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ABSTRACT

Sustainable provision of microfinance services is suggested to widen the income sources of the
poor. Since the poor do not have access to formal financial services, micro - finance is
suggested as useful way out for financial constraints. The poor can rvesume productive
activity ov offset financial shortages.

This study hypothesizes that the poor as development agent have way outs to resume
productive activity if their capital constraint is tackled. This assumes that micro - credit
facilities will solve micro-level development constraint (lack of finance) for farming
households/individuals. Thus this study focuses on the analysis of the impact of microfinance
interventions (a case micro - credit program).

The main objective of this study was therefore to assess the impact of micro finance services
provided by “Dawro Dicha Saving and Credit Program” on household (ivelihoods. The impact
of micvo - credit was investigated on household income, on access to education, household
saving, ability to pay health expenses, key asset ownership, farm expansion and coping
stresses of the household. Data for the analysis was generated from primary and secondary
sources. Analysis was conducted by using cross tabulation, frequency distribution,
percentages, and chi - square for categorical variables, and independent sample t-tests for
continuous variables

The impact of delivering financial service (micro - credit) for regular and one loan cycle
clients was analyzed based on some socio-economic indicators. The investigation revealed
that the Dawuro Saving and Credit Program has made significant impact on household
income, access to education, ability to pay health expenses, engagement in income generating
activities and household supplementary food expenditure. However, statistical test results
showed that the impact of the Dawro Dicha Saving and Credit program is insignificant on
agricultural crop yield, farm land expansion, coping with some difficulties and saving.

Major problems encountered during the program were insufficiency of loan, timeliness of
loan, market inaccessibility, intevest rate, repayment, the low profitability of the enterprise
and not declaring the dividend.

From this investigation, executing micro-finance at rural area could improve significantly r
household (ivelihood. For more impact broadening loan amount, rvevising disbursement
criteria and repayment schedule, introducing contextual insurance scheme are major areas
to be noted.

Key words: Microfinance,, impact, regular and one loan cycle clients
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CAHAPTER ONE: INTRODUCTION

1.1 Background

As part of its integrated rural development program, Action Aid Ethiopia (AAE), an
International Non-Governmental Organization (NGO), has established a community
based saving and credit program (which is locally known as Koysha Saving and Credit
Program (KSCP) in 1994 in Mareka Woreda', Dawuro Zone, Southern Nations
Nationalities Peoples’ Regional State (SNNPRS). The central intention of the program
was to bring about changes in the livelihoods of the poor and marginalized groups by
actively involving them in the program. The program delivers micro — credit to enable the

receivers to engage in income generating activities.

AAE organized the KSCP by setting up community-based groups and by providing
starting fund. Moreover, identification and screening of the target households was made
through Participatory Rural appraisal (PRA)-Wealth Ranking Technique, which was
derived from Asian countries where the program has been well practiced, and partly

achieved the desired objectives.

' The area is located in South Western Ethiopia, about 500 Kilo meters from Addis Ababa.



The program was made up of 133 saving and credit groups consisting of 3,101 clients.
Once an individual voluntarily joins the program, he/she contributes a compulsory saving
of 0.25 cents per week (for the first eight weeks). The group leadership committee
appraises the credit requests and the amount disbursed to each group. Each group
contained five to six clients. Each group was eligible for the credit amount of Birr 8,000
to 9,000 Ethiopian Birr. In due course, the program was able to mobilize from the
members and disburse to them Birr 144,630 and Birr 1,371, 218, respectively. The

program employs group collateral approach for disbursing the credit.

The government of Ethiopia has passed a proclamation No. 40/1996 prohibiting direct
involvement of NGOs in micro finance delivery and proclamation 147/91 allows
cooperatives voluntarily. Following the proclamation, KSCP should either be dissolved
or perpetuate itself into another form. Through the support of AAE and local government,
KSCP reorganized itself into six independent co-operatives. It started operation in six
peasant associations in the area. The co-operatives formed Dawuro Dicha Saving and
Credit Program/Union (DDSCP/U). This program has almost adopted the objectives of

the preceding program, and it used the initial fund from the finance/asset of the KSCP.

The new saving and Credit Co-operatives have started formal operation in June 2002 by
obtaming legal entity from the Cooperative Office of SNNPRS. Currently, the

cooperative comprise 1932 members and those dropped are because of their willing.



From these members, 1858 are stayed from the commencement and the remaining 74 are

new entrants.

The program/Union was lead by Board of Directors. The board had seven
members. The leaders of each cooperative assume automatic members of the

Board. One of the members was selected by the General Assembly.

Members of the cooperatives were supposed to own at least one share of the
association. The value of a single share is 500 Birr. A member can purchase more
shares not greater than ten percent of the total share. This allows members to
access more loan and increase cooperatives equity. Each co-operative has its own

internal bylaws, directives and credit and saving polices.

After the re-structuring of the program, the cooperatives are open for any
volunteer new comer. However, the potential members need to fulfil the criteria of
the respective cooperatives. The sources of the working capital for cooperatives
were from initial injection of Aetion Aid, clients saving, registration fee, interest

income, and money collected from sale of shares.



1.2 Statement of the Problem

The emphasis for solving the problems of the poor was on large investments on physical
capital and infrastructure (1950s and 1960s), on improvement of health and education
(1970s), improvement of economic management and liberalizing market forces (1980s),
promoting opportunity, facilitating empowerment and enhancing security (1990s) (World
Bank, 2000/01). Despite changes in the development paradigms and policy practices, the
promise to bring wellbeing to all human being remained unfulfilled. The incidence of
poverty increased; 1.2 billion people in the world live under a dollar a day (Latifee,

2003).

The Sub — Saharan African (SSA) countries possess 290 million poor people (UNESCO,
2003). The poor in SSA is assumed to increase from 300 million in 1999 to 345 million
in 2015 (World Bank, 1999). This situation of poverty in its population number and the

vulnerability context at the global/national/local levels is expected to increase rapidly.

In Ethiopia, the poor are growing in number, and studies show that 44% of the Ethiopian
population survives by less than one dollar a day (MoFED, 1999). In the SNNPRS,
45.5% of the population survives” by less than one dollar a day (Regional Income
Accounting BoFED, 2003). Thus, poverty is a crucial social, academic and policy issue

of national/local concern in Ethiopia. Different interventions were made to alleviate the



socio-economic situation of the poor. In this respect, micro — credit schemes are

suggested as one of the instruments in Ethiopia.

This has initiated the development of the MDGs”. The major MDGs are eradicating
extreme poverty and hunger, achieving universal primary education, promoting gender
equality and empowering, reducing child mortality, improving maternal health,
combating HIV/AIDS, malaria and other diseases, ensuring environmental sustainability,
and developing a global partnership for development. The general goals as well as
specific targets basically focus on issues of poverty in one way or another. The broad
targets related with poverty are to halve the poor, child/maternal mortality, access health,

universal education etc.

Ethiopia is working towards the achievement of the millennium development goals. Thus
the role of micro credit is assumed to be immense in areas of resuming productive
activities, access education/health, asset development, dietary improvement and coping
stresses by increasing purchasing pE)wer. This justifies the current research in the context

of the achievements of these goals in the local context where DDSCP/U is involving.

* Adapted from Dr Diane Elson 2004; The Millennium Development Goals .A Feminist Development
Economics Perspectives. The University of Essex, Manchester, UK .Speech delivered on the occasion of 52
nd Anniversary of the ISS; The Hague the Netherlands.



Micro-finance program gained a worldwide acceptance and popularity since 1980s. Thus
the Government and Donor agencies are funding an increasing number of micro-finance
programs in low income countries (Hege and Marguerite, 1999). In Ethiopia, this scheme
was widely practiced in providing financial services to the poor. This was assumed to
solve the constraints of starting cﬁpital for the poor. The poor will thus resume productive

activity, improve income and increase welfare.

In realising this, recently Ethiopian government has created favourable legal and policy
environment for establishment and;expa.nsions of Micro Finance Institutions (MFIs) and
Saving and Credit Cooperatives (SACCOs) in Ethiopia. To this end, there is
unprecedented growth in financial institutions. Several MFIs and SACCOs have been
established both in rural and urban Ethiopia. The proliferation of MFIs and ‘SACCOs’,
relatively in short time in the cour’ltry, showed high need for financial services. It also
showed the critical role that credit can play in improving the situation of the poor
(Assefa, 2005). A Summary study in Bangladesh, Kenya, Ghana and Mali (Veronica,
1999) has shown that micro-credit positively impacts on livelihood of the clients.
However, there are fewer consensu"ses that the degree to which, how and when it impacts

on poverty and it remained debatable (Hege & Marguerite, 1999).

Very little researches towards improving the financial sector have been observed

”

(Wolday, 2003). Most of these studies look into the pioneer and bigger MFIs in Ethiopia.



The studies focused on Dedebit Credit and Savings Institution (DESI), Amhara Credit
and Saving Institutions (ACSI), Orlomia Credit and Saving Share Company (OCSSCO),
and Addis Credit and Saving Institution (ACSI). These institutions are affiliates of
regional governments in the country. The themes of these studies have essentially
focused on growth, sustainability and empowerment of MFIs. However, very limited

studies concentrated on impacts of these nstitutions and cooperative financial

institutions.

Impact assessment of microfinance is necessary to demonstrate the positive impacts of
donors’ intervention. It is also necessary to provide information that allows MFIs and

‘SACCOs’ to improve their services (Anton, 2001).

In particular to DDSCP/U, neither institutional nor impact research was done. Moreover,

the selected DDSCP/U is located at marginalized geographic (remote) area.

1.3 Objectives of the Study

The study attempted to measure whether repeated accessing in the microfinance services
has brought significant difference on livelihoods of regular or frequent clients vis-a-vis
one loan cycle or new clients. The study also attempted to find out the core problems

faced by the program in the course of program implementation. The specific objectives:



1 To investigate whether repeated access to DDSCP/U micro - credit services brought
impacts;
e On asset ownership, on crop yield,
e On children accesses to education/health,
e On improving income and saving of clients.

2 To explore the constraints faced by DDSCP in implementing the credit delivery.

1.4 Research Questions

In order to achieve these objectives, the research inquires the following questions:

1 Did the credit provided by DDSCP/U bring impacts in the livelihood of regular
clients’ vis-a-vis one loan cycle clients?
e Did the credit provided by DDSCP/U bring impact in crop yield?
e Did the credit provided by DDSCP/U bring impact in asset ownership?
e Did the credit provided by DDSCP/U bring impact in access to
education/health?
e Did the credit provided by DDSCP/U bring impact in household income
and saving?
2 What are the main constraint/s faced by DDSCP/U in implementing the credit

delivery?



1.5 Hypotheses of the Study

In order to conduct the impact research and to address the main objectives in this

particular study, the following hypothesis was developed.

Hypothesis: “Repeated access to micro — credit likely improves the livelihoods of the
rural poor by improving crop yield, income, feeding, saving, engaging in income
generating activity, farm land expansion, coping stress and access to education/health in

the study area”.

1.6 Significance of the Study

Carrying out such an empirical research would serve both academic and practical
purposes. The outcome of this study may serve as an input for MFIs, SACCOs, policy
makers and other beneficiaries. Above all, this research may help the staffs, managers
and donors of the program to improve their services. In addition, the research may serve
as an eye-opener and a pointer towards further study as it is the first empirical research in

the area on the impact of micro — credit on clients.



1.7 Scope and Limitations of the Study

The scope of the study was limited to six Peasant Associations’ (PAs) in Dawuro Zone.
However, given the socio-economic situation of the study area, it could fairly represent
the Zone. Therefore, this research will give insights for project implementers and policy

makers. Limitations pertaining to the research include shortage of budget and time.

1.8 Organizations of the Paper

This research paper is organized in to five parts. The first chapter deals with background,
statement of the problem, objectives of the study, research questions, hypotheses,
significance, and scope & limitat}ions of the study. The second chapter focuses on
pertinent literature and relevant empirical case studies to the research. Whereas chapter
three describes the research methodology applied in the study. Chapter four deal with the
major findings of the study. Chapter five is the conclusion and recommendation part of

the study.

% A peasant association is the lowest government administrative unit in Ethiopia. It consists often a
population of about from 100 persons in Pastoral areas to 11, 000 persons in densely populated areas. It is
the lowest government administration unit between the government and the local people (BoFED 2003).

10



CHAPTER TWO: REVIEW OF LITERATURE

This chapter deliberates on the theoretical and empirical literature related to the impact of
micro-finance activities on the lives of the poor. The first part of this chapter provides
highlights on the concepts of poverty, which essentially characterizes the target groups
incorporated in this study. Then, methodological issues of impact evaluation are

deliberated. This is followed by review of empirical impact studies.

2.1 Poverty and poverty reduction approaches
2.1.1 Concept and definition of Poverty

The definition and measurement of poverty is vague and fluid. Many authors defined
poverty in different ways by considering different criteria and indicators of poverty.
Some researchers have defined the poor as that portion of the population that is unable to
meet the basic nutritional needs (Blackwood and Lynch, 1994). Others like Singer
viewed poverty, in part as a function of education and\or health using the measurement of
life expectancy, child mortality, etc. (Siger, 1975). Level of expenditure and consumption

are other criteria used to identify the poor (Musgrove and Ferber, 1976).

11



The mainstream macro - economic interpretation of poverty is lack of access by poor
households to the assets necessary for a higher standard of income or welfare (World
Bank, 2000). However, studies on qualitative measures of poverty have shown the
restraints in assets like human (access to education), natural (access to land), physical
(access to infrastructure), social - political (such as networks and political influence over
resources) or financial (savings and access to credit). Perhaps the point of agreement is
that people who live in poverty live in a state of deprivation, a state in which their
standard of living falls below some minimum acceptable standard (Greenwell, et al,
2001). Thus poverty can be measured either by level of standard of living or the

incidence for the poor.

Poverty level can be classified in to absolute and relative poverty. The extent of absolute
poverty can be defined in the number of people living below a specified minimum level
of income- which is one US dollar per a day per person (Todaro, 1995). It is this level
that is referred to as the poverty line. This line is independent of national boundary by

measuring poverty as any one living on less than one dollar a day (Todaro, 2003).

Relative poverty measures the segment of the population that is poor in relation to the
income of the general population. Thus, poverty is not determined by a discrete poverty
line but rather it is determined related to the over all income of the population

(Blackwood and Lynch, 1994). Except in a society where all the population receives

12



equal income, there is relative poverty due to difference in income. The incidence of
poverty measures the relative number of the poor in starting from a specific time falling
and coming out of poverty due to different interventions or opportunities garnered by the

poor in the society.

2.1.2 Determinants of Poverty

The determinants of poverty usually include: (a) the level of education of the households,
(b) size and composition of the households, (c) sex and age of the head of the households,
and (d) region of residence (rural/urban, etc.). But there are exceptions to the above

general consensus.

”

The probability of falling into poverty increased with the age of the households head:
households with older and younger main labour seem to fall into poverty. Households
with large housecholds’ size and higher dependency ratios and households headed by
females are associated with highel; incidence of poverty. For urban areas, households’
size and the age of the household head had an affect on poverty similar to that in rural
areas. But primary education of the head or spouse significantly reduced the chance of
falling into poverty. Casual workers and the unemployed are among the poorest group in

urban areas. Landless people in rural areas seem to fall into poverty.

13



Poverty is also closely linked to degradation of the environment. Poverty depletes natural
resources, which in turn stress the suffering of the rural poor. Mekonnen et.al, (2001)
indicated that households with a larger family size, a higher dependency ratio, a female
head of households tend to be poor. In rural areas, the type of crop that farmers grow also
was shown to affect on the probability of being poor. The probability of being in poverty
tends to be higher for households that grow “enset”™, in contrast with the households that
grow cash crop or cereals. For people who are privately employed in urban areas, the

chance of being in the most extreme poverty is highest among casual labourers.

2.1.3 Poverty Situation and Poverty Reducing Strategy in Ethiopia

According to the survey conducted by the Central Statistics Authority (CSA) and the
Welfare Monitoring Unit (WMU)‘of Minster of Finance and Economic Development
(MOFED), during the year 1999\2000, 44.2% of the total population in Ethiopia are
absolutely poor. They are unable to meet their basic needs. The proportion of poor people
from the total population of Ethiopia stood at 37% in urban area and 45% in rural area.
This indicates that poverty is wi&espread in rural areas relative to urban areas. The
poverty situation in rural areas has been exacerbated by the rapid increase in population,

increase in landlessness and displacement due to tribal and border conflicts and

* The issue of ‘enset’ is debatable for different reasons by different scholars. Some argue that growing
‘enset’ is a good mix for nutrient balance-for human and natural environment and thus for, food security
etc. others also argue that the nutrient content of ‘enset’ is not studied as in the case of cereals. Thus it is
not mature for conclusion. Since it is not my concern, I did not go deeply through.
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deterioration in natural environment (Itana, 2002). However, the critical issue here is that

the situation may be different in different corners of the country.

The same scholar reported significant variation across different regions. In 1999/2000 the
highest poverty incidence was recorded in rural Afar followed by rural Tigray and
Benishangul-Gumuz Regional states. The lowest poverty incidence was noted in Harari
followed by Addis Ababa and Dire Dawa. Among the urban areas, the highest poverty
was recorded in Tigray followed by SNNPRS and Addis Ababa. The profile of human
poverty in Ethiopia (UNDP, 1997) indicated that Ethiopia is the poorest country in the
world, Access to basic services such as health and safe water is very low even compared
with other SSA Countries. Moreover, adult illiteracy rate is among the highest in the

world with 64.5%. Thus poverty is rampant in Ethiopia.

The country level Poverty Reduction Strategy normally exhibits understanding of the
depth, distribution, cause, proportion and incidence of poverty in the country. It sets out
detailed action plan to reduce poverty in its entire dimension (World Bank, 2000/2001).
In this understanding, Ethiopian Government has developed the final document entitled

Sustainable Development and Pove;'ty Reduction Program (SDPRP, 2002).

According to the (SDPRP, 2002) the strategy was built on four pillars. These are

Agricultural Development Led Industrialization (ADLI), Justice System and Civil

rd
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Service Reform, Decentralization and Empowerment and Capacity building in Public and
private Sectors. The strategy in its details of ADLI, further, incorporated the expansion of
micro-finance services. It propagates the expansion of rural banks and cooperatives to
facilitate rural micro - finance. Thus, the directions for micro — finance in the poverty

reduction and sustainable development program of the country is the context of study.
2.2 Contributions of Microfinance for Poverty Reduction

The situation, depth, intensity and distribution of poverty are becoming worse in the third
World economies (Todaro, 1995). The economic growth does not match with the
population growth. The human power is not developed to effectively manage the
resources. In addition to shor’tage’of capital to generate sufficient income, protection
against shocks and vulnerability contributes to acute poverty in developing countries

(Todaro, 1995).

To change this situation, one of th’e interventions is improving the delivery of financial
services to the poor through SACCOs and MFIs in rural and urban area. Micro — finance
services are one of the financial options. Micro-finance services benefits the poor by
increasing disposable income, increase asset ownership and cushion consumption in
food-deficit periods (Wolday, 200’2). It is a way out to the poor who are normally

excluded by conventional financial institutions (Ibid). Micro-finance institutions function

at the grassroots level. They reach micro — level development constraints of the poor.
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They are capable of involving large segment of the population. They likely build both
human and productive capacity of the poor (Shannon et. al., 2005). Micro-finance
strategy may deliver inclusive financial service to the poor if augmented by sound
financial sector policy (Wolday, 2005). In the last two decades, governments, NGOs,
donors and other development actors have given due attention to establish, expand and
provide microfinance services to the poor in rural and urban areas. Thus, this study
situates its argument in this context of augmenting the poor by micro — credit in rural

areas in Ethiopia.

According to (Hege and Marguerite, 1999), MFIs and ‘SACCOs’ can be a means to
improve livelihoods of the clients. However, the same authors argued that measuring the
impact of micro-finance intervention and performance on client’s livelihood remains
difficult, challenging, and complex. The first challenge is the fungibles of household
expenditure and asset mobilization patterns and the heterogeneity of rural households
(Susan and Ben, 2002). This assumes that the impact of the micro-credit could hardly be
isolated from the contributions of various interventions (ibid). Clients may have multiple
income sources and the credit may be fungible (Anton, 2001 & Susan and Ben, 2002).
Thus, combining a range of tools, triangulating information and learning lessons from
different perspectives and approaches of micro — credit provision is useful to control
rigors (Anton 2001). Thus it is important to know by how much, by what and for whom

impact was brought by micro — credit intervention (Susan and Ben 2002).
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2.3 Similarity and Differences l;etween SACCOs and MFIs

2.3.1. Similarities

Both organizations cater financial services by mobilizing and disbursing financial

resources to the rural and urban poor who usually do not have formal financial services at

grassroots level.

2.3.2 Differences

Table 1. Differences between MFIs and SACCOs

No | Items Micro-finance Institutions Saving and Credit Remarks
(MFIs) Cooperatives
(SACCOs)
1 Legal base Proclamation 40/1996 and Directives | Proclamation 147/1991
of NBE by im i Fos TR
2 Minimum Rirr 200,000 None except should be Level is
capital adequate to their determined during
requirement objectives registration
3 Voting Based on the size of share capital One man vote irrespective | Share ownership is
power of ownership limited by law
4 | Supreme Shareholders assembly Members general Members general
body of the Assembly assembly is equal
organization to all the
shareholders in
cooperatives
5 | Pare value of | Depends on the market May not change from the
shares initial value
6 | Rewardto Dividend proportional to the capital Limited interest
share capital | invested
7 | Manner of In person or by proxy Voting by proxy is illegal
voting
8 | Registering | NBE Cooperatives Bureau and
and Commission
Supervisory
Body
9 Ownership Shareholders that are not service Members who are as the Few MFIs have

Users

same time customers

client shareholders
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10 | Beneficiaries | Clients whose profile is already Members
defined

11 | Interventions | Mostly financial  ~ Financial and Non

financial (includes social,
physiological etc)

12 | Verticaland | May form mnetwork vertically. | Can form Local, MFIs competition
horizontal Horizontal integration is informal | Regional, National, among themselves
integration and even may compete with each | Continental and may be beneficial

other International vertical to clients.
integrations and as need Cooperatives are
be horizontal too at varies | there to collaborate
levels. and support each
other and not to
compete

13 | Lending Decided by market Limited by cooperatives In fact, as far as
interest rate principles, legislation and | members are

the members sharing the surplus
based on
participation there
is no burden on the
members as such
had it not been
limited by law

14 | Utilization Plough back to MFI capital 70% distributed as
of profit/ dividend and according
surplus participation and the rest

30% to reserve, expansion
and social aspects

15 | External Employed from the market For the time being In the long term,
Audit assisted by cooperatives cooperatives are

bureau

expected to hire the
services of external
audits by their
own.

Source: Dagnew 2004

Even though there is difference between MFIS and SACCOs summarised above, their

communality is providing financial services to the poor. They are used as financial

intermediation institutions in grassroots level aiming to reduce financial constraints to

resume productive activities. Dawro Dicha Saving and Credit Program (Union) is one of
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the SACCOs operating in rural area by uniting the six primary or grassroots level

cooperatives which follows more or less similar principles summarised in the table 1.

2.4 Approaches of Micro-finance Lending

There are two approaches on microfinance lending and its impacts on clients. They are
“financial system approach” and “poverty lending approach”. Proponents of the first
approach or ‘institutionists approach’ state that the over all goals of microfinance are to
provide sustainable financial services to low income people. But it does not necessarily
mean to target the poorest. Furthermore, micro — finance should proliferate in the context
of competition. According to the i;stituionalist approach, competition will insure high-
quality and low-cost services. Thus, for institutionalists, the impact evaluation of MFIs
should focus on financial indicators and efficiency. They also state that NGOs do not

have an important role in microfinance. This is because NGOs may deliver subsidized

credits and may undermine the development of competitive financial system.

For instituionalists, microfinance should not be integrated with other development
services. This is because specialization is necessary to reach financial sustainability and

large scale outreach. In addition, lack of institutional capacity is perceived as a more

binding constraint on the outreach of micro-finance than availability of funds.
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Institutionalists believe that credit is not seen as the most important tool improving the

livelihoods of the poor (Adams and Pischke, 1992) in (Hege and Marguerite,1999).

The proponents of the poverty lending approach claim that the goal of microfinance is
improving the livelihoods and empowerment of the poor. They are called ‘welfarists’.
They believe that MFIs should target the poor. For them, assessing the impact MFIs
should be their effect of the livelihoods and income generating activities of the poor. The
Wellfarists believe the provision of micro — finance with complementary business services
to improve the livelihoods of the poor. They also believe in subsidized credits. As
opposed to institutionalists, credit is seen as a powerful tool for improving the livelihoods
of the poor. The Ethiopian Sustainable Development - Poverty Reduction Program is in
conformity with the Welfarist approach. Thus the present study situates its theoretical
underpinning on this approach. Therefore, I argue that the pattern of growth does matter
and the microfinance industry must be able to demonstrate that the development of

microfinance benefits the poor.

2.5 Microfinance Industry in Ethiopia

The history of financial services in Ethiopia subsisted a relatively long period. Different
regimes had varied level of dedications and policy directions for the developments
financial institutions and Saving and Credit Cooperatives. The basis was on government

development policies and macro-economic programs.
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2.5.1 Micro-finance Institutions

In the imperial regime, the financial services were largely provided for the activities that
are related to the government’s five-year plans. The interventions on financial services
took varies forms. The allocation of credit was according to coordinated investment plan,
use of differential interest rate, and establishment of public commercial and specialized
banks. The Imperial regime gave priority for productive projects (private or public) using
foreign credits. Public banks were supposed to mobilize resources channelling in

accordance with the plan (Assefa, 2005).

During the Dergue regime, the structures of financial institutions were changed inline
with the then political policy of the government. Credit policy was driven by ideology
and give absolute priority to the socialized sector (public enterprises, state farms and
cooperatives). This policy marginalized the private sector financing to depend on self

financing and non-institutional credit (Assefa, 2005).

NGOs have been active in the provision of microfinance service to the poor since the
1984/85 drought (Gebrehiwot, 2005). The operation was for the first time undertaken by
the market town program of the World Bank. This program was implemented jointly with

the Development Bank of Ethiopia’ (DBE) and the Bureau of Trade and Industry (BTI).
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The beneficiary towns were 16 and were called “16 Market towns”. It was implemented
in phase one. The second phase was assumed to spread the service to all major towns of
the country (Tsehay and Mengistu, 2002). As time moved ahead, so did the dynamics of
micro-finance development in Ethiopia. Especially in 1990s, the Ethiopian Government
has promulgated various proclamations to facilitate micro-finance services in Ethiopia.

This likely triggered standardized management system of micro — finance institutions.

Following the promulgation of the proclamation No 40/1996, several credit programs that
were operated by NGOs or Government departments were transferred into licensed MFIs.
According to (Ethiopian Microfinance Institution Performance Analysis Report, 2000),
the decision of the Goyernment of Ethiopian to restructure the financial sector in the
1990s has had a significant impact on the growth and commercialization of both banks
and MFIs in Ethiopia. As of December 2006, there were twenty-six legally registered
MFIs in the country. These institutions rendered services for more than 1.5 million
clients. They mobilized credit and savings and manage a loan portfolio of more than birr
2 billion and saving of more than birr 816 million ( (AEMFIs Quarter report Dec, 2006).
They have a network of about 500 branches and sub-branches in different regions
Ambhara, Tigray, Oromia and SNNPR (Gebrehiwot, 2002). They are governed by Board

who is elected by the representative general assemblies (Itana et. al., 2003).
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Regarding the general performance of institutions in Ethiopia, between 2001 and 2005,
the number of clients, volume of loan portfolio and savings increased by 263%, 479%,
and 206%, respectively. In 2004, 12 out of the 15 MFIs were operationally sustainable.
Out of these, 5 MFIs were financially sustainable. The majority of MFIs increased their
efficiency and productivity indicators because of expansion or increase in outreach. Out
of the 15 MFIs, 11 had less than 5% portfolio at risk, which was encouraging. Out of 13
MFIs which registered significant growth in outreach, nine showed remarkable decline in
their portfolio at risk. Thus, as a result of increased outreach, many of the MFIs

maintained and/or improved their portfolio quality (Wolday, 2005).

Micro-finance institutions in Ethiopia are currently focusing their operation both in rural
and urban area in line with the SDPRS of the country. However the increasingly growing
demands of microfinance services is not met. For instance, at the household level, nine
million poor households in Ethiopia need credit (Degefe, 2004). Another source,
(Eschborn, 2002) indicate that only 9% of the financial service demand is fulfilled in the
country. Both studies indicate that MFIs render service for a very small section of
potential clients in rural and urban Ethiopia. Thus, its demand should be assessed in

relation to its impact on the livelihoods of the poor. This issue begs for investigation.

~
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2.5.2 Saving and Credit Cooperatives

In Ethiopia the first Saving and Credit Cooperatives Society was established by employee
of the Ethiopian Road Authority in 1950 (E.C). Next to this, the employee of the
Ethiopian Airlines has founded in 1956 E.C. (Dagnew 2004). Soon after, a number of
SACCOs was established in government as well as in private undertakings. The number
of SACCOs increased from 35 in 1974 to over 5400 in mid 2006. Their aggregate
membership during the same period increased from 8,332 to over 381 thousands and their
capital and saving from Birr 2 million to almost one Billion. The decade between 1994
and 2006 has witnessed more than ten-fold increase in the number of saving and credit
cooperatives in the country with a‘ corresponding increase in contribution and savings.
The sharp increase, both in the number and membership of the SACCOs, over the last
three years, particularly in the rural area, where, the Rural Saving and Credit
Cooperatives (RUSACCOs) were recent phenomena, is attributed to the on-going Rural
Financial Intermediation Program ERUFIP) ( Mekonnen et.al 2007). By the end of June
2006, there were 1,166 RUSACCOs, which constitute 21 percent of the 5437 saving and
credit cooperatives in the country. The RUSACCOs had 64,655 members or about 17%
of the total membership of SACCOs. The aggregate capital has also increased from Birr

1.8 million in 2004/05 to almost Birr 9 million and their asset from Birr 6.8 million to

about 15 million. Similarly, saving increased from 1.7 million to 8.6 million and their
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outstanding loans from Birr 1.9 million to 5.7 million in 2005/06 (ibd). Dawro Dicha
Saving and Credit Program/Union is one of micro credit and saving cooperative operating

saving and credit program in rural areas of Dawuro Zone.

The main theme in this research is therefore to measure the impact of repeated micro-
credit access on livelihoods of the clients regardless of their division in membership in
MFIs or SACCOS assuming the management, structural, ownership and other differences

held constant. Time variation of access is also held constant.

2.6 Methodological Issues on Impact Evaluation of Microfinance

Studies show that scholars approach impact evaluations in two ways. They are
quantitative and qualitative approa::hes. Quantitative impact evaluation is the use of an
explicit counterfactual analysis. More specifically, quantitative impact evaluation isolates
the welfare effect of a specific project by comparing the actual observed outcomes of
project participants with counterfactual outcomes. They assume a hypothetical outcome
that would have prevailed in the ablseﬁce of the projeét. Since people are either in or not
in the project and cannot be both, these hypothetical counterfactual outcomes cannot be
observed. The central objective of quantitative impact evaluation is to estimate these
unobserved counterfactual outcomes. Counterfactual analysis likely evaluates estimated

”

quantitative impacts of the project. It usually referred to as rigorous impact evaluation.
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The use of such approach looks into the achievement of the quantitative goals of the

”

program.

The quantitative technique that is frequently used in evaluating development
interventions is comparing “before” and “after” outcomes on the participants. This targets
the beneficiaries of that specific intervention after and before their benefit from the
program. The problem of this comparison is that it uses the same group of individuals
(i.e., project participants) and observes the temporal change in outcome of this group.
Such technique in countries like Ethiopia where economic transactions are traditional
may not generate adequate data for analysis. This gives a potentially biased measure of
the project impact. This is because such a comparison fails to account for the changes in
outcome that happen with the project participants anyway even without the project. For
example, if one compares one’s income between times Tland T2, the difference in
income be fluid. First, it can be dué to partly to one’s benefit from the project. Second, it
may be partly due to one’s income change caused by changes in the economy in general.
The second can happen with out participating in the MFI credit program. Thus it is fluid

for generalization.
Another frequently used technique is comparing the outcomes between a group with the

project and a group without the project. People make efforts to make the “with” and

“without” groups similar. However, these two groups are only similar in a general sense
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and there is no guarantee that they are identical or close to identical. An obvious reason is
that participating in the project self-selects participants and non-participants. This likely
makes the two groups different. For example, in a micro-enterprise finance program,
borrowers and non-borrowers may differ in entrepreneurial capability. They can also
differ in their willingness to take risk. However, they seem similar in other observable
ways. Because of the failure to control for unobservable differences between the “with”
and “without” groups, the estimated impact is likely biased. Thus it is fluid to generalize

from data generated by this technique that ends up in bias empirical findings.

While qualitative evaluations build stories and provide contextual insights to what is
happening with the project, they often are being criticized for lacking rigor and internal
validity. Major critics of this evaluation approach revolve around issues such as
subjectivity in data, lack of a reliable comparison, and lack of statistical robustness often
due to small sample sizes. Thus qualitative approach alone doesn’t generate enough data.

Quantitative impact evaluations using explicit counterfactual analyses of data from well-
designed statistically representative samples are better suited for inferring causal
relationships between the program and outcomes. However, there is increasing
acceptance that qualitative methods can provide critical insights into the program context.
Qualitative approach enables for in-depth explanations to the results observed in a

quantitative analysis. For this reason, good impact evaluations often combine both
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quantitative and qualitative methods to the extent possible (SEEP Network, 2000).
Therefore, the present study employed the analysis of both the quantitative and
qualitative changes on the livelihoods of the poor in the study area. DDSCP was taken as

a case intervening MFI in the locality.

2.7 Empirical Evidences on the Impact of Microfinance

Many authors have undertaken different researches in Asia, Latin America and Africa by
using different methodologies and tools. The research findings indicate that microfinance
has positive impact on income (Mosley, 1996) and (Sebstad & Walsh, 1991) cited in
(Elizabeth and Gorden, 2000). The first detailed research in to the economic impact of
microfinance program was Mahabub Hossain’s work on (Grameen Bank in 1983-4

-

Hossain, 1988).

According to this research, the bank has made a positive contribution to the poor in the
area of operation and starting capital for enterprising. The research has shown that the
most direct effect of the Grameen IS;ank has been on the accumulation of capital (different
assets) by the poor. The research finding further indicated that the amount of working
capital employed by members’ enterprises increased by an average of three times within
a period of 27 months. The investment in fixed asset also increased by about 2.5 times
higher for borrowers with more thz;n three years membership than for those who joined

during the year of the survey. The number of cattle owned per hundred borrowers
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increased from 61 before joining the bank to 102 at the time of the survey. It is reported
in the same research that about one third of the members were unemployed (7% for men
and 50% for women) before joining the bank. With the loans, these members generated

self employment in activities of their choice (Ibid).

According to Grameen Bank (GB) internal surveys, 42% of GB borrowers’ families have
crossed the poverty line (Pascal, 2004). The research on the impact of MFI was
undertaken by Share Microfinance Limited (SML) in Ranga, Reddy district, India. The
assessed 72 sampled households from regular clients depending on their social back-
ground. The result revealed that three out of four (76.8%) of SML regular clients
experienced significant increase in their income over the past four years and half of them
are no longer poor (Rao and Bavaiah 2005).

In Uganda, three microfinance programs Foundation for International Community
Assistances (FINCA), Foundation for Credit and Community assistance (FOCCAS) and
Promotion of Rural Initiatives and Development Enterprise (PRUDE) conducted impact
study in Uganda. They classified stfldy groups into program clients and non-client groups
in the three places (Rural Mbole district, Kampala and Masaha town). They conducted an
initial survey and follow up survey after two years. The study found numerous positive
impacts on program clients. The study has found that the clients were engaging in new

products and services. They have improved or expanded their enterprise sites and
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markets. They have reduced cost of inventory purchase and increased volume of sales.
The study also investigated household level impacts of MFIs. Households began new
enterprise and increased the amount spent on durable assets and agricultural inputs. The
study also indicated that households increased the amount of cultivated agricultural land
and increased amount of households’ income from crops. Thus, the study concluded that
microfinance program helps client households to reduce financial vulnerability. It enables

diversification of income sources and accumulation of assets (Gayle and Carolyn, 2005)

A study conducted from March to June 2006 on four MFIs (Oromiya Credit and Saving
Share Company (OCSSCO), WASASA , SFPE, and Addis Credit and Saving Institute
(ACSI) in Ethiopia. It focused on the empowerment of women through delivery of
microfinance credit for women. The study result revealed that woman have stronghold in
deciding on the issues related to saving, credit receiving, repayment and utilization in the
households. Moreover, women (wive’s) consultation (joint decision) with husbands
improved. The result also indicated that women dependence on their husband has reduced
and the MFI improved women asset ownership in the household. The study further
indicated that participation in microfinance contributed significantly for improvement in
feeling of self-esteem and confidence for women (wives). Thus the overall economic
empowerment and self-reliance of the women (wife) clients were improved

(WABEKBON consult, 2006).
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A study was conducted by (Getaneh, 2005) on Amahara Credit and Saving Institutions
(ACSI). He found that the impact of ACSI’s micro-finance credit was positive on the
living conditions of the poor. He investigated that ACSI expanded opportunity for clients,
reduce their vulnerability and empowered individuals (Ibid). The study (Tsehay and
Mengistu, 2002) also revealed that over 94% and 57% of clients in urban and rural areas
respectively send their children to school because of access to the MFI credit. The study
further identified that about 70% and 89% of regular borrowers in urban and rural areas

respectively improved their diet.

The empirical findings reviewed above show positive performance of all MFIs in the
country. It does not criticise perfonnance and show any drawbacks. But there are
immense constraints. There are likely potential lessons of weakness and failures in
performance of MFIs. Majority of the MFIs have problem of governance. The
governance problem often emanate from their ownership structure (Itana, et.al., 2003).
The enterprise owners/operator lacl’cs entrepreneurial attitude and technical skill (Tsehay
and Mengistu, 20002). The marketing situation, the infrastructure (particularly the road
and net-work), the skill and risk aversion behaviour (Getaneh, 2005) are found to be

determinants the achievement of MFI operations in Ethiopia.

The failures of most microfinance institutions were found to be targeting the poor. They

are seen targeting the upper poor in greater number than the very poor (Robert, 2001).
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Very poor households are either excluded from entering the programs or drop out of this
program at an early stage may be because of default in repayment (Kempson and
Whyley, 1998) & (Martin, 1998) cited on (Robert, 2001). The criteria to access micro —
credits have excluded the very poor like the landless, etc in (Bangladesh Osmani, 1989)
cited on (Susan and Ben, 2002). Mentally and physically disabled, the elderly, street

children, prostitutes and refugees (David, 2000) are the most excluded.

2.8 Analytical Framework of the Study

The analytical framework of this study was developed from the concept of poverty and its
relations to households/individual improving assets, income, expenditure on
consumption, access to education and health. It develops also on engagement of income
generating activities. The study defines impact of micro — finance on its role in improving
household asset ownership, income, saving, crop yield, access to health/education and
decreasing vulnerability to stresses’ in rural farming community. This study derives its
lesson from the impact of micro — credit provided by DDSCP (Dawuro Dicha Saving and
Credit Program) in Dawro Zone in Southern Nations, Nationalities and People’s Regional
State. The thesis assumes that DDSCP likely solved the micro — level development
constraint (starting capital) of fartmers. Thus they have resumed productive (income

generating) activities at household level. The injection of this micro — credit was assumed
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to improve crop yield, household income, improve saving, access health and education. It
might have reduced the vulnerability to stresses (crop failure, etc.). The issue of time
(both duration and starting point of injection) has seen as constant for possible impact

analysis of the micro — credit. The following framework (Fig 1) leads the analysis.

Initial household

Welfare
improvement

Injection of micro — credit

to solve definite financial

constraint to resume some
productive activities

Resume productive activities
(intensified different activity)

—\

Reduced financial constraint for
productive activity; increase in
assets, crop yield, access to
education/health, income, saving

Fig 1. Impact of Accessing Micro-credit
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CHAPTER THREE: RESEARCH METHODOLOGY

3.1 The Study Approach

Various studies utilized different approaches; some employed clustering approach as used
by (Tsehay et al., 2003; Bamlak, 2004; Berhanu, 1998 and Doocy et al., 2005). The
clustering in these works employed grouping the target groups into new and frequent
borrowers. The former cluster is used as a control group to verify differences in the living
standards of the latter. The control group comprises the members who did not take loans
from MFIs or the new borrowers. The new borrowers are conceptualised as those who
received loan for the first time or those who have stayed in the program for less than one
year. However, this approach has limitations since those who stayed in the program are
systematically dissimilar (SEEP Network, 2000). On other hand, membership for long
period of time in the program alone does not necessarily bring the intended change on
clients. There would likely be continuous and sufficient provision of credit and/or

engagement in feasible income generating activity.

This study employed one loan cycle and regular clients. It compared one loan cycle
clients who received credit only once (control group) with regular clients who received
loan for more than one loan cycle (experimental groups). However, the clustering is made

regardless of their stay in the program. This is because those clients who fail to repay
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their initial loan were not able to access additional credit from the program and also those
who were not able to invest in income generating activities were also not able to obtain
additional credit from the program. These groups of clients are considered as one loan
cycle or new. This methodologically supports the argument that the clients who received

more than one loan cycle credit would show significant impacts.

Micro — credit is defined in this study as small credit (100 to 5000 ETH. Birr) given for
farming and petty trade to contribute towards improving the livelihood. Thus, this study
assessed the impact of micro — credit in terms of change in crop yield, household income,
household food expenditure, children access to education, access to health, saving, and
asset ownership between one lpan cycle and regular clients. This study also
problematises continuity of credit facility and relatively sufficient provision of credit and
the contribution of protected or not loosed enterprises from the failure brings impacts on

clients in remoter areas like Dawuro.

3.2 Study Area

The study area, Dawuro Zone, is 500 KM away from the Capital (Addis Ababa) to South
West. This area was selected mainly because of no other study conducted in the area

related to micro-finance program. Dawuro Dicha Saving and Credit Program comprise
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six saving and credit co-operatives located in six PAs of Dawuro Zone. These includes;

Arka, Gozo Tercha, Waka Debere Selam, Mada Gobo, Yamala Meso and Arussi Gozo.

3.3 The Data Set

Both primary and secondary data sources were employed to collect qualitative and
quantitative data. Primary data was collected from key informant interviews, focus group
discussions and household sample survey. Secondary sources were books, reports of

MFIs, DDSCP, CSA, Local Administration, etc.

3.3.1 Primary Sources and Major Data Collected

Key informant interview was carried out to obtain information on the contribution of
DDSCP microfinance program anci the constraints faced in the program implementation
in six PAs. The key informants were those who have knowledge of the area, the clients
and the program. These were selected from the DDSCP staff, DDSCP board members,

Zonal and Woreda experts of Agriculture and Rural Development Office.

Focus group discussion participants were selected from the clients (one loan cycle and
regular clients) and leaders of the borrowing committee. Two focus groups containing
sixteen participants were involved in the discussion. The researcher managed the

discussion as a moderator.
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Households Sample Survey was undertaken by directly interviewing client households

using structured and semi structured questionnaire.

Through various tools employed in this study, data collected include basic information on
household demographic characteristics, access to loan and loan utilization, and household

socio — economic information (income, expenditure and asset).

3.3.2 Sampling Technique and Sample Size

Respondents were selected from the clients based on systematic sampling method. The
sample was drawn proportional to the size of sample frame. The sample frame was the
population in each peasant association. After identifying sampling interval (k) any
number between one and k is selected on lottery method (j). Then first j is selected and
every k™ unit is drawn. The systematic sampling method employed was selected to

minimize the sampling bias.
On a practical level, sample size is partly determined by the time and resource available

for the survey. On technical level, four parameters inform the decision on sample size.

These are; (1) the desired precision of the survey, (2) the probability distribution of the
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variable that the survey seeks to measure in the population, (3) the choice of sample
design (that is simple random or multi-stage random sampling) and (4) the number of

variable (in this case impact indicators) (World Bank, 2003).

In this study, 3 to 2 ratios of regular clients to one loan cycle clients were maintained.
Respondents were selected from the clients by drawing 186 representative samples from
sample frame through systematic random sampling and out of these 169 respondents
were found valid. It is presumed that, the result for sampling household will generate the
required information in relatively good precision about the population of one loan cycle

and regular clients in the program.

3.3.3 Questioner Design and Data Collection Procedures

The impact survey comprises about eight groups of questions. The standard questionnaire
was developed that had groups of questions to test the identified indicators regards to the
impacts of microfinance program on its clients. Six enumerators were recruited and
trained for three consecutive dz;ys. After training, enumerators administrated the
questioner to a sample of 20 one loan cycle clients and 30 regular clients for pre-testing

in Waka Debreselam PA. The enumerators administered this pre — test for two

consecutive days.
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3.4 Data Analysis

Descriptive analysis was employed using cross tabulation’ using SPSS version 10,
(Statistical Package for Scientific Studies) software. This method was used to present and
analyze the information collected from the field survey. The data in this set was presented
in the form of tables. Analysis was conducted using cross tabulation, frequency
distribution and percentage. The chi — square and independent sample t-test was also used
to prove the statistical significance of the impact of the MFI over the selected indicators.
Based on the research questions, emphasis was given for those who accessed loan once

and more than once.

* When one or more variables are measured on a nominal or ordinal scale, cross tabulation is a means of identifying a
relationship between two variables. It categorizes into cells the number and percent of cases in which different
combinations of responses occur (World Bank Poverty Assessment tool, 2000).
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CHAPTER FOUR: DISCUSSION AND ANALYSIS

4.1 The Respondents Characteristics and Loan History
4.1.1 Individual and Household Demographic Characteristics

Assessment of microfinance impact requires explaining a clear picture of individual and
households’ demographic characteristics of the respondents such as, individual martial
status, mean age in year, educational level (literacy) of the respondent, and sex category
of the clients, average family size and average number of dependents in the households.

Table 2 summarises the individual demographic characteristics of the sample households.

Table 2. Individual Demographic Characteristics

Description Clients chosen Total
One loan cycle Regular client
client

Sex Number % Number % Number %

Male 56 92 95 88 151 89

Female 5 8 13 12 18 11
Marital ~ [Single 3 5 2 2 6 4
status Married 56 93 103 95 159 94

Widowed 1 2 3 3 4 2
Age Mean age 39 - 40 - 40 -

Minimum age 18 - 19 - 18

Maximum age 65 - 75 - 75 -
Level of |Less than grade 4 26 43 36 33 62 37
education (Grade 5—8 27 44 46 43 73 43

Grade 9 — 12 8 13 26 24 34 20

Source: Survey Data
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As it can be seen from Table 2, a’large majority of the respondents (151or 89%) were
male and very few of them were female (18 or 11%). This may likely indicate that the

credit scheme targets more of males than females in the area.

Various studies show that in the development process, the way women (women headed
households) are included is often a matter of concern. The above showed that women are
likely side-placed. On the other hand, studies also show that the propensity of women to
get into poverty trap is likely higher than those of male counterparts but commitment of
policy makers to develop appropriate policy direction to women and including women in
development program highly affects their achievements. In addition, women lack access
to education and health, and they face time constraint and lack decision power in
households. These make women to stay in poverty and hinder their participation in

development program. Thus the above fact likely shows such reality.

All the sample groups were economically active. That is 18 and above aged clients was
included in the program and almost the two groups are in similar age category. This may
implicate that most of the clients w;re in the productive age and if they are provided with
‘sufficient’ credit money; and if their business perform well, they might likely escape
poverty trap. This is because the productive age group can allocate labour in production
activities and may generate and build asset. However, the productivity of this age group

also depends on the health status of individuals or the dependants in the household.
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Marital status of the surveyed housghold’s exhibited similar for the one loan cycle (56 out
of 61) and regular clients (103 out of 108) indicating similarity between the two groups.
Out of interviewed total clients, 62 respondents found below grade four (Table 2)

indicating low level of education in the area.

With regard to average family size, (Table 3) there were slight differences but not
significant between one loan cycle and regular clients. The average family size was 7.2
and 7.4 for the one loan cycle and regular clients, respectively.  Similar trend was
observed for average number of dependants, i.e. 3.3 persons for one loan cycle and 3.4
persons for the regular clients, respectively. This indicated that over all average family
size and number of dependants is high for both clients. This likely indicated more
consumers than producers for the income obtained either from credit or other sources. In
addition, it is not easy to bring and maintain livelihood improvement for poorer
households unless the size of family is limited due to the fact that they require high
income to cover all the necessary expense of the households implying low saving
potential. In fact, it is observable in rural areas that children from the age of seven
participate in the household activity sets in one way or another. However, the

productivity is likely very low.
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Table 3. Average Household Family Size and Dependents

Household Average family size Average number of
dependent*

One loan cycle Number 61.0 61.0

Mean 7.2 3.3
Regular client Number 108.0 108.0

Mean 74 3.4
Total Number 169.0 169.0

Mean 73 3.4

Source: Survey data
* Below 14 and above 60 years old.

4.1. 2 Socio Economic Characteristics

In the socio economic section, an attempt has been made to discuss on major occupation
of the adult as portrayed in Table 4. About 87% of one loan cycle and 91% of the regular
clients were engaged in agricultural activities. This is followed by 12% and 9% of the one
loan cycle and regular clients, respectively engaged in non-farm income generating
activities (petty trade). This likely indicates that households are diversifying income
generating activities out of agriculture. There are also students that benefit from the
program; however it needs detail data and explanation as to how students are able to
access and on what kind of extra — curricular income generating activities they are

engaged.

Even though there was continuous access to loan for frequent clients’, their major

occupation was agriculture. This likely indicates that most of the regular participants
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were peasants who want to increase agricultural productivity, and diversification is still

very low.

Table 4 Main Occupation of Respondents

Main occupations of adult household Household Total
One loan Regular
cycle clients client
Self employed in agriculture Count 53 98 151
% 87 91 89
Self employed in non farm enterprise Count 7 10 17
% 12 9 10
Student Count 1 0 1
% 2 0 .6
Total Count 61 108 169
% 100 100 100

Source: Survey data

This result was also tested using chi — square to examine the difference in statistical

significance.

Table 5 Chi — Square Test for Participation Practicing other than Agriculture

Value Df Asymp. Sig. (2-
sided)
Pearson Chi-Square 2.1 2 0.4
Likelihood Ratio 2.3 2 0.3
NO of Valid Cases 169

Source: Survey data

The chi — square result has indicated (Table 5) that the value of the test is greater than

0.05. Thus the null hypothesis is accepted and the alternative hypothesis is rejected. This

indicated that through repeated access to micro — credit, households do not necessary
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participated in activities outside agriculture. Rather they seemed mainly involved in crop

farming, animal rearing and trading related to agricultural products.

4.1.3 Amount of Loan Disbursed

Provision of need based and sufficient loan is one of the interventions that would likely

impact the livelihood activities, welfare and incomes of clients.

Table 6 shows that the average length of time spent in the program by one loan cycle

clients was 7.7 years while regular borrowers have been member for 10.6 years.

Table 6. Clients Loan History

Household Average | Average Average Average Average |Average No
type No of first loan |second loan| third loan | cumulative of cycle
months in| size (Birr) | size (Birr) | size (Birr) loan size
program (Birr)
One cycle Mean 92 661 - - 661 1.0
client Number 61 61 61 61
Regular Mean 127 435 808 1186 1310 2
client Number| 108 108 108 T 108 108

Source: Survey data

The average participation time in the scheme in number of years for regular clients is
greater that the of one loan cycle participants. As it can be seen from the data, regular
clients had an opportunity to have more average loans. This is due to the fact that they

showed good repayment records in‘the program. Yet, due to the fact that most of the one
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loan cycle clients investment found suffered from social or individual failure, hence they
(Table 9) could not repay the first loan they took for long period of time. Repayment is an
important criterion for accessing additional loan. Thus the individual’s good will, client’s
social trust among the others, and collateral are seen by the program as insurance to
minimize the default rate of repayment. In fact, it is evident in many scholarly studies
that such an approach usually excludes the poorest of poor (Robert, 2000). This assumes
that repeated access to micro — credit widens household’s options to employ income

generating activities, diversify income sources and solve finance constraints.

The mean loan received by the frequent client was 1310 Birr and that of one loan cycle
clients was 661 Birr. A test of hypothesis using independent sample T-test was made to
check whether the mean difference is statistically significant or not.

The result of the t- test (Table 7) showed that the result (0.00) is less than 0.05.

Table 7. Average Loan Disbursed and Independent Sample T-test

Household type Mean | Std. Deviation | Mean Difference | t f | Sign (2 tailed)
Regular 1310 235 648 -12| 18 0.00
One loan cycle client 661 493 - - -

Source: Survey data

Therefore, we can conclude that the loan disbursed for frequent clients is significantly
greater than that of the one loan cycle clients at 95% confidence level. This demonstrated

that regular clients received much more cash from the micro — credit scheme than the one
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loan cycle clients. Thus, they had more options for investment in income generating

activities than the one loan cycle clients of the program.

4.1.4 Major Reasons for None Repayment of Loan by New Clients

One of the major criteria to access the subsequent loan was repayment status of the client.
In DDSCP some of the clients (termed as one loan cycle or new clients in this research)
remained with first loan only. To single out the reason why this group left within one
time credit service interviewees were asked for their reflection. Based on the response
(Table 8) sound to be death of animal (26%) followed by diversion to home consumption
(20%) were the major reasons. Failure of crop and inability to engage in income
generating activities, accounted for‘ 15% which were also great challenge for the one loan
cycle clients. These factors highly affected thc productivity of the clients. The average
month of time in the program for this group was 92 months (Table 6), but due to
individual or social failure of the loan investment and critical loan criteria set in the
program, one loan cycle clients cou’ld not able to receive additional loan that likely make
them not to be productive. The DDSCP needs to revise their loan criteria in order to make

them productive and to make impart of the benefit.
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Table 8 Major Reason for Not Repaying the Loan

The Reason for Defaulting One loan cycle Clients
Not engaged in productive activity Count 9
% 15
Death of animal Count 16
% 26
[lness or death of one of the family member| Count 12
% 13
Failure of crop Count 9
% 15
Home consuming during crises Count 12
% 20
Failure of non farm activities . Count 3
% 5
Count 61
Total % 100

Souse: Survey data

4.2 Impacts of Microfinance on Participants Livelihood
4.2.1 Impact on Monthly Income

Micro — credit programs are expected to generate income by availing liquid cash to invest
in different investment form so as to create more wealth. This assumes that households
with more income have more choice to meet their basic needs and enjoy more
opportunities. From (Table 9) the average monthly income for one loan cycle and regular
client found 191 Birr and 358 Birr, respectively. There was around 167 Birr difference on

average between the two groups.
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Table 9 Monthly Income Independent Sample T-test

Households type N Mean Std. Deviation Mean t sign
Difference

Regular 61.00 358 306 167 -5.45 0.00

One loan cycle 108.00 191 65 - - -

client

Source: Survey data

From the independent sample T- test Table 8, the value is less than 0.05. Therefore, the
mean difference of monthly income earned by regular clients is significantly greater than
that of one loan cycle clients. This showed that repeated access to micro — credit for
regular clients increased household’s monthly cash income. However, the variability in
the monthly income of the regular clients is very high as indicated by the standard of
deviation (SD=306 birr) per month. The reflection from focus group discussion also
confirmed that the income from the microfinance program enabled them in improving

their income and modernizing saving culture.

4.2.2 Engagement in Income Generating Activities

Repeated access to micro — credit enables adult households to engage in income
generating activities. For this regard the clients were asked to find out how many adult
persons in a household engaged in income generating activities. The result, (Table 10)
indicated that on average, 1.25 persons of one loan cycle and 2.02 persons of the regular

clients were engaged in income generating activity to earn income.
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Table 10. Number of Household Members Engaged in Income Generating Activity

Household Number Mean [Std. Deviation| Mean t Sign (2-tailed)
Difference

Regular 108.00 2.02 1.57 0.77 -4.61 0.00

One loan cycle 61.00 1.25 0.57 - -

Source: Survey data

Thus independent sample- test at 95% confidence level was conducted to test whether
more members of the regular clients from family size were engaged in income generating

activities than one cycle loan clients.

The result indicated in (Table 10) that the value of the test is less than 0.05. Thus, this
depicted that significantly more household members of the regular clients engaged in

income generating activities.

4.2.3 Key Household Assets Owned

~

The assets owned during the last 12 months and the different sources of money to own
these assets could be one of the indicators to assess the impact of the micro — credit
service on household assets of the clients. Table 11, indicated that 79% of regular clients
and 87% of one loan cycle clients (;wn assets such as home furniture, radio, tape records,
poultry, bed matter, oxen/cow, sheep/goat, donkey, etc. by using the cash they accessed
from the micro — credit. The decision to invest on productive assets differed for one cycle

loan and regular clients. The one loan cycle clients invested their money in the purchase
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of poultry (21%) and sheep/goats (39%) and the regular clients invested in the purchase
of oxen/cow (46%) and horse /donkey (15%). The amounts expend for oxen/cow and
horse /donkey are higher than sheep/goat. This difference in decision is likely due to the
amount of money the clients received. The regular clients received more money from the
service and have bought larger livestock (oxen/cow). The new clients invested on smaller
livestock like sheep/goat and poultry. The data set therefore showed that the micro —
credit has impact on household’s asset ownership. The results in (Table 11) shows that
repeated access to micro — credit enabled regular households to buy bigger livestock. For
example, access to draft power (oxen) may enable regular clients to expand crop

production and/or enable to secure more profit by fating the oxen.

On the other hand, 6.6% of one loan cycle clients and 12% of regular clients owned asset
by selling crop or animal products. Out of this, 4.9% of one loan cycle clients owned the
asset oxen/cow and 6.5% of regular clients purchased sheep/goat. This result indicated
that clients had an opportunity to own different types of assets from different sources of
income. Likewise, in focus group discussion also censuses reached about asset creation in
buying chickens, then small ruminants and converted to cows/oxen level as an asset. The
focus group also agreed that asset creation is one of the copying strategies for crop failure

and also other household shocks in case of condolences and other shortcomings.

52



Table 11. Assets Owned and Source of Money by Clients

Source of money Assets owned Household type Total
One loan cycle | Regular client
Chairs/table/bench 4(6.6) 0 4(2.4)
Poultry 13 (21) 2(1.9) 15(8.9)
Construct house 1(1.6) 1(0.9) 2(1.2)
Radio/tape recorder 2(3.2) 3(2.8) 5(3.0)
Micro credit Bed/mattress 1(1.6) 1(0.9) 2(1.2)
Oxen and cow 8 (13) 50 (46) 58(34.3)
Sheep and goat 24 (39) 12(11) 36(21.3)
Horses/donkey 1(1.6) 16 (15) 17(10.1)
Total 53 (87) 85(79) 139(82.3)
Chairs/table/bench 0 1(0.9) 1(0.6)
Crop/animal and other [Radio/tape recorder 0 1(0.9) 1(0.6)
products sales Bed/mattress 1(1.6) 0 1(0.6)
Oxen and cow 3(4.9) 3(2.8) 6(3.6)
Sheep and goat 0 7(6.5) 7(4.1)
Construct house 0 1(0.9) 1(0.6)
Total 4 (6.6) 13 (12.0) 17(10.1)
Extension package Oxen and cow 1(1.6) 0 1(0.6)
Total 1(1.6) 0 1(0.6)
Own savings Oxen and cow 2(3.2) 6(5.6) 8(4.7)
Total g 2(3.2) 6(5.6) 8(4.7)
Own business 'Sheep and goat 0 4(3.7) 4(2.4)
Total 0 4(3.4) 4(2.4)
Grand Total 61 108 169

Source: Survey data.

4.2.4 Trend of Agricultural Crop Yield

In this section, due to lack of data at household level regarding major crops of the study
area, the researcher focused on the over all trends of agricultural crop yield assuming an
incremental trend in crop could be indicative for one or more crop type yields change.

Hence, during the survey, the interviewees were asked about the trend of over all
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agricultural crop yields in comparison to the former year. According to the respondents
(Table 12) 45% regular and 31% of one loan cycle clients reflected that over all
agricultural crop yields increased. About 80% of the one loan cycle and 86% of regular
clients (Annex I) reported that the reason for the crop yield increment was increase in
market prices; none of the interviewee responded in relation to credit. From this, we can

depict that farmers respond for price change in market price.

Table 12 Trends of Agricultural Yield of this Season versus the Preceding Season

. Household type Total
Trend of over all agricultural ' One loan cycle | Regular client
crop yield client
Decreased Count 20 35 55
% 33 32 33
Stayed the same Count 11 16 27
% 18 15 16
Increased Count 19 49 68
% 31 45 40
Do not know Count < 4 8
% T 4 5
Count 7 4 11
No response % 12 7 7
Count 61 108 169
Total % 100 100 100

Source: Survey data

The chi — square test (Table 13) result indicated that the alpha value of the test found
greater than 0.05, indicating that there is no significant difference for regular clients and

one loan cycle clients in trend of over all agricultural crop yield increment.

54



Table 13. Chi-Square Test for Trend of Crop yield

- Value Df Asymp. Sig. (2-
sided)
Pearson Chi-Square 7 4 0.17
Likelihood Ratio 6 4 0.17
N of Valid Cases 169

Source: survey data

Agricultural farm land expansion is one of the factors for total out put growth. During
this study, 69% of the regular and 59% of the one loan cycle clients responded that there
exists agricultural farm land expansion at household level (Table 14). Investigated
reasons for expansion farm land was access to credit or working capital accounted 40%
for regular and 13% for one loan cycle clients and access to land accounted 27% for
regular and 18% for one loan cycle clients (Annex-II). From this, it is likely possible to
conclude that, repeated access to credit enabled the regular clients to expand their
existing farm land by purchasing draft power or oxen or renting land from the others by

the working capital they accessed.

Table 14. Agricultural Farm Land Expansion at Household Level

Agricultural land expansion presence Household type Total
One loan cyclel Regular client
No “ Count 25 34 59
% 41 31 3
Yes Count 36 74 110
% 59 69 65
Total Count 61 108 169
% 100 100 100

Source: Survey data
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This percentage difference result was also tested using chi — square to prove its statistical

significance.

The chi — square test shown that the alpha value of the test is greater than 0.05 and
hence, we can conclude (Table 15) that the agricultural expansions of regular clients was

not significantly greater than that of one loan cycle clients

Table 15. Chi-Square Tests for Agricultural Farm Land Expansion

Value df Asymp. Sig. (2-sided)
Pearson Chi-Square 2 2 0.4
Likelihood Ratio 2 2 0.4
No of Valid Cases 169

Source: Survey data

»

4.,2. 5 Accesses to Education

As indicated in Table 16 access to credit made a difference in sending children to school.
The average number of children, school aged (5-17 in the household) were 3.3 and 3.1 for
one loan cycle and regular clients, respectively; and average number of children currently
attending school is 1.7 for the one loan cycle and 2.6 for the regular clients indicating
difference between the two groups of clients. The trend of sending children to school for
the last two years increased by 13 (21%) for one loan cycle and by 48 (44%) for regular
clients. Regarding school expense; 28 (46%) of one loan cycle and 77 (71%) of the
regular clients were able to cover expenses of children schooling for the last 2 years

(Annex III).More over, the average monthly educational expense were 33 Birr for the one
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loan cycle clients and 65 Birr for the regular clients. The expense highness for regular
clients is attributed to the more number of children attending school and relatively higher

expenses to school material.

Table 16. Group Statistics and Independent Sample T-Test for Children Attending School

Children's access to Household type N Mean Std. Mean t | sign
education and educational Deviation|Difference
expense
Mean school -aged (5-Regular clients 104 3.1 2 0.2 06| 06
17) One loan cycle 54 3.3 2

clients
Mean children currently  |Regular clients 103 2.6 2 -0.9 -5 | 0.00
attending school One loan cycle 53 1.7 0.8

clients
Average monthly Regular clients 103 65 58 -32 -5 | 0.00
educational expense (Birr) |One loan cycle 53 33 28

clients

Source: Survey data

A statistical analysis showed that the average number of children attending school and
average education expense for regular client was significantly greater than that of one
loan cycle clients. Thus, it is possible to say, that microfinance has significant impact on
access to education in reference to currently attending school via enabling households to
send school aged children to school. More over the information obtained though focus

group discussion revealed that, the income they are getting from the program enabled the

clients to send more children to school.
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4.2.6 Household Health Expenditure

Improvements in education, health and food are useful explanatory variables in individual
living standard. A person with good health and skill (educated/trained) is not likely poor
in relative terms. Consequently, an individual enjoying improved education, health and
food usually motivated as well as fit to resume and enterprise productive activity that
would develop resilience (in terms of income or asset) for risks (vulnerability contexts).
In extreme situation, motivated and healthy labour could sale labour or migrate to areas
where jobs are available to avert stress (deprivation). The skill would make the person fit
to assume jobs and compete under different circumstances that can risk illiterate. Thus,
clients that repeatedly accessed the credit have shown to have access to health and
education. From all respondents 18% and 64% from the one loan cycle clients and
regular clients’, respectively (Table 17) reported that accessing credit is found positive
contributor for the ability to pay for medical expense. This is one of the most important
indicators to evaluate the contributions of micro-finance for household access to medical
facilities. On other hand, the amount of health expenditure might be determined by the
incidence of medical demand or illness or free access to public medical facilities, rather
than the insignificant improvement in the income level of the clients’ household. In order

to test the statistical significance, chi-square test utilized.
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Table 17. Contributions of Microfinance for Ability to Pay Health Expense

Micro — credit on household Household type Total

ability to pay medical

expense One loan cycle client Regular client

No Count 50 39 89
% 82 36 53

Yes Count 11 69 80
% 18 64 47

Total Count 61 108 169
% 100.0 100.0 100.0

Source: Survey data

The value of the chi-square test (Table 18) is less than 0.05 and hence accessing micro-

credit significantly contributed for regular clients’ than one loan cycle client’s ability to

pay health expenses when medical service is required.

Table 18. Chi-Square Tests for Microfinance impacts on Health Expense payment

Value df Asymp. Sig. (2-sided)
Pearson Chi-Square 33 1 .000
Continuity Correction 31 1 .000
Likelihood Ratio 35 1 .000
Fisher's Exact Test
N of Valid Cases 169

Source: Survey Data

4.2.7 Household Food Expenditure

In this section data regarding food items obtained from own harvest was not collected due

to the difficulties to value and aggrégate all food items consumed from their own harvest.

More over, the most power full indicator to show the contribution of microfinance on



conditions of diet was also not included here due to data discrepancy and only valid data
collected on household expenses basically expenditure on food items which was
expended to buy supplementary food items from market is included here. The impact of
the micro — credit on household supplementary food expenditure (Table 19), showed that

the mean monthly supplementary food expenditure of regular clients was 232 Birr and

while that of the one loan cycle clients was 154 Birr.

Table 19 The T-Test for Household supplementary food expenditure (Birr)

Household chosen | Number | Mean (birr) Std. Mean Difference t sign
as Deviation
Regular client 61 232 122 -78 -6 0.00
One loan cycle client 108 154 51

Source: Survey data

As revealed in sample t-test for the monthly supplementary food expenditure for the
regular clients was significantly greater than that of the one loan cycle clients; indicating

the micro — finance service impact on household supplementary food expenditure.
4.2.8. Coping Difficulties or Stresses

Microfinance program potentially reduces vulnerability enabling the clients to diversify
or increase income, increase their, savings, accumulate physical assets, increase
expenditure on consumption and other related measures. Since the DDSCP major share
of the loan was targeting agricultural enterprise possibility to be affected by drought, the
clients were asked on how they have been responding to stresses like crop failure,

livestock death and long time illness. The response was summarized in (Table 20),
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reveals that the way of coping difficult situation was more or less similar for both groups

of clients. That is 43% of regular 41% of one loan clients sell personal property at time of

difficult situation and 19% and 23% of regular and one loan cycle clients respectively,

borrow food or cash from relatives with out cost followed by 11% regular and 10% one

loan cycle clients borrow with cost. Thus, from this we can likely conclude that coping

strategy against vulnerability, stress or damage was not quite different for repeatedly

accessed regular and one loan cycle clients. This is may be the non existence of insurance

schemes in the program and low saving capacity of the clients. A test of hypothesis was

also made in order to examine whether different stress copying mechanisms to reduce

vulnerability exist between regular and one loan cycle clients.

Table 20. Mechanisms of Coping Stresses

Coping stresses Clients

One loan | Percent | Regular | Percent (%) | Total

cycle clients | (%) clients Percent (%)
Borrow food/cash from | 14 23 21 19. 35
family/relative/neighbour | 21
Borrow food/cash at cost 6 10 12 11 18 11
Sell personal property 25 41 46 43 71 42
Total 61 100 108 100 169 100

Source: Survey Data

The test showed (Table 21) that the alpha value of the test is greater than 0.05, Therefore;

regular clients do not have significantly different stress coping mechanisms than the one
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loan cycle clients. From this finding we can depict that repeated access to micro — credit

cash does not necessarily improved the coping mechanism of clients in the study area.

Table 21. Chi-Square Tests for Stress Coping

Value df Asymp. Sig. (2-sided)
Pearson Chi-Square 3 4 0.5
Likelihood Ratio 5 4 0.3
Number of Valid Cases 169 = -

Source; Survey data

4.2.9 Micro Finance Impact on Saving

One of the major objectives of the micro-finance programmes is enabling the poor to
generate enough income by investing in productive activities. Saving part of profits for
future investment and improving the quality of the lives of the beneficiaries is also
another objective. According to (Ted, 2001) lack of access to credit and saving facilities
increases household vulnerability to wards endogenous and exogenous shocks such as
natural disaster. To minimize such shocks DDSCP has developed saving scheme for their
clients through time. The survey result (Table 22) indicated that the average annual

saving exhibited 215 Birr for the regular and 210 Birr for one loan cycle clients.

Table 22. Average Saving and Independent Sample T-Test

Household type N Mean Std. Mean t sign
- Deviation | Difference
Regular client 82 215 211 -5 -0.11 1
Cash savinglOne loan cycle client| 45 210 276 - = =

Source: Survey data
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However, the independent sampliné t-test analysis at 95% confidence level result showed
(Table 22) that, there is no significant difference between the regular and the one loan
cycle clients in the amount of average annual saving. This is partly because the clients are
required by the program to invest on income generating activity and they also consume
some of the loan for example for buying food, and education and other related expenses.
From the result of the test, microfinance service didn’t bring significant impact on
savings of the regular clients. Despite, insignificance in saving, in focus group discussion,
the discussants disclose the benefits of the program in saving that, traditional experience
was saving in house that could be Qubject to theft, burnt or other kind of loss. Some were
saving with their relatives or friends where it was also much subject to denial/refusal to
give back. But after the DDSCP commencement they reported that they have been saving
now in the program. Saving could be used even by their descendents in case of death. The

key informants also stated that they liked renovating culture of saving, social trust

building up and thinking in a sense of business.

4.3 Decision Making Role of Households

-

Microfinance programmes are supposed to empower women through increased role of
decision-making in the households and community, improving business skills, better
incomes, greater self-confidence and better social acceptance, among others. Women
who are participating in the microfinance programmes are also assumed to feel less

P

marginalized, and have higher aspirations for their children’s education and nutrition.
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The other rationale was that the clients participated in micro-finance service were likely
involved their wife/spouse in decision making at their household due to change of
attitude. With this assumption, both the one loan cycle and regular clients’ questioned

about principal decision makers in the households.

Among the one loan cycle clients, about 57% reported self - decision and about 25%
reported (Table 23) that the husband and wife make decisions together. With regular
client, the joint decision making by husband and wife was 34%. This implies that, a
gradual improvement of women involvement in households’ decision making that is

power to decide over matters of households concern improved.

Table 23. Principal Decisions — Maker in the Households

Households Households type

level decision — | One loan | (%) ~ | Regular (%) Total

making cycle clients

dynamics clients (%)
Self 35 57 58 54 93 55
Male (husband) | 10 16 12 11 22 13
Female (wife) 1 2 1 1 2 1
Husband  and | 15 25 - |37 34 52

wife 31
Total 61 100 108 100 169 100

Source: Survey data
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4.4. Decision Making Role of Respondents in the Community Level

The microfinance service delivered to the study area is reflected that the intervention has
brought positive effects to the clients’ capability on the socio-economic empowerment.
To this end out of one loan cycle clients’ 79% and 66% of regular respondents have been
participating as Kebele member yet, from regular borrowers, about 27% of the
interviewed reported that they have been playing as development committee member as
opposed to merely 3% respondents from one loan cycle clients involved (Table 24).
Development is a joint effort that spill over to community from the individual

households, the interest of participation is increasing.

Table 24. Decision Making Role in Community/Social Empowerment

Community level Household type

decision — making | One loan cycle clients Regular clients Total

dynamics N=61 | Percent(%) | N=108 | Percent(%) | N=169 | Percent (%)
Committee member | 2 3 29 27 31 18

Kebele member 48 78 71 66 119 70

Attend meeting 4 7 5 5 9 5

Never participate 7 12 3 3 10 6

Total 61 100 108 100 169 100

Source: Survey data
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4.5 Major Constraints of the Program

Some of major problems as the survey result indicates, (Annex IV), the loan repayment
system or procedure was not suitable for 74% of regular and 67% of one loan cycle
clients. About 82% of the regular clients reported that their income generating activities
affected by lack of sufficient and timely accessing loan followed by lack of sale due to
limited market access. Similarly, 74% of one loan cycle clients reported that the problems
encountered were lack of sufficient and timely accessing the loan, followed by lack of
sale due to limited market access. In addition, the business the clients engaged was also
not making money 33% for regular and 46% for one loan cycle clients. Lastly but not list,
overall shortage of income received was reported by 18 and 23% for regular and one loan
cycle clients, respectively. Likewisé, the survey result of customers’ satistaction
indicated that (Annex V) 36% of regular and 17% of one loan cycle clients were not
satisfied with high interest rate; and 28% of one loan cycle and 18% of regular clients
were not happy with absence of insurance. Higher proportion of one loan cycle clients
(37%) reported that their credit demand was not fulfilled unlike to that of regular clients
(16%). In fact, the one loan cycle reporting for their unmet credit demand was due to this
group not binding with credit accessing criteria of DDSCP. Yet, the type of major
problems affecting one loan cycle and regular clients seems having similar degree more

or less. Most of these problems are highly interrelated and interlinked which call for
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strong commitment of the planners to break off their tie. Obliviously, micro-finance
institutions give loans to individuals or groups for investment in productive activities;
generate income, and repay loans with interests within initially framed time schedule. If
loan provision is not sufficient and timely available, it hampers the success of micro-
finance from various angles. As a result the client might not engage in productive activity
at the proper time via correct type of business. This in turn affects repayment of loan or

holds back from timely repayment of loan.

Apart from the survey result, the focus group discussion conducted was also gathered
reflections in relation to the view and perceptions of clients about the DDSCP
performance in area of loan, saving, interest rate, suitability of repayment and other
related issues. Both groups particfipated in the discussion liked their access to credit
service. Nevertheless, encouraging impact of the loan, the groups disliked the time of
loan repayment, the high interest rate, high registration fee and poor infrastructure at their
village. They also complained about the amount of credit insufficiency and not timely
disbursement. The discussants pointed out market access limitation, absence of insurance
and limited regular supervision and monitoring. In addition the discussant disclosed about

shortage of total capital too.

The key informants also pointed oyt the limitation of insurance in case of failure as one

of problems. It was reported during interview that the amount of credit couldn’t
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sufficiently finance enterprise of the clients due to the criteria in place though the credit
ceiling is limited to 5000 Birr. Likewise, the clients thought about the business, and
failure of some of the clients due to individual and social calamities. More over, they
further noted that the remoteness of the area negatively contributed to attain the intended
mmpact. The management gap was also one of areas stressed by key informants. As to that
of household survey result, some of those borrowed loan didn’t payback in time or total

failure.

4.6. Issues Clients’ Stated for Betterment of the Program versus the Problems

Getting idea or the way out from community is indispensable to improve any stage of the
program. Obviously, the policy idea gathered from grassroots level would have big
impact. Hence, during the survey both interviewees were asked about what to be
improved or done for DDSCP betterment. About 43% of one loan cycle clients suggested
the importance of introducing insurance scheme, 23% to reduce the registration fee
followed by expand DDSCP to masses, 12% reduce interest rate, 7% more Government
support and 5% change the management body. While, out of regular client respondents
28% suggested introduction of insurance scheme, followed (24%) focusing to reduce
registration fee, (19%) reduce interest rate, expand DSCP to masses (17%), and introduce

periodic evaluation /monitoring (7%) and 5% asked changing management (Annex VI).

-
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The data portrays that the opinion in case of one loan cycle and regular clients revealed
similarity in introducing insurance scheme, reducing interest, and outreach. So, policy
implication could be paying due attention about insurance scheme and expand micro-
credit program. In addition to survey result, the key informants also voiced on managing
client complaints. They also raised about awareness raising, changing the guideline of the
program on credit ceiling, periodic evaluation, creating better terms of reference to assess

and support in marketing and refreshment training for committee members.
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CHAPETER FIVE: SUMMARY AND RECOMMENDATIONS

5.1. Summary of the Findings

Impact assessment of microfinance is necessary not only to demonstrate to donors that
their interventions are impacting positively, but also to generate information that allows
MFIs to improve their services, and thus improve impact. In particular to the study area,
DDSCP of this research, there is neither institutional nor impact research conducted. The
study attempted to measure whether repeated participation in the microfinance program
has brought significant difference on livelihoods of regular vis-a-vis one loan cycle
clients. The study also attempted to find out the core problems faced by the program in

the course of program implementation.

The study results clearly indicated that injection of microfinance to household income set
has brought changes in their livelihoods. The overall finding indicates that micro — credit
provision has impacts on the livelihoods of the rural people even in remote areas like

Dawuro. For major variables the statistical test results showed significance.

Impact on income: Micro — credit programs enable clients to generate income by

availing liquid cash to engage in income generating - activities. This assumes that



households with more income have more choice to meet their basic needs and enjoy more
opportunities. The study on DDSCP has clearly shown that the average monthly income
for one loan cycle and regular client was 191 Birr and 358 Birr respectively. The
independent t- test has also indicated significance of micro — credit on household monthly
income. Therefore the mean difference of income earned by regular clients is
significantly greater than that of one loan cycle clients. This shows that repeated access to

micro — credit created increased in household’s cash income.

Asset owning: The result of this study shows that 79% of regular clients and 87% of one
loan cycle clients owned assets such as home furniture, radio, tape records, poultry, bed
matter, oxen/cow, sheep/goat, donkey, etc. by using the cash they accessed from the
micro — credit loan. The one loan cycle clients purchased of poultry (21%) and
sheep/goats (39%). However, the regular clients purchased oxen/cow (46%), 15%
donkey/ horse. The amount of money (cash) to buy these assets differs. This difference
in decision is likely due to the amount of money the clients received. The regular clients
received more money from the service and have purchased larger livestock (oxen/cow)
and donkey or horse. The one loan cycle clients purchased smaller livestock like
sheep/goat and poultry. The data set showed that the micro — credit brought impact on

household’s type of assets they choose to own.
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Improvement in crop yield: The study result showed that agricultural crop yield
increased for regular clients (45%) and 31% for one loan cycle clients. The result also
indicated that the expansion of farm land found 59% for one loan cycle and 69% for
regular clients. However, both crop yield increment and farm land expansion were not

statistically significant.

Ability to Pay Health Expenditure: The study results indicated that clients that
repeatedly accessed the credit loan have shown improved access to health/medication.
From respondents 18% of one loan cycle clients and 64% of regular clients’ reported that
the ability to pay health expense was improved. There existed significant difference in
contributions of microfinance on ability to pay health expense for regular clients than one

loan cycle clients.

Education: The study showed that micro — finance impact on children’s access to
education. The average enrolment and status of staying at school was greater for regular
than one loan cycle clients (borrowers). The regular clients have indicated that the credit
they received from DDSCP enabled them to pay school expenses of their children at ease.
Therefore, the average number of children currently attending school is significantly
greater for regular clients than the one loan clients. In the independent t- test, repeated
access to micro — credit significantly affects access to education for frequent clients. Thus

it is possible to say microfinance program has significant positive impact on improving
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school enrolment, sending children continuously to school and mean monthly educational

expenses of regular clients.

Household supplementary food expenditure: the average monthly supplementary food
expenditure of regular clients was found 232 Birr and that of one loan cycle clients found
154 Birr. From the statistical test too the average monthly supplementary food
expenditure of .regular client found significantly greater than that of the new clients.
Therefore, micro — finance contributed positive impact on household supplementary food

expenditure.

Coping stresses: The study also inquired whether repeated access to micro — credit loan
improves vulnerability to stresses of clients. The result showed that coping risk was
mainly by selling personal property for both regular and one loan cycle clients. The test
of significance also shows that repeated access to micro — credit cash not significantly
improve the coping capacity of clients and coping stress seems the same for frequent and

one loan cycle clients.
Improvement in saving: The survey result indicated that the average annual saving for

regular client exhibited 215 Birr and 210 Birr for one loan cycle clients, but this was not

significantly different.
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Decision making role of households: The result of the research findings indicated,
among the one loan cycle clients, about 57% reported for their self - decision and about
25% reported that the husband and wife make decisions together. With regard to regular
clients, the joint decision making by husband and wife found 34%. This implies that, a
gradual improvement of women involvement in households’ decision making due to

exposure to micro-finance.

Decision Making Role of the Community: To this end out of one loan cycle clients’
79% and 66% of regular clients’ responded their role was mainly as Kebele member. Yet,
from regular borrowers, about 27% of the interviewed played as development committee

member as opposed to merely 3% respondents from one loan cycle clients.

Major Constraints of the Program: According to the regular clients, the reported
major problems interest rate loan-repayment system or procedure not suitability, the
insufficiency of the loan to run enterprise and weak timely disbursement of the loan,
limited market access, and relative unprofitably of the selected enterprise they engaged.
The same holds true for one lone cycle except the magnitude. The unique problem in
reference to one loan cycle is their unmet credit interest. In fact, this problem attributed to
their not meeting the criteria set to be eligible for follow up credit accessing. More over,

in both group case the absence of insurance scheme forwarded as one of the constraints.
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The key informants also confirmed about insufficiency of the loan, poor payback culture,

accesses to market situation and also reflected weak local government offices support.

5.2. Recommendations/Policy Issue

Based on the major findings of the study the following recommendations are suggested:

e Assessing over all short, medium and long term enterprise feasibility before
providing credit to mitigate the business failure.

e Revise the loan delivery time, loan accessing criteria, the loan size, and credit
repayment system.

e Introduce insurance scheme so as to build confidence of investment.

e Interest rate and the logic behind the interest have to be well communicated to
clients.

e Timely monitoring and evaluation of the program so as to correct any
shortcomings at spot.

e Improving the DDSCP management system in relation to strengthening the
overall management.

e Intentionally involve females in DDSCP so as to benefit the community as a
whole.

e Revise the registration fee to attract more clients
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ANNEXES

Annex I. Reasons for crop yield increment

Reasons for better agricultural yield House hold chosen as Total
New clienf Regular client]
Improved farm management Count 3 1 4
% 5 1 2
Better price for sales Count 1 1
% 1 1
Good climate Count 8 13 21
% 13 12 12
Increase in market price Count 49 94 142
% 80 87 84
Total Count 60 108 168
% 100.0 100.0 100.0
Source: Survey Data
Annex II. Reason for agricultural farm land expansion
Reason for agricultural Household type Total
farm land expansion One loan cycle Regular
Access to credit or Count 8 43 51
working capital
% 13 40 30
Access to land Count 11 29 40
% 18 27 24
Sold the asset Count - 4 10 14
% 7 9 8
Access to inputs Count - 1 1
% - 0.9 0.6
Not applicable Count 15 7 22
% 25 7 13
No response Count 23 18 41
% 38 17 24
Count 61 108 169
% 100 100 100
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Annex1II. Access to education by clients

Trend for Household chosen Total
children New client Regular client
attending Increased Count 13 48 61
school in the % 21 44 36.1
last two years  Decreased Count 7 12 19
% 12 11 11
Stay same Count 40 45 85
% 66 42 50
Invalid Count 1 3 4
% 2 3 2
Count 61 108 169
Total% 100.0 100.0 100.0
Decreased Count 8 8 16
. % 13 7 10
Trend of Stay same Count 8 8 16
school % 13 7 10
expense Increased Count 40 87 127
compared to % 66 81 75
last year Invalid Count 5 5 10
% 8 5 6
Total Count 61 108 169
% 100.0 100.0 100.0
No Count 27 25 52
to cover % 44 23 39
en's school Yes Count 28 7T 105
i expenses for % 46 71 62
st 2 years Invalid Count 6 6 12
% 10 6 7
Count 61 108 169
Source: Survey data
Annex IV. Major Problems of the Clients
Major problems by respondents House hold Total
One loan cycle client | Regular client
[They do not give loan as per my plan Count 45 88 133
% 74 82 79
Lack of sales due to limited market access| Count 30 58 88
% 49 54 52
Loan activity was not profitable ’ Count 28 36 64
% 46 33 38
low income Count 14 19 33
% 23 18 20

Source: Survey data
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Annex V. Reasons for Clients Dissatisfaction

Name of things the client dislike . Household type Total
One loan cycle clienf] Regular client
High interest rate on loan 10(17%) 37(36%) 47(29%)
No evaluation and monitoring system 6(10%) 6(6%) 12(7%)
Customers do not pay back credit in contract 2(3%) 10(10%) 12(7%)
[There is no insurance service 17(28) 19(18%) 36(22%)
We could not get credit when we need it 22(37) 17(16%) 39(24%)
Management problem 2(3%) 4((4%) 6(4%)
Some do not pay the principal/ interest timely 1(1.7%) 11(11%) 12(7%)
60 104 164

Numbers in parenthesis are in per cents

Annex VI. Issues Clients Stated for Betterment of DDSCP

Issues Clients State for Change or Betterment House hold chosen |Total
Oneloan | Regular
cycle client| client
| will facilitates for the availability of insurance service Count 26 30
i % 43 28 2
| will create evaluation and monitoring system Count 1 8 9
% 2 T 5
| will change the whole management Count 3 5 8
% B 5 5
| will increase the credit amount(ceiling) for all borrowers| Count 2 - 2
% 3 - 1
| will sale more shares to the members Count - 4 4
% - & 2
| will adjust credit disbursement time (Sep - Jan) Count - 2 2
% - 2 1
| will reduce the interest rate Count 7 20 27
% 12 19 16
| will expand basic infrastructure (roads, health) Count - 1 1
% s - 9 .6
| will_convince government or public for support Count 4 9 13
% 7 8.3 8
| will start long run credit service Count 1 1 2
> % 2 9 1
| will expand MCP to the masses Count 14 18 32
% 23 17 19
| will provide credit on their interest Count 1 3 4
%. 2 3 2
| will make the MCP to pay the dividend timely Count - 2 2
% - 2 1
Total Count 61 108 169
% 100.0 100.0 |100.0

Source: Survey data
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Annex VII. Survey Questionnaire

Subject: Questionnaire for survey on the Impact of Micro Finance: in Case of Dawuro

Dicha Saving and Credit Program (DDSCP), Mareka Woreda, Dawuro Zone, SNNPRS’
Instruction

Dear Respondents,

I am a prospective graduating student from Addis Ababa University (Postgraduate
program in Regional and Local Development Studies). In partial fulfilment of the
program, I am undertaking the research on ‘The Impact of Micro of Micro-Finance: in
Case of Dawuro Dicha Saving and Credit Program (DDSCP), Mareka Woreda, Dawuro
Zone, SNNPRS’. The research exclusively relies on data collected through survey
questionnaire. Consequently, this survey questionnaire aims to collect sufficient and valid
data in order to comply with this academic requirement. The findings of this research are
expected to be used by policy makers, academicians and donors. Your respectful
response to these questions, thus, will have a big impact on the results of the paper.
Finally yet importantly, I assure you that all personal information obtained from you will

be kept confidential. Thank you very much.
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Note to the enumerators:

Introduce yourself to the respondents; clarify the objectives of the study, and make sure

that you clearly explain the questions to the respondents.

A. General information

1. Name of interviewer------=--=-===-=-=eznu---- -

2. Date of interview (dd/mm/yr) -==-==-===mmmmmmmmmmmmmeemae

B. Household Basic information

3. Name of peasant Association -------------==mmmmmmmmuemv

4. Name of respondent (Household head) ------------------- Age------ Sex---------

5. Marital status 1= Single 2=Married, 3=widow 4== divorced

6. Number of household members;
1=between 14-60-------- 2=less than 14------ 3=over 60--------------

7. Main occupations of adult household (greater than or equal to 14 years);
1=self-employed in agriculture 2=self employed in non-farm enterprises
3=student 4=casual worker S=unemployed 6=unwilling to work 7=not able to
work 78 = others specify ---=-=---mnm-

8. Level of education; 1 Less than grade four 2=5-8 3=9-12 4=above 12
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C. Accesses to loan, Loan Utilization, and repayment
9. How long did you stay as a member of the program in months? ----------
10. How many times did you receive loan? ----------m-emeeeeuee
11. How much Birr did you receive in the 1% loan? ------------=-=----—-
12. How much Birr did you receive in the 2™ loan? --------------------
13. How much Birr did you receive in the 3™ 10an? -------------=-------
14. How much is the cumulative loan you received from the program? ----------------
15. Did you invest any of the last credit loans from the program into income generating
activity?
1=yes (Go to No 16) 2=no (Go to No 17) (Go to No 17)
16. How did you invest the last loan you took from the program? (Multiple answers
possible);
1= trading (includes petty trade) 2=hand crafts and wood work 3=agriculture
(crop production, animal raising)
17. Did you use any portion of your last loan to (Multiple answers possible).
1. Buy food for your household 1=yes 0=No
2. Buy clothes or other household items 1=yes 0=No
3. Give or loan the money to ydur spouse or someone else 1=yes O=No
4. Did you keep some money on hand to use in case of emergency 1=yes 0=No

5. To repay other debt 1=yes 0=No
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6. For house/land improvement or purchase 1=yes 0=No
7. To spent on celebration, like wedding 1=yes O=No
18. Has the loan repayment system suitable for you? 1=yes 0=No
19. If the answer for question No 18 is No, specify why it is not suitable for you? ------
20. Was repaying the loan difficult for you? 1 = yes (go to # 2) 0 =no
21. If the answer for question No 20 is yes, what were your problems? (Multiple
answers);
1 = Loan activity was not profitable 2 = I or others in my family had been sick
3 = Use some of the loan money for food or items for the household
4 = Sold on credit
5= Lack of sale or demand 6 = Death in animal 7 = Family celebration
8 = Others/ specify ---------- Z---- 99=Don’t know 98= Not Applicable
22. (For only one loan cycle clients), what were the reasons for not repaying the first loan
(specify)?
D. House Hold Level Income, Income Utilization and Asset
23. From the member of your family, is there any one who is engaged in income

generating activities?  1=yes 0=No
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24, If the answer for question No 2?3 is yes, in what kind of activities are they engaged?
Types of activities Monthly income
Pettytrade
Hodasft @ =000 0 e
Dailylabourers =000 e
Livestock Products (milk & milk products) ~ ==—emmemmmemee-
Others
Annual Income
Crop Sales (Since the last 12 months) ~ —emeemmmme e
Livestock Sales (since the last 12 months) = ==-mmemmmmmmmmeo
25. How many adult persons in your household are working —engaged in work that earns
income? —
26. How much was your household monthly income from all sources? ------------
27. What is the trend of the income of the household over the last 12 months?
1=decreased 2=stay the same 3=increased 99=don’t know 98=not applicable
28. If decreased, why did your income decrease? (Multiple answer possible)
1. One of the household member has been sick 1=yes 0=No
2. Poor sale 1=yes 0=No
3. Poor agricultural season 1=yes 0=No
4. Unable to get inputs 1=yes 0=No

5. Lost job 1=yes 0=No 6. Others (specify) ------—-
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29. (If increase at all) why did your income increase? (Multiple answers possible)

1. Expanding existing income generating activity 1=yes 0=No

2. Undertook new income generdting activity 1=yes 0=No

3. Good agricultural inputs 1=yes 0=No

4. Increase in sale 1=yes 0=No

5. Got a job 1=yes 0=No 6. Other (specify), ----
30. During the last 12 months, in what three principal ways did you use the profit from
your income generating activity? (Multiple answers possible);

1=Buy food 2=Buy clothing 3=Pay school expense

4=Pay health related costs 5=buy items for the house 6=save 7=other (specify) ------
31. Have you acquired key assets during the last 12 months? 1=yes 0=No
32. If the answer for Q. No 31 is yes, which of the following assets did you own? (State
the asset owned only after your membership)

Assets Value Source of

money
Chairs/table/bench ~ —=eeeeeees e e
Radio/Tape recorder ~ --------- T
TV/Video player ~  —mmeememee e
Bed/Mattress =000 —eememeeeem e e
Oxenandcow = meeeeeeeee e e

Sheep and Goat = smmmememee memmemeiee e
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Mule =000 cessmeee 000 seeesemeseme seescssses
Donkey @ = =00 seeeeeesem s memesmeses
Homesy ===z eeemesie 0 eeemeeessem s
Poultry @ e e semeeeeee
Others (specify @ = meeemeeeeemn e R —
33. during the last two years, has the number of your livestock--------- ?

1=decreased 2=stay the same 3=increased

34. If increased why S —— SR

35. If decreased why:

36. During the last 2 years, did you make any expansion in your farm land? 1=yes 0=no
37. If the answer for question No 34 is yes, why?
1=access to credit or working capital 2=access to land 3=sold the assets
4=Access to inputs 5=other (specify) --------------
38. If the answer for the question No 34 is no, why?

1=Lack of credit 2=Lack of land 3=Lack of inputs

4=Lack of rain fall 5=others (specify) ---

39. How do you compare the agricultural yield of this season to that of the last season
1=decreased 2=stay the same 3=increased

40. If you had significant change.in agricultural yield took, what do you think is the

reasons? —
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E. Household level welfare

1. Diet and Coping with Difficult Times

41. During the last 2 years, did you face shortage of food or money to buy food due to
drought or other stress or difficult situations? 1 = yes (Go to # 42) 0=No (Go to # 44)

42. How many months did this period last; specify in number of months? -----------

43. What did your household do to get through this difficult situation? (Multiple
answers);

1 = borrowed money or food from family at no cost 2 = borrowed money or food at cost
3 = Sold personal property

4 = Self or some one else in family left area to seek employment 5 = Self or some one
else in family got local employment 6 = other (specify), ---

44. What was your average monthly supplementary food expenditure? ----------

2. Children Education and Health
45. How many children in your household are schools -aged (5-17years of age) ------ ?
46. How many of these children currently attend school, full or part time? ----------
47. How many of these children have never attended school? ---------------
48. Number of household members able to read or write-------
49. What was your monthly expense of education? ----------
50. What was the trend in number of children attending school over the last two years?

1=Increased (go to # 51) 2=Decreased (go to 52) 3=Stay the same (go to # 53)
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51. If increased, what contributed for the rise?
1=Establishment of new school in the area 2=Improvements of the household’s
income 3=Enrolment of those children newly joined school age 4=others (specify)

52. If decreased, what are the reasons? (Multiple answers);
1=Shortage of money 2=Need for children labour in household activities
3=Children’s completion of school 4=others (specify) -------------

53. During the last 2 years, were you able to cover your children education expense?

1=yes 0=no

54. Do you think that your access to medical facility or your responsiveness has been
improved for the last twelve months? I=yes 2=no

55. In the last 2 years, were you able to cover your household medical expenses?
1=yes O=No

56. If yes for No 55, what was the source of money for the medical service?

-

1=business profit 2=saving 3= micro — credit loan 4=others (specify)

3. Individual Saving and Empowerment
57. Who is a principal decision-maker in your household?
1=self 2=male (husband) 3=female (wife) 4= husband & wife

58. Which of the following represents your role in the community?
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I1=you participate in community/ kebele development committee 2=you
participate in community development as member 3=you only attended meetings
when invited
4=you never participate in community development efforts S=others (specify) ---
59. How much money you saved in cash during the last 12 months? -------------=---oeeeeee-
-60. During the last 12 months how was your personal saving---?
1=decreased 2=stay the same 3=increased
61. Name three things you like most about the credit program;
62. Name three things you do not like about the credit program;
63. What are the major constraints of the program? specify------

64. What do you suggest for the betterment of the program in delivering loans clients?
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Annex VIIIL Focus Group Discussion Guides

1. Your view about the overall program?
e Saving and loan delivery
e Loan repayment and interest payment
2. Major constraints of the program?
3. What you liked most out of the program? What not liked?
4. Impact of the program on your household (income, saving, schooling, covering health

cost, asset creation, housing improvement and coping the stresses)

Annex IX. Key Informant Discussion Guides

1) Is there insurance service for the clients?

2) How many times you delivered training to clients on average in a single term of a
loan?

3) Are there any controlling mechanisms for clients whether they use the loan for
intended purpose?

4) Are there any feedback mechanisms from clients to assess their needs?

5) What were the main problems claimed by clients?

6) What are clients’ opinion in your service provision and the amount in both loan and
interest rates?

7) Did you provide the necessary services for your clients in satisfactory way?
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8) What is the main source of the income for the program?

9) What is your suggestion for the role of the program in poverty reduction?
10) What are the main constraints for the program?

11)Is there any policy gap for this program function?

12) What are the main weaknesses of the program which needs corrections?
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A PROCLAMATION TO PROVIDE FOR THE
ESTABLISHMENT OF COOPERATIVE
SOCIETIES

WHEREAS, it has become necessary to establish
cooperative societies which are formed by individuals on
voluntary basis and who have similar needs for creating
savings and mutual assistance among themselves by
pooling their resources, knowledge and property;

, it has become ni to enable
cooperative societies to actively participate in the free
market economic system;

WHEREAS, it has become imperative to issue a
comprehensive- legislation by which cooperative
societies are organized and managed in order to achieve
the above mentioned objectives;

NOW, THEREFORE, in accordance with Article

- 55(1) of the Constitution of the Federal Democratic

Republic of Ethiopia, it is hereby proclaimed as follows:
PART ONE
General
1. Short Title

This Proclamation may be cited as the **Cooperative
Societies Proclamation No. 147/1998.""

Definitions
In this Proclamation unless the context otherwise
requires:
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5) A society may sell some of its shares 1o persons
outside its area when the society faces shortage of
capital.

7. Types of Societies

1) A society may engage in either production or service

rendering activities or in both.

— 2)— The field of activities to be engaged in by any society

shall be determined by the by-laws of the society.

8. Name of a Socicty

«I) Any society shall have its own name.

2) Words ‘'Cooperative Society and Limited
Liability*” shall appear in the name of every society.

3) A name or distinguishing mark registered by one
society shall not be used by any other society.

4) The name of every society shall be written boldly
and be put at every place where the society's
activities are performed. It should also be written or
sealed on every notices letters, other specifications
and documents which are signed on behalf of the
society.

9. Registration of a Co-operative Socicty

1) Any socicty shall be registered by the appropriate
authority.

2) Any society, when established, shall submit an

application for registration together with the .

following particulars to the appropriate authority:

(a) minutes of the founders meeting;

(b) the by-laws of the society in three copies;

(c) names, address and signature of the members;

(d) name, address and signature of the members of
the management committee of the society;

(¢) a detailed description which proves that the
registered members of the society have met the
requirements for membership in accordance
wilh the provisions of this Proclamation and
the by-laws of the society:

() name, address and signature of members of the

_ societies above primary level;

(g) plan of the society;

(h) documents showing that the amount of capital
of the society and the capital has been collected
and deposited in a bank account, if there is no
bank in the area, that it has been deposited ina
place where the appropriate authority has
designated;

(i) the description of the land on which the society
operates;

(j) other particulars that may be specified in the
regulations or directives issued for the im-

- plementation of this Proclamation.

3) The appropriate authority shall register a socicty and

1

issue a certificate of registration within'15 days when

it is satisfied that the application for registration
submitted to it has fulfilled the requirements for
registration.
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4) When the appropriate authority rejects the ap-
plzcmo. n for the registration of a society, it shall give
a written explanation to the representatives of the
socicty within 15 days. The representatives may
appeal to the high court which has jurisdiction on the
decision of the appropriate authority.

5) The certificate of registration issued to a society
pu_::ma::mSub-A:ﬁchﬂ)oflh'uAni:leism
evi to prove that a society is registered i

_ accordance with this Proclamation. “
10. Juridical Personality and Responsibility

1) Any society registered in pursuance of Article 9 of
this Proclamation shall have juridical personality
from the date of its registration,

2)  Any society shall not be liable beyond its total asset.
It has limited liability.

11. By-laws of Society

1) Every society shall have its own by-laws.

2) The contents- of the by-laws shall include the
following particulars:

(a) name and address of the society;

(b) objectives and activities of the society;

(c) working place (area) of the society;

(d) qu i y for bership of the
society; §

(e)  the rights and duties of members of the society;

(f) the powers, responsibilities, and duties of
management bodies; -

(8) conditions for withdrawal and dismissal from
membership; . )

(h) conditions for relection, appointment, term of

. office and suspension or dismissal of- the

bers of the manag

other management bodies;

(i) conditicns for calling of meeting and voting of
the society; :

(i) allocation and distribution of profit;

(k) “auditing;

() employment of workers;

(m) other particulars not
Proclamation.

3) By-laws of a society may be amended by the special

resolution of the general assembly. However, the
= amendment of the by-laws of the society shall be

effective on the date of its submission to and

registration by the appropriate authority.

4) Where the Society decides on the amendment of its
by-laws three copies of the amendment and the
special resolution of the society made in accordance
with this Proclamation shall be submitted to the
appropriate euthority within 30 days from the date of
the decision.

5) The appropriate authority shall register the amend-
ment and give evidence or its registration to the
society where it is satisfied that the amendment of the
by-laws was made in. accordance with this
Proclamation and regulations issued for the im-
plementation of this Proclamation. .

12.  Amalgamation and Division of Societies

1} Without prejudice to Article 6 (3) and (4) of this
Proclamation, the general assembly of a society
through a special resolution may form a new society:

nt committee or

y to this
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(a) by dividing itself into two or more societies; or
(b) by amalgamating itself with one or more
societies.

2) The special resolution on the amalgamation or
division of the society shall be effective on the date
of its registration by the appropriate authority upon
verifying that;

agree lo the amalgamation or division; or

(b) "the members and creditors that do not agree
have been paid off or their payment is guaran-
teed.

3) The previous registration of socicties sball be can-
celed from the register as soon as the newly formed
society by amalgamation or by division are regis-
tered. '

4) The rights and duties of societies which have lost
their identitics by amalgamation shall be trinsferred
to the newly formed socicty.

5) The rights and duties of a society which has last its
identity by division shall be transferred to the newly
formed societies as specified in Sub-Article (2) of
this Article.

PART THREE
The Rights and Duties of Members of a Society
13. Requirements Necessary for Membership of a Society
Any individual may become a member of » society

where:
1) he has attained the age of 14 if it is u primary
society;
2) he is able to pay the share capital and registration
— fee required by the society;

3) he is willing to implement his obligation and
observe the objectives and by-laws of the society:
4) he fulfills other requirements which may be
specified in the regulations and directives issued for
the implementation of this Proclamation;
5) itis registered with the appropnatc authority if itis
a society above the primary socicty.
14. Rights and Duties of Members
1) Any memoer of a society shall have the following
rights:
(a) toobtain services and ‘benefits according to his
. participation in the society;

(b) to participate in the meetings of the society
and to vole;

(c) toelectand be elected;

(d) to withdraw from the society on his request
with payment of benefits.

2) Any member of a society shall have the following
duties:

(a) torespect the by-laws, directives and decisions
of the society:

(b) to perform those activities which ought to be
performed in accordance with the by-laws and
directives of the society;

(c) topay for share of capital and registration fee;

(d) to protect the common property of the society.

15. Dismissal from Membership
1) - Any member of a society may leave the society on
his own intitiative;

(a) the members and creditors of the socicty fully
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2) Any member of a society mzyluvedwsoc:uy
whcnltlsdu:dedbyu;egwllamblylo
dismiss him from the society because of commit-
ting repeated faults;

3) The rights of any dismissed member shall be
respected in accordance with the by-laws of the
society: .

4) Without prejudice 1o the provisions of Article 13
hereof, any dismissed person may reapply for
membership. Howeyer a member dismissed in
accordance with Sub-Article (2) of this Article
may become a member of the society only if he
obtains the approval of the general assembly.

16. Payment of Shares

N

2)

3)

The capital which enables the son::lely to expand its
work activities shall be obtained from paid up
shares of each member in accordance of the
decision of the general assembly;

The society may sell additional shares if it is found
necessary to promote the financial capacity of the
society subject to the decision of the general
assembly;

No member shall hold more than 10% of the total

paid up share capital of such society.
Register of Members
Every society shall keep a register wherein shall be

en
n

2
3)

4)
3)

tered:
the name, address, uecupwou. age and sex of each
member;
ﬂmdmonwhwhhbecum:uunbammsedw
be a member;
the amount of shares held and Ih: regmanon fee
paid. by cach member;
the name and address of the heir of the member;
any other particulars that my be specified in the by-
laws :

Voting

]

2)

2)

3)

Every. member shall, regardless of the number of
' shares he has, have only one vote at the meeting of

the society;

Every member in a primary society shall personally

be present ‘at the meeting of the society to cast a

vole;

Every member in a primary society shall personally

be present at the meeting of the society to cast a

vole; .

Members of a society above primary level shall cast

a vote through their representatives.

Transfer of Share or Benefit

n

2)

No transfer by a member of his share or benefitina

society shall be valid unless:

(a) the member has held such share or benefit for
at least one year before he transfers:

(b) the transfer is approved by Lbe management
commitiee. "

On tbeduzhahmcmbﬂoflpurmy society, his

share or benefit shall be transferred Lo one of his

heirs designated s such in the register of society or

failing such designation to his legal heir at law;and

where such heir is a member or is willing to be a

member.
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24.  Powers and Duties of the Management Committee
The powers and duties of the management committee
shall be dertimined in pursuance of the by-laws and in
particular shall include the following:

1) maintain the minutes of a meeting in writing;

2) maintain the documents md books of accounts of
the society;

) 3) parepare the annual work programme and budget of
the society; implements same upon approval;

4) call general asscmbly in accordance with the by-

— lawsof the society;

5) execute such other decisions given by the general
assembly;

6) submit reports to the general assembly on the
activikties of the society.

25. Control Commitice
1. Every society shall have a control committee which

is accountable to the General Assembly and the
number of which shall be specified by the by-laws
of the society:-

2. The term of office of members of the committee
shall be three years. No members of the control
committee shall be elected for more than two
consecutive terms. They may, while in term of
office, be dismissed by the general assembly

26. Powers and Duties of the Control Committee
The Control Committee:

1) follows up that the management commitice is
carrying oul its responsibilities properly;

* 2) follows up that the funds and property of the society
is properly utilized;

3) controls that the various activities of the socicty are
carried out pursuant to the by-laws and internal
regulations of the society;

4) performs other duties given by the general assem-
bly.

27. Other Sub-Committees

Other sub-commitices may be established pursuant to

the by-laws of the society.

PARTFIVE
Special Privileges of Society
28. Priority of claims by Society
—Notwithstanding any provision to the contrary in any
law, debts owed-to the society by member shall take
precedence over all other debts, except the debt owed 1o
the Government.

29. Set-off in respect of Share or Benefit of Members
The shares or benefits of any member may be set-off for
debts due to the society from such a member.

30. Share or Benefit not Liable to Attachment or Sale
Except as provided in Article 29 hereof, the sharc or
benefit of a member in a socicty shall not be liable to
attachment or sale.

31. Government Assistance
1) Without prejudice to incentives permitted under

Investment laws and other laws, Societies which are

organized and registered under this Proclamation

shall be entitled 1o the following:

8) to be exempted from income tax; provided
however, members shall pay income tax on their

dividends;
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'3) Where such heir is not a member and does not wish
to become or is not admitted as a2 member, he shall
be paid the value of the share or benefit of the
deceased member. =

4) lfu\cﬂmuorbcnefnmheumtm
under Sub-Article (2) of this Asticle are found 1o be
beyond the limitation prescribed in Sub-Article (3)
of Article 16 hereof, the member shall be paid the
difference in cash.

5) The transfer or pa; luded in p
Sub—Amh(!)olﬂmArml:Mnﬂbemmed
due to the claims paused by third parties on the

society.
s PART FOUR
Management Bodies
20. Supreme Organ of a Society
The supreme organ of any society shall be the gencral
assembly.
21. Powers and Duties of the General Assembly -

The general assembly of a society shall:

I) puss decisions after evaluating the general activities
of the. societies;

2) approve and amend the by-ln\vs and internal
regulations of the society;

3) elect and dismiss the members of the management
committee, control committee and when necessary
the members of other sub-committees;

4) determine the amount of shares of the society;

S) decide on how the annual net profit of the society is
distributed;

6) give decision on the audit report;

7) hear work reports and give proper decision;

8) decide that a society either be amalgamated with
another society or be divided in pursuance of this

proclamation;
9) approve the annual work plan and budget;
IO)decidemy mumbmimdbylhm

n Thegenadnssunblylhﬂlmulemmma
year;

2) Iflhcmlnlgemcnlmmmbquone-&ndotlhe
members of the general assembly require a meeting

‘mbccllled.mmwymmbkﬂbf
giving 15 days prior notice. -

3) ,Whucmemmzmmhhwﬂum

_ _ emergency general in accordance with
Sub-Article (2) of this Article such meeting shall be

___cl]lodbymcappmpnmmtbmqmdshﬂhnmh
case be deemed to have been called by the
management committee.

23, Management Committee

1) Every society shall have a management committee
which is accountable to the general assembly and
whose members and manner of clection to be
determined in the by-laws of the society.

2) The term of office of the management committee
shall be three years. :

3) Members of the management committee shall not
be elected for more than two consecutive-lerms.
They may be dismissed at any umzby the general
assembly.

4) When members of the managemen! commitiee
leave their office for whatever reasons, they have
the obligation to submit for inspection the activities

they performed during their term of office.
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2) Without prejudice to Sub-Article (1) of this Article
inspection may be made when:
(2)  a majority of the members of the executive
commiltee request;
(b)  not less than one-third of the total number of
members of the society request.

38. Keeping Audit and Ihépection Results
Audit and Inspection result conducted pursuant to
Anticle'36 and 37 of this Proclamation shall be kept in

the office of the authority and the society, open and
easily accessible to everyone.

39.  Actions to be Taken for Losses of Property or Fund of
the Society

1) The auditor or inspector shall make areport o the
management committee or the general assembly or
the appropriate authority, as the case may be,
where the person who is or was entrusted with the
management of the soci:rfy or who is or has been an
officer or an employee of the society, and who in,
the course of an audit or inspection has been found
to have committed the following acts:

(a) had made any payment contrary to this
Proclamation, the regulations or the by-laws;
(b) had caused any damages to the assets of the
socicty by breach of trust or willfully or
negligently;
(c) has. misappropriated the properties of the
society.” .

2) The appropriate authority who received the report
pursuant to Sub-Article 1 of this Article shall give
the person concerned 2n opportunity to present his
defense within fifteen days, ;
After fulfillment of the above mentioned con-
ditions, the appropriate authority shall ask the
person who has been found responsible for misap-
propriation of the fund or property of the society to
return or pay same with interest including compen-
sation and damages, Where the person concerned
is not willing to do so, the authority shall take the
appropriate legal measure.

PART EIGHT
Dissolution and winding up of Societies

3

=

40. Dissolution of a Sbciery

A Society shall be dissolved on the following grounds:
1) re a special resolution for its dissolution is
given by the members; or

Without prejudice to Article 6 (4) hereof, where
the number of members of a primary society falls
belowten, - :

3) Without prejudice to sub-Articles (1) and (2) of
this Article, a society the dissolution of which is

. decidedshaunocifysumwmcnppmpri_m
] Authority within seven days from the decision for
2 its dissolution.
41.  Liquidator - i
1) Where the dissolution of a society has been
decided upon, pursuant to Article 40 of this
Proclamation, the appropriate authority may,
assign a liquidator. It may, if necessary,
determine that his remuneration be paid out of
‘the accounts of the socicty,

2) The liquidator shall receive records, documents
and properties of the society as soon as he is
assigned. He shall also take the n
measures to protect the properties and rights,
records and documents of the society from
damages. -

2
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(b) 1o acquire land as determined by & Region ora
City accountable to the Federal Government;
{c) to receive other assistance from the Federal
Government or Regional Government or City
administration accountable to the Federal
Government. : :
2) Aninstitute responsible for promoting cooperative
movement, rendering man-power training weon—
ducting studies and research shall be established.
PART SIX
Asset and Funds Societies

32. Indivisiblity of Asset and Funds of a Society.

. Except as otherwise prescribed under Article 33 (2) and
44 of this Proclamation, the assct and fund of a society
~shall-not be divided for the members or any other party.

LTS THII ANAR @29 AAA @73 Afhé 33. Allocation of Net Profit
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1) Tbesocietyﬂ\d]deduﬂ%ofthenﬁmﬁl
obtained and allocate for the following purposes in
accordance with the terms and conditions set forth in
the by-laws and plan issued from time to time by the
society:-

(a) for reserve;
(b) for the expansion of work:
(c) for social services. .

2) After the amount prescribed in Sub-Article (1) is
deducted the remaining net profit shall be divided
among the members; the division shall be made on the
basis of the shares the members have in the society and
on the amount of goods offered for the sale to the
socicty or goods purchased from the socicty by
members of the society.

34. Restrictions on Borrowings

1) A society shall receive loans from its members or other
organizations to such extent and on such conditions as
may be specified in the by-laws of the society.

2) Interest on loars received from its members shall not

" exceed the current interest rate of a bank.

35. Restrictions on Loans i
A society shall nct extend loans other than 1o its
members or & - society established under this

> Proc ion. i

PARTSEVEN -

. Audit and Inspection

36. Audit _ ‘

1) The appropriate authority shall audit or causes o be
———audited by a person assigned by it, the accounts of
any society at least once in a year. 5

2) The audit conducted pursuant to Sub-Article (1) of this
Article shall include the examination and verification
of overdue debts, if any, and cash balance, sccuritics
and assets, and liabilities,

3) The audit report shall be submitted to the general
assembly.
37. Inspection 5
1) Theappropriate authority may, make or cause to be
made by such person to be assigned by it an
inspection to the organization, work execution,

documents and financial condition of a society.
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