouble. One can see that some 
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kind of balanced rec iprocity is taking place be twee n members. These practices 01' recip roc ity are 

usua ll y backed up by group norms, The next secti on d iscllsses th is iss lIe th oroughl y: 

Case presentation Three: A Case Story of Successful Female G,"O UP 

Gcncrallnform ation 

I Na lll e* 

A breilet Rada 

Kiros Mesfin 

Meaza Tesfay 

I"eteb irilan Meresa 

Age 

40 

45 

64 

35 

Marital Occupation Loan cyc les 

Status ICIken 

Married Restau rant 9 

Widowed rood and Sliwa 9 

Widowed Spices trading 9 

Widowed Suwa sell ing 9 

No. or yea rs as 

DECS I c lient 

9 

9 

9 

9 

This group of Ie male clients was formed some 9 years ago. Origin"IIy the number 0/ group 

members was seven Three members, through the course ot'time, withdrew/i'om the group. The 

four women are not only residents of the same Tabia but also neighbors and engaged in similar 

occupations. 

The group has norms Ihat govern repayment mobilization Every member delivers monthly 

installment four days ahead of the repayment schedule to the group leader, They all abide by th is 

norm. 

Asked i/ they had any conflicl between members, they all responded that no such problem 

occurred in their group. They rather support and help each other. But the members had some 

divided view on whether they prefer individual or group credit. Two lI1embersfavored individual 

credit and another {)' IIO preferred group credit. Those who favored individually indicated, that it' 

some misfortune happens to a group member, the remaining members would shoulder the 

responsibility. On the other hand, those whofavored group credit stated that the system enables 

them to support each other both in credit management and in other spheres of life. Asked about 

how they kept on the same group membership nine years down the road, they indicated similar 

objective to win Ii/e, trustworthy behavior of all members and exchange or moral and material 
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support alllOng eacll other as major reasons. But all of them indicated tlwt they do not like 10 

pursue business cooperative/or it causes some conflicts. 

They were also asked to indicate if they belong to a group other thall their credit gl'llup. The\' 

all replied that they belong to Women's Association in their Tobia. 111 fac t one of thelll is " 

chairlady to the Kushet 1I"0men's Association. As members of the I/ssociutiull. they per/arm u lo t 

of social duties. 1I'/Iich inelude paying a visit and encouraging I-/IV positi,·" I,ersons in their 

respective Kusher. Further more. three ofthell1 belong to the SO li Ie Eq ubs (note that they h",·" flra 

types a/Equbs. daily olld 'veekly) 

With regard to the changes in their lives, they indicated that there are tneaning/iil positive 

changes: sending their children to schools: buying house /i.lrniture: paying house rem: and 

covering lI1edical expense if necessary. Apart ./i"OIn that. they are no"· able to jilljill social 

obligations, which include helping the sick and showing up/or invitations. 

A bove all, t\vO 0/ the group lI1elllbers were deportedji-oln Eritrea- in 1983 E. C- lem·iug all t I,eir 

belongings behind them. Now they are gratefitl 0/ DECS1's credit services because it has enabled 

them 10 reSUlue normal and productive life. One 0/ them said, "DECSf is more than all/other. 

because even a mother can sometimes be/ode up with her children" 

* Rea! names based on their consent 

April 16,2006 

4.2.6 G."OUP Norms and Sanctions 

Group norms: Norms are important components of social capital. Usually group membership is 

linked with group norms because they govern relations between members in a group. According 

to Frank (1992) group norms are important fo rces to impose sanctions on free ri ders. Studies in 

GBM!' have also indicated that clients develop their own internal norms to govern re lationsh ips 

between members. Predominantl y norms are deve loped to make members better manage their 
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comillon credit. Of course these norlllS augment the rul es and regu lat ion o f the micron nance 

institutions and are not meant to replace them. Keeping thi s idea in mind, respondents were asked 

whether they have developed an internal norm at all. The nnding indicates that only 55 (45. 8%) 

of all the respondents have claimed the presence of internal ly deve loped norms. However, alillost 

hal f or 59 (49.2%) of the respondents indicated the absence of norms in thei r group. And onl y 

6(5%) indicated that they do not know whet her there are norms or no\. 

Asked as to why they do not ha ve internal norms, the most frequent response was: ",pe already 

Irtisl each other. We have lesled each olher '.I' conduel during our slay as group members. So why 

silould I Pe develop norms?" This response rai ses another question as to the rclationship between 

trust andnorills. Are norms important only to those group members who do not trust each other 

much? This needs further investi gation . 

Perhaps more than the class ification of respondents by the presence or absence of norms in their 

groups, it is important to see the essence of these norms. In focus group di scuss ions and 

individual interviews, respondents have indicated the importance of 's i";I ' or 'Memhaderi Denbi' 

(which means norms or governing rules) in regulating members' relationships and behavior in a 

group. [n general, the norms were established to encourage monthly repayment of loans from 

each member. According to the informants, the norms are strictl y adhered to because when group 

members fail to meet monthly repayment schedules, they wi ll face financial puni shment from 

DECSI. [t al so delays further access to credit in the future. For thi s reasons, a considerable 

number of group members have deve loped intern al no rms that are meant to regu late repayment 

schedules. Some of the commonly stated internal norms include: (a) when a member faces 

temporary financial shortage to pay monthly installment he/she informs the situation, n ve days 
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head of repaymen t date, to grou p members so that they will take care of it ; (b) co ll ec tion o f 

insta llments from each member two or three days a head of the actual schedule with DECS I; (c) 

co llection of monthl y instal lments on a dail y bas is. For example if each member is expected to 

repay 120 Birr per month , then members agree to co llect 4 Birr per day. Thi s will be gathered in 

the hands o f one membe r who eventually will pay it to DECS I during the actual repayment date: 

(d) in order to save time, members agree to cO lllmit monthl y repayments turn by turn. But 111 most 

cases their internall y developed norms sti pul ate the group leader, o r yo un ger members to spend 

their time repaying monthl y group insta llments. What will happen when e ither gro up no rms or 

DECSJ ru les or both are not dul y observed? This is related to sancti ons against defaulters. The 

fo llowing sect ion is, thus, devoted to another issue of soc ial capital: sanc tions among group 

members. 

Sanctions among Group Members 

In order to grasp the level of sanctions and measures taken against defau lting members, two 

closely related questions were raised to respondents: What measures they would take when there 

is an individual in thei r group who is unable to repay his/her loan; and what measures they 

would take when there is an individual who is unwilling to repay his/her loan 

Inability or unwillingness to repay loans 

It was found out that 23(19.2%) of the respondents have encountered a member who was not abl e 

to pay hi s/her loan (including themselves). As many as 97(80.8%) of the respondent s have 

indicated that a problem of this sort has not occurred in their groups. The major reasons fo r 
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members' inabili ty to repay their loans were indicated as business problems, serious sickness or 

death of a member, or change in residential add ress for different reaso ns. 

The usual mechan isms for so lving such problems depend on the ser iousness of the issue. If a 

member is dead or permanently s ick, the only op tion is for the other members to pay it on hi s/her 

behalf. Of course, informants have indicated that they ask close family member or relati ves to 

pay the loans of a deceased person. They al so try to assess if there are marketable assets lel't 

behind the deceased person. 

Apart ti'om thi s, if the problem of a group member is a tempo rary one, the usual mechanism is 

that the remaining group members contribute to cover the defi cit. Following that, the concerned 

indiv idual repays the loan from hi s/her business or seeks for other options. I f the individual , in 

any way, cannot recover fro m financial trouble there is mechan ism cal led 'Ritban ' . Focus group 

participants have indicated "Ritban" to be a last reso rt for financially troub led person. T his is a 

form of local social capital where the person in financia l problem calls up on relati ves, friends or 

neighbors to make financial support. The person in need of help fixes the date and place where 

potential supporters will come to extend thei r support. Usually the individual who needs the 

support prepares some local drink (Suwa) and roasted grain . This is simply meant to welcome the 

visitors, otherwise people do not come to eat or dri nk. Up on their arrival, invited persons make 

financial contributions as much as they could and their names and amount of cash contributed is 

usually registered for possib le reciproci ti es in the future. In all these processes, members of the 

cred it group p lay important role by suggesting the idea, by fac ilitating inv itations and welcoming 

supporters. This is done as part of sympathy for the group member in financial trouble and partly 

to boost the performance of their group. 

82 



How widespread is thi s practice? The writer of thi s paper cannot tel l unequ ivoca ll y. However. 

foc us group participants have indicated the practi ce as important one for those who cannot repay 

their loans fo r different problems. But as a general remark, members tend to be " illi ng to help 

those who are unable to meet their insta llments when se rious ill ness or other problems affect their 

nnancial situation. 

On the other hand, the mechanism for so lving a problem when some one in a group is un wil ling 

to repay hi s/her loans is different frol11 that when he/she is unable to do so. In this regard. 

respondents have indicated not onl y their experiences but also poss ible mcaSllre they think is 

appropriate for such occasions. A tabulation of measures respondents would take if they 

encollnter a person who is unwilling to rulnll hi s/her ob li gation (actual or h'pothet ica l) is 

summarized as follows: 

Table 14: Percentage Distribution of respondents by Actions Taken against Defaulters 

Possible Action No Percentage 
of resEondents 

Direct legal action 18 15.0 
DECSI and Tabia enforcement then 14 11.7 
legal action 
Group members' and social 25 20.8 
enforcement no legal action 
First social lor group members 32 26.7 
enforcement then legal action 
Cannot comment 29 24. 1 
Missing 2 1.7 
Total 120 100.0 

Source: Survey Results 
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Tab le 14(above) indicates that the most widely employed means wh ich respond ents have 

indicated fo r enforc ing unwill ing grou p mem bers is a combination of soc ial. group and lega l 

actions . First group members would try to persuade a member to repay hi s/her loan. If that does 

not prove to be feasible option, members wo uld go for social enforcement th rough the med iation 

of the defaulter's family members, fr iends and relat ives . At thi s stage, they employ th e innuence 

of e lderly and locally respec ted personal ities. In the absence of any positi "e result. members 

wo uld use legal action as a last reso rt. Those who said thi s is the best op ti on account for more 

than a quarter of the enti re respondents (26.7%). 

One in any fifth person (20 .8%) of a ll the respondents have the op inion that it is the innucnce 0 1-

both th e members and other persons (elderly peop le, frie nds, fa mi lies of the defaulter) whi ch the\' 

wou ld opt for. Otherwi se they cannot afford to sue the person in court, for it takes a great dea l of 

their time. On the other hand , 18(15%) of all the respondents are on the opinion thal they wi ll 

take direct legal action by suing the person concerned. The use of DECSI staff and Tabia 

administration as enforcement mechanisms and then going for legal measures has been 

mentioned by some 14( 1 1. 7%) of all the respondents. Of all the respondents, some 29(24. 1 %) of 

them have refrained from providing any comment. These groups indicated that since they have 

not encountered any problem related to unwillingness of group member, it is diffi cul t to speculate 

what measure they wi ll take. 

Whether or not the social sanction Il1 urban centers like Mekel le (where a social connection 

between people is expected to be weaker compared to rural areas) is strong enough to co rrect 

defaulting members has been one of the central questions of thi s paper. Thi s is because of the fact 

that the group lending methodology derives its effect iveness mainly from the strength of socia l 
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ties among potential group members. However, accordin g to Coleman ( 1988) urban areas are 

marked by some degree of soc ial di sorga ni zation- or in other words lack of soc ial capita l. crank 

(1992) has al so made similar assertions and has indicated that residen ts of large urban areas lack 

close ly lin ked networks of personal relat ionships. Acco rdingly it was asse ncdthat closely linked 

peo ple could mount effec ti ve sanctions agai nst norm violators . 

Hav ing thi s question in mind, the researcher has he ld a di scuss ion with DECS I staff both at 

regional and sub branch level. Furthermore a perfo rmance report (taking repaymelll rate as an 

ind icato r) of rural and urban areas was compared. Result o f the investi gati on indi catcs that urban 

centers perfo rm we ll ove r than the rural areas. The pe rformance of ivl ekel le branch alone has 

never been be low 98%, accord ing to the Regiona l Operations Desk Head. Thi s is highe r than the 

reg ional average, which is close to 96% Crom program commencement up unti l thi s resea rch ,,·as 

done (March 2006). Thi s was not withi n the expectation of the resea rcher. But, this acco rding to 

the staff of DECSI, is att ri buted to: first, the activities of rural c lients are vulnerable to natural 

prob lems such as drought; secondly, the human capital element of urban cli ents interms of 

entrepreneurship and business experience is better than their rural counterparts; and th ird ly the 

urban clients are as soc iall y close to each other as the rural ones. From the view point o f thi s 

paper the third reason was very appealing. But survey result on membership to diffe rent local 

networks and the d iscussion wi th DECSI staff di sclose that the urban DECSI cli ents are 

connected in many soc ial spheres than in one or two. (See Tables 6, 8 and 12 of th is paper). 

Therefore co rresponding with the literature revtew, the mode of social sanctions aga inst a 

defaulter is a combination of admonishment from group members; reporting such behavior to the 

wider commu nity to augment group admonishment; and then reducing cooperat ion wi th 
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defaulter. These are very strong forces to discip line indi vidual behaviors. For example in al l the 

cases, respondents have indicated that they not onl y will expe l the indi vidual who defaults 

intentional ly but al so tell others not to fo rm any gro up with him/her. Gi ven the signi ficance or 

small informal groups for the lives of the poor. thi s is not a s imp le pun ishment. 

4.2.7 G roup Decision Making, Solidarity and Co llective Ac tion 

G roup decision-making 

It is argued that the decision-making procedures of a grou p affec t its successes. Groups that 

follow a parti cipatory pattern of deci sion-mak ing are more successful than others. In group-based 

microfinance , the fact that members are responsible for managing their credits in a group requires 

some kind of group decisions. Issues that requi re group decis ions among DECSl cl ients include 

mobili zation of repayment, pass ing of decisions on poorly performing members and approaching 

the institution on matters that concern group members. In thi s regard, the issue of partic ipati on of 

grou p members on matters of group concern has been rai sed to respondents. Responses provided 

to the question are classified by taking sex as a variable. 

In both male and female groups, the possibil ity for a group leader to decide alo ne is very 

minimal. In fact the possibility for a group leader to consult members and then ultimately decide 

him/her self is considerable. Some 40.4% of males and more than a quarter of females (25.7%) 

have indicated the presence of such a scenario in their groups. More then hal f of the male 

respondents (53.2%) and nearly seven in any ten of their femal e counterparts (67 .1 %) have 

indicated holding group di scussion and ultimately deciding together to be the common mode of 

decision making in their groups. 

86 



Q. When thae is a decisionta be made in your group how does this /ls/lal/y take place? 
Table 15: Distribution of Respondents by Mode of Decision Making in a Gro/lp 

Res['onses No of resEondents Percentage 
Male Female Male Female 

N= 50 N=70 
On ly group leader decides I 2 :1 .0 2.9 Leade r asks members what they think 19 18 38.0 25.7 and then decide 
Grou p me mbers hold d iscussion and ?-- ) 47 50.0 67. 1 dec ide together 
Other 5 3 10.0 4.3 Total 50 70 100 0 1000 

Source : Surve y R esult 

An informant at the Mekell e sub branch office indicated that one member of he r gro up co uld not 

repay her loan. The member ' s business had altogether been a failure. In add it ion she was a 

mother of seven children. Fol lowing her subsequent fai lure to repay her loan, her group members 

sued her in a social court. But group members saw that she was too poor to make the repayment. 

Ultimately all group members discussed the matter and decided to drop the charge against her. 

Similar group dec ision was made in another group where a certain member of the group was too 

sick to work for several months. Members indicted her in court, but later on all group members 

discussed and dropped the case. This finding is different from that of other research outcomes 

conducted elsewhere (E.g. in Bangladesh and Cameroon) where researchers reported the presence 

of unequal decision-making process within microfinance groups. 

Group so lidari ty 

In order to see so lidarity between group members, certain questi ons we re ra ised to respondents. 

The question raised to see solidarity between mem bers was: " In your credit group, is it possible 
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10 conce ive % leoder or a member who pUIS aside his o\lln wei/are 10 concern hill/self Ihersel/ 

mainly \IIilh Ihe ,velfare a/group members?" 

The answe r to thi s question was categorized into two by taking the length or ' ·ears they have 

stayed as DECSI clients based on the USA ID manual on menti oned ea rlier. The responses given 

to the ques ti on are presented below: 

Table 16: Di stri buti on of Respondents by Level o f Group So lidarity 

Categories of CI ients 
Frequent Ne"· Total 

Res ponses Freq . % Freq. % Freq. % 
Not poss ible 22 34.9 00 57.9 55 45.9 JJ 

Happens some times 27 42.9 13 22.8 40 00 0 

-' J .J 

Happens Frequentl y 14 22.2 8 14.0 2~ 18.3 
Do not know 0 .00 0 5.3 3 2.5 J 

Total 63 100.0 57 100.0 120 100.0 

Source: Survey Resu lts 

Over all , 45.9% of the respondents have indicated that it is not possible to see a leader or a 

member who puts hi s own welfare aside for the sake of other group members. And those who 

said it sometimes happens in their group are exact ly one th ird of the respondents (33.3%). Those 

who responded as "frequently happens" are little lower than one-fifth of all the respondents. 

When we look thi s in terms of the length of respondents' stay in DECSI, 34.9% of the estab li shed 

clients responded as not possible. The figure is signi ficant ly higher for the new clients. Nearly six 

in every 10 persons (57.9%) responded that it is not possible to see a member or a leader who 

works for the welfare of a group even at the expense of hi s/her own. The percentage of those who 

said it happens sometimes is 42.9% for the frequent cli ents and 22.8% for the new clients. 
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Whereas more than a fifth of the frequent clients (22.2) claimed the occurrence of such an ac t as a 

frequent one, only 14% of the new clients reported so. Taking this questi on as an indicator for 

group so lidarity , one can say that the group solidarity among frequent cl ients is better than that of 

the new clients. 

Putting ones we lfare a side fo r the sake of other group members is man ifes ted in terms of 

sacrifi ce of time. Ind ividual interviewees at the Adi Haki market area have indicated that there 

are some group members who spend a great deal of their time col lect ing monthly installments 

and subm itt ing it to DECSI office. Informants further indicated that time is a very precious 

resource for them. Because their li velihood depends on proper utilization of their time both at the 

market places and at home. Given this fact , there are cases where younger group members 

frequent ly spend time payi ng group installments, relatively less poor group members taking the 

respons ibi lity to collect monthly installment and eventually repaying it on behalf of the poorer 

members. [n the respondents' own terms they have stated it thi s way: "kinikalsels Yeb/non', 

which means there should not be diffusion of responsibility. One should sacrifice something for 

the group's sake. 

Collective action 

A question raised to respondents to capture collective action is as to who will take initiati ves to 

correct group members supposing that there are some individuals who do not abide by group 

norms and obligations. In the literature it is indicated that the group lending approach derives its 

effectiveness from the exercise of one important aspect of socia l capital: sanctioni ng one another 

in times of default to achieve mutually desired goa l. If members are unwilling to do so, th is 

shows lack of social capital, which leads to the malfunctioning of the group based credit system . 

89 



It was in thi s mental framework that questions were rai sed to respondents if there were/are some 

instances of lack of social capital within their groups. To make the question more appealing to 

respondents, the question was framed thi s way: I/,soille group lIIell'lbel' (5) fail (a abide by gmlljJ 

rilles (e.g. failllre 10 sha ll' lip a/ meelings, fa illlre 10 repay loans on lime, ele) lvho- in (he gmllp-

lakes Ihe inilialive 10 cOl'l'eel Ihese people ? The responses obtained from the inquiry are 

summari zed on Table 17 below: 

Table 17: Distribution of Respondents by Collect ive Act ions Taken 

Categori es of Clients 
Response Male % Female % Total % -' .. _----_._----_ .. , •.... 
No one 0 6.0 2 2.9 5 4.2 0 

Only group leaders 9 18.0 15 2 1.4 24 20.0 
Everyone in the group 31 62.0 43 6 1.4 74 61.7 
Don' t know 6 12.0 7 10.00 13 10 .8 
Does not concern us I 2.0 0 4.3 4 o 0 

0 0 . 0 

Total 50 100.0 70 100.0 120 100.0 
Source: Survey Results 

Generally, 74 (6 1. 7%) of the respondents have indicated the participation of every group mem bel' 

on such occasions. This clearly indicates borrowers' rel iance on collective action (as one aspect 

of social capital) to fulfill their objectives. Those who said it is the responsibility of group leaders 

stands at 24(20%) of the entire respondents. 

When one observes across male and female respondents, the proportion of those who said that it 

is the responsibility of everyone in a group is almost similar. The figure is 62% for male and 

61.4% for female respondents. The proportion of those who stated no body should care is 6% for 

males and 2.9% fo r females. 

90 



4.2.8 Attitudes on group based microfinance and clients quitting of the program 

4.2.8.1 Attitud es on Individual and Group Based C redits 

Eventhough the credit delivery methodology of DEeSI IS predominallli v group based, 

res pondeills we re asked to indicate their preferen ces between indi vidual and group approaches. 

This questi on was framed in order to obtain information on respondents ' experiences, altitudes 

and views on assuming responsib il ity for others. 

Result of the inqui ry indicates that tremendous number of the survey participants pre fer 

individual to group method of credit delivery. or all the respondents. 105(87.5%) preferred 

individual means of getti ng credit. Onl y I I (9 .1 7%) indicated the currently prevailing method of 

credit delivery. i.e . using social coll ateral as their preference. The remaining 4(3.3 %) stated that it 

is d ifficult to decide, or to indicate where their preferences lay . 

Above all, what matters most is not the proportion of respondents as to which category they fall. 

It is rather the attitude people have and subjective reasons behind these preferences that can 

enable us to learn a lot about the respondents ' experiences and doubts. 

Accordingly the reasons as to why respondents preferred individua l credit to the grou p co llateral 

system are too vari ed . However, effort has been made to classi fy the preferences as indicated on 

Table 18. Respondents have indicated their doubts on the group based credi t delivery 

methodology based on two major facts: experience of their own; and experience from others in 

their locality (from what they have heard and seen) . Based on this, some 22(21 %) of all those 

who preferred individual to group credi t indicated that they do not li ke to waste time managing 
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group credit. Furthermore, they fear that they could be indebted due to others· problems. Thus, 

the major reasons for preferring individual credits are related to ti me wastage and fear of 

indebtedness. The other reason for preferring indi vidual cred it is related to the respondents· 

percept ion that group mem bers' behavior can not be predic ted fully. So there is an inherent 

uncertainty on predicting the intention of others. This acco un ts for 18( 17. 1 %) of all the 

respondents. General ly, these groups of people expressed their suspicion to others as fol lows: 

"Wa/a Menalll rife/a/ey,, " which means " leave alone other peo ple, even twins differ in 

character··. A summary of respondents' preferences and the reasons attached with them are 

revealed below: 

Table 18: Di st ribution of Respondents by Reason Why They Preferred Indi vidual Credits 

Reasons (N= I 05) 

To save time, to avoid indebtedness 
Uncertainty of other members' behavior (can not be 
sure of other members intention) 
To avoid confl ict and resentment with others 
To avoid fu rther poverty due to others' debt 
To Work hard, avoid free riders or di sappearing 
members 
To avoid other uncertall1hes (sickness, death, 
imprisonment of a member) 

Total 
Source: Survey Resu lts 

No of % 
respondents 

22 210 

18 17.1 
13 12.4 
18 17.1 

20 19.0 

14 13.4 

105 100.0 

Some 13( 12.4 %) of the respondents have stated that the group based system leads to confl ict and 

resentment with others. To avo id this, they preferred individual credi t. In addition , 18 (17. 1 %) 

respondents indicated fear of further poverty as a major reason for wishing to avoid group based 

credit. These groups implied that since they are al ready poor, if some group members. 

intentiona lly or otherwise, fail to repay their own loans they will be accountable for others ' 
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problems. This could lead to I'urther impoverishment because DECS I's rule is such a stri ct that it 

could force them to the ex tent of imprisonment or sell ing of any property they currently own. 

The other important ca tegory of reason for wishing to avo id group based credit and ral 'or 

indi vidual based is more or less rclated to the inte rest to avoid rree riders and ciiffusion 01' 

responsibility in common cred it managemen t. These groups of respond en IS arc orthe opinion that 

hard worki ng may not be a guarantee for success. Because however hard one mal' work. the 

presence of free riders or irrespons ible persons may nullify one's effort due to the common 

obligation for the management of group cred it. On the other hand, if credit is rendered 

individually it will enable them to work harder for they are sure that the fruit s of their la bor 

be long to them. These categories of respondent have indicated that the group-based credit is 

causing some sense of di sincentives and lack of motivation to work hare!' 

The last category of respondents who preferred individual to group credit have sited that fac tors 

beyond the control of an individual (e.g. prolonged sickness, death, imprisonment etc) may 

happen to themselves or to their group members. In that case, the remai ning members will face 

the burden. 

As opposed to thi s, there were some respondents who preferred the group approach. Generally 

they preferred this approach because, apart from the loan services, they get all so rt s of other help 

from each other as we ll. Specifically, they preferred group approach to individual credit method 

because of the fo llowing three major reasons: 

o At times when a group member is unable to repay monthl y installment, due to different 

reasons, the other members will cover his/her share; 

93 



o The group cred it has pos itive consequences such as slrengthening cooperati on and 

brotherhood among members; 

o The cooperative re lations may not be limited to the loan panic ipants; it rather strengthens 

relationships of other fami ly members as well. 

The third reason statcd above is rather a surpri sing finding. Because it indicates thar the horizon 

of good relation is not limited to participants of the GBMF. It rarher enhances relations among 

their fam il y members who, otherwise, are not directl y involved in the credit system . 

Nevenheless. there are major d iscrepancies between the overall findi ngs of thi s research and 

other previous studi es with regard to borrowers' preferences of indi vidual and group ap proaches 

of credit delivery. For example Mayoux 's (2001) study in Cameroon confirmed that participants 

of microfinance programs placed a strong cu ltural val ue on group based credit and working 

cooperatively as a desirable thing in it self. Simi larly Taye's study (2004) on ACORD DireDawa 

has implied participants' preferences of the group approach. Viewed in this rega rd. majority of 

the part icipants of Mekelle DECSI program have preferred the indi vidual approach of credit 

delivery for the reasons indicated in the preceding section. 

4.2.8.2 G roup disbandment and clients quitting of the progr a m 

Table 19(be low) depicts that respondents have taken from as low as one to as hi gh as nine loan 

cycles. In fact, the number of respondents who have taken only one cycle is larger than al l the 

other subsequent cycles. This accounts for 29.2% of al l the respondents. Those respondents who 

have taken two, three and four cycles represent 24.2% 12.5% and 8.3% respectively of all the 
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entire respondents. The general trend shows that as the loan cycle increases, the number of 

respondents in each subsequent cycle decreases. 

Table 19: Di stribution of Respondents by the Amount of Loan Cycle they ha\·c taken 

Number of loan cyc les taken 

One 
Two 
Three 
Four 
Five 
Six 
Seven 
Eight and 
Nine 
Total 

Source: Survey Results 

Number of respondents 

35 
29 
15 
10 
6 
5 
5 

13 
2 

120 

Percentage 

29.2 
24 .2 
12.5 
8.3 

5.00 
4.2 
4.2 

10.8 
1. 7 

1000 

Th is clearly implies that clien ts are quitting the program after tak ing one or two cycles of loans. 

Probably the most important question to ask now is "why do clients quite programs'?" The 

researcher has forwarded this question to the Mekelle Debub and Semen sub branch heads, to the 

field officers and to ex-clients of the DECSI program. 

According to the DECSI staff, the major reasons as to why clients quite program are 

predominantly related to: graduation from program; being unhappy of credi t deli very using 

groups system; the experience of taking responsibility for poorl y performi ng members; 

unsuccessful business activities owing to market problems and lack of business experience; 

rejection by DECSI to previously poor performers; and low ceiling of the credit in relation to the 

demand for more money. Accordingly, from program commencement in 1997 to the end of 
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February 2006, the number o f groups di sbanded and clients who quitted the DECSI program In 

the study area is shown as follows: 

Tab le 20: N umber of Disbanded Clients by Se, 

Number of groups disbanded 
Female Male Total 

Sub branch 
Semen Mekel le 
Debub Meke ll e 
Total 

663 
309 
972 

25 3 
297 

550 
Source : Interview with Sub Branch Heads 

9 16 
606 

1,522 

Number o f C lients 
Female Ma le 

2,650 
1,23 6 
3,886 

Total 

1.013 
1.1 88 
2.20 1 

] .663 
2 .4 2~ 

6.087 

C lass ifi cati on of di sbanded groups by reason for di sbandment would have been ve ry informati ve. 

However, the sub branch offices do not have a record of such an im po rtant data. Ho\Vever 

information gathered through discuss ions with sub branch heads, fi e ld officers, focus group 

participants and individual interviewees indicated that there are some problems assoc iated with 

group formation . Accordingly, it was indicated that some cli ents form groups in a hurr ied 

situation wi th li ttle attention to the proper consideration of po tenti al members' behavior. Focus 

group participants, further, have indicated that there were some individuals who formed groups 

and j oined DECSl under the sayi ng ' amlak yfelit' which means "God kn ows" . This is a typica l 

expression that these sorts of clients are not making ri sk assessment before group formations and 

hence fo rm groups that are not based on trust and knowing of one another. According to the 

informants, instability of groups is closely assoc iated with the initi al prob lem during the 

formation of groups. 
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A fu rthe r di scuss ion with the field ofticers has indicated that there existed some contradi ction 

among the different actors who part icipate in the format ion of credit groups in DECS I. The 

admini strative bod ies and wome n' s associat ion favor the formati on or' credit groups and 

immed iate di sbursemen t of loans with less attenti on to the s trength o f relations between potel1li a l 

me mbe rs. DECS I on the other hand pays much attention to careful formation of groups. Thi s 

mismatch might have caused the fo rmation of large groups that easily di sbanded in a matter of 

short period. 

As per the information obta ined from the fi e ld ofticers, eventhough not w idespread in relation to 

the tota l clients, there are instances where a ll or majo rity members of a group along with their 

fam ili es di sappear from town just aft er they have taken the loans. This has two major negative 

consequences: increases the number of groups to be di sbanded and causes signifi cant widespread 

of fea r on the remaining active clients that this may happen to them once in a time. 

Case presenta tion Four: A case sto ry of an ex- client 

"My name is Abrehet WIMariam *, divorced, age 46 and a mother of three children. ! was 
deported /i'om Eritrea in !984£ C Then! became a client of DEC'S! for two consequent loan 
cycles. ! used to sell tea and bread and had a relatively beller income. 1 along with lI1y other two 
members were paying our loans as pel' the schedule. Meanwhile one of my group members(oiled 
to meet the monthly installment and left for Addis Ababa leaving every responsibility for 
repayment to the rest of As a result, ! and the other group member were forced 10 repay the 
group loan. After repaying the group loan, 1 quilled from DEC'SI program. Meanwhile! have 
spent much time and energy tly ing to influence the defaulring group member. Now ! have no 
permanent means of income. ! eke out my living by baking injera or washing cloths when! am 
requested to do so by well to do families in my neighborhood In the jilture, ! may participate in 
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taking loans only when it is given individually. With regard to group loan, since it is hard to/ind 
trustworthy parlner, 1 do not like to join DECSI with that methodology. " 
* Her real name, fo r she has volunteered to be so. 

Inte rview was held on Apr il 16,2006 

4.3 Lender- borrower rciationships 

A common understanding and trust between borro we rs on the one hand and a microf-i na nce 

institution on the other hand is importan t. In the presence of mu tua ll y pe rce ived goa \. the GI3MF 

can fun cti on very well. Thi s has been witnessed in many countries. For example in Nige ri a, the 

repayment rate of a microfinance called COWAN has been remarkab le ove r the years and thi s 

was attributed to the fact that clients have come to regard the microfinance institu tion as theirs 

(Iheduru , 2000). To thi s effect, understanding the rel a tionship between lender and borrowers is 

crucia ll y important. This relationship is some times labe led as ve rti cal social capital as it was 

indicated in the literature review. Th is, basicall y, implies a kind of interaction between poor 

people (the borrowers) on the one hand and people in position of in tluence in formal 

organi zations on the other hand. To assess this vertical relationship between the bo rrowers and 

DECS I, two im portant indicators are taken in account: the type of noncredi t support borrowers 

may get and institutional trust . 

4.3 .1 Non-credit support 

One way of building trust and making borrowers effecti ve in their credit management could be 

the provision of different non-credit supports to them. These supports may incl ude trai ning 

packages, consultancy on business management or the provis ion of other soc ial servi ces 

including family planning and di ssemination of other pertinent in format ion. These supports are 

sometimes ca ll ed non-credit inputs or credit plus. 
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What does DECS I's po licy tell us about th is issue? Discussions held with the head o ffi ces' 

Operation Manager indi cate that the institution predominantl y focuses on credit de live ry. 

However it a lso equa ll y pays important attention to the prov ision of prope r orien tations to 

incom ing cl ients. The or ientat ions predominantly focus on introducing potenti al c lients about 

thei r ri ghts and ob li gat ions, rul es and regu lations of the inst itution and prope r utilization of the 

credi ts. This enhances th e transpa rency of the instituti on in the eyes of its potent ial borrowers. 

In additi on to thi s, DECS I staffs a lso play some rol e on foll ow up of the proper utili zation of 

money for intended purposes . Apart from thi s, DECSI does not parti c ipate in provid ing training 

or consultancy to its clients. Accordi ng to information obtained from the head office, training and 

consultancy services are the duties and responsibiliti es of the bureau of trade and industry to 

urban clients and the bureau of agriculture and ru ral development to rural clients. 

The respondents' view corroborates with what has been stated above . They indicated that 

orientat ions on DECSI's ru les and regulations were pretty clear from the beg inn ing. But there are 

complaints on the follow up and continual support they secure from DECSI staff. Respondents 

indicated that eventhough they were given proper orientation on the rules of the ins ti tution , 

continual advice, fo llow up, and support is missing. One respondent at a market place cal led 

"Kebele 17" stated th is si tuation as follows: "They made evelY rule of Ihe inSfill/lion as clear as 

possible. Bul wilh regard 10 follow up and continual supporl, DECSJ slaffrarely know where our 

work place is localed. leave alone 10 support us". 
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The researcher further probed into the issue by ask ing as to who, alllong DECS I staff, is 

responsible fo r providing support to clients. It was lea rnt that the fi eld offi ce rs are supposed to be 

in charge of rendering the services. 

As a matter of enthusiasm to dig into the details of thi s issue, a di scuss ion was held with two tie ld 

officers (one from each sub branch). Result of the discussion indicates that the nUlllber of clients 

and fi eld officers in both Semen and Debub sub branches is by no means compatible. For 

exampl e at the time of data collection, each sub branch had three field officers. On the other 

hand, the number of ac ti ve clients at Semen and Debub sub branches was 3,730 and 3,242 

respectively (See the Table on Annex VI). 

This implies that on average one field officer is to render support to more than one thousand 

clients. The fie ld officers are of the opinion that this is too huge. And one of the fi eld officers 

stated the situation as follows: "We are supposed to supervise and provide advice to large 

number of clients. This huge responsibility is not backed by transport facilities from our office. 

As a result we are over stretched, and merely focus on enforcing repayments." Survey 

Respondents were also asked to indicate the types of supports they are receiving from DECSI. 

The responses provided are summarized on Table (21) below: 

Table 21: Distribution of Respondents by a Type of Support from DECSI 

Types of Support 
Faci li tating Loan, Saving and Repayment 
Seeking solutions when problems emerge 
Loan facilitation and seeking solutions 
Other 
Missing 
Total 

Source: Survey results 

100 

Frequency 
91 
8 
9 
8 
4 

120 

Percentage 
75.8 
6.7 
7.5 
6.7 
o 0 
J.J 

100.0 



As it is indicated on Tab le (21) above, more than th ree-fourth o r the res pondents (75.8%) 

indicated that fac ilitating loan and saving processes and repaymen t sess ions are the majo r 

services they receive from DECS[ staff. Of all the respondents. only 8(6.7%) 0 1.' them stated 

negotiation of so lu tions dur ing group prob lems (E.g. sickness o r death or a member) as supports 

they go t li'om DECS[ staff. This includes discuss ions as to \\'hat to do to so lve the prob lem or 

rescheduling of repayment dates . The magnit ude of thi s category is small. But this could be 

justifi ed bv the fact that a ll groups to which the respondents be long to my not encounter prob lems 

such as the sickness or death of a member. Those who sai d they received fas ter loan process ing 

services and solutions during group problems account for 9(7.5%) of a ll the respondents. From 

the above di scuss ion one can draw a conclusion that DECS I support to its clients is merely 

limited to fac ilitating loan, savings and ensuring repayment rates. 

4.3.2 Institutional trust 

The trust that c li ents have on DECSI, its staff and the rules and regu lation that govern the two 

are worth examining. If clients have the feeling that cred it group is mere ly used to mobil ize 

repaymen t to the institution, the des ire to exercise social contro l to ensure the group- based credit 

may not be effecti ve. This is because clients will have littl e trust on the microfinancia l insti tuti on. 

Research find ings by Ito (2003) and Olomoia (2002) in Banglades h and N igeria respect ive ly ha ve 

confirmed these claims. 

To explore into the institutional trust, this research has tried to assess the tru st of clients on 

frontline DECS I staff (sub branch managers , fi eld officers, cle rks, accountants and cashie rs) . This 

is done on the intention that the staff members have a da y-to -day interact ion with the clients on 
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matters of mutual concern : sav ing mobilization; repayment ; loan process ing; and dealing with 

defaulters. Furthermore, it is assumed that these DECS I staff can serve as proxy fo r capturing 

cI ients' trust on the i nsti tution i tse l f. 

Based on thi s, Likert scale questions were included in the survey instrument. Respondents were 

requested to ind icate their leve l of agreement to statements that were meant to indicate 

trustworthiness, cooperat ive character and concern that DECS I staff may show to the cli ents. 

These were taken as indicators of insti tutional trust. To achieve thi s objecti ve. a question was 

rramed this way: DECSI starfs that you have a contact lI ·if" are generally: 

• Trllstworthy 

• Cooperalive 

• Concerned 

A summary of the responses provided to the questi on are given below: 

Table 22: Distribution of Respondents on their Attitude to DECS I Staff 

Strongly Agree Agree Disagree Strongly Disagree Total % 
Freq. % Freq. % Freq. % Freq. % 

Trustworthy 100 83.3 18 15.3 0.8 0 0 119 100 
Cooperati ve 98 81. 6 16 13.3 4 1 1 

.8 119 100 0.0 

Concerned 98 80 .3 16 13.3 1 ) - 2 1.7 11 9 100 0 _ .) 

Source : Survey Results 

Generally speaking more than 80% of the respondents ha\·e stro ngly agreed that DECSI staff are 

trustworthy, cooperative and concerned. This is 83.3%, 81. 6% and 80. 3% fo r trustworthiness. 

cooperative characte r and concern respectively. Majori ty of the remaining respondents fa ll in the 

"Agree" category, which accounts for 15.3%, 13.3% and 13.3% fo r trustworthi ness. 
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cooperat iveness and concern respectively. Those who di sagreed or strongly di sagreed arc, 

generall y, smal ler in number. 

Among those who indicated "Strongly Agree" or "Agree" to the statement related tt) 

"tru stworthi ness" they stated that no idea has crossed their mind that DECS I staff\\ill cheatthelll 

on their Savings or on the repayment they commit every month. Furtherm ore they indicated that 

DECSI is tru sted because it has transparent ways of doing thi ngs, and its rul esiregulations can be 

rei ied up on. 

Those who "Strongly Agreed" or "Agreed" for the statement related to "Concern" their part 

mentioned one common poi nt: some DECSI staff have suggested the utili zati on of cred it for th e 

intended purpose, For them th is is a sign of concern to the success of their bus iness . 

Eventhough their number is small , there were also some respondents who fe lt that DECS I staffs 

are neither cooperative nor concerned. They ind icated that DECSI and its staff work for their 

profits and that is why the interest rate of the institution is even higher than that of the bank. 0 1' 

course the att itudes of DECSI cli ents on its staff some times depends on the success or failu re of 

the clients on their business and their abili ty to repay their loans. Those who quitted DECSJ due 

to some fai lures in the ir business do not seem to be happy about the DECS I sta ff. The following 

story of an ex cli en t strengthens this: 
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Case preselltatioll Five: A Case S tOlY of all Ex -C1iellt 
"My name is Alemash GIEgziabher* 1 am 37years old, divorced and a mOlher oj"lhree ch ildren. 
1 along wilh Iny children were deporledji"om Erill'ea in 1992 EC I was a ciienl oj"DECSI /or J 
loan cycles and a leader in a group oj"lhree members. J used 10 sell Sliwa when 11I'as {I DECSI 
client and had a considel'Oble inCOllle. 13111 in the middle o/Ihis, 110.1'1 a ceria ill (1111011111 Of'III}' 
seed money SOllie where. This has Iveakened bOlh my business aClil' ilies and Ihe cupacily 10 repul ' 
Illy loans. Finally I repaid Illy loan by a support 1 secllred Fom relalives. J.Vilh regard III Illi ' 

relalions Ivilh DECSI s/afJ, I can say IhOl Ihey do nOI give allY slIpporl if' one does nol lIIeel Ihe 
repaymenl schedule. For example during my laslloan, 1 cOllld nOI repay on lillie. 13)' Ihen DECSI 
slaj! humilialed me. They nel'er seek a sol lilian in order 10 solve lemporary prohiems. For me, 
what made things worse nOli ' is Ihal 1 cannol get .fill'ther loan. This is because /;olh Ihe Tobia 
administralion and DECSI s/ajJ have lumed down my loan proposal due 10 my earlier problems 
on repaymenl. As a resull o/Ihis, 1 do nol have any permanenl means of earning income. Dlle 10 
this, / am desperale a/securing livelihood for my family. My hope is that 1 will gel sOll1e loun in 
the near jillure ji'om DECSJ. My general opinion about DECSJ slajJ is Ihal they should properly 
supervise clients' activities and provide support and advice. " 

* Not a real name 

April 16, 2006 

4.4 Socia l Capital as a useful byproduct of GBMF 

Many researchers, as indicated in the li terature, have argued that group co ll ateral arrangements 

for loans create or at least cements social capital. In order to see if social capital has been created 

or cemented as a result of respondents' invo lvement in a GBMF program, questions we re 

incorporated in to the survey instrument. The questions, more or less, add ress the following 

issues: 

(a) If responde nts have secured additional benefits as a resu lt of being in a credit group. and 

to specify those benefits: 
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(b) In the last 12 months if they have ever: 

o Talked to local authority on matters that concern them or their community. 

o Part icipated on issue of common concern in their community 

o Belonged to a group o ther than their credit gro up: 

4.4 .1 Ad diti ona l benefits as a res ult of membership to credit g roup 

According to Kennedy et al (1998) when a certain o rgan ization or a grou p brought into existence 

for one set of purpose is appropr iate for other addi ti onal uses, this const itutes a form of socia l 

capital. Taking thi s as an indicator of social capita l, responders of this research have been asked 

if they have used their credit groups fo r purposes other than its raison d'etre in orde r to secure 

addit ional benefits. 

Overa ll, 84(70%) of the respondents have indicated that they have benefited as a resu lt of be ing 

in a credit group. The remaining 36(30%) respondents stated that they have not secured any 

addit ional benefits. When this is seen across the new and frequent clients, 5 1 (81 %) of all the 

latter claimed that they have benefi ted as a resu lt of be ing in a gro up. On the other hand , the 

proportion for the new clients is 33(57 .9%). Simi larl y, 12(19%) and 24(42. 1%) of the frequent 

and new clients, respectively, indicated that they have not got any addi ti onal benefi t as a result of 

being in a cred it group. They stated that the group merely serves as a means to obtain cred it, no 

more no less. 

From a compari son of the two groups, larger proportions of the frequen t cl ients have clai med that 

they have got additiona l benefits than the new clients. This, may be, is due to the fact that the 

new clients are yet to appropriate the ir cred it group for additional benefits. 
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What add itional benefits have they secu red? This is a questi on worth askin g at thi s stage. The 

bendits that the respondents claimed to have acqu ired can be broad ly categorized as : social and 

business rel a ted benefits. 

With regard to the soc ial bene fits, respondent s have indica ted that it has enabled them to kno"· 

new fr iends and secure support from them, if deemed necessary . More speci ficall y they ind icated 

that it has enabled them to "reciprocate among each other materi a ll y", and it has enhanced 

"brothe rhood, friendship, and moral support to one an ther" . Some of them al so indicated that 

good relationships between credit group members ha ve not been limited to the group. Thc 

relat ionships have rather expanded to their children and other famil y members as well. With 

regard to thi s issue, one respondent at the "Kebell e 17" market area indicated that when she gets 

sick, the first persons to visit her house are members of her credit group. To her, th is is a sign that 

members are thinking as if they belonged /0 the same fa mily. 

With regard to business related benefit, they have indicated that it has enabled them to get new 

business ideas, market information and an advice to change from existing venture to a new one 

when the ex isting act ivity is not proved to be profitable. Similarl y, some respondents ha ve 

indicated that they borrow money from each other. When some "extra" money is available on one 

member and another member is in shol1 of cash to do some urgent business, one borrows from 

the other. The detai ls are shown on Table 23 below: 

Table 23: Distribution of Respondents by Additional Benefits 

Categories of Clients 
Apart from credit services do Responses New Frequent Tota l 
you say you have secured Freq % Freq % Freq % additional benefit as a result Yes 11 57.9 5 I 8 \.0 84 70 .! jj 

of being in a group? No 24 42.1 12 19.0 36 30.1 
Total 57 100.0 63 100.0 120 100 .1 

Source: Survey Results 
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4.4.2 Civic Engagement 

As indicated in the literature review of thi s paper, civic engagement is one of the core indicators 

of soc ial capital. To this effect, many researchers in the area of social capital have also used ci,ic 

engagement as a majo r indicator of social capital (e.g. F'uku yama 2001: Kennedy et al 199R: 

Oljerova et ai, 2003 ; Abom, 2004). This research has used two types of civic engagement. 

namely talking to local authoriti es and participati on to add ress common issues as indicators of 

social capi tal. 

Ta lkin g to local Authoriti es 

Respondents' ta lking to local authoriti es (e.g. Tabia ad min istration) on matters that concern their 

community is taken as an indicator of social capital proli ferat ion. The findings are summari zed as 

fo llows : 

Table 24: Distribution of Respondents by Whether they have Talked to 

Local Authority 

Categories of Clients 
Response New Frequent Total 

Freq. % Freq. % Freq . % 
Talked to local Auth . 13 22.8 19 30.2 32 26. 7 
Not talked to Local Auth. 40 70.2 38 60.3 78 65.0 
Do not remember 3 5.3 0 4.8 6 5.0 j 

Missing 1 1.7 0 4.8 4 o 0 
j j . j 

Total 57 100.00 63 100.0 120 100.0 

Source: Survey results 

As shown on Table 24 (above) only close to a quarter of the respondents (2 6.7%) have indicated 

that they talked to local authority about matters that concern their community. Greater majority of 

them (65.0%) have not done so. The remaining 5% do not remember their doing so. Seen across 

107 



the two categories ot' clients, only 22 .8% of new cli ents and 30.2% of the li·equent cli ents claimed 

to have talked to loca l authorities. 

Those who have not tal ked to local au thorities are 70.2% for the new and 60.2% for the l·requerll 

clients respectively. Taking percentage proportion as indi cator, one can say that the esrablished 

clients have taken the initiative to talk to local autho ri ties about matters that concern their 

communities, even though the difference is not as such bigger one. The issues tha t respondents 

have indicated as points of discuss ion wi th local authorities were water supply problems. crime 

related issues, and school related matters. 

Participation to Address common Issues 

Different questions were asked to understand the level and types of participations (if any) made 

by respondents to address common problemslissues in their localities. Overall , onl y 44.2% of all 

the respondents ha ve indicated that they took some participation to solve common problems. 

31.7% of them stated that they have not taken any participation. The remaining 21. 7% indi cated 

no problem of common concern in their locality that needs their participation . 

Table 25: Distribution of Respondents by Participation to Address Common Issue 

New 
Response 
Participated 

Freq. % 

No Participated 
No problem 
Miss ing 
Total 
Source: Survey results 

24 
2 1 
12 

57 

Categories of Clients 
Frequent Tota l 

Freq. % Freq 
42. 1 29 48.3 53 
36.9 17 28.3 38 
21.0 14 23.4 26 

, 
) 

100.0 60 100.0 120 
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44.2 
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When one observes across the different ca tego ri es of clients, 42.1 % and 48.3% of the nell" and 

frequent clients, respectively, have partici pated to address common problems in the last I!. 

months. Those that have replied that they did not pa rticipate are 36 .9% for the new anci 28 .3°/') for 

the frequent cl icnts. From thi s, one can say that the proportion of respondents \I 'ho have 

part icipated to solve comll1on problem or issues in their loca li ty is hi gher among the I'requent 

cli ents. This stud y confirms to the tlnci ings o f Woldeab et al (2005) whcre they found out that the 

proportion of DECS I cli ents who took the initiative to add ress common issues exceeded that 01' 

its non-cli nent coun te rpart. Asked to mention the areas that needed their partici pati on. they 

specified the construction of schools, bridges and small pavements in their local iti es. In 

accomplishi ng these tasks , they indicated that they have contri buted fina ncial ly, materi all y as 

we ll as their labor and time. 

4.4.3 Belongingness to groups other than the credit group 

Belongingness to fo rmal or informal groups is also one important ind icator of soc ial capital. 

From the viewpoint of practical research wo rks, many social capital researchers (e .g. Elinear. 

2003 ; Krishna 200 I ;Fukuyama; 200 I) have used this indicato r as it was shown in the literature 

review of th is paper. This research has used thi s variab le as an indicator of social capital. 

To th is effect, respondents' be longingness to groups other than their cred it group in the last 12 

months was inc luded in this study. A fi nding of the query indicates that only one thi rd 01' the 

respondents (33.3%) have become members of other groups. Majority of the respondents 

(63 .3%) indicated that they did not belong to any group other than their credit group in the last 12 

months. 
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When we see this across the two categories of clients, only 28.1% of new clients indicated their 

be longingness to other groups . The corresponding proportion for the frequent cl ients is 40.7%. 

Those who did not belong to any group other than thei r credit group is 71.9% for the new and 

59.3% for the freq uent c li ents (See Table 26 below). 

Table 26: Distribution of Res pondents by Their Belongingness to Groups Other than the Cred it 
Group 

Categories of Clients 
Response New Frequent Total 

Freq. % Freq. % Freq. % Belong to Other Groups 16 28.1 24 40.7 40 " , JJ.J Not Belong to other Groups 41 71.9 35 59 .3 76 63.3 Missing 0 0 0 0 4 3.4 Total 57 100.0 59 100.0 120 100.0 
Source: Survey Results 

From the abo ve discuss ion and data, onc can clearly observe that the proportion of frequent 

clients who belong to groups other than the credit group is higher than that of the new clients. 

The types of groups they belonged to include several general categories: financial g roups such as 

Eq ub; membership to parent -teacher committee at schools; and membership to development 

committee at their respective Tabia. 

4.5 Conflicts Among Credit Group Members 

Many researchers have found out that credit delivery through the group based approach has some 

unintended consequences: it produces conflicts among the members. This researcher has raised 

some quest ions if respondents have ever encountered any conflict, what the conflict is! was 

caused by, and the mechani sms pursued to overcome it. 
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Have you 
encountered 

Overa ll , more than hal f of the respondents (55.8%)stated that they have not encountered any 

conflict what so ever. The proport ion of those respondents who indicated that they do not kno'" it" 

there is twas any di spute in their group stands at 23.3%. On the other hanci. 1(0.8%) and 

20( 16.7%) of the respondents indicated the incidence of co ni"l icts "Frequen tl y" and "Sometimes" 

respectively. Detai Is are summari zed below (Table 27). 

Table 27: Distribution of Respondents by the Frequency of Incidence of 
Conflict 

Categori es of Cl ients 

Response New Frequent 
witnessed Freq. % Freq. or 

Yes, frequently I any conflict 

Total 
% Freq. % 

1.6 I 0.8 Yes, sometimes 9 15.8 II 17.5 20 16.7 among credit group 
No dispute 35 61.4 32 50.7 67 55 .8 members 
Don't know 13 22 .8 15 23 .8 28 23.3 
Other 2 3.2 2 1.7 
Mi ssi ng 2 3.2 2 1.7 
Total 57 100.0 63 100.0 120 100.0 

Source: Survey Results 

In terms of categories of clients, a respondent who said there were/are "Frequent confl icts" 

belongs to the fi"equent group. Of course the proportion of respondents who reported that they 

either encountered or witnessed conflicts "sometimes" is 17.8% and 15.8% for the frequent and 

the new clients respectively. Thus it is possible to see that frequent clients have either 

encountered or witnessed conflicts by a proportion slightly higher than that of new clients. This 

could be attributed to the fact that as members work together in the management of a common 

credit, the possibility to encounter conflicts may increase. On the other hand, the number of 
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respondents who indicated that "No confl ict" has occurred in their group is as large as 6 1.4% for 

the new and 51.6% for the frequent clients. 

The major di sputing issue, as mentioned by almos t all those who witnessed it is the comlllon 

credit management. This is to mean that some group members have either tota ll y fail ed to repay 

their loans temporaril y, lacked to meet repayment schedules or came too late to group meetings. 

These problems caused some kinds of confli cts among members. It is indi cated in the literature 01' 

thi s paper that the expansion of grou p based cred it program and the exercise of social collateral 

contributes to the escalation of verbal and phl sical aggress ion among members. Un li ke these 

unfortunate experiences in other countries (E.g. Bangladesh) respondents in DECS I indicated that 

these conflicts took neither phys ical nor verbal aggression forms. In the respondents own local 

words the conflict took a form of 'kim' 'Iizibili ' or 'kirhinli' which, genera ll y, means unpleasant 

fee ling about other person for his (her wrong doings. In all the cases, respondents indicated that 

most disputing issues were solved peacefully through dialogue and discussions among the 

members. Some of the issues were also solved through the mediat ion of outsiders. The 

involvement of ' zemed' (relatives) and 'shi magle ' (mediator) were sited as mechanisms ca lled 

fo r. 

Of course one worst case was reported by a women interviewed at the Semen Mekelle sub branch 

office. The matter goes like this: A group leader of the interviewee collected month ly installment 

from all members and used it for her own purposes, which otherwise should have been de live red 

to DECSI. As soon as members di scovered thi s, they forced her to bring the money back and 

ultimately expelled her from group membership at the end of the loan cycle. In the mean time, 

serious conflict was created between her and the rest of the group members. 
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CHAPTER FIVE 

5. CONCLUSION AND POLICY RECOMMENDATIONS 

5.1 Conclusion 

In DECS I, male and femal e form separate groups, mem bers are not nuc lear famil y members and 

should be res idents of the same Tabia. However the rc is complaint that the insti tution dl'es not 

allow group formati on among famil y members, and that individuals who are not member, of the 

same Tabia but who trust and know each other are no t allowed to form groups fo r the reason that 

they do not belong to the same Tabia. Assoc iated with group form at ion, the Loan and Credi t 

Committee is a grassroots organ which is incharge of approving the loan proposals of clien ts 

and serves as a bridge between the borrowers and DECS!. With respect to borrowers' relation 

with this committee, the result indicates that borrowers are, in most cases free to form a group 

with a person of their choice and fi nall y approach the committee for loan approva l. But there are 

also a few complaints that they were placed by the committee into groups whose members are not 

known to them. 

It has also been found out that membership to local level associations such as Equib. [ddir, 

Mahber and Women's Associat ion is dense. However, except the women's association. the v have 

not been incorporated into the system of micro finance in selecting or organizing potential 

borrowers in the studied micro finance institution. Despite this, respondents have indicated that 

they use their membership to local associations as sources of information about the microfinance 

institution under study. Similarly such networks as neighborhood, similar occupati on and 

working in similar market places are the media by which clients of the institution knO ll ' each 

other. Despite the fact that people have large stock of social capital in the fo rm of membersh ip to 
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local associations, proximity by res idence and market places, responden ts have not drawn up on 

them to get financial sources before they joined DECS I. 

.-\fter the formation of credit groups, social capital in the fo rm of trust and reciprocity; group 

norms and sanctions; co ll ecti ve decision-making and solidarity are important inputs uti li zed bv 

the respondcnts in their endeavor to manage the common credit. 

Howe ver desp ite the presence of such important manifestati ons o f social capi tal, most 

partic ipants do not seem to favor the group based microfinance for d ifferent reasons. There are 

inherent suspicions and doubt in taking loans through the mediation of groups. Another 

anomalous thing with regard to this is the fact that a large num ber of cl ients are quitt ing the 

microfinance institution . If people trust their group members and they are free to fo rm 

autonomous groups, why do they wish to avoid taking loans using group membership~ 

Assoc iated with th is, why are a large number of clients quitt ing the program in a short period of 

time~ This research has tried to go as further as poss ible but more research needs to be done to 

draw plausib le conclusions. 

With regard to clients' relation with the inst itution, they have indicated that apart from the credi t 

fac iliti es, proper advice and support is missing. Despite this claim, respondents have a general 

trust on the institution's staff for the reason that they have transparent way of doing things . 

On the other hand it is indicated that clients invo lvement in GBMF has some unintended 

consequences of both positive and negative outcomes. Among the positive outcomes clients have 

indicate that they have secured social and economic ad,·antages due to membership to groups, 
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have parti c ipated in c ivi c matters and belonged to gro ups other than the credit group. Eventhough 

it is not a w idespread problem, a few have indicated the presence of con tli c ts among membe rs 

owing to the common c redit management. However it is also learned that the group members 

themse lves usuall y solve confli ct inte rnally. But there are some major issues that needed th e 

in vo lvement of med iators outside the cred it groups. 

To recapi tulate what was include in thi s paper, it is important to note that socia l capita! in the 

fo rm of trust and rec iprocity; knowing one anot her; the application of group norms and sanctions: 

collecti ve dec ision making withi n the groups and the li ke are important inputs in maintai ning and 

ensuring the functi oning of GBMF at DECS I. To thi s effect, the Grameen mode l of group based 

cred it- supported by the social capital s c ited above-has become a v iable option for the poor. This 

is because o f the fact that social co llateral has been employed in li eu of the phys ical co ll ate ral for 

which the poor are lack ing a great deal. Be thi s as it may, incorporat ing the following policy 

recommendations is wo rthwhile for a better client oriented approach, improwd out reach and 

sustainab ility of the group based microfinance at DECS I. 
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5.2 Poli cy Rccommcndations 

GI"O Up Formatio n 

o Considerable number of the respondents ha ve preferred the importance of group formation among 

nuclear r'amily members. In thi s regard, it is crucial to note that socia l capita l may exist at different 

levels: at famil y, at communi ty, or state- society re lations. In thi s parti cular study. clients have 

preferred group fo rmation among nuc lear liunily members for some pract ical reasons that ha, 'e a 

lot to do with better trust of family members. its potent iality for pursuing business cooperati'Ts 

among nuclear fa mil y members and the practica lity to support each other during repayment. Thi s 

may imply that social capital is stronger at the level of famil y institu tion than at the community 

level. Hence there is a need for detailed assessment of the viability of thi s option. 

o Respondents have indicated that even if they trust each other they are not allowed to form a group 

by the mere fact that they do not belong to the same Tabia. Howeve r a mechan ism could be 

arranged where individual who trust each othcr but are not members of the same Tabia cou ld be 

allowed to form a group. This needs some form of discussion and arrangement between the Tabia 

Loan and Saving Committee members. Thi s. however, needs to be recognized by DECSI at 

regional level. 

o Eventhough DECSI's policy allows formation of autonomous groups; there are individual s who 

indicated that the Tabia Loan and Credit Committee has placed them into a group, which they do 

not know if they trust the members. As the social capital of trusting is crucial in managing the 

common credit, this needs proper attention. 

Tapping local level socia l capita l 

o DECSI has to take full advantage of social capita l available in the form of similar places of 

residence, relations at market places, long-term practices of knowing a person's charac ter and 
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trustworthiness . The clients have indicated that they have put these resources into practice during 

group formatio n and afterward. But the institution has not explici tl y spe lt out the significance of 

these resou rces fo r its program and the clients. Eventhough orientations are given to potential 

clients to form groups based on trust among each other, deta il s of what is mea nt by trusting and its 

sources do not seem to have been expressed to incoming cl ients. Thi s is witnessed by the large 

number of clients who leave the program and the widespread doubt s on the grou p arrangement. 

o Membership to differe nt loca l assoc iations such as Iddir, Mahbe r and women's associati on IS 

common among the participants of thi s study. However except the Wome n's Assoc iat ion. the 

other local level socia l capitals have not been incorporated into the program . Hence these Local 

level resources need to be marshaled strategically into the micro finance institution. One way of 

do ing this could be enabling leaders of these local associations to participate in the Tabia level 

Loan and Credit Committee. This may not only enable the insti tution to pursue more sustainable 

and bottom up development interventi on but al so it can lessen the fears that prevail in the group­

based micro·finance. 

o There al'e both successfu l and weak cases at individual and group level in DECS I. In line with thi s. 

cl ients have indicated the importance of a group for experience and informat ion sharing. But there 

are no form al ways by which weaker clients and groups could exchange information and draw 

lesson from successful ones. Hence there is a need to build on hori zo ntal networks for mutua l 

support. Information exchange between the borrowers- who are more or less simi lar in terms of 

backgrounds and problems- may make the session more re levant to the needs of participan ts. In 

this regard, Bureau of T rade and Industry of the Tigray Region provides training to DECSI clients. 

Th is train ing is more of external support and technical in its nature . This cou ld be more help ful to 

borrowers if it is done in conjunction with sessions of mutual information exchange between the 

bo rrowers themse lves. 
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o Some group members have stayed together for so many years , Nevertheless they have no interest to 

engage in pursuing common/ business cooperatives, This practice could have helped them in 

poo ling financ ial , human , and social resources for a better success in thei r vent ure. 

Lessening the nega tive effect on brid gin g socia l capital 

o The bridge soc ial cap ital that ex ists betlVeen OECS I borrowers and bigger me rchmlls could be 

important additional resource for them to "go a head" w ith their businesses. They h,1\'<" indicated 

that it enables them to expand and augment their sources of finance and information, However they 

should not be suspected of trust breaking and indebtedness for the simple reason that they are 

invo lved in DECSI. Therefore some ki nd of trust building between clients of OECSI and the richer 

merchants, probably by the Tabia administration, is essential. 

Diminishing risks related to group Credits 

o Majority of the survey partici pants have indicated that thcy preferred the individual app ruach of 

credit de livery, This emanates from two reasons: (a) Some of them have thei r own bad expe ri ences 

on common cred it management (paying others' loan or di sagreement with group members); (b) 

The majority have heard the possible risks associated with group based cred it. The mos t widely 

perceived risks mentioned by the respondents are wastage of much time to manage common credit, 

getting into debt due to poorl y performing group members, getting into conflict with group 

members, and carrying the responsibility fo r disappearing and free riding group members. For 

some of them, these are not di stant poss ibil ities rather they are imminent problems that may occur 

any moment. This clearly shows lack of social capital. Because people are lacking the confidence 

to assume the responsibility fo r others, as they are not sure that others will be up to the 

expectations, Along with the necessary precautions during group formation as indicated above, it 
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will be of great practical importance for DECSI , in assoc iation with concerned government bod ies. 

to consider a policy which makes indi vidual defaulters to incur their costs and to use the group for 

other purposes. 

Borrowers - DECSI rela tionship 

o Clients o f the institution have indica ted the shortage of con tinual support and advice on credit 

utili zat ion. The institution on its part has indicated the shortage of field staff as a major bottleneck. 

Thus DECSI should consider increasing both the quantity and quality of its fi eld staff so that they 

can render support to the borrowers. 

o Some respondents have the fill ing that DECSI works only fo r its own profits. There is no doubt 

that the institution should earn profi t in order to sustain its activities. But DECSI has both 

commercial and social objectives (DECSI , 2005) . Given this fact, building cOlllmon understand ing 

is equa ll y important because in the absence of commonly pe rceived obj ectives and mutual trust 

bo rrowers may re frain from exercising group control to ensure high repayment. 
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Annex I: Survey Instrument 

Addis Ababa University 

Sc hool of graduate Studies 

Regional and Local Development Studies 

Quest ionnaire for survey of the ti tl e "Social capital and Group Based microfinance : A case stuc"· 

on Dcdebit Savi ng and Credit Inst itution in IVlekele zone of the Tigray Regional sta te" 

Part One: Introduction 

I am a student at the Addi s Ababa University particularl y in a graduate program in Regional and 

Local Development Studies. As a partial requirement for the completion of thi s program. I a111 

currently undertaking a research on a title indicated above. The purpose of this questionnaire is to 

acquire primary information about social relation ships in group based microfinance program at 

Dedebit Saving and Credit Institution. The result of thi s research is hoped to help better 

understand the group based microfinance. 

AI! the questions to be asked are purely for research purposes. Therefore you are kind ly requested 

to feel free in giving your personal opinion to the best of your knowledge. Your opinion and 

answers to questions indicated here wi l! be kept stri ctl y confidentia l. Participation in thi s study is 

on a vo luntary basis. 

I thank you for your cooperation 

Part Two: Individual level Basic information 

1. I-low old are you? 

2. Currently are you ... ? (1 = Married, 2 = Widowed, 

3 = Divorced/Separated, 4 = Single) 

3. Sex (1 = Male, 2 = Female) 

4. Level of Education Completed 

(1 = Illiterate, 2 = Read and Write only, 3 = Grade 1- 4, 4=5-8 

5 = Grade 9-12, 6 = above grade 12) 

5. Religi on 

1= Orthodox 3 = Catholic 5 = Other (Specify) 

2 = Muslim 4 = Protestant 
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6. What type of occupation are you currentl y engaged in? 

7. Are you a member of the following networks? 

Netwo rk/ Association Yes = 1 No = 2 

iqub 

idclir 

Mahber 

Women's Assoc iation 

Chamber of commerce 

Other 

Part Three: Information about group formation 
I. How did you know first about the DESCI program? 

I = Family member, a friend or neighbor told me 

2 = DESCI announced 

3 = kebele administration announced 

4= women's Association announced 

4 = Other (Specify) _____________ _ 
2. Why did you want to become a client? 

I = to start new business 

2 = to expand existing business 

3 = to expand social ties (to know new friends) 

4 = other (Specify) ______________ _ 
3. Who took the initiative to form a group? 

I = my self 3 = The D ECS I staff 
2 = other group members 4 = women's Association 
5 = other (Specify) ___ ___________ _ 

4. Did you know all your group members before you join the group? 
I = Yes, I knew all of them 

3=Yes, I knew some of them 

2 = Yes, I knew majority of them 

4= I didn' t know all of them 
5. If "yes" for Q 5 how did you happen to know them? 
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I = Famil y members 

2 = Neighbors 

3 = Members of same eq ub 

4 = Other (Specify) _____ _ 

D 

6. During se lec tion of group members, do you se riousl y conside r the personal quality of yo ur 
potential membe rs? 

I = Yes 2 = No 

7. If" yes" for Q7. What persona l qualiti es did you consider? 

I = Trust 1V0rthiness 4 = Trust worthiness and reputability 

2 = reputabi li ty 5 = Trust worthi ness and business minded 

3 = Business mi nded 6 = A ll th ree combinations 

7 = Other (Specify) ________________ _ 

8. I f "No" for Q9, why not? 

I = lack of ti me 

2 = carelessness 

4 = other (Spec ify) ________________ _ 

D 

D 

D 

9. Before becoming OECSl's cl ient, what were your sou rces of finance when you need to 
borrow? 

I- never bo rrowed 

I = Info rmal money lender 

2 = Family members, relati ves of neighbor 

3 = Bank 

4 = Other (specify) _______________ _ 

Part Four: Information about Group process and relations with in group 
I. 0 0 you go to meetings that concern your credit management? 

1 = Never 2 = Sometimes 3 = always 
2. Do you have norms that govern mem bers' behavior in a group? 

I = Yes 2= No 

3. If "Yes" to Q I , w ho establ ished them ? 

I = Group members 3 = A combination of the two 

2 = Forwarded by OESCr 4= Other (S pecify). ___ _ 

4. If you have norms, how many members know norms of the group? 
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1 =AII 3 = Some 

2 = majority 4= Few 

5. Again if you have group norms. why are they establi shed for? 

I = To Govern repayment 3 = both savi ng and repaymen t 

2 = To Govern saving mobili zat ion 

4 = Othe r (spec ify) _____________ _ 

6. How man y members does your group have0 _____ _ 

7.How many loan cyc les have you taken so far? _____ _ 

8.For how many years have you been a DECSI client? _____ _ 

9. If you have taken more than one loan cycles, have you ever changed a group? 
I = Yes 2 = No 

10. If you say "yes" to Q 8 why changi ng a group? 

1 = Dissatisfaction with gro up members 

2 = D issatisfaction with group leader 

3 =Expe lled from group 

4 = Group disintegrated 

6 = Other (Specify ____________ _ 

II . If yo u face difficulty in repaying your loan , w ho do you turn 

to first for assistance? 

I = Group members 

2 = Fami ly members 

3 = neighbors 

4 = other (specify) _ ____ _ 

12. Has there been any group member who has been "unable" 

to repay hi s/her loan? 

(1 = Yes 2=No) 

13. [f "yes" how is this usuall y resolved? _ ________ _ 

o 

o 

o 

o 

o 

o 
14. If yo u face some one in your group who is "unwilling" to repay hi s/her loan, what measure do 

you take? ________ _ 
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IS. When there is decis ion to be made in your group (e.g. repayment), how does th is usua ll y take 

place? 

I = only gro up leader decides 

2 = Leader asks group members what they think and then decide 

3 = Group members hold a discuss ion and decide toge ther 

4 = Other (spec ify) _________________ _ 

I G. I f th ere is any common problem or an im portant need to bc 

Fu lfilled [e.g train ing], who takes the initiative to approach 

Conce rned bodies? 

I = No body 

2 = only group leaders 

3 = Every body co llective ly 

4 = Do not know 

17. In your credit group, is it possible to conceive of a leader or a member who 

D 

D 

puts a side hi s own welfare to concern himself mainly with the we lfare of group members? 

I = Not possible 

2 = Sometimes happens 

3 = Happens freq uently 

4 = Don not know 
D 

18 . If some group member(s) fail to abide by grollp norms (e.g fai lure to show lip at meetings . [ 

failure to repay loans on tillle etc )Who in the group takes the initiati ve 10 correct these 

people? 

I = No one 3 = eve ryone in the gro up 

2 = Only group leaders 4 = Do not know 

19. If you face to choose between taking loans individually or in group, 

which one do you prefer? 

1 = In group 2 = Individuall y 

20. If you say "individually" why 

3 = difficult to decide 

I. ___________ 2 .. _________ __ 

_______ 4 .. ________ 5. ____ _ , 
.J. 

21. If you say " in group", why? 

I. _______ 2 .. _____ _ 

3., ___________ 4 .. __________ 5, _________ _ 

22. How much do yo u trust your group members? 
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I. I trust al l of them 

2. I trust majori ty of them 

3. I tru st some of them 

4. I trust none of them 

23. If you trust all of them ofl11ajority of them, what are the manifestations ofvou r trust? 
2. _______ 2. ____ ________ _ 
3. _______ 4. ________ 5 ______ _ 

Part FIVE: Information about client-staff relations 
I. Do you get the following support/service from DECSI staff? 

(More than one answers possible) 

I = Training on business management 

2 = advice on business management 

3 = Orientation about HIV / AIDS 

4 = Education on fam ily planning/child rearing/home 

management 

5 = Other (specify) _________ _ 

2. Do DECSI staff, participate in :( More than one answer possible) 
I = Identifying trainees 

2 = facilitat ing loan process 

3 = Negotiate solution when problems emerge (death, sickness 
of borrower) 

4 = other (specify) __________ _ 

3. In your opinion, do you think the DECSI staff care about your business success? 
I = all of them care? 

2 = only some of them care 

3 = none of them care 

4 = do not know 

5 = other (specify ______ _ 
4. How do you express your relationship with the DECSI staff? 

I = Family like 

2 = Friendly like 

3 = Other (specify) ____ _ 
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5. Please show your level o f agreement to the fo ll owi ng statement? 

Generall y, DECS I staff a re : 

Strongly Agree Strongly ! 
(1) 

Agr ee (2) Disagree 3 
Disagree 4 i 

I Trustwo rth y 

Cooperative 

I Concerned 

~ 
Part S IX: Information about group membcrship 

I . Apart from c red it services, do you say you have benefitcd as a result of bei ng in a group·) 
( I = Yes 2 = No) 

2. If "Yes" in w hat ways do you explain your benefit? 

(one or more answers poss ible) 

1. New friends ------------------------------------------------------------

2. Ad vice/support from fri ends------- ------------------- -------------

3. New business ideas ---------- ------ -- ------ -- --------- -- -------- -----
4. Membership helped develop leadershi p skill--------------------

:) . Experience sharing and ad vice --- -- --- -- --- -- -------- -----------

6. Other (spec ify), _________________ _ 

3. In the last 12 months do you belong to a group's other than your c redi t group? 
(1 = Yes 2 = No) 

4. If "yes" wo uld yo u spec ify the types of group yo u currently belong to? 

SIN Type of group Purpose Of 
No of members establi shment 

I 
2 
0 
J 

4 

D 

D 
D 
D 
o 
o 
o 

.:. (Type of group may Include Equb. Idll·, Mahber, membershi p in wo men's 

/youth/chamber of commerce, cooperative group) 
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5. In the last 12 mo nths have yo u take n the in itiat ive to address a problem o r commo n iSSUO 

( I = Yes 2 = No 3 = no problem) 

6. In the last 12 mo nths, have you talked with a local autho rit y o r gove rnm ent organi zation (e.g. 

kebe le admini strat io n) about prob lems in your commun itl'? D 
( I = Yes 2 = No 3 = don't remember) 

Part Seven: information related to poss ible conflicts and friction 

I. Hal e you lIitncssed / enco untered any d ispute among credit group members? 

I = yes . freq uently D 
2 = yes. sometimes 3 = no di spute -l = don't know 

6 = o ther (specify) _______ _____________ _ 

2. If "yes" to Q I what a re /were the major causes? 

1 = -----------
2 = ------ -----
3 = - - --- - --
4 = - - ---------

3 . .-\ga in if there are/were di sputes among credi t group members, what mechanisms a re/were used 

to resolve them? 

1 = -------------------- -
2 = ----------- -----------
, -0 - ________________________ _ 

4= --- --- ---------------
-I . If conflicts occur, w hat forms do they take? 

I = verbal aggress ion 

2 = physical assault 

3 =other (specify) ________ _ 

Name of name interv iewer ___________ _ 

Oate ____ _ _ _ __ _ 

Interv iew started at ______ Interview-complet 3t ____ _ 

Name of sub branch (I =Semien Mekell e 2=Oebub M ekelle) 

134 

D 

D 



Annex II : Questions addressed to ex-clients 

QI. Name o f ex - c li ent __________ __ _ 

Ql. agc _____ Q3 . Marital status _____ Q4. sex __ _ 

Q5. Cu rrent occ upation _ ______________ _ 

Q6. Have yo u been a c li ent of DECS l? 

Q7 .lf "yes" why ha vc you l eft~ 

Q8 . if ,'our rcason for quilling is re late to yo u say "prob lem " ith gro up lending" whi ch aspect of 

group Icndi ng did fo rce yo u to leave? 

Q9. If vo u say "problems with program policies" what programs did force you leave? 

Q I 0 do you have a plan to join DECS!? 

Q II f yes when and in what condition? 

QI 2. lf"no" , why not? 

Q l3.what three things do yo u like most from DECS! 

Q 14 what three th ings do yo u di slike most from D ECS 1 

A list of poss ible answers for ex clients 

Q7 I = problem with group lending 

2 = persona l reasons 

3 = business problem 4 = problem wi th program po licies! procedu res 

5 = other (specify) ______ _ 

Q8 I = Group di sbanded 

2 = di sli ke of group pressure 

3 = di slike of group estab lished rul es 

4 = unwilling to attend meetings 

5 = confli ct wit h group members 

6 = di ssati sfied with group leader 

7 = any combination (specify) ___________ _ __ _ 

Q9 I = bad treatment by staff 2 = personal conflict with staff 

3 = too sma ll loans 

4 = disl ike of repayment schedule 

5= other (spec ify) _ _ _________ _ 
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Annex Ill : Q uestions fo r focu s group discussion 

I. Genera l Informat ion 

1.1 Names, f\ge, and Marital Status of Participants 

1.2 T\pcs 0 [' current occupat ion 

1. 3 Current Address (Woreda and Tab ia) 

-, 1-10\\' was yo ur group formed? 

3. During the lormat ion 01' credi t groups, what personal attributes are taken as importa nt to 

choose a group member? 

4. 110\\' many loan cycles have you taken so far? For how many years? Have you ever changed a 

group? 

5. Do \'ou ha ve norms that govern relations between members? Would you specify them? 

6. Which method of credit deli very do you prefer? (Individually or in a group) and why? 

7. What did yo ur group do as a group apart from the credit related issues? 

8. Have you encountered any conflict among members? What were they caused by? How were 

they soh'ed? 

9. Apart from group membership in DEeS!, do you be long to other grou ps? If yes, specify the 

group type? Are your cred it group members also members of the other groups too? 

10. Before becoming DeS I cl ient, have you ever borrowed money for business purpose'! What 

was/were your sources of fi nance? 

I I . Ha\'e ever encountered a group member who cannot repay his/her loan? 

solved? 

12. Is the re any sense of trust among group members? If yes why? If no why not? 

How was In 

13. Would you specify the changes you have observed in life due to you invo lvement in DEeS!? 

14 . What support do you get from DEeS! apart from the credit provision? 

15. Have you ever considered do ing business in a group or cooperatively? If yes, specify the 

types of ac tivi ties? If no, why not? 

16. Specify things that need an improvement on the part of DECS I? 
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Annex IV: Questions addressed to I-egional office of DECSI 

I. Who arc the shareholders of DECS I? 

') What worki ng re lations/networks do you ha w with offices of sil11 ilar objectives? Could 

yo u ment ion SO l11 e of these offices please? 

o. Why do males and females form separate groups in DECS]? 

4. What reasons does DECSI hal'e fo r prohibiting group formation among close fal11ily 

I11cl11bers? 

), Were/are there any cultural values which prohibi t program sta rt ups and eventual 

expansion? (E.g, Haram fo r loans with in terests among Mus lil11s). If so how does DECS I 

try to tackle them? 

6, Why has DECSI reduced group size from the fortner "five to seven" to the recent "tlu'ee to 

seven" persons per group? 

7. The pros and cons of group lending both from the stand point of DECSJ and 

beneti ciaries? 

8. Is there any non-cred it support to benefi ciaries (e.g. trai ni ng, advices or supervision) by 

DECS[? 

9. Perforl11ance o f DECS I in terms of: 

• Al110 unt of loan portfo li o, ___ _ _ 

• Amount of savi ng, _______ _ 

• Average rate of repayment _____ as of which year ___ _ 

I I. In your vie~ does group pressure playa significant role in ensuring high repayment? 

12. Commenl on group lendi ng methodology both in rural and urban setti ng. In which selling 

is thi s methodology more practi cable and why? 

13.How does DECSI work to secure reputability, trustworthiness and respect in the eyes of the 

pub li c in general and the program benefic iaries in part icular? 
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Annex V: Questions addressed to sub b.·anches and field officers of DECSI I. What are the major methods of extending loans in your sub branch 2. How much is the in terest rate to date? 
3. Is there any grace peri od to incom ing clients" 
4. H OlY many sec ti on or depa rtment s are they In yo ur sub branch office" What are they estab li shed for') 

). What qualifications do you r Ileld offices have" 
6. What is the process of grou p rormation? What orientation does your organi zatio n provide to incom ing client s" Who provides these ori entat ions" 
7. What roles do Tabia ad mini strati on or women' s associat ion play in cred it group formatio n? Correction of defaulters? 
8. After group formation, how are repayment programs arranged" 9. How many acti ve groups and clients do you have in your sub branch? 

Number of Groups 
Sub branch 

Reference 

date 
Female Male Total 

Debub ivfeke lle 

Semen Mekelle 

N umber of act ive clients 

10. Nu mber of groups disbanded in your sub branch by reasons for di sbandment No Reasons for Di sbandment N umber of Remark (if any) 
Groups 

I 

2 
, 
J 

I I. Loan Centers 

I 1.1 Number of loan centers in your sub branch _____ _ 
I 1.2 Number of members in each loan center ______ _ 
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11.3 What purposes are th ese loan center establi shed fo r? 

12. IN YOU R sub branch please ind icate: 

• Amount of loan di sbursed from program start: ______ _ 

• Alllount 01 sav ing mobi li zed : fro lll c li ents from non 

clients _____ tota l _______ __ as of _______ (date) 

13. In your sub branch hoI\' Illany groups ha\'e arrea rs to date" _ _ _ _ _ . What a re the 

major causes? __________________________ _ 

14. Are there gro ups, which are h ighl y successfuP What is thi s attributed to? What does yo ur 

sub branch do to encourage successful groups? 

15. What type of su pport / services does your sub branch provide to borrowers other than the 

cred it se rvices 
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An nex VI: Res ea rch p,'ocesses and challen ges cncountercd 

As an en try to the data collection, I talked to Ato zemichael G/Med hin - my fonner co ll eague. 
He is among the participants who founded DECSI and has trave led to Bangladesh to gain 
necessary ex peri ence fo r the establi shmcnt. Afte r the establi shment of DECS I, he served as a 
board member of the institution. Therefore he is " ery much fa miliar with the top leve l DECS I 
staff. That is why I tri ed to take achantage of thi s relati onship in my e ndeavo r to col lect the 
necessary data for my Thes is. As pCI' Illy cxpec tat ion, Ato Zemichael com municated with top­
kvel DECS I staff and th is paved the \Hly to a relati ve ly smooth period of data col lection. 

With regard to my startup stages with DECS1, I first contacted the Regional Manager and 
deli vered a letter of intent written by the Depa rtment o f RLDS. He in turn sent me to the 
Mekelle branch office of DECSI. Subsequently I was linked to the Mekell e Debub and 
Semen sub branch heads and maintained almost a dail y contact with them frol11 the 
commencement up until the end of the data co llection period. In fact, I found both sub branch 
heads very much cooperative and they extended their cooperation until the end of the 
research . 

To begin w ith the task, I req uested th e number of borrows in each sub branch. This helped me 
not onl y to obtain initial in formation and familiarize my se lf with the issue of group based 
microfinance but also fram e some or' m)' quest ion items acco rdingl y. For example , I initi.,,1 
requested to obtain the number of clients under each sub branch. The sub branch heads provided 
me two types of groups : number of active and di sbanded groups. This helped me to raise 
questions of as to why people do leave the institution. Secondly, they informed me the num ber of 
groups by sex, which in turn was essential to rai se questions as to why male and female 
borrowers form separate groups in the institution. In genera l, the process of learning and 
familiarizing my se lf with the practice of group based microtinance took a recurring form where 
an answer to a question evoked the framing of subsequent ones. 

Based on my reqllest for the number of clients and groups in the two sub branches ofDECSI, the 
fo llowing in formation was obtained: 
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Sub N umber of Groups \l um ber of Clients 

branch 

Female Male Tota l Female Male 

Debub 538 289 827 2,088 1.154 

Semen 727 661 1388 2, 136 1.594 

To tal 1.265 950 2.215 4,224 2.748 

Sou rce: In terv iew lV ith Sub Branc h I-leads 

As per the informati on indicated above, I first and for most organized the popUlation of cli ents 

into female and male groups separately by tak ing Sex as stratifying variab le. Following that, J 

se lected 1 J I groups (63 female and 48 male groups) wh ich is proportion to the total number of 

each as indi cated in the above Table. This accounts for 5% of the 2,2 15 groups that were acti ve at 

both sub branches during the period of data collection. The total number of members of these 

se lected groups was 366. 

The nex t stage was to determine a sample size for the study. Here it is argued that the greater the 

sample s ize the better the possibil ity to app roach the population value from which the sample is 

drawn (Babie. 1973). Neverthe less. two crucial th ings associated with increasing the sample size 

come to the mind of every researcher: time and cost. Hence, with the available time and financial 

resources, J opted for a total sample size of 120. Of thi s, 70 are female and 50 are male. These 

individuals were se lected from the II I groups selected at the initial stage. Thus this research has 

empl oyed a two-staged c luster sampling design. [n both cases, I have employed the systematic 

sampling design . The reason behind thi s is that there we re 6,972 active c li ents in both sub 

branches [See Table above]. Then it was impractical to compile an exhaustive list of all the 

borrowers. The best option was to compile the list of gro ups by stratifying them into fe male and 

male and sampling of the gro ups; fo llowed by the selection of respondents from the selected 

groups. 

After the se lection of samples, what came to my attention was how to contact those actuall y 

se lected individua ls. This has been a practical problem, which cropped up at this stage. 

Eventhough r had a Tabia address of most orthe se lected indi viduals, it was very difficult to look 
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fo r them on a house-to-house basis. This will take a greal deal of my lime. As an option to this 

bott leneck, I consulted the sub branch heads and field office rs of both sub branches. From th eir 

ex periences, they fo rwa rd ed a very promising idea: to use the repayment date [a date when 

c li ~ nt s convene to sub branch office to pay their monthl y installments] to meet the se lected 

persons. The' · info rmed me their monthl y schedule when group members come to the sub 

branches to repav group loans . Based on thi s idea, we ide ntifi ed the repayment dates of those 

indiv iduals sclec ted fo r interv iews. I-Ience the intervie,,· was co incided with the dates when 

cl ient s come to rep'l), their loans. However, thi s prac tice had some d iffi culti es, i.e. some of those 

people who come the repayment centers were not se lected I.'o r interviews but were group 

members of those se lected for interview. To so lve thi s, I made the sta ff of D ECSI send a message 

to the selected individua ls- through the ir group members- to tell them to come to the sub branch 

offi ce. Fortunately almost all of them came. The sub branch heads introduced me to the clients. 

Following that I exp lained my status and the reason for calling them to the sub branch office and 

subsequently asked their wi llingness fo r interviews. They al l vo lunteered. 

iv!ea nwhile other practical problems concomitant to the use of sub branch offices as intervie w 

sites became apparent sooner: firstl y. clients make their monthl y repayments on ly once a mon th 

and I cannot wait until the repayment date for eve ry se lec ted indi,·idual is duc . Secondly, whil e 

maki ng in te rviews at the repayment centers, [the sub branch o ffi ces] I observed that some of 

them we re not fr ee to speak their minds due to the fact that they were asked to comment on the ir 

relati onships with DECSI staff, policy of the institution, and other issues that call for re lati ve 

secrecy. Thirdly, some of them were go ing out of time to give interview to a questionnaire with 

so many pages. l;i ence I was forced to change the venue of data collecti on to areas where the 

effects posed by the above problems can be minimized. 

I commun icated this with the staff and consulted them fo r a better option. At that time, I was 

informed that a great number of DECSI clients work in two big open markets at Meke lle, namely 

the Ad ihaki and kebele 17 market areas. Then I used one DECSI fi e ld officer as a guide to places 

,,·here cl ients conduct their bus iness activities. I-laving ,·i sited the major market sites, the next 

da\" I went with a list of the se lected persons. Fortunately enough they knew each other well. I 

fo und maj ority of the se lected persons in the market areas. Once I contacted a few, they kept on 
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showi ng me the locati on of others. Only those cl ients engage in small restaurant, butchery, shop 

keeping. wood and metal wo rkshops, sa le of local drink and urban agri cul ture were not found in 

the open market a reas. These indiv iduals were contacted at th eir ho uses through the aid of fi e ld 

ofti cers and ind ividuals contacted at the market places . Moreover the use of market places as data 

co ll ection sites offered other advantages- both for the researcher and the respondents: an 

opportuni ty to pe rsona ll y observe thei r businesses: a sense of be ing at ease to speak what they 

f,:e!: and a poss ibilit y of sav ing time by doing business and interviewing simultaneous ly. 

Us ing th e above methods the data co ll ect ion " 'as comple ted in 13 days. In the peri od of data 

collec tion, I used a method w hich helped me to track info rmatio n which otherwise cannot to be 

gat hered th rough the structu red questionnaire. Every time the data co ll ectors were filling the 

standardi zed survey questionnaire, I always remained nearby ei ther of the data co ll ectors. Th is 

was done fo r two complementary reasons. First, to ass is t data co ll ectors w hile practica ll y filling 

the questionnaires . T hi s helped me to iron out some of the gaps in the comprehens ion of the 

questi ollnai re and make timely corrections just on the spot. Secondl y, by doing so I got 

in for mation that cannot be obtained th rough the survey instruments. When a certain question was 

rai sed [to the respo ndents] fro m the survey instrument, they were provoked to di scuss a lo t of 

other rel eva nt inform ation . T hus [ kept on capturing thi s informati on through the processes of 

writ ing. li stening. and ask ing furthe r questions. B,· doi ng so, [ tri ed to make up major pitfalls of 

the predominantly s tructured survey instrument. 

After the completion of the data co ll ect ion on sUr\'ey research, I conducted individua l interviews 

wi th regional staff, sub branch heads, and field office rs. Prior to the interview I identifi ed and 

de li vered to them lists of questions. This was aimed at giving them ample time fo r preparation 

and obtain a well thought and prepared in formation . Based on prior arran gements and 

appoi ntments I conducted an interview with two fie ld officers at the same time, w ith two sub 

branch heads separate ly. and with one regiona l ope rations manager. 
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