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ABSTRACT 

 

Microfinance as a tool for poverty alleviation has become the main subject of many global 

and regional conferences, seminars and workshops. Ethiopia is not an exception. The study 

was conducted with the aim of analyzing effects of risk management on microfinance and 

poverty reduction the case of Haramaya district factors  on the livelihood of borrowers, using 

primary data collected through structured questionnaire from 127 respondents. The 

empirical analysis of the study was conducted using both descriptive statistics and OLS 

regression analysis. The results of the study indicate the microfinance program has positive 

effect on poverty alleviation through improvement in their business. The results of the OLS 

regression analysis show that educatio, loan supervision, suitability of repayment period, 

availability of other credit sources are the  significant factors that enhance the loan 

repayment performance, while loan diversion and loan size are found to significantly 

increase loan default. In addition, female borrowers were found to be better in terms of loan 

repayment. According to these findings the institution is recommended to see into these 

factors with care and design a better lending strategy. Regarding their perception, 

supervision as adequate and the repayment period as suitable were favored. The credit 

scheme was also found to have positive impact in improving the income, education, health 

and living standard of the borrowers as evidenced by statistical test that compares the 

situations before and after participation in the credit scheme. therefore, recommends that 

HDMFI should endeavor to extend more credit facilities to the lower income people to 

economically empower them. Finally,   

 

Key Words:Microfinance, loan repayment performance, loan supervision, loan sufficiency, 

effect assessment, poverty. 
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1. INTRODUCTION 

. 1.1. Background of the Study 

 

Ethiopia is one of the lowest income countries in the world. Its economy, which is mainly 

dependent on agriculture, has been hit by several internal and external shocks. Devastating 

wars,frequent draughts, high population growth, distorted investment environment, 

volatileprimary product prices, etc. have been some of the shocks the economy has been 

experiencing.These and a lot other factors resulted in the decline of the economy as a whole, 

while the living conditions of the population have been continuously deteriorating(Jmal 

1993). Specifically during the Dergue period (1974-1991) the Ethiopian economy was 

performing very poorly under a socialist oriented command economy (Jemal, 1993) before 

1973 the economy was fairly stable. But after 1974, the economy began to face major 

political, social and economic instabilities, which reduced the relative performance of the 

various sectors. Private investment was severely undermined due to policies followed by the 

Dergue. 

 

After the fall of the Dergue, the government of Ethiopia has taken several measures to reverse 

the economic decline and worsening poverty situation in the country. According to the report 

by ministry of economic development and cooperation (MEDaC, 2009), the Ethiopian 

economy has registered a recovery in economic performance since the introduction of 

economic reform program after a period of stagnation and decline for nearly two decades. As 

stated above poverty and other economic, political and social problems are the main 

challenge and fundamental issues of economic development in Ethiopia. The solutions to 

poverty are multifaceted as are its causes(MEDaC).  

 

Many argue that an inadequate supply of credit can affect production 

negatively(Mengistu,1997). Alleviation of poverty and promotion of economic development 

can therefore be facilitated through providing credit to the poor. Wide scale micro financing 

begun in 1990, following the credit agreement signed between the Ethiopian government and 

the international development assocition (IDA). The credit program was an urban micro 

financing scheme that aimed at financing the Market Towns Development Project (MTDP), 

whose actual operation begun in 1994 (Mengistu, 1997). Since micro-creditdelivery and 

saving mobilization in Ethiopia are being carried out by NGOs, governmentdepartments, co-
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operatives and others in a fragmented and inconsistent way, the government took the 

initiative to establish a regulatory Framework in order to facilitate sound development of the 

microfinance industry. Accordingly Proclamation No. 40/1996 was enacted to provide for the 

licensing and supervision of the business of micro financing by empowering the NBE to 

license and supervise them. Currently there are about 32 microfinance institutions formally 

established and operating in the country. Their outreach performance measured in terms of 

number of borrowers and gross loan portfolio reached more than 2.4 million and Birr 6 

billion respectively. Actually they cover only 20% of the demand of the economically active 

poor (Yitay, 2012). 

 

The primary objective of microfinance institutions is to provide financial services (credit and 

saving) to the poor in order to release financial constraints and help to alleviate poverty. 

EachMFItries to maximize its repayment performance, whether or not it is profit oriented. 

Highrepayment rates are indeed largely associated with benefits both for the MFI and 

theborrower. They enable the MFI to cut the interest rate it charges to the borrowers, thus 

reducing the financial cost of credit and allowing more borrowers to have access to it. 

Improving repayment rates might also help reduce the dependence on subsidies of the 

MFIwhich would improve sustainability. It is also argued that high repayment rates reflect 

the adequacy of MFIs services to client’s needs. Last but not least, repayment performance is 

a key variable for donors and international funding agencies on which many MFIs still 

dependfor their access to funds. But, there are factors which affects the repayment 

performance of MFIs(Yitay, 2012). 

 

The main factors influencing repayment are either related to information asymmetries, 

toadverse shocks affecting the borrower, or to the low performance of institutions such as 

justice or education. Information asymmetries arise when gain information on the 

characteristics or on the behavior of the borrower is costly for the MFI. 

Informationasymmetries generate problems of adverse selection -allocation of loans to 

borrowers with undesirable characteristics such as a high level of risk or inability to take 

advantage of the loan as well as moral hazard(Tinishu,2014). 
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The literature on factors influencing loan repayment performance among financial institutions 

targeting the poor is very sparse and limited mainly to microfinance experience in low-

income countries (Derban et al., 2015; Silwal, 2013). The results of the studies show mixed 

result. Based on past literature, the factors affecting repayment performance of MFIs can 

bedivided into four factors namely individual/borrowers factors, firm factors, loan factors and 

institutional/lender factors. Several studies (Hoque, 2010; Colye, 2010; Ozdemir and Boran, 

2014) show that when a loan is not repaid, it may be a result of the borrowers’ unwillingness 

and/or inability to repay.Stiglitz and Weiss (1981) recommend that the banks should screen 

the borrowers and select the “good” borrowers from the “bad” borrowers and monitor the 

borrowers to make sure that they use the loans for the intended purpose. This is important to 

make sure the borrowers can pay back their loans. Greenbaum and Thakor (2015), suggest to 

look at a borrower’s past record and economic prospects to determine whether the borrower 

is likely to repay or not. 

 

Based on the above stated repayment performance problems, the current study was conducted 

to investigate and examine the factors affecting loan repayment performance that arises from 

two angles, from borrowers and from institutions or lenders. The study also assessed the 

credit screening mechanisms that are used by the institution to select the good borrowers 

from the bad borrowers in order to minimize the information asymmetry problems. Lastly, it 

also assessed the effect of credit program on the socio-economic life of the credit 

beneficiaries(Greenbaum andThakor,2015). 

 

Micro-finance is to support the magement and help people by providing loans which will be 

difficult to get from main banking system. Small enterprises are growing in Ethiopia and 

often time’s people who start small enterprise businesses do not know where to go and what 

to do in terms of their personal achievement. Increasing and supervision of micro finance 

business proclamation No 626/2009.  

 

 Micro enterprises have significant role to play in expanding energy access. They can be a 

source of jobs and micro growth in rural areas and urban cities. Not only do they create jobs 

themselves but they also offerproducts and services that can help other business grow.  
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1.2. Statement of the Problem 
 

Small and medium micro finance institutions have a critical and significant role by providing 

different financial support and services for the communities and those who lack collateral 

tolend from formal financial institution, like bank, insurance companies in both rural and 

urban areas(Wolday,2003).Their service may be measured by quality of their service, way of 

giving loan, accepting saving deposits and insuring their customer and follow up monitoring 

and evaluation. In sum, micro finance in zonal and district (Haramaya) is giving available 

credit service to ensure sustainable life and development to the rural and some urban areas. 

Some of the pull setback factors to accomplish their goals and objectives are: on how to 

controlactivities of credit system, on how they manage (follow-up) loan granted activities; on 

theeffect of application of credit policy while granting loan to its customers; on loan 

repayment; and on how to evaluate the operational efficiencies and other issues related to the 

effect of credit on the livelihood of the participating households (Wolday,2003). 

 

The provision of financial services to the poor has increased through microfinance 

institutions in a short period of time in Ethiopia. However, Ethiopian Microfinance 

Institutions are faced with many problems. Some of these are low 

outreach,limitedfundingalternatives,limited financial products, lack of research to understand 

client needs and weakinternal control system (Wolday, 2003). Moreover, they have no 

enough information on improving the livelihood of their client. 

 

This study tries to investigate how HDMFIachieve its goal in sustainable way to make a 

difference in the livelihood of the poor people. It attempts to understand the client needs and 

assessed the effcet of risk management on poverty reduction and  of smallholder clients  at 

the household level. In addition to this, there are very limited researches towards improving 

the financial sector in the country in general and the study area in particular. These limited 

researches are more concentrated on institutional sustainability rather than on the impact or 

sustainability of microfinance institutions. Thus, studying the ieffect of agricultural credit on 

risk management and poverty reduction of smallholder households in the district is important 

to fill this gap. 
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1.4. Objectives of the Study 

 

The general objective of the study was to assess  effects of risk management on microfinance 

and poverty reduction regarding smallholder rural and urban community in Haramaya 

district. 

 

The study has the following specific objectives: 
 

1. To examine the nature of loan, risk and loan repayment capacity of the customers; 

2. To identify factors affecting loan repayment performance of borrowers of HDMFI and its 

risk management; 

3. To evaluate the effect of credit and saving services on risk management and poverty 

reduction by improving  education and health care. 

 

1.5. Testable Research Hypothesis   

The paper has a set of propositions tested. The propositions of interest were  the following:  

Hypothesis 1:  

Ho: MFIs operating in Haramaya district microfinance don’t have good financial and 

operational performances  

Ha: MFIs operating in in Haramaya district microfinance have good financial and operational 

performances   

 

1.6. Research Questions 

This study tries to answer the following research questions: 
 

• What was the nature of risks facing their business activity ? 

• What factors affecting to reduce poverty and contribute to risk exposure elements at 

district level ? 

• What are the causes which force you to default? 

• Did the risk management policies and practice in line with the overall strategy of MFI? 
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1.7. Significance of the Study 

 

Microfinance is lately emerging phenomenon which had not been given due attention in 

earlier development paradigm, particularly in Ethiopia. As a result, very limited studies have 

been undertaken in this area. The document in the Association of Ethiopian Microfinance 

Institution revealed that Ethiopian microfinance institutions are facing a number of 

challenges. Among these, lack of research to understand clients’ needs is a vital problem.  

 

This study attempted to address the lacuna of research on the effect of micro financing 

programs at enterprise and household levels and its role in combating poverty. This study will 

contribute in filling the information gap by assessing the socio-economic effect of MFIs 

operations inHaramaya district. It also adds a body of knowledge in the area. 

This study would also have the following significances: 

• The microfinance can evaluate its operational performance and minimize and adjust some 

risks, 

• It helps researchers to improve their skill and knowledge about microfinance institution. 

• It would help researchers as a reference when they conduct study on similar area; and 

• It also helps local community as appropriate policy measures based on the results of the study 

would improve their livelihood.  
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1.8. Scope and Limitations of the Study 

 

This study aims at assessing the effect of risks on microfinance and poverty alleviation  of 

smallholder farmers and city traders in Haramaya district using cross-sectional data collected 

from sample clients. The study would cover the micro-finance institution of sub-branches on 

the credit risk management, poverty reduction and also includes the credit officers within the 

sub-branch. The study was limited toHaramayadistrict because of budgetandtime constraints 

and security reasons. It is also limited to cross-sectional data which will not capture the inter-

temporal variations in factors affecting loan repayment performance and its effects on 

poverty reduction and risk management.  

 

1.9. Organization of the Thesis 

 

 

The thesis is organized into five chapters. The first chapter is the introductory part and 

describes background, the statement of the problem, objectives of the study. The second 

chapter reviews different studies regarding effect of credit, risk management and factors 

affecting loan repayment performance. The third chapter presents the methodology which 

includes description of the study area, sources and methods data collection and methods of 

data analysis as well. The fourth chapter presents the results and discussion of the research 

outcomes and finally chapter five presents summary, conclusion and policy implication. 
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2.  LITERATURE REVIEW 

2.1. Introduction 

 

The main purpose of this literature review was to establish the framework for the study and 

highlights the apparent strengths and weaknesses of the previous studies, which, in turn, help 

in clearly identifying the gap in the literature and formulating the research question for the 

study. This review has three parts; the first part deals with the conceptual and 

theoreticalissues related with research topic, the second part reviews the relevant empirical 

studies onthe effect of credit and factors affecting loan repayment performance, and the last 

part deals with the conceptual framework of the study. 

 

2.2. Definitions and Concepts 

 

2.2.1. Micro-finance Institutions 

 

Microfinance is the provision of small-scale financial services to low income clients who 

have no access persistent poverty is the absence of liquidity, which helps in stimulating the 

economic activity. Microfinance has been used by NGOs, the UN and other agencies 

intensively in the development debate the last few decades. It builds on that financial 

servicesare needed to make investments in physical and human capital, to smooth 

consumption and toovercome unexpected shocks. Microfinance can be seen as a solution to 

include on a large-scale previously excluded poorer groups without access to capital into the 

financial system so that they may “rise out of poverty” by themselves (BancoSol, 2006 ).  

According to Zeller et al.(2001), there are five major types of micro-finance institutions. The 

cooperative model was the first to introduce micro finance in developing countries, inspired 

by the successes in Europe and North America at the end of the nineteen-century. The main 

principles of the cooperative approach include: participation,minimalist approach, 

responsibilities, profitsharing, and structure.  

 

The second type is Solidarity group, the Grameen Bank(1999) type, with more or less similar 

principles to that of the cooperative model. The other one is a village bank, which can be seen 

as a mix between the cooperative and solidarity group models, seeking to capitalize on the 

advantages of each. The village bank has usually fewer members than a cooperative, and is   
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Financial service for the poor, often referred to as microfinance, is a generally accepted tool 

for improving the economic situation of the poor in developing countries. Microfinance 

promises to fight against poverty by providing financial access to poor households who have 

long been excluded from formal banking system due to lack of capital assets for collateral for 

supporting loans and low repayment capacity. Microfinance cannot solve all the problems 

caused by poverty, but they can help put resources and power into the hands of poor and low-

income people themselves, letting them make those everyday decisions and chart their own 

paths out of poverty. Previous studies have shown that microfinance institutions play a vital 

role in the economic development of many developing countries through the provision of a 

wide range of financial products and service to the poor, low-income households and micro 

and small enterprises (Mbogo and Ashika, 2011)  

 

Micro-finance Institutions are institutions that provide suitable financial and other services 

using innovative methodologies and systems at cost to meet the need of low-income sections 

of the population and act as financial intermediaries (Wolday, 2000).  In this country, micro-

finance operations are not that long, that means they are at an infant stage. Even though this 

holds true, assessing the performance of these micro finance institutions is found to be of 

paramount importance for both, loanees and lending institutions. The importance of assessing 

the effects of institutions’ services on the loanees and lending institutions is reflected in 

obtaining proper services and attaining sustainable service provision, respectively (Kebede, 

2003). 

 

According to Copestakeet al. (2001), there are two types of effects of micro finance 

performance: viz. direct effect on household income and well being, and  Direct effect is the 

effect of the service on the income level of the beneficiaries of the service, where as the 

indirect effect include the effect of micro finance service on factor markets,product markets, 

and social behaviour.  

 

In its broadest sense, effect assessment is the process of identifying the anticipated or actual 

effcts of a development intervention, on those social, economic and environmental factors, 

which the intervention is designed to affect or may inadvertently/ unconsciously affect.  It 

may take place before approval of an intervention (ex ante), after completion (ex post), or at 

any stage in between.  Ex ante assessment forecasts potential effects as part of the planning, 
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design and approval of an intervention, where ex post assessment identifies actual effects 

during and after implementation, to enable corrective actions to be taken if necessary, and to 

provide information for improving the design of future interventions (Kirkpatrick et 

al.,1999). 

 

2.2.2. Credit 

 

Credit is an agreement whereby a financial institution agrees to lend a borrower a maximum 

amount of money over a given time period. Interest is typically charged on the outstanding 

balance. In the accounting world, a credit is also a journal entry reflecting an increase in 

assets. 

 

2.2.2.1. Sources of credit 

 

Two sources of credit are available to the farming community; these include institutional and 

non-institutional agencies. Non-institutional credit is timely available when and whenever the 

need arises but the creditors charge substantially higher rate of interest on such loans. On the 

other hand, institutional credit for agriculture facilitates growth in employment and output. 

Regarding financial institutions, there are private and governmental organizations, which 

serve the purpose of accumulating funds from savers and channeling them to individuals, 

households and businesses, needing credit.  

 

2.2.2.2. Methods of credit delivery 

 

Micro-finance institutions usually give small loan to new clients and gradually increase the 

amount as clients prove themselves credit worthy and their income levels increases 

(progressive lending) on the other hand microfinance institutions could lend to wealthier 

clients to subsidize loans to poorer clients (cross subsidization) and micro finance institutions 

could drift away from lending to the poor for profit (mission drift) (ArmendaritzandSzafarz, 

2010). According to ledger wood methods of credit delivery can generally be divided into the 

following two categories of loans: Individual loans and group based lending. 
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Individual loans:Individual loans were delivered to the individuals based on their ability to 

provide the MFI with assurance of repayment and some level or security. Individual lending 

is requires frequent and close contact with individual clients, in both rural and urban areas 

and individual lending is often occurred on financing production oriented business.  

  

Group based lending:Group based lending approach makes loans to group that is either 

individuals who were members of a group and guarantee each other’s loans or to groups the 

sub loan to their members group based lending involves the formation of group of people 

who have a common interest to financial services. Furthermore, that if this here group 

member is jointly liable for each individual loan this approach is a form of group collateral.  

 

2.2.2.3. Types of loans (according to their maturity time) 

 

There are three types of loans based on their maturity time. These are: 

 

1. Short–term loans: This is a special commitment loan of a single purpose with a maturity 

date is less than one year. It purposes is to cover cash shortage, such as special inventory 

purchase, unexpected increase in account receivable or a need for interim financing. 

2. Intermediate or medium term loans: This term loans to finance the purchase of 

furniture, vehicles, plant and office equipment. Maturity period generally runs more than one 

year but less than five years. Consumer loans for automobile, boats, home repair and 

remodeling are also intermediate loans.  

3. Long term loans: Mortgage loans are used to purchase real estate and are secured by the 

asset itself. Long term loans usually run between ten and forty years.  

Generally, types of loans include mortgage, credit card debts, car loans lines of credit, 

promissory notes and bonds. Loans are usually provided with terms out lined written 

contracts but also are acknowledged by an oral promise to repay presently, banks and 

finances and companies are the most providers of loans, historically merchants have provided 

this service. 

2.2.3. Risk 

 

There is no single definition of risk. Economists, behavioral scientists, risk theorists, 

statisticians and actuaries each have their own perception of risk. Therefore, the researcher in 
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a research analysis will try to give different authors view and definitions about the word risk 

and types of risks(Rangan,2010).  

 

According to Williams (2013), risk is a potential variation in outcomes and the exposure to a 

potential loss. It can also be defined as uncertainty about economic losses due to the 

occurrence of an event. Economic losses are causes by perils such as crime, fire and 

accidents; it is the possibility of an adverse deviation from a desired outcome that is expected.  

 

According to Trieschman(2012) risk can be defined as uncertainty concerning loses. The risk 

surrounding a potential loss creates significant economic burdens for businesses, 

governments, and individuals. Billions of dollars are spent each year on strategies for 

financing potential losses. But when losses are not planned for in advance, they may cost 

even more. Business as well as individuals may try either to avoid risk as much as possible or 

to reduce its negative consequences. Over all, an entity’s cost of risk is the sum of outlays to 

reduce risk, the opportunity cost of activities forgone due to risk considerations, expenses of 

strategies to finance potential losses and the cost of unreimbursed losses.  

 

2.2.3.1. Types of financial risk 

 

Financial risk, specifically deals with in turn comprise two types of risks. Pure risk including 

liquidity, credit and solvency risks can result in loss for a bank if they are not properly 

managed. Speculative risks, based on financial arbitrage, can result in a profit, if the arbitrage 

is correct or a loss if it is incorrect. Financial risks are subject to complex interdependencies 

that may significantly increase a banks overall risk profile. For example, a Bank engaged in 

foreign currency business is normally exposed to currency risks, but also be exposed 

additionally to liquidity and interest rate risks if the bank carries open poisons. The main 

categories of speculative risk are interest rate, currency and market price risk.   

 

Liquidity risk: Liquidity risk is a condition of an individual or business where in high 

percentage of the assets can be quickly converted into cash without involving any 

considerable loss by accepting sacrifice prices. Liquidity implies a high degree of currents 

and solvency in the equity sense, the ability of current assets will be able to meet current 

liabilities as they mature. Liquidity risk can also be defined as uncertain future outcomes that 
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either improve or worsen the present liquidity position of the company. It may mean that 

holding idle cash on one hand or failure to meet financial commitments when they are allude 

on the other (William,2013). 

 

Fund mobilization, fund application, quality service, branch expansion, and application of 

new technology are the critical issues that can be emphasized by management in minimizing 

liquidity risk fund raising is not limited to deposit mobilization. Borrowing and equity 

contribution are other sources of fund raising (William,2013).  

 

Branch of network expansion in small district city is another critical issue that contributes to 

the broadening of customer base because it helps to attain the desired level of growth and to 

avoid excessive dependence on particular sources. Thus, monitoring both funding mix and 

the concentration of depositors help to control and mitigate unnecessary exposure to liquidity 

crises and avoid the vulnerability associated with such situation. The current problem in zonal 

micro finance branch is excess liquidity due to the prevailing poor credit appetite and the 

very limited investment opportunity in the economy(I bid) 

 

Periodic and continuous assessment of liquidity position of the MFI can be a solution for 

these problems. In general, the critical strategic issues within which liquidity risk 

management is unimaginable are fund mobilization, credit allocation (fund application), 

expansion of branch networks and the provision of quality services through application of 

new and appropriate technology((I bid). 

  

Credit risk: Loan is the thing that is lent, specially a sum of money. It is the action of 

lending something or the state of being lent. “For each leader a loan is an investment 

comparable to bonds, stocks, or other assets. On the other hand, for each borrower, a loan a 

debt, an obligation to repay the borrowed money plus interest (principal plus interest, 

Thomson’s Dictionary of Banking). 

Banks grant loans to borrowers assuming that they will pay the agreed interest and principal 

according to their contractual agreement. However, the borrower may fail to do so. This 

results in non-performing loans (NPL). Non-performing loans are those loans which are past 

their due dates (principal plus interest, Thomson’s Dictionary of Banking). 
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They are classified into:  

 

1. Sub-standard:  Non-performing loans or advances past due 90 days or more but less than 

180 days shall at minimum be classified substandard.  

2. Doubtful: Non-performing loans or advances post due date 180 days or more but less than 

360 days will be referred as doubtful.  

3. Loss:  Non-performing loans or advances past due date 360 days or more will be classified 

as loss.  

 

Credit risk is defined as the chance that a debtor will not be able to pay interest or repay the 

principal according to the terms specified in a credit agreement. Credit risk means that 

payment may be delayed or ultimately not paid at all which can intern cause cash flow 

problems and affect banks liquidity. It exists in all banks on balance sheet accounts (Ibid ) 

 

2.2.3.2. Causes of credit risk 

 

A micro finance is successful; when the risk it takes is reasonable, controlled within its 

financial resources and credit competence. The vital issues for preservation of the quality of 

loans are existence of a well-developed policies and procedures,strong portfolio of 

management,effective credit controls and well trained staffs that is qualified to implement the 

system. Conversely, absence of adequate guidelines to monitor administration of the lending 

function paves the way for the occurrence of substantial amount of problem loans. Therefore 

there are many causes for the occurrence of credit risk (Diague and Zeller(2001): 

 Some of these are 

 

Excessive concern for income growth: The loan portfolio is usually the most important 

sources of income. Hence, growth of the loan portfolio becomes a focal point to boost the 

revenue. However, too much concern for revenue maximization must not permit extension of 

weak loans that carry undue risk. Generally, weak loans cost for more than they contribute 

income for the small scale micro finance.  

 

Incomplete information:  Character and capacity may be determined using different means. 

However, complete credit information is the best acceptable, reasonable, accurate method for 
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determining a borrowers financial standing. Lack of supporting credit information is an 

important cause of credit risk. Therefore, adequate and comparable financial statements and 

other pertinent statistical data should be avoidable in order to minimize the risk associated 

with loans.  

 

Competition: Competition among micro finance institutions for market and to influence 

community may result in the compromise of credit principles and the acquisition of unsound 

loans in which its ultimate cost exceeds its temporary gains in market growth.  

 

Technical incompetence: The ability to analyze financial statements and to obtain and 

evaluate every credit information then by protecting in the placement and supervision of 

loans is processed by all qualified and experienced micro finance experts’ bank professionals. 

Hence, the management should seriously be concerned with the hiring of such employees. In 

general, controlling the above listed factors and several others, which are source of failures in 

loans, entails, financial losses, which impede growth of the micro-finance(Ibid).  

 

2.2.4.  Microfinance and Poverty Alleviation  

 

 Poverty is lack of access by the poor households to the assets like human capital, natural, 

physical, social-political, or financial (savings and access to credit) necessary for a higher 

standard of income or welfare. It means not having enough to feed and clothe a family, not 

having a school or clinic to go to; not having the land on which to grow one‟s food or a job to 

earn one‟s living, not having access to credit. It means insecurity, powerlessness and 

exclusion    

of individuals, households and communities. It means susceptibility to violence, and it often 

implies living in marginal or fragile environments, without access to clean water or sanitation 

(UN, 2010).  

Urban poverty is a multidimensional phenomenon. The urban poor live with many 

deprivations. Their daily challenges may include:   

❖ Limited access to employment opportunities and income,  

❖ Inadequate and insecure housing and services,   

❖ violent and unhealthy environments,  

❖ little or no social protection mechanisms, and  
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❖ Limited access to adequate health and education opportunities. 

 

According to Moser (1998), describes urban poverty based on three specific characteristics of 

urban life: commoditization, environmental hazard, and social fragmentation. By 

commoditization she refers to the fact that urban households are for the most part obliged to 

pay for their food, shelter, transport and education than rural dwellers. Moreover, 

employment is frequently unavailable, insufficient or insecure while shelter is frequently 

illegal and insecure. The urban poor are affected by environmental problems including lack 

of environmental services (i.e. sanitation, water, drainage, and solid waste management), 

poor quality housing, overcrowding, and settlement on marginal or degraded land. These 

factors increase health risk to the poor. In terms of social fragmentation the vulnerability of 

urban dwellers may also be high because community and inter-household mechanisms for 

social security are less likely to operate in urban areas.  

Micro finance is known as an effective tool for poverty alleviation. In poor countries like 

Ethiopia greater attention has been paid to poverty alleviation through microfinance, 

especially in the last decade. The successful use of the micro finance is considered as a 

victory for the disadvantaged segments. Considering the poverty alleviating impact of micro 

finance, currently many microfinance institutions are working throughout the developing 

world (Mulugeta, 2015).   

Microfinance shows the capacity to help the poor to escape or alleviate poverty by lifting the 

liquidity constraints and enabling to take up income generating activities, which could 

encourage the poor people to use the services of the microfinance institutions. The ability of 

microfinance to empower its beneficiaries by decreasing the income poverty and through 

possibility to expand ones agency and economic independence could further add to the 

incentives to join and stay. Yet, the institutional policies and vulnerability of the poor people 

limit the chances of the poor to participate and maintain the banking relationship and could 

erode the impact or reduce the benefits that this relationship brings (Mulugeta, 2015). 
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“Poverty is a situational syndrome in which the following are combined: under consumption, 

malnutrition, precarious housing conditions, low educational level, bad sanitary conditions, 

either unstable participation in the production system or restriction to its more primitive 

strata, attitudes of discouragement and anomie, little participation in the mechanisms of 

social integration and possibly adherence to a particular scale of values different to some 

extent from that held by the rest of the society.” 

2.2.4.1. Measures of poverty 

 

It is not easy to measure poverty like that of its definitions. Thus, measures of poverty are 

different in different countries. Conventionally, the income or expenditure level that can 

sustain minimum standard of living measures it. Poverty can be commonly measured by 

constructing alien called poverty line. The cross cutting level which is constructed from 

monetary estimates of minimum needs is said to be poverty line (Getahun, 1999). Poverty 

line is also defined as a threshold level of per capita income or consumption level below 

which an individual is labeled to be poor (WB, 1991).  

 

The poverty line represents a minimum level of economic participation in a given society at a 

given point in time. People below this threshold is said to be poor. Poverty line can be 

estimated in two different approaches. These approaches are absolute povertyandrelative 

poverty. 

 

Absolute poverty refers to a condition in which people barely exist. In such situation, the 

availability of the next meal will be a matter of life or death. It is a critical condition in which 

people live on aid, food relief or their own meager returns from squatter farming, 

prostitution,scavenging on refuse tips and so on (Todaro, 1997). It tends to identify those who 

are starving without any comparison made with others. 

 

To allow for international comparison the World Bank has established an international 

poverty line of 1US dollar a day per person in 1985 purchasing power parity (PPP) prices 

which is equivalent to 1.08 dollar a day per person in 1993 PPP prices. According to this 

measure the portion of extremely poor people in the world’s population (people living on less 

than 1 dollar a day) fell between 1990 and 1999 from 29 percent to 23 percent respectively. 

Developing countries have the highest percentages of population living below the poverty 
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line. The highest incidence of poverty is observed in sub-Saharan Africa, with almost half of 

its population living below the poverty line (1 dollar). 

 

The relative povertyimplies that one has less than what others have. It tends to identify with 

comparison made with others. It tends to identify with comparison of the circumstances one 

group of people or an entire economy with another one. It refers to a relative income 

differential of distribution. It may not be a situation of an entanglement in between life and 

death as of the case in absolute poverty. It exists when the subjects under consideration are 

“poor” in relation to others (Todaro, 1997). 

  

2.2.4.2. The vicious circle of poverty 

 

Poor people live without fundamental freedoms of action and choice that the better off take 

for granted. The poor often lack adequate food, shelter, education, health and deprivations 

that keep them from leading the kind of life that everyone values. They also face extreme 

vulnerability toil health, economic dislocation and natural disasters. Moreover, they are 

exposed to ill treatment by institutions of the state and society, and powerless to influence 

key decisions affecting their lives (WDR, 200/2001). 

 

Poor people everywhere continue to suffer from unacceptably low social conditions and lack 

of access to services. Economists assume that peoples’ willingness to save for future 

consumption grow with their incomes. In poor countries most incomes are mostly spent to 

meet current needs rather than transferring to future needs. It tends to lower national saving 

rates. 

 

In combination with the small size of poor countries’ economies, lower saving rates account 

for much smaller pool of savings available for desperately needed domestic investment in 

both physical capital and human capital. For example, Sub-Saharan Africa consistently has 

the lowest saving rate and the smallest pool of saving. High-income countries' pool of saving 

was about three times as large as all the savings of developing countries combined (WDR, 

2001). 
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Productivity can be increasedthrough innovation and expansion. Without new investment, 

productivity cannot be increased and incomes cannot be raised. Thus, income,savings, 

investment and productivity are the integrated component, which made the vicious circle of 

poverty or disconnect the vicious circle of poverty. If the components are improved, the circle 

may be disconnected. Otherwise the vicious circle of poverty continues. The following figure 

shows the relationship between vicious circle components. 

 

 

 Low income  

 

 

  

  

 

  

  

 

Figure 2.1. Relationship between vicious circle components 

 

Source: World Bank Report, 2004 

 

The poor in Ethiopia have low income that leads to low saving and in turn leads to low 

investment. Without new investment, productivity may not be improved and this will result in 

low income. Access to institutional credit that contributes to an increase in investment and 

disconnects the vicious circle of poverty is very limited in Ethiopia. The majority of the poor 

get access to financial services through the informal channels (Wolday, 2003). 

 

2.2.4.3. Situation of poverty in Ethiopia 

 

Poverty is mostly the manifestation of developing countries like Africa, Asia and Latin 

America. Ethiopia is among the developing countries in the world facing severe poverty. It 

ranks 169th out of 175 countries (UNDP, 2003). The World Bank estimated that the per 
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capita income of the country is less than USD 110. Poverty remains a threat to the political, 

economic and social stability of the country. 

 

The majority of people in Ethiopia are living in rural areas where poverty is more widespread 

than in urban areas. About 45 percent of the rural populations are below the nationally 

defined poverty line, while it is 37 percent for urban population. Poverty is also deeper and 

severer in rural areas than in urban areas. On average, the income of the rural poor is 12.1 

percent far from the poverty line, while it is 10.1 percent for the urban poor (Tassew, 2004). 

Similarly,MoFED(2012) estimated the poverty incidence of 45.4 percent and 36.9 percent, 

depth of 12 percent and 10 percent, and severity of 4.6 percent and 3.9 percent for rural and 

urban Ethiopia respectively. 

 

Extreme poverty manifests itself in terms of various social, cultural and economic indicators, 

suchas backward and dominantly rural population, high illiteracy rates, repressed women, 

high fertility rates, high dependency ratios, overcrowded housing system,unsafe drinking 

water,widespread of HIV/AIDS, drought etc. Most of the poor are 

women,children,theelderly,small-scale farmers and unskilled workers. These people lack the 

financial capacity to meet the minimum standards of living (AEMFI, 2005). Generally the 

socio-economic situation of the country is characterized by low growth of income, inadequate 

social services, high population growth rate, economic inefficiency and high unemployment 

rate (Wolday, 2003; TsehayandMengistu, 2002). 

 

2.2.4.4. Poverty reduction scheme 

 

The problem of poverty is more deep-rooted with several interlocked characteristics in 

developing countries. Poverty alleviation has remained a very complex and critical concern 

among third world countries for a long time. It has been at the top of the agenda for 

policymakers and development workers. Thus, a large number of governmental and non-

governmental organizations and international funding agencies all over the world have been 

engaged in attacking poverty using several strategies and instruments (Rao and Bavaiah, 

2005). 
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The approach to reduce poverty has evolved over the past 50 years in response to 

understanding of the complexity of development. In the 1950’s and 1960’s, many scholars 

considered large investments in physical capital and infrastructureas the primary means of 

development. In the1970’s the shift of emphasis grew that physical capital was not enough 

for developmentbutalso health and education were important not only in their own right but 

also to promote growth in the incomes of poor people. In 1980’s another shift of emphasis 

was developed on improving economic management and allowing greater role for 

marketforces,promoting labor-intensive growth through economic openness and investment 

in infrastructure, and providing basic services to poor people in health and education (WB, 

2001). In 1990’sthe paradigm shift moved towards improving governanceand institutions 

toaddress poverty. A strategy was designed to attack poverty in three ways. These are 

promoting opportunity, facilitating empowermentandenhancing security . 

 

The overall economic growth and equity are crucial in the effort of reducing poverty. In this 

situation the role of the state is greater to support the buildup of human, land and 

infrastructure assets that poor people own orto which they have access. Strengthening the 

participation of the society,particularly the poor, in political process and in decision making, 

removing the socialandinstructional barriers that resulted from distinctions of gender, 

ethnicity and social status and also establishing sound and responsive institutions are 

important to bring the overall growth and benefit to the poor. Reducing vulnerability to either 

natural or man-made hazards enhances the well-being of the people and encourages 

investment.This can be done by building the assets of poorpeople,diversifying household 

activities and providing a range of insurance mechanisms(ibid). 

 

The multidimensional nature of poverty leads to greater complexity in poverty reduction. 

Thus, there is no universal blue print instrument in poverty reduction. Developing countries 

need to prepare their own policies to reduce poverty on the basis of national priorities and 

local realties. 

 

Their choice may depend on the economic, political, social, structural and cultural context 

ofthe countries. But action at national and local levels may not be enough for rapid 

povertyreduction. International cooperation is required to ensure gains to poor countries and 
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to poor people within developing world through debt relief, material as well as technical 

assistance, loan and providing market opportunities. 

 

Even if developing countries have coherent and effective homegrown policies in poverty 

reduction, rich countries and international organizations have an important role in promoting 

global financial and environmental stability, lowering market barriers to the 

productsandservices of poor countries. Simultaneous actions to expand opportunity, 

empowerment and security can create a new and dynamic change. If the developing world 

and the international community work together by combiningreal resources, 

experience,knowledge and imagination, there will be a rapid progressing poverty reduction in 

new millennium (WB, 2001). 

 

The world development report reviewed seven themes for change, which needs urgent 

priority for poor people around the world. They are change from: 

• Material poverty to adequate assets and livelihoods 

• Isolation and poor infrastructure to access to services 

• Illness and incapability to haealth, information and education access 

• Unequal and troubled gender relations to equity and harmony 

• Fear and lack of protection to peace and security 

• Exclusion and impotence to inclusion, organization and empowerment 

• Corruption and abuse to honesty and fair treatment 

 

Poverty reduction strategies are the outcomes of the insights and lessons drawn from the 

liberalization drive of structural adjustment programs experienced by the IMF, the world 

bankandthe world community at large during the 1980’s and 1990’s. In this approach, growth 

has never sufficiently trickled down to reduce poverty reduction. The two institutions reached 

to an agreement that country owned poverty reduction strategies be the basis for World Bank 

and IMFconcessional lending and guide the use of resources freed by debt relief under the 

enhancedHIPIC initiative. This was the genesis of poverty reduction strategy at the global 

level (MOFED, 2012). World leaders agreed to a set of time-bound and measurable goals and 

targets for combating poverty and hunger, disease, illiteracy, environmental degradation and 

gender inequality. This is called millennium Development Goals (MDG). 
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The Millennium Development Goals endorsed by all members of the United Nations set out 

eight specific crosscutting and interrelated goals that are essential to reduce poverty. The first 

seven goals focused on the duties of poor countries to meet the goals. The eighth goal is 

aimed at the rich countries and their commitment to respond to developing countries political 

and economic reforms with increased economic assistance, lowered import barriers and the 

deduction orelimination of unsustainable debt (UNDP, 2003). 

 

The main precondition for achieving the millennium goals is sufficiently fast and equitable 

economic growth in developing countries to provide the material resources for reducing all 

kinds of poverty including human poverty. The governments of developing countries are the 

most important actors in the development process. No amount of foreign aid can be effective 

in any country where the government is corrupt or fails to implement good policies. 

Formulating comprehensive national development priorities and coordinating their 

achievement is a crucial task that can never be entrusted to the private sector or to any foreign 

aid providers (WB, 2003). 

 

Ethiopia is one of the developing countries, which is faced with a 

complex,deep,broadandstructural problem of poverty. The proportion of the population below 

the poverty line is estimated at around 44 percent. Thus, poverty reduction has become the 

central development agenda in Ethiopia like of other developing countries (Assefa, 2004). 

 

Several reforms are undertaken in social, political and economic aspects to reduce poverty in 

the country. Ethiopia’s development policies, strategies and programs adopted since 

1992/93have was concerned with how to bring sustainable and equitable development and 

then reduce poverty. With the above objectives, Ethiopia has formulated a Sustainable 

Development and Poverty Reduction Strategy Program (SDPRP) in 2002. 

 

The program produced the basic framework for achieving fast and sustainable development 

and reduces poverty. The focus is on some selected key social and economic sectors. The 

main sectors on which development efforts would concentrate and which are considered as 

priority areas are agricultural and rural development, infrastructural development (road, 

water, telecommunication, electric power), and education and health sectors (MOFED, 2002). 
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Women and men have different access to critical economic resources and varying power to 

make choices that affect their lives. This leads to unequal roles and responsibilities of women 

and men. The government of Ethiopia has recognized that any development effort ignoring or 

limiting the participation of women cannot be successful. Thus, the government of Ethiopia 

committed to reduce poverty in addressing gender dimensions and targeting poor people. 

 

The government of Ethiopia has taken encouraging steps by privatizing the nationalized 

institutions and facilitating the establishment of new organizations. One of the outcomes is 

the liberalization of the financial sector and the establishment of legal framework that allows 

the emergence of microfinance institutions to serve poor households (Tsegaye, 2005). The 

government tries to solve the problem of financial access to the poor by promoting the 

microfinance institutions. The government believes that microfinance institutions are one of 

the instruments in poverty reduction. 

 

The delivery of financial services has been viewed as one of the antipoverty tools of the 

development programs because of creating employment opportunities by increasing their 

incomeandconsumption and then reducing poverty. Improving financial access to the poor 

also facilitates economic growth by easing liquidity constraints in production, by providing 

capital to start up new production. Therefore, the introduction of microfinance will have a 

significant effect in reducing poverty at macro and micro levels (Wolday, 2003). 

 

2.3. Overview of Financial Sector & Credit Policies in Ethiopia 

 

Finance refers to the process by which markets deal with cash flows over time. Financial 

markets make possible for individuals, partnerships, and governments to borrow and lend. 

Institutions that perform this sort of market function, matching borrowers and lenders or 

traders are called financial intermediaries such as banks,MFIs, credit and 

savingassociations.Financial sector can play a significant role in improving food security, 

alleviating poverty and economic growth. However, the capacity of the conventional banking 

sector in Ethiopia has been too weak to serve the need of the rural community. Access to 

institutional credit is very limited. The majority of the rural poor get access to financial 

services through the informal channels. The demand for rural finance is met through the 

informal sector. 
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Before 1974, there were participation of private and government financial institutions. The 

military government of Ethiopia, which took power in 1974, nationalized private banks in 

favor of socialism. The state owned banks were Commercial Bank of Ethiopia (CBE) another 

financial institutions such as Ethiopian Investment Cooperation, Ethiopian Savings and 

Mortgage Corporation Share Company and Home Ownership Public and Imperial Savings 

Association, Housing and Saving Bank (HSB), now CBE, was created by merging the 

Savings and Mortgage Corporation of Ethiopia Share Company and Home Ownership Public 

Association by Proc. No. 60/1975. Agricultural and Industrial Development Bank (AIDB) 

was reestablished in 1979 recognizing the Agricultural and Industrial Development Bank 

Share Company by Proc. No. 158/1979 (Gebrehiwot, 1997).Until1994, the formal financial 

sector consisted of Central Bank of Ethiopia, Development Bank of Ethiopia, Commercial 

Bank of Ethiopia, two contractual financial institutions(Ethiopian Insurance Corporation and 

Social Security Authorities) and about 484 Saving and Credit Cooperatives (Gebrehiwot, 

1997). The structure of financial sector in Ethiopia has been characterized by high 

concentration in terms of ownership and geographic distribution of intermediation activities. 

According to Gebrehiwot (1997), during the Derge regime all financial institutions except 

saving and credit association were state owned. 

 

The National Bank of Ethiopia and Commercial Bank of Ethiopia accounted for more 

than71% of net bank assets. World Bank (1991) reported that about 80%of Commercial Bank 

of Ethiopia (CBE) and AIDB loans and 91% of Housing and Saving (HSB) loans were in 

Addis Ababa city, which is residence for only 5% of the population. This implies high 

concentration of services in one area. Almost all financial institutions were publicly owned 

and entry was barred, there by establishing a public monopoly in the financial sector. Bank 

credit was administratively allocated mainly to the social sectors i.e. public enterprises, state 

farms and cooperatives. The financial intermediaries were highly biased in favor of social 

sector of the economy, which discourages the expansion of the financial market. The bulk of 

Ethiopian population made little or no use of formal savings and lending institutions. In a 

country where more than 85 % of the population lives in rural areas, few banks and savings 

and credit associations operation was limited to urban areas (Dejene, 1993). Following the 

overthrow of the Derge regime, changes in economic policies as well as political, 
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administrative and institutional structures began to be introduced by Transitional Government 

of Ethiopia (TGE), which took power in 1991. 

 

 The changes aimed at removing restrictions on private sectors. Policy changes have been 

observed in the light of private investment in the financial sector, availability of loanable 

funds, entry and competition in the financial sector. Regulatory, supervisory and institutional 

reforms have been undertaken. It broadened the scope of private sector and shrined state 

control over the entire economy (Gebrerhiwot, 1997). Since 1991 the expansion of banks and 

bank branches, introduction of insurances and MFIs have been observed. The incentives 

further improved by Proc. No.37/1996 by Federal Government of Ethiopia which took power 

in August 1995. Renee Chao-Beroffetal. (2000) argued that the most effective tool of poverty 

reduction and achieving security in Ethiopia is enhancing rural financial intermediation. The 

major sources of finance in Ethiopia are conventional banks, insurance companies, 

cooperatives, government projects, NGOs, Semi-formal and informal sectors and 

microfinance institutions. Recently, financial sector has been increasing through both branch 

expansion and emergence of new private sectors. These financial intermediaries can be 

broadly categorized as follows: 

 

a) Conventional Banks and Insurance companies: These banks include Commercial Bank, 

Development and Construction Bank, and Business Bank licensed and supervised by 

National Bank of Ethiopia as per Proclamation No. 83/94. These banks and insurance 

companies are broadly categorized into public banks and insurance companies and private 

banks and insurance companies. Following the downfall of socialist regime, financial market 

liberalization was adopted. As a result, several privately owned commercial banks and 

insurance companies were established. Six privately owned and three pubic commercial 

banks, one public and eight private insurance companies are operating in Ethiopia, of which 

CBE is the only bank involved in providing agricultural credit to rural poor farmers through 

agricultural development offices with the regional government providing the guarantee 

(Messele, 2002). RUFIP (2001) stated that both CBE and DBE have a network of 202 

branches following the recent liberalization of economy and the six privately owned banks 

with a network of 67 branches. Most of the branch network is, however, concentrated in 

urban areas. 
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b) Cooperatives: These include multi-purpose and credit and saving cooperatives. According 

to Messele (2002), there were 6,552 registered cooperatives in Ethiopia where 3,737 are 

agricultural based while others are saving and credit cooperatives. However, development 

cooperatives faced the challenges such as concentration in urban areas, weak financial 

auditing and inspection service. 

 

c) Government projects and NGOs: Many of these have initiated and implemented 

microcredit activities as a tool to poverty reduction endeavors. 

 

d) Semi-formal and Informal sectors: These sectors provide financial services outside of 

the direct control of the state authorities. Informal sector includes revolving saving and credit 

associations, moneylenders, friends,relatives, neighborhood, and whole 

sellers,Iqqub,IddirandMahaber. These traditional structures are self-initiated organizations 

formed on the basis of social cohesion,economic status and sometimes ethnic origin. They 

comprise similar socio-economic status who known each other well and have been living 

within the same locality for some time. According to Dejene (1993), Iqqub is important 

source of finance for the poor household in Ethiopia. 

 

e) Microfinance institutions: The inability of conventional banks to address the financial 

demand of the rural poor put the consensus that reached to design new strategies for 

delivering financial services to the poor.The microfinance institutions mainly designed to 

provide rural banking services and mobilizing small savings. Good practice in microfinance 

is based on the ability to provide appropriate financial services to individuals and households 

that are otherwise excluded from the financial system (Joan Parker, 1998). Currently, there 

are22 MFIs engaged in providing microfinance credit and saving services to the poor in 

different parts of the country. The details of the MFIs were discussed in the first chapter. 
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2.4. Importance of Credit 

 

Agriculture is the major sources of revenue for smallholder farmers and as well as National 

income of most developing countries. In order to enhance agricultural revenue, credit is 

considered as an important instrument for increasing agricultural production and farm 

incomes. Especially among small-holder farmers, who are constrained by lack of adequate 

financial resources from using improved inputs, are necessary for increasing their farm 

productivity. The need for credit to support development of agricultural-based livelihoods has 

been stressed, particularly as a justification for the state and donor supported subsidized 

credit programmed of the 1950s – 1970s (World Bank) cited in Doug (2004).  

 

However, the rural economy is financially very fragile. Lack of credit is limiting investment 

in productivity-enhancing technology and inputs. Hamid (2004) reflected this idea in his 

study that lack of access to formal credit and to full financial intermediation services impedes 

agricultural development and hampers the efforts to alleviate rural poverty. Moreover, Doug 

(2004) indicated that financial sector development promotes economic growth and can also 

reduce poverty. The motivation has been the belief that credits are an essential part of various 

input packages that are prescribed as part of agricultural investment projects designed to 

introduce modern technologies and thus stimulate change and growth in agriculture. 

 

Kumar et al. (1987) reported in his study that, the importance of credit in the case of majority 

of cultivators arises from inadequate savings to finance various activities on their farm. 

Moreover, their income accrues during limited period, while their expenses are spread 

throughout the year. This implies that, expenditures on inputs have to be incurred much in 

advance of the income from resulting outputs. Producers meet these expenditures out of their 

past savings and when these savings fail to meet the requirement, they borrow from financial 

institution. Miazur (2001), using econometric models showed that household income, 

productivity of crops and livestock, expenditure and employment increased significantly due 

to the influence of changed behavior and availability of micro-finance. 

 

Studies undertaken in Ethiopia showed that credit provision to smallholder farmers increases 

their productivity and improves their standard of living (Anbes, 2003). As a result of high 

population pressure in rural areas of developing countries like Ethiopia, bringing of 
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additional productive land under cultivation is difficult. This mean, there is a productive land 

limitation. So that, it is necessary the need of improving farm level productivity through 

intensification. However, some farmers have no adequate source of acquiring the required 

capital goods for raising their productivity and income level other than access to credit from 

formal financial institutions. Therefore rural credit institution can help improve smallholders’ 

farm productivity through use of purchase farm inputs. 

 

Agricultural credit is one of the measures which are used by the governments to increase 

agricultural production and improve the living standard of farmers in developing countries. 

Credit removes a financial constraint and helps accelerate the adoption of new technologies, 

increase productivity, and improves national and personal incomes. In addition, farmers need 

credit to meet short-term requirements of working capital and long-term investment in 

agriculture and other income-bearing activities (EEA, 2004/05). 

 

Farmers must spend additional sums of money on improved seeds, fertilizers, and farm 

implements to increase their agricultural productivity (Anbes, 2003). However, due to low 

level of real income small farmers in particular cannot undertake such investments without 

external credit support. Meehan (2001), revealed in her study that credit provision had a 

significant impact on increasing agricultural production through build-up of production 

assets, particularly draught oxen, and increasing the amount of land formed by clients who 

were able to retrieve land previously rented out and farm it themselves, and clients who were 

able to get more land through rent. There were clear differentials in impact related both to 

gender and whether clients were urban or rural based. Women took consistently lower loans 

than men, and were less likely to report themselves as considerably better off as a result of 

taking credit, initial resource differentials, such as lack of land, labor and other inputs, 

certainly play a part in this, with women headed households particularly those who were less 

likely to own oxen and to farm their own land (Meehan, 2001). These are two key indicators 

of productive capacity and wealth in subsistence agricultural economy. Meehan (2001) 

concluded that the provision of financial services to the poor has a crucial role to pay in 

providing household food security and alleviate poverty. 

 

Furthermore, Getaneh (2001) reported that financial services of ACSI has increased income 

and improved food security of clients. Access to finance in the rural area has improved access 

to education and health services. According to Wolday (2000), delivery of microfinance 
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services has been considered as one of the policy instruments to enable rural and urban poor 

increase output and productivity, induce technology adoption, improve input supply, increase 

incomes, reduce poverty and attain food security. 

 

Generally, in Ethiopia, the importance of agricultural credit in the development of the sector 

has been underlined strongly by various researchers (Anbes, 2003; Fantahun, 2000; Kebedeet 

al., 2002; Meehan, 2001; Tsehay and Mengistu, 2002;Wolday, 2002). All these researchers 

have concluded that credit helps to raise productivity, improve standardof living and attain 

food self-sufficiency through the adoption of new and improved technologies. 

 

2.5. Risk Management 

 

2.5.1. Definition of risk management 

 

Risk management has been defined by different authors based on their area of emphasis and 

their attitudes towards their exposures. Accordingly we have tried to indicate different 

authors view in the following manner.  

 

According to Triechmaa (2014) risk management is a managerial process that involves the 

executive function of planning, organizing, leading and controlling those activities in a firm 

that deal with specified types of risk in order to maximize the value of an organization. The 

risk manager is charged with minimizing the adverse effect of losses on the achievement of 

the company’s goal.  

 

According to William (2013), risk management is a general management function that seeks 

to identify, asses and address the causes and effects of uncertainty and risk in an organization 

in order to attains the goals and objectives of the organization in the most direct, efficient and 

effective path. It is a systematic way of protecting business resources and income against 

losses so that the organizations aims are reached without interruption, creating stability and 

contributing a profit.  

 

Risk management is a scientific approach to dealing with pure risk by anticipating possible 

accidental losses and designing and implementing procedures that minimize the occurrence 
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of loss or the financial effect of losses that do occur. It is a systematic process for the 

identification and evaluation of pure losses exposures face by an organization or individual 

and for the selection and implementation of their most appropriate techniques for treating 

such exposures.  As a general rule, the risk managers is concerned with the management of 

pure risks not speculative risks and adds pure risks are considered, including those are 

uninsurable.     Hence, risk management is the identification  measurement and treatment of 

property liability and personnel pure risk exposures. 

 

2.5.2. Objective of Risk Management 

 

Risk management  has several important objectives that can be classified as pre loss and 

postlossobjectives.pre loss risk management objectives are objective prior to the occurrence 

of a loss such as reduction in anxiety, analysis of safety program expenses and meeting 

externalObligations where at post loss objectives are important risk management objectives 

that can be meet after the occurrence of a loss such as survival of the firm ,continuity of 

operation ,stability of earning  per share and continued growth  by developing new products 

and market or by acquisition and mergers (Diague and Zeller,2001) 

 

The first steps in the risk management process are the determination of the objectives of the 

risk management program. In other words the risk manager and other related departments 

should participate in deciding the expectation of the organization and its risk management 

program if it is less effective than it could be in absence of coherent objectives; there is a 

tendency to view the risk. 

Management process as a serious of individual isolated problems, rather than as one single 

problem and other are no guidelines to provide with the risks that the organization faces. 

Therefore, risk management objectives serve as a prime source of guidance for those charged 

with responsibility for the programmed and also serve as a means of evaluating performance 

(Ibid). 
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2.5.3. Risk Management Process 

 

In order to have effective management program, the risk manager must take certain general 

steps that can be systematically and deal with risk these are. 

2.5.3.1. Risk identification 

 

Risk identification is the process by which a business systematically and continuously 

identifies property, liability and personnel exposures as soon as or before they emerge. 

 

Unless the sources of possible losses are organized it’s impossible to consciously choose 

appropriate and efficient methods for dealing with those losses should they occur. 

Riskidentification is a very difficult process because the risk manager how to look into all 

operations of the company, soon to identify where exactly risks emanate from. It is a 

continuous job for the risk manager since risk environment is dynamic approaches used by 

many risk managers involve, doses exposure checklists, financial statement analysis flow 

chart,contract (2011) analysis onsite inspection and statistical analysis of post losses 

lossexposure checklist is a risk identification tool that can be used by business and 

individuals, which specifies numerous potential sources of loss from the destruction of assets 

and from legal liability. Financial statement analysis is another approach that can be used by 

business to identify risks. Using this method items on firm’s balance sheet and incomes 

statement are analyzed with regard to that may be present. By including budgets, long range 

forecasts and written strategic in the analysis this method can also helpful in identifying 

possible future risks that may not currently exist. Flow charts are especially helpful to 

business in identifying sources of risk in their production and service process. 

 

2.5.3.2. Risk evaluation 

 

After risks are identified, they should be evaluated regarding their expected frequency of 

occurrence, the probable severity of associated losses, the maximum probable and possible 

losses. In this case the risk manager obtains information that is helpful in determining and 

realizing the importance of identified risks and in selecting particular techniques for 

managing those risks. As part of the overall risk evaluation, it may be possible to measure the 

degree of in a meaningful way in some situation (William,2013). 
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2.5.3.3. Select appropriate risk management tool 

 

After identifying and evaluating various exposures to risk, alternative considerations can be 

given to alternative methods for managing each exposure. These tools include primarily 

avoiding the risk, reducing the chance that the loss will occur or reducing its magnitude, 

transferring the risk to some other party retaining or bearing the risk internally. 

 

In selecting the proper tool the risk manager must establish the cost and other consequences 

of using each or combination of tools .He must also consider the current financial position of 

the firm, its overall policy with regard to risk management and its specific 

objective(triechmaaa,2014). 

 

2.5.3.4. Implement and review decisions 

 

Based on the decision about the optimal methods for handling identified risks, the business or 

individuals must implement the best techniques selected. However, risk management should 

be ongoing process in which previous decisions are reviewed regularly because sometimes 

new risk exposure may arise or significant changes in expected loss frequency or severity 

occur. Therefore the dynamic nature of many risks requires a continual scrutiny of post 

analysis and decisions (Own contribution). 

 

2.5.3.5. Evaluating and controlling the result 

 

The result of the decisions made and implement in the first four steps must be monitored to 

evaluate the wisdom of those decisions and to determine whether changing conditions 

suggest different solutions. 

 

2.5.4. Risk Management Techniques 

 

The selection of appropriate risk a management techniques is a dynamic problem. A best 

method for handling a particular exposure today may not be the best method for next year 

because so many relevant factors changing regularly. The cost and availability of different 

risk management tools cannot be assumed to remain constant. Thus the risk management plan 
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that seems to be both effective and efficient in one year may not make as much as sense in 

the next. All of these factors make it clear that the risk management techniques should be an 

ongoing one rather than an exercise that is performed once and then forgotten with in this 

from work there are four basic methods available for handling risk. Risk 

managementtechniques are risk avoidance, loss control, risk retention and risk transfer 

(Rangan,2010). 

2.5.4.1. Risk avoidance 

 

Risk avoidance is a conscious not to expose oneself or ones firm to a particular risk of loss. It 

can be said to decrease ones chance of loss to zero. Risk avoidance is common particularly 

among those with a strong aversion to risk. However, avoidance is not always feasible and 

may not be desirable even it’s possible. Therefore the risk manager must always weigh the 

relative costs and benefits associated with activities that give rise to risks. When risks are 

avoided the potential benefits as well as costs are given up (Ibid). 

2.5.4.2. Loss control 

 

Before measuring and controlling any loss, the risk manager should be aware of the fact that 

the expected gains from an investment in loss control should be at least equal to the expected 

costs to testify the expenditure loss control is important for the reduction of costs associated 

with repair or replacement of damaged property, income  loss due to destruction of property 

,extra costs to maintain operations following the losses, adverse liability judgment, 

medicalcosts to treat injuries, and income losses due to death or disabilities. Other qualified 

benefits of loss control are a reduction in the cost other risk management techniques used in 

con with the loss control such as installations and maintenance expenses. Some form of loss 

control concentrate on reducing the frequency of loss, whereas others focus on reducing loss 

severity (Rutherford, 1999). 

2.5.4.3. Risk retention 

 

It’s a technique of risk financing which involves assumption  of risk that is if a loss occurs an 

individual or a firm will pay for it out of whatever funds that are available at the time. 

Retention can be planned or unplanned and the losses that occur can be either funded or 

unfunded in advance planned retention involves consciousanddeliberate assumptions of 

recognizing risk. Sometimes it occurs because it’s the most convenient risk treatment 
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techniques. Unplanned retention sometimes occurs even when the existence of risk is 

acknowledged. Thus, even though the exposure is recognized the firm is engaged in 

unplanned retention of losses that exceed its estimate of the maximum possible losses. 

 

Many risk retention strategies involve the intention to pay for losses as they occur without 

making any funding arrangements in advance of a loss. If a loss happens, it’s paid for from 

the firms’ current revenue such type of retention is unfunded retention. In contrast funded 

retention is made by making various pre loss arrangements to ensure that money is readily 

available to pay for losses that occur. In many situations the risk manager should consider 

several techniques as financial occurs ability to predict losses and feasibility of establishing 

retention programs in order to make decisions regarding retention (Ibid). 

2.5.4.4. Risk transfer (insurance) 

 

Risk transfer or insurance is another risk financing technique which involves payment by the 

transfer to the transfer (risk bearer) the transferee agrees to assume risk that the transferor 

wants to escape. It reduces risk by combining under one management groups of objects 

situated so that the aggregate losses on the insured became predictable within narrow limit 

sometimes the degree of risk is sufficiently large to enable accurate loss predication and the 

losses through a fund specially designed for that purpose. Reduced through the transfer 

process because the transferee may be in a better position to use the law of large numbers to 

predict losses. In other cases the degree of risk remains the same and is merely shifted from 

the transferor to the transferee for the price (Sally 2011). 

 

2.6. Importance of Risk Management to the Small Scale Micro Finance Business 

 

Risk exists whenever and forever because the future is uncertain /unknown/ However, the 

adverse effect of risk plagued mankind since the beginning of time. As a result     of 

accidental losses each day had threaten the survival of some businesses, coursing the 

customer dissatisfaction to take loans and earnings to drop below  expected and acceptable 

levels ,intercept their operations or slow their growth. All micro finance and businesses face 

the threat of losses that may never occur worrying about these possibilities does more than 

make life less pleasant it may stop a business from engaging in certain activities or otherwise 
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after how it conducts its operations. Proper risk management enables a business to handle its 

exposures to accidental losses in the most economic and effective way (Hulme 19990). 

 

Organizations of all sorts have recognized the increasing importance of sound 

riskmanagement. As life has become more complicated, more interrelated and more uncertain 

new loss exposures have been created and the severity of many old exposures increased. In 

some firms top management has assigned primary responsibility for the risk management to a 

specialized department. The purpose of risk management is to minimize the risk of loss at a 

minimum cost and its contribution to the business can also be categorized as follows. 

 

Risk management may take the difference between survival and failure that means it can 

contribute directly to business profits for business organizations and increase efficiency for 

nonprofit making organizations because profits can be improved by reducing exposures as 

well as increasing income. Is a business has successfully managed its pure risks, the peace of 

mind and confidence permits its managers to investigate and assume attractive speculative 

risks that they might otherwise seek to avoid? 

 

By altering general managers to the pure risk aspects of speculative ventures, risk 

management improves the quality of the decision regarding such ventures. Once decision aids 

are made to assume speculative ventures proper handling of the pure risk aspects permits the 

business to handle the speculative risk more wisely and efficiently. Risk management can 

reduce the fluctuations in annual profits and cash flows that investors regard more favorably a 

stable earnings record. 

 

Though advance preparation, risk management can in many cases make it possible to 

continue operations following a loss. Thus retaining customers or suppliers who might 

otherwise turn to other competitors will be more feasible. Risk management encourages 

customer’s creditor’s suppliers and employees of the firm to work with the organization that 

has sound protection against pure risk. 

 

The peace of mind that is made possible by sound management of pure risks may itself be 

valuable for non-economic assets because it improves the physical and mental health of the 
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management and the owners. Because help others such as employees who would be affected 

by loss of the firm. It also  

helps to satisfy the firms are sense of social responsibility and creates good public image. 

Generally has dealt about the concept of risk management which focuses on different authors 

views regarding definitions of risk, the types (nature) of risk, different causes of risk and their 

management techniques, process and procedures (Dunn,Kalaitzan and Onakes,and Valdivia 

1999). 

 

2.6.1. The need for micro financing in poverty alleviation 

 

Microfinance refers to small scale financial services-primarily credit and savings- provided to 

people who farm or fish or herd and who operate small enterprises or micro enterprises where 

goods and services are produced (Robinson, 2010). Microfinance has become very famous in 

the past decade and has boosted among the public interest on poverty reduction tools (ECSC, 

2000). The majority of the people in developing countries are considered to be very poor and 

unable to accumulate substantial savings.They need external finance to break away from the 

vicious circle of poverty. Lack of access to institutional credit is one of the crucial factors 

impeding peasant agricultural production in particular and rural development in general. 

 

According to Robinson (2000), microfinance institutions are important for poor people in 

providing credit and mobilizing of savings. MFI can expand and diversify enterprises and 

helps to reduce risk,improve management, raise product, helps in increase 

household’sincome and provide credit at much lower cost than credit from informal 

commercialmoneylenders. Cohen (2000) concluded that access to microfinance is a key risk 

management strategy for clients, and MF services reduce vulnerability and contribute to 

povertyalleviation. Scholars and development practitioners have in recent years devoted 

considerable attention to lend successfully to poor people. Considerable evidence now shows 

that an unconventional lender such as Graeme Bank lends to the poor people and so with the 

reasonable degree of financial self-sufficiency and repayment rates that is significantly higher 

than for comparable loans by conventional lending institutions (Ghatak and Guinnane, 1999). 

There are two distinct reasons for the success.First, many of these lending programs 

askborrowers to form a group in which all borrowers are jointly liable for each other’s loan. 
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Second,most micro lenders engage in intensive monitoring of clients and rely heavily on 

thepromise of repeat loans for borrowers who perform well. 

 

Economists have proposed several theories of joint liability lending that stress various aspects 

of its informational and enforcement advantages over other forms of lending. Institutions that 

rely on joint 

liability to facilitate lending to the poor have a long history and are now common feature of 

many developing countries. The economic models of Joint Liability Lending Institutions 

(JLLI) formalize the idea that a well-structured Joint Liability Lending Institutions can deal 

effectively with the major problems such as adverse selection, moral hazard, auditing costs 

and enforcement facing lenders by utilizing the local information and social capital that exist 

among borrowers (Ghatak and Guinnane, 1999). Most Joint Liability Lending Institutions 

operate in environments where borrowers do not have physical or financial assets to pledge as 

collateral. Group lending schemes have a long practical history, but much recent interest 

stems from the performance of the Grameen Bank in Bangladesh. This bank, which lends 

only to the poor, has enjoyed considerably higher repayment rates than similar credit 

programs using traditional lending practices (Besley, 1995). 

 

Bangladesh’s Grameen Bank, during 1999, lent to about two million people most of whom 

are rural landless and women. After the formation of the group, members have been receiving 

training from bank employees and began weekly meetings. Loans are small and must be 

repaid in weekly installments over a period of one year. Most countries have established long 

term credit banks and specialized institutions providing credit for agriculture, small farms and 

housing. During the past few decades, East Asian governments have helped develop financial 

markets by creating financial institutions to fill gaps in the types of private credit entities 

(Stiglitz and Marilou, 1996). According to Yaron (1994), providing affordable credit to the 

rural population has long been a prime component of development strategy. Rural credit 

markets have been at the center of policy intervention in developing countries over the past 

forty years (Stiglitz and Karla, 1990). 

 

Credits are acknowledged means to alleviate the problem of implementation of improved 

technologies, which required purchased production means. Credit is needed to support family 

consumption in case of unfavorable weather conditions and low yield. Credits may be granted 
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in cash or in kind. Credits may originate from private sources or from lending institutions. 

Institutional credit that encourages investment makes larger contribution to growth in 

employment and hence leads to economic growth. The success of the Graeme Bank has been 

the driving force behind the rapid expansion of institutions throughout the developing world. 

Apart from the GramenBank, numerous group-based credit programs have come into 

existence since a few decades ago following resource to large-scale projects and dependence 

on macro policies as the sole tool of poverty alleviation failed to work out in the expected 

direction (Mengistu, 1997). 

 

To this effect, micro financing scheme has been taken up with specific attention directed to 

the poor people. Generally, Parker (2000), Teferi(2000), ECSC (2000), Monique (2000), 

Mengistu(1997) recommended that making rural credit available to the poor is considered as 

essential to alleviate poverty and improve their living. Savings can help both clients and 

MFIs. For clients, savings help smooth consumption patterns during difficult times by 

covering cost of large expenses such as school fees, medicals. For MFIs, savings increase 

profitability. By mobilizing savings, MFIs gain access to funds and the potential to decrease 

their dependency on donor funds if the savings program is successful. The design of 

appropriate savings facilities can also increase the institutions outreach and help control 

costs. Micro savers, however, are not a homogeneous group and represent a number of 

different market segments with different saving needs. To meet a variety of needs, MFIs 

should provide a mix of short and medium term deposits that offer a range of liquidity, 

different rates of return, convenience and flexibility. Through market studies, pilot testing, 

monitoring and evaluation, MFIs can develop a range of short and medium term products. 

Although the benefits of savings are substantial, their success is not dependent solely on their 

design but also the pricing and marketing process and an understanding of the market. For 

savings products to thrive in the market place, the MFIs must have a sound management 

structure and an appropriate management information system to ensure the client deposits are 

not at risk. 

 

Bamko (2000) argued that microfinance institutions have found that poor households are 

interested in a variety of savings services and products. Deposit services allow low-income to 

save for different reasons including accumulate funds for future investment such as 

purchasing livestock, children's education, housing construction, purchase of machinery, 
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managing irregular income streams, and social and religious obligations such as life crises, 

ceremonies, religious holidays, contribution to local funds and functions, old age and 

disability (Bamko, 2000). 

 

From the perspective of microfinance institutions' clients, the advantage of deposit facilities 

includes a combination of access to cash, rate of return and divisibility of savings. On the 

other hand, from an institutional perspective, well-designed and well-delivered deposit 

services can lead to the successful intermediation of financial services by microfinance 

through reducing their dependency on external funding and generating stable stream of 

capital to support financial operations.Fedler and Webster (1996) indicated that inclusion of 

saving in the microfinance menu of services could help in the generation of local funds for 

micro enterprise development and contribute to sustainability of microfinance institutions. 

They also argued that saving services enable the poor to accumulate surpluses that can be 

used at a later date to ride out dips in income or respond to emergencies. 

2.6.2. Effect of micro-finance on poverty reduction 

 

Assessing microfinance effect has been the main concern of development specialists in order 

to know whether or not providing financial services to the poor has reduced the poverty. The 

effect may be measured using indicators such as income,wealth,foodsecurity,childnutrition, 

and employment,quality of life, or gender relations. Khandker (1999) argued that the 

immediate effect of having access to credit from a micro credit program is on employment 

and income in which these may have effect on other outcomes such as 

consumption,nutrition,contraceptive use, fertility and education. According to Meehan 

(2000), there are many supporters of micro credit provision who would agree that well 

designed lending programs could improve the income of the poor people. Idler and Webster 

(1996), however, stressed the existence of methodological difficulties associated with the 

measurement of the effect of the program towards poverty reduction. They proposed the 

descriptive approach in assessing the effect of microfinance on poverty reduction by 

comparing the beneficiaries’ outcomes before and after loan or outcomes of clients and non-

clients. JoannaLéger wood (1999) stated the three broad categories of effects of microfinance 

activities. 

(1) Economic effect (business expansion, income, accumulation of wealth and consumption). 
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(2) Socio-political or cultural effect (changes in favor, changes from barter to monetize 

economy; hope for changes in power, redistribution of assets, nutrition and education). 

(3) Personal or psychological effect. To Joanna Léger wood an effect from one of these 

categories can in itself cause an effect on one or more of the others. The poor participate in 

micro-credit programs in the expectation that borrowing will increase their income and 

sustain self-employment. 

Khandker (1999) argued whether participation in micro-credit programs does in fact reduce 

poverty in terms of consumption and help increase income and employment on a sustained 

basis could be measured directly. The benefits of program participation can also be measured 

indirectly, by measuring changes in socio-economic outcomes. This implies that the effects of 

micro-credit programs on participants can be measured in terms of consumption, nutrition, 

employment, net worth, schooling, contraceptive use and fertility. The study argued that 

hangs in income and employment among program participants might affect the living 

standard of the poor. There are two important factors that determine the overall effect of the 

program. These are the growth potential of activities financed by the micro credit programs 

and the extent of credit market imperfections that are resolved with enhanced availability of 

credit to AIMS (2000), the purpose of an effect assessment is to answer the question of 

whether a project leads to change that is different from what would have happened without 

the intervention, or whether the program increases the probability of that change. In the 

context of the rapid growth and evolution of microfinance industry, effect assessment is to 

classify whether or not the changes occur on the livelihood of the clients. effect is making a 

credible case that the program led to the observed or stated changes, meaning that the 

changes are more likely to occur with program participation than without program 

participation. It does not imply that the changes always occur from program participation. 

Rather, it increases the probability that the changes will occur. 

 

The type of change we are looking for can occur for multiple reasons, many of which are not 

related to program interventions (AIMS, 2000). There are factors that enhance or constrain 

opportunities for change but are not directly linked to the program intervention such as 

gender of client, number of household members, price of business inputs and external factors. 

According to AIMS, searching for effect requires lens on the full range of family/household 

economic activities because the micro enterprise is firmly embodied in the family/household 
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especially among poorer families. How the micro enterprises fit into overall economic 

strategies depends on the following factors. 

i) The composition of the family, which will vary in different locations and cultures. 

ii) Decision-making within the family about investments and the selection of productive 

activities. 

iii) How the family is linked extremely to larger social networks through which it gives and 

receives resources. Lidgerwood (1999) argued that most microfinance institutions see 

microfinance as a cost effective means of poverty reduction, but the detailed intentions and 

expectations of microfinance programs can differ considerably. effect of microfinance 

activities may fall at the level of the economy itself. 

 

Hulme (2000) identified three elements of the framework for the study of effects. The first is 

the specification of levels at which effect are assessed. The second is the specification of the 

types of effect that are to be assessed. The third is models to be used for the study. 

 

Bakhtiari (2006) concluded that micro credit and microfinance have received extensive 

recognition as a strategy for poverty reduction and for economic empowerment particularly in 

rural areas having poor population. Providing poor people the small amounts of credit at 

reasonable interest rates give them an opportunity to set up their own business at small scale. 

Mawa (2008) conducted a research study focusing the issue under discussion and concluded 

that microfinance is an innovative step towards alleviating poverty. The author mentioned 

that microfinance facilities provided to the people help them to use and develop their skills 

and enable them to earn money through micro enterprises. Moreover provision of micro 

finance helps them to smooth their consumption level and manage unexpected risks. Micro 

finance helps the poor to build assets, educate their children and have a better quality of life.  

 

Gurses (2009) conducted a study in Turkey and mentioned that micro finance especially 

micro credit is a powerful tool to reduce poverty. The author has mentioned that one fifth of 

the population of turkey was at risk due to the poverty even then it is not a poor country 

according to global standards. This is due to the introduction of micro credit by two NGOs—

KEDV and the Turkish Foundation for Waste Reduction (TISVA). Moreover, the author 

mentioned that poverty, both in Turkey and all over the world, is not only a function of 

microcredit but a political problem, and political intervention of the state holds the 
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ultimateresolution to struggle against poverty. Rena, Ravinder and Tesfy, Ghirmai (2006) 

concluded that micro finance is the founding stone for poverty reduction. Their study showed 

that there is a fundamental linkage between microfinance and poverty eradication, in that the 

latter depends on the poor gaining access to, and control over, economically productive 

resources, which includes financial resources. Previously implemented programs not 

produced good results due to the non-involvement of the peoples for which the programs was 

designed (the poor). They suggested that the government poverty alleviation program should 

be restructured if not re- designed and should be centered on the basic needs ‘approach.  

 

Micro-finance is the main source for income generation and the way for permanent reduction 

of poverty through the provision of health services, education,housing,sanitationwatersupply 

and adequate nutrition. In many instances, micro enterprises rather than formal employment 

create an informal economy that comprises as much as 75 per cent of the national economy. 

Kumaret al. (2008) found that micro finance is the only way to overcome poverty in India. A 

great potential exist for micro finance in the country. Major cross-section can have benefit if 

this sector will grow in its fastest pace. An annual growth rate of about 20% should be 

continuing if they want to control poverty. At present, the outstanding balance is 1600 cores. 

This amount should be increase to 42,000 cores in next five years. Shastri (2009) revealed 

that there is no way better then micro finance in the war against poverty. Creating self 

employment opportunities is one way of attacking poverty and solving the problems of 

unemployment. The authors reported that there are over 24 core people below the poverty 

line in India. The Scheme of Micro-finance has been found as an effective instrument for 

lifting the poor above the level of poverty by providing them self-employment opportunities 

and making them credit worthy.  

 

Knight and Far (2008) had mentioned that micro finance directly improves quality of life and 

promotes poverty reduction. By getting loans the client become self-employed and protects 

himself for the external threats. By getting employment they become raised from the poverty 

line and the poverty decreased. Micro finance is in the initial stages and in these stages most 

of the peoples do not know about the reality of micro finance. Some peoples take that 

example of micro finance where the result of micro finance is negative. It is more important 

that the examples where the result of micro finance is more positive than negative should be 
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highlighted so that more and more peoples get benefit from micro finance and cross the 

poverty line.  

Gopalan (2007) concluded that micro finance increase the self-confidence of the poor by 

meeting their emergency requirements, ensuring need based timely credits and making the 

poor capable of savings. The study also shows the credibility of microfinance in health 

related issues in a positive manner. It has been postulated that by making policy towards 

income generation and enhancement, ultimately to eradicate poverty alone can improve the 

health status through better, timely and easy access of health care. The survey shows that 

peoples do not consider micro finance as a help full tool for health problems. This is shown 

by the survey that a small portion of peoples take loans for health facilities. When the peoples 

do not consider it necessary they cannot control poverty and health problems. Imaiet al. 

(2010) concluded that there is no doubt micro finance is a powerful tool against poverty but 

some evidence creates a black spot on its performance.  

 

The study proved that the number of poor peoples’ is less in those countries where the 

number of micro finance institutions is more in compare to those countries where the number 

of MFIs are less. In many studies it is proved that micro finance have no or negative impact 

on the women empowerment. Women are the major portion of our society that is poor and 

they cannot get access to the micro finance. Until and unless women cannot share an equal 

portion of financial facilities, a society cannot control poverty. Ahmad (2008) concluded that 

micro finance is fighting against poverty with full force but due to some facts the role of 

micro finance is decreasing in some areas of Pakistan. If these portions are cut, micro finance 

will eliminate poverty in short period of time. Some of these short coming of micro finance 

are the following: 

1. Small loan size  

2. Investment of the loan on consumption instead income generation  

3. Low awareness in the society about micro finance  

4. Less support by the government  

 

Brownstein et al.(2007) mentioned that micro finance is a good tool for poverty 

alleviationbut it is not a magic to solve the problem of poverty in a night. In Sub-Sahara 

Africa micro finance is performing well but cannot solve the problem of poverty because the 

problem is big and the weapon is very simple and lose. Micro finance should be given more 
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support to yield some fruitful results. Currently we have demonstrated there is need for 

greaterawareness,greater coordination, additional aid, and technological improvements 

forincreased efficiency. Significant increases in micro financing is a critical first step in 

accelerating Sub-Saharan Africa‘s progress towards the Millennium Development Goals, but 

micro financing is only one pillar in the systemic approach needed to reduce poverty and 

hunger in the region. 

2.7. Effect Assessment 

 

Effects can be assessed at different levels. According to Hulme (2000), the common units of 

assessment are the household, the enterprise or the institutional environment within 

whichagents operate. Khandker (1999) and Lidgerwood (1999) stated that effect can be 

assessed at household, enterprise, individual and community levels. According to Yaron 

(1997), there are two major schools of thought that are prominent in effect assessment of 

microfinance programs. The first one purely focuses on the organization or company and its 

operation. Thisapproach focuses on institutional outreach and its sustainability. The 

assumption is that if both outreach and sustainability have been enhanced, then the 

intervention is judged to have a beneficial effect  as it has widened the financial market, 

which in turn extends the choice of people looking for credit and saving services. The second 

approach is the one, which focuses on the intended target groups or clients. This is the case 

that is developed by USAID’s AIMS project that seeks to assess effect at household, 

enterprise, individual and community levels. 

 

According to AIMS (2010), the framework posits that effect occurs at the levels of 

household, enterprise, individualandcommunity. At the household level, microfinance 

contributes to net increase in household income, asset accumulation and labor productivity. 

Income invested in assets such as saving and education increases household economic 

security by making it possible to meet basic needs. This relationship clarifies paths of impact 

by which microfinance interventions can contribute to the goals of poverty alleviation and 

economic growth, and thus, households improve their economic security. To assess changes 

within this relationship, impact can be assessed in the movement of household's livelihood 

toward or away from greater economic security. 
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2.7.1. Effect at household level 

Assessing effect at the participant level requires adjustments to control for differences in 

unobservable household and village characteristics. That is, to measure the credit effects of 

programs that are due to variations in individual level participation, it is necessary to control 

for differences in village level characteristics that attract a program to a particular village. 

According to Yaron (1997), the effect of program placement on village level average income, 

employment and poverty is estimated by fitting a village level regression that measures the 

differential effect of program placement at the village level while controlling for observable 

characteristics of the village. Group-based credit program may be efficient for joint 

production and consumption behavior of households. It may also be beneficial for such 

households to borrow from group-based credit program, which charges less than informal 

lenders, in order to make more efficient use of available resources, mainly family labor. In 

this case, the evaluation of the effects of program participation on households’ resource 

allocation is based on this efficiency argument (Khandker, 1999). 

 

Assessing the effect of credit involves one basic problem: unless households are shown to be 

credit constrained (meaning that households are constrained by a lack of liquidity and do not 

have access to credit to solve their credit problems), it may be difficult to show the impact of 

credit on behavioral outcomes such as income and employment. Khandker (1999) 

recommended that rather than formally test whether borrowers of group based credit 

programs are credit constrained, he assumed that program participants were credit 

constrained by program design. This assumption seems valid for several reasons. First, in the 

case of group-based lending to the landless, the time path of credit allocated to members is 

part of the dynamic optimization problem of a group, and the level of credit provided to each 

individual in the group is tailored to fund a new self-employment project of certain size. 

Second, the cost of credit includes not only the interest rates but also the timing of repayment 

and the penalties associated with defaults. Third, group-based credit is packaged with both 

responsibilities (meeting attendance, forced saving, shared default risk) and benefits (training, 

insurance, and consciousness-raising), which are likely to make the cost of credit 

endogenously determined by household characteristics. Finally, the close monitoring aspects 

of group-based lending make group credit no fungible(Khandler, 1999).  
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If there were no monitoring of the use of borrowed funds and no group responsibility and 

decision-making in the lending program, individuals would likely want to borrow much more 

than they actually do in order to capture the premiums associated with the soft terms of the 

loans. The most important effect of borrowing from a micro credit program is its impact on 

per capita expenditure. Because borrowers are poor, increase in consumption as a result of 

borrowing from a micro credit program constitute an immediate welfare gain. Micro credit 

programs facilitate self -employment, mostly in rural non-farm activities that can be 

undertaken at home without high transactions costs. Microfinance had a significant impact on 

children's schooling, especially for boys and nutritional wellbeing. Households relying on 

agriculture are likely to reduce the effects of the seasonality of agriculture by diversifying 

into rural non-farm activities. Participation in a micro credit program had a positive effect on 

per capita expenditure, consumption and net worth. Micro credit also affected socio economic 

variables, including children's schooling and children's nutrition (Tsehay and Mengistu, 

2012). 

 

2.7.2. Sustainability of microfinance institutions 

 

Hosain (1988) argued that the Grameen Bank approach has a fair chance of success in 

densely settled poverty stricken areas of Asia, but for Africa an appropriate delivery 

mechanism has to be worked out through trial and error. The Grameen Bank’s approach of 

formation of small homogenous groups for group guarantee of loans and supervision of loan 

utilization, recovery of loans in small regular installments and institutions for collective 

saving could work well across different environments. However, elements like taking the 

bank to the poor people and intensive interaction of bank staffs with borrowers may not 

appropriate and could become too costly for sparsely settled people. According to Mengistu 

(1997), to be successful in credit provision and savings mobilization, there are a number of 

strategies that can be adopted but there is no single approach, which is applicable for all 

countries. For example, Grameen Bank approach maynot work for all in delivery of credit but 

one of the important lessons is that appropriate procedures can be developed only after 

considerable experimentation through thorough understanding of the physical and socio 

economic conditions. 
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Hailu (2000) concluded that credit analysis and appraisal should at least cover the following 

points: Client background, past and existing client institution relationship, purpose of loan, 

group pressure (collateral), business plan, risk analysis and recommendation. After the 

disbursement of loan, credit monitoring is important in ensuring that loan proceeds are 

directed to the intended purpose and provide appropriate advice to the borrowers. Heals 

concluded that credit and risk management deserves special emphasis because it determines 

the survival of the institution offering credit services. 

 

Berhanu (1999) argued that good loan repayment performance is important for smooth 

operation and efficiency of most credit programs and the subsequent provision of funds for 

future lending. Adams (1988) suggested the criteria for success of loan recovery. The criteria 

should include the number of clients, declining transaction costs overtime, improved loan 

recovery and total volume of savings achieved. According to Elis (1992) loan defaults 

arecaused by two main factors.These are inability to repay and unwillingness to repay. 

Mengistu (1997) indicated that loan size,household income, level of education, supervising, 

borrowers’ attitude to loan repayment, number of sources of income, loan diversion, 

household size, household dependents and value of assets, of the borrowers are the 

majorfactors affecting loan repayment performance. Vigano (1993) also found that, in 

addition to the above stated variables, timeliness of loan issue, loan maturity and credit 

experience were found to have major effect on repayment. 

 

Moreover, it may also be a function of the borrowers' perception about the penalties of not, 

especially in terms of getting future loans. The success of microfinance institutions in this 

group-based lending scheme relies on their financial sustainability. For microfinance 

institutions that are involved in assessing development of the poor, it is recommended that 

profitability and sustainability should be the final goals, and therefore, it is one of the 

indicators of success. 

 

2.7.3. Indicators of poverty 

 

Income,assets, welfare and consumption expenditure can be used as indicators of effect. The 

framework by Ledger wood (1999) defines domains of effect indicators to measure effect at 

the household, enterprise, individual and community levels. At the household level, income, 
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assets, consumption expenditure and basic services are indicators of effect  assessment. At 

the enterprise level, five domains of development include the resource base, production 

process,management,markets and financial performance. At the individual level, three 

domains of wellbeing include independent control of resources, leverage in 

households’decision-making units and community participation. At the community level, 

four domains ofdevelopment include net changes inemployment and income,forward and 

backwardlinkages, social networks and civil participation. According to Chekolkidane 

(2002), the changes of these indicators that indicate the movements at different levels toward 

or away from greater economic security are believed to suggest the role of microfinance 

interventions in expanding options for poor women and men in relation to the broader 

development goals of poverty alleviation and economic growth. According to AIMS (2000), 

domains of household security include income, assets and expenditures. This study also 

identified that microfinance effect at household level leads to increased income, increased 

assets and increased welfare (in such aspects as food security, housing and health). 

 

 In referring to clients by poverty level, the field researchers agreed on four groups: 

vulnerable non-poor clients are in households above the poverty line but arevulnerable to 

slipping into poverty; moderate poor clients are in the top 50 percentile of households below 

the poverty line; extreme poor clients are in households in the bottom 10 to 50 percentile of 

households below the poverty line; and destitute clients are in households in the bottom 10 

percent of households below the poverty line (See Figure 1, Defining the Poor.) In all of the 

programs studied, the field researchers found some clients from extreme poor, moderate poor, 

and vulnerable non-poor households. Few or no clients were from destitute households. The 

largest number of clients was from moderate poor households (except for those in 

BancoSol,which has a majority of vulnerable non-poor clients). 

 

This figure includes original survey data collected previously but used here by Mosley in 

Bolivia and Zaman in Bangladesh. 

Microfinance, Risk Management, and Poverty 
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Defining the poor 

 

Figure: 1 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

The field findings were supplemented by a review of credible findings from the available 

microfinance effect literature on the role of financial services in reducing risk and 

vulnerability and building assets. N.B. This  poverty line figure indicate  in all of the 

programs studied some clients lay in destitute,extreme poverty,moderate poverty,vulnerable 

poor and other non-poor households or how poverty divide and categorize people according 

their inome level. 

 

2.7.4. Models of effect assessment 

 

In the case of microfinance effect assessment, one needs to conceptualize how microfinance 

leads to changes and what changes are reasonable to expect given the services provided and 

loan conditions. The assumption is that interventions will change human behaviors and 

practices in ways that lead to the achievement or raise the probability of achievement of 

desired outcomes. More specifically,effectis measured in terms of outreach and 

sustainabilityof MFI, and it is believed that if both are achieved then the program is beneficial 

(Hulme, 2000). In addition, as stated above, effect can also be measured at different levels of 
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the economy. Therefore, models have to be identified to capture the explanatory variables. A 

variety of multivariate statistical techniques can be used to predict a binary dependentvariable 

from a set of independent variables. When one or more of the explanatory variablesin 

regression model are binary, it can be represented as dummy variable and appropriatemodels 

are expected to be applied. However, the application of the linear regression model when the 

dependent variable is binary is more complex and /or even not efficient (Pindyck and 

Rubinfed, 1981). The dependent variable, which is dichotomous taking on two values, zero 

and one, requires the use of qualitative response models. In this regard, the ordinary 

leastsquares (OLS), descriptive analysis, multiple regression models, linear probability 

models, models are the possible alternatives. However, several estimation problems can be 

raised from some of these alternatives. AsGujarati (1992), linear models or Ordinary Least 

Square (OLS) estimation methods have been used to see the effects of independent variables 

when the dependent variable is continuous. 

 

The author noted that using the linear probability models where the dependent variable takes 

either 0 or 1 is found to have several problems such as non-normality, 

heteroscedasticityofdisturbance term, non-fulfillment of the criteria that the probability of the 

occurrence within the range 0 - 1 and lower value of coefficient of multiple determinants (R2) 

as a measure of goodness of fit. Using linear probability model may generate predicted values 

outside the 0-1intervals, which violates the basic tents of probability. To alleviate these 

problems Gujurati(1992) argued that the most widely used qualitative response models.  

 

2.8. Empirical Evidences 

 

Different studies in different disciplines used different approaches to assess effect Khandker 

(1999) studied the effect of three micro credit institutions in Bangladesh on selected 

household levels. The study found that the most important effect of borrowing from micro-

credit program is its effect on per capita expenditure. The study also pointed out that the 

participation in group-based microfinance shows positive and significant effects for 

schoolenrollment, asset holdings, consumption,nutritional status and household net worth of 

borrowers in all three programs. Two major studies have assessed the economic effect of 

Grameen Bank on rural households. First, the study was undertaken by Hossain (1988) in the 

mid-1980s. It was based on structured survey of 975 borrowers in 15 villages. Household 
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level information was collected from a random sample of 200 households in five villages and 

80 households in two control villages. The study produced several types of evidence 

indicating the positive effect on the economic status of Grameen Bank borrowers. 

 

The loans had generated new employment, which reported that they were unemployed before 

joining the program. Incomes in member households were 43% higher than in target group 

households in the control villages. The study also reported increases in per capita food 

consumption in member households and more in housing and education. The second was by 

the World Bank in collaboration with the Bangladesh Institute of Development Studies used 

data on consumption, savings, asset ownership, and net worth to assess the effects of micro 

credit programs on poverty. The data were collected from members of the program and non-

members. Based on the above measures, the researchers argued that Grameen Bank not only 

reduced poverty and improved welfare of participating households, but they also enhanced 

the households’ capacity to sustain their gains over time (Khandker, 1999). Joanna 

Ledgerwood (1999) pointed that successful microfinance institutions contributing to poverty 

reduction are particularly effective in improving the status of the middle and upper segments 

of the poor. However, clients below the poverty line were worse-off after borrowing. 

 

Even though operations of MFIs in Ethiopia are a recent phenomenon, not more than seven 

years, studies have been undertaken on different aspects including effects of the services of 

the institutions. For example, Fiona Meehan (2000), Berahnu (1999) and Teferi (2000) 

concluded that microfinance scheme in Ethiopia has a positive effect on household nutrition, 

asset accumulation and net welfare of the program participants. Meehan (2000) made 

effectassessment on the performances ofDebit credit and saving institution (DECSI). The 

study was based on both primary and secondary data to analyze the impacts of the services of 

the institution. Respondents were asked to assess the effect of DECSI financial services on 

their household income. According to Meehan (2000), majority of respondents reported a 

considerable, a few reported relatively modest increases in their household income, few said 

there had been no change in their economic status and very few reported they were worse off. 

The result of the study stated that women were more likely to have taken on new activities 

and more likely to complain that the loan size was insufficient. 
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Berhanu (1999), from his study of micro-credit and poverty alleviation in Ethiopia, identified 

that more than 70% of the respondents under his study reported the positive contribution 

towards employment creation,income generation, improved access to health and 

educationalfacilities as well as household nutrition. Teferi (2000) also argued the positive 

contribution on the average monthly total income of the program participants from his study 

of microfinance and the poor in Tigray.Berhanu (1999) and Teferi (2000) found that the 

performance of saving mobilization from the clients was not satisfactory since the majority of 

the respondents have no saving accounts after the loan scheme even though there seems to 

raise the number of saving accounts of the clients. From the study of Berhanu (1999) and 

Teferi (2000), it is possible to estimate the performance of loan repayment rate of ranging 

between 79% and 98%.Tsehay and Mengistu (2002) concluded that the credit and saving 

institutions intervention among poor women in Ethiopia has made some positive effects that 

made a difference on thesocio-economic empowerment of the women borrowers.RUFIP 

(2001) showed that the sustainability and loan recovery depend on weather conditions, which 

in turn affect the level of the income of the borrower. According to this case study of the 

project, Nigus H/mariam is a farmer in Tsirare who took loan from DECSI in 2000 and Sown 

wheat, teff and beans could get only one quintal of wheat and teff and half quintal of beans. 

 

2.9. Conceptual Framework 

Effect assessment can be used to improve services, increasing effect on reducing 

povertyandmicrofinance institution’s efficiency, to promote the delivery of good client 

services and accountability, and to provide accountability to donors and other external 

shareholders. Microfinance effect analysis is the process by which one determines the effect 

of microfinance on the living standard of the customers as an intervention (SEEP, 2001). 

 

According to Yaron (1997), there are two major schools of thought that are prominent in 

effect assessment of microfinance. The first one focuses purely on changes in theorganization 

and its operations. In this approach, generally, two key variables of institutional 

outreachandinstitutional sustainability are focused on. In other words, the main focus for the 

role assessment in this approach is the performance of the institution in extending the credit. 

The assumption is that if both outreach and sustainability have been enhanced, then the 

interventionist judged to have a positive effect as it has widened the financial market in 

sustainable fashion. 
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This, in turn, is based on the assumption that such institutional role extends the choices of 

people looking for credit and saving services and that extension of choice ultimately leads to 

improved micro enterprise performance and household economic security. The second 

approach, which is currently gaining prominence and is applied for this effect assessment, is 

the one, which focuses on clients’ needs rather than on the organizations delivering the 

financial services. It should answer the questions, such as who are users of the services? How 

are the various groups using the services? And how does the intervention affect the life of the 

beneficiaries? 

 

The effect assessment methodology will apply in this case is the ones developed by 

USAID’sAIMS project seeks to assess effect at household, enterprise, individual and 

community levels. This approach is believed to produce a fuller picture of overall role of 

microfinance activities. 

 

The rationale for using household and enterprises as units of effect assessment is that for an 

organization aiming at providing financial services to alleviate poverty, its end result is fully 

measurable only in direct relationship to the lives of human beings. Human beings are part 

ofthe household, the societyor the community in which they live. These elements would, in 

one way or the other, influence the actions or activities of the clients. In other words, the role 

of the credit may occur as a result of the composition of the household, the quality of the 

decision-making within the household to any economic activity of the household (Tsehay and 

Mengistu,2002). 

 

At the household level, effect may be measured by net increase in household income, asset 

accumulation and labor productivity. At the enterprise level, it is measured by changes in 

enterprise income, employment, profit and volume of production. 

 

The result of this kind of assessment would enable the microfinance institution to take 

appropriate decisions to build on their strengths and strive to concentrate on areas of clients’ 

needs that call for much improvement (Tsehay and Mengistu, 2002). The aim of SFPI is to 

reduce poverty by targeting customers’ people to improve the customers’ welfare and 

standard of living. Therefore, this study applied the second approach which focuses on 

clients’ needs to assess the effect of SFPI on the living standard of the clients. 
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The study attempts to measure the effect that occurs at household level and institution level 

use it as a conceptual framework. The effect can be assessed by specific indicators such as 

increase in household income and expenditure (consumption), change in the 

enterprisesincome, improvement of employment and production, and empowerment of 

women. The research has both independent and dependent variables. Independent variables 

are servicesthat are provided by SFPI for clients. On the other hand dependent variables are 

improvements in the livelihood of the clients. Therefore, the finding depends on the 

relationship and outputs of the independent and dependent variables(Tsehay,Mengistu,2002). 
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Figure: 1.1.Relationship between independent and dependent variables(Tsehay and 

Mengistu,2002) 

                                      Linage of variables model 

                                                                  Dependent variable 
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CHAPTER3. RESEACH METHODOLOGY 

 

The research used a mix of quantitative and qualitative methods to explore these hypotheses. 

The consistency of findings across countries and methods suggests the strength of this’ mixed 

method’ approach. 

 

3.1. Description of the Study Area 

 

The research would focus on Oromia region of eastern Harare zone inHaramayadistrict. It is 

located in eastern part of Ethiopia and also the town is located 18 km from Harar, on highway 

provided to customers of Dire Dawa and Addis Ababa. Oromiya credit and saving s.c. The 

loan products provided by the institution are agricultural and micro small business loan 

products geared to its diverse customers. A micro business loan further constitutespetty trade, 

and services. Interns of loan volume, agricultural loan takes the lion share and followed by 

petty trade, hand craft, and services. The institution pursues   group lending for both 

agricultural and micro business loans and individual lending for small business loans. in the 

area this study conducted, haramaya sub branch, the institution is carrying on its operations 

being supported by 10 employees with educational level of diploma and above. Currently, it 

has 1100 customers at Hramya  district level i.e. both urban and rural customers.  

 

 

3.2. Research Design 

 

Research design was the plan for accomplishment of research objective and answering 

research questions (Jon et al., 2007). Under this study would describe (descriptive) and 

explain (explanatory) research. 
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3.3. Sources of Data 

 

This study used both primary sources of data from well-arranged questionnaire and 

interviews in Haramaya district micro finance borrowers, management group, loans officers 

and staffs and other sources of data will collect from booklets, published and unpublished 

materials, recording files and operation manuals. 

 

3.4. Sample Size 

 

Determine the sample size is necessary for this study just as it is in others because it is 

impossible to have the entire population as research respondents and the researcher sampling 

design for the population is simple random sampling. As the information obtained from 

branch office, it provide credit program for 868rural borrowers and 232 urban borrowers. 

Therefore, the researcher  bsed on simple random sampling method by usin lottery thecnic 

system were selected 127 out of 1100 active participants in micro finance program of 

Haramaya district microfinance institution at Haramaya sub-branch office  based on simple 

random sampling method  and total survey sampling will include staff workers of 

microfinance. Therefore, out of total number of 10 staff employees seven were selected as a 

sample and the rest three of them are excluded because of sanitarian and guards..  

 

  

3.5. Data Gathering Techniques 

 

The study rely on own computation based data on questionnaire survey from haramaya 

district micro finance institution  had employed both primary and secondary data collection 

techniques. Review of annual report financial statements, and other relevant documents of 

MFIs and documents of the regulatory bodies and other pertinent efficient offices have been 

used as the sources for the secondary data collection. 

 

Both structured and unstructured questionnaires have been optionally developed by 

(Amharic, and English) as instruments of primary data collection tools so as to get the 
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necessary information from the management of some of the selected haramaya district 

microfinance institutions and the active and non-active beneficiaries (clients). 

 

3.6. Methods of Data analysis 

 

The study applied descriptive statistics and econometric methods for analyzing data. 

 

3.6.1. Descriptive Statistics 

 

Under this section of statistical analysis, the study uses descriptive statistics including both the 

quantitative measures of central tendency and measures of dispersion such as means, percentages, 

ratios and standard deviations. In addition tabular and graphical presentations of data are part of the 

description under the section. Charts such as pie chart and bar chart are shown also.  Generally the 

descriptive analysis is used in the process of examining the data of  demographic and socio-economic 

characteristics in the study area. 

3.6.2. Econometric Methods  

 

Econometric methods such as correlation and regression were used to analyze quantitative 

data. Quantitative and qualitative techniques were used to undertake data analysis. 

Qualitative data analysis involved explanation of information obtained from the empirical 

literature close and open ended questions from the questionnaire.Quantitative analysis 

involved use of numeric measures in establishing the scores of responses provided. This 

entailed generation of descriptive statistics after data collection, estimation of 

populationparameters from the statistics, and making of inferences based on the statistical 

findings, with the help of Statistical Package for Social Sciences (SPSS 20). A multiple 

regression was undertaken to establish the relationship between financingSMEs by MFIs, 

provision of financial literacy skills, development of management skills amongSMEs and 

facilitation of marketing and growth and development of SMEs within Haramayatown. This 

was performed using multiple regression model indicated below. 

 

Regress Performance on Selected Variables: Y=α+β0+β2 +β3 +β4 +ε 

Where Y=Dependent variable (Risk management and poverty alleviation),α is to the 

constant,β0 is the coefficient of micro financing, β2 is the coefficient of provision of financial 
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training skills, β3isthe coefficient of loan repayment ability, β4 is the coefficient of facilitation 

of marketing access , ε is the error. 

 

3.6.2.1. Correlation analysis 

 

Pearson’s correlation coefficient was used to analyze the strength of the relationship between 

the dependent and independent variables.Strength of the relationship was determined by the 

value of 𝑅2.The value of 𝑅2 ranges from 0 to 1.Value of 0 shows no relationship, while 0.5 

show moderate relationship and values above 0.7 show strong relationship. The statistical test 

of significance was performed at the 95% confidence level.  

 

3.6.2.2. Regression analysis 

 

Multiple linear regression model (OLS) is an appropriate model to establish the relationship 

between financingSMEs by MFIs, provision of financial literacy skills, development of 

management skills amongSMEs and facilitation of marketing and growth and development of 

SMEs within Haramayatown.  

 

According to Green (2003), multiple regression models can be specified as:  

 ++=
'

0 ii XY
 

Where: Y = Dependent variable (Risk management and poverty alleviation) 

0 = constant term (intercept) 

i  = Coefficient of ithexplanatory (independent variable) 

iX  = Vector of explanatory variables 

 = disturbance (error) term 
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4. RESULTS AND DISCUSSION 

 

4.1. Characteristics of Respondents 

 

127 borrowers were interviewed for the study. Of the total sample borrowers of the program, 

76 (59.8%) are male and 51 (40.2%) are female. This implies that there are no large gender 

differences in loan usage (See Table 4.1). 

 

Table 4.1. Sample respondents by sex 

 

Variable Category Frequency Percent 

Sex Male 76 59.8 

Female 51 40.2 

Total 127 100.0 

Source: Own computation based on questionnaire survey (2018)  

 

Considering the marital statuses of the total sample respondents, 77(60.6%) are 

single,48(37.8%) are married, 2(1.6%) are divorced. Out of the total sample clients 

9(87.96%) are married. Out of the total sample this implies that majority of sample 

respondents are married (SeeTable4.2). 

 

Table 4.2. Sample respondents by marital status 

 

Variable Category Frequency Percent 

Marital 

status 

Single 77 60.6 

Married 48 37.8 

Divorced 2 1.6 

 Total 127 100.0 

Source: Own computation based on questionnaire survey (2018)  
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Respondents by age group 

 

Out of the total respondents, 115 (90.5%) are in the range of 18-23, 23, (18.1%) and24-29, 

64(50.4%) and30-35, 28(22.0%) are in the range of 18-35. This implies that the ages of most 

respondents lie in the range of age between 18 and 35 (See Table 4.3). 

 

Table 4.3. Sample respondents by age 

 

Variable Category Frequency Percent 

Age 18-23 23 18.1 

24-29 64 50.4 

30-35 28 22.0 

 36-41 6 4.7 

 42-47 4 3.1 

 48-53 1 0.8 

 >54 1 0.8 

 Total 127 100.0 

Source: Own computation based on questionnaire survey (2018)  

 

From the total sample respondents, 34 (26.8%) are secondary school, 43 (33.9%) are 

certificate and 38 (29.9%) are diploma, and 9(7.1%) are first degree and 3(2.4%) are second 

degree. 

This implies that most of the sample respondents are certificate, diploma and secondary 

holders respectively  both  from urban and ruralcommunities. 
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Table 4.4. Sample respondents by level of education 

 

Variable Category Frequency Percent 

 

 

Education 

Secondary school 34 26.8 

Certificate 43 33.9 

Diploma 38 29.9 

 First degree 3 2.4 

 Second degree 9 7.1 

 Total 127 100.0 

Source: Own computation based on questionnaire survey (2018)  

 

Out of the total sample respondents, the number of household size ranges from 1 to 8. The 

average household size of clients is 3.54 with a standard deviation of 1.63 and the minimum 

is 1 and maximum is 8 (see Table 4.5). 

 

Table 4.5. Household size of respondents 

 

Variable Mean Std Minimum Maximum 

Family size 3.54 1.63 1 8 

Source: Own computation based on questionnaire survey (2018)  

 

It is also observed that microfinance, Iddir, Iqqub, relatives, friends and individual and 

moneylenders are sources of finance for the sample respondents. Since there is only one 

conventional bank branch in the sample Woreda, five has been reported conventional bank as 

his source of finance. (see table 4.6)  

 

Table 4.6. Sources of credit of respondents 

 

Variable Category Frequency Percent 

 

Sources 

of credit 

Iqub 80 63.0 

Idir 27 21.3 

Money lenders 10 7.9 
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 Friend/relatives 5 3.9 

 Banks 5 3.9 

 Total 127 100.0 

Source: Own computation based on questionnaire survey (2018)   

 

4.2. Effects of the loan offering Program at the Household Level 

 

As the objective of the study is to assess the effect of Haramaya Credit and Saving Share 

Company micro financing program in the sample branch of Haramaya district, the effect of  

risk management on microfinanace and poverty reduction is observed in association mainly 

with income, household diet, access to education, responsiveness for medical care, 

employment opportunities, savings and women empowerment. The findings of the study are 

stated as follows. 

 

4.2.1. Effects on Income 

This results obtained from the total borrowers questionnaire responses and the output was 

deduted from the analysis of data entering  process (input) being given and the iterpretaion 

have been implied as follow:    

One of the immediate effects of having access to credit from the micro financing program is 

on income. This induced income may have impact on other outcomes such as household 

consumption, access to education and medical facilities, etc.  Since the respondents’ yearly 

income may or may not be only from the loan able activities, income from the loan ableand 

on-loan able activities of each respondent was collected. From the total sample 

clients,47(37%) reported that their yearly income is in the range of 1000-2000 Birr while 

from the total sample 26(20.5%) are the range of 2001-3000 Birr and 19(15%) are less than 

1000 birr . 

Table 4.7.Respondents by household annual income in the selected HDMFIs 

 

Variable Category Frequency Percent 

 

Income 

<1000 19 15.0 

1000-2000 47 37.0 

2001-3000 26 20.5 

 3001-4000 11 8.7 
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 4001-5000 10 7.9 

 >5000 14 11.0 

 Total 127 100.0 

Source: Own computation based on questionnaire survey (2018) 

 

Table 4.8 also shows the positive contribution of the micro financing scheme in income 

generating. This implies the percentage of clients (85.1%) whose level of income is above 

Birr 1000.00. Participation in microfinance service has an expectation that leads to increase 

household income, among others. Thus, the core impact study includes a question about 

relative changes in their household income status. Income has been increased significantly 

since their participation in the program. 

 

 

Information on the trends of household responsiveness of consumption expenditure were also 

collected. Concerning consumption expenditure, it is assumed that the improvement in 

consumption expenditure leads to better household diet and living condition. This concept 

tells us whether the status of household diet has been improved or not for the last two years. 

It’s obvious that microfinance intervention is expected to support program participants in 

ensuring food security, which is the prime concern of all poor households. 

 

The findings of this study in relation to this variable indicated that 64 (50.3%) reported the 

trend that their household   and consumption expenditure have been improved over the last 

twelve months. Only 36(49.7%) of borrowers reported that their type and quality of diet as 

well as their consumption expenditure have been improved at average level over the last 

twelve months. This result indicates that more clients have enjoyed diet improvement than 

ever before. Program participants have more chance of improving their standard living (See 

Table 4.9). 
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Table 4.9. Trends of household consumption expenditure 

 

Variable Category Frequency Percent 

consumption 

expenditure 

1000 4 3.1 

2000 2 1.6 

3000 1 0.8 

 5000 4 3.1 

 6000 1 0.8 

 8000 3 2.4 

 8500 1 0.8 

 10000 13 10.2 

 12000 5 3.9 

 13000 1 .8 

 14000 2 1.6 

 15000 5 3.9 

 20000 28 22.0 

 25000 7 5.5 

 30000 13 10.2 

 35000 1 0.8 

 40000 11 8.7 

 45000 1 0.8 

 50000 10 7.9 

 60000 1 .8 

 100000 6 4.7 

 150000 1 0.8 

 200000 3 2.4 

 300000 2 1.6 

 500000 1 0.8 

 Total 127 100.0 

Source: Own computation based on questionnaire survey (2018) 
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4.10. Effects on Educational Facilities 

 

The other variable that is considered in the study is access to educational facilities. 

Enrollment of school-age children is also considered to assess the impact of credit scheme in 

improving access to educational facilities. From the respondents report, 116(91.3%) are 

actually enrolled and attending their school.  The major reasons for taking school-age 

children to school include needed them for help in business activities and able to cover 

educational expenditures.  

 

 

Table 4.10. Enrollment of school-age children 

 

Variable Category Frequency Percent 

Enrollment Increased 116 91.3 

No change 11 8.7 

Total 127 100.0 

Source: Own computation based on questionnaire survey (2018) 

 

4.11. Effects on Access to Medical Facilities 

 

Respondents were asked to recall their monthly average medical expenditures and 

responsiveness to medical facilities. However, medical expenditures are based on the number 

of members of households who are ill or injured. Since a number of members of households 

who are ill or injured within a given year might be different, the responsiveness of 

respondents in financing to get medical facilities in case of demand for medical care is 

considered in the study. 

 

The result shows that 116 (91.3%) of sample borrowers have positive response and their 

responsiveness toward access to medical facilities has been improved. Only 11(8.7%) of 

sample borrowers reported the trend that the result clearly shows that program participants 

has not improved their ability to respond to the demand for medical care. Therefore, we can 

conclude that program participants have been benefited from the micro financing scheme (see  
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Table 4.11 and Table 4.12). 

 

Table 4.11. Improvement in family health care 

 

Variable Category Frequency Percent 

Improved Yes 116 91.3 

No 11 8.7 

Total 127 100.0 

Source: Own computation based on questionnaire survey (2018). 

 

4.12. Effects on Employment 

 

The immediate positive impact of micro financing scheme is on employment generation. 

Type of business activities and trends of employment opportunities were collected. The five 

basic types of business activities are farming and petty trade.  Since the respondents are 

production of construction input 79(62.2%) is the basic type of business activities for most of 

the respondents. However, the numbers of sample respondents who have been engaged in 

retail trade were 18(14.2%). However, reported the trend that their employment opportunities 

have been improved.  This suggests that micro financing services to the vulnerable people 

have positive effects on employment generation (See Table 4.12). 

 

Table 4. 12. Purpose of credit taken by respondents 

 

Variable Category Frequency Percent 

Purpose Retail trade 18 14.2 

Production of construction input 79 62.2 

Metal and wood work 15 11.8 

 Hotel and catering service 8 6.3 

 Urban agriculture 7 5.5 

 Total 127 100.0 

Source: Own computation based on questionnaire survey (2018) 
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4.13. Effects on Women Empowerment 

 

This is to identify on how women clients have been empowered by their participation in the 

HDMFIprogram. Participation inHaramaya microfinance program services expected to lead 

control over resources on the part of women clients. Information on who controls and decides 

over the business activities within the household were collected. Out of total sample 

respondents,76(59.8%) are male and 51(40.2%) are female borrowers.  This indicates men 

domination in making decisions still there. But the difference between male and female were 

a bit variance rate. 

 

4.14. Credit Resettlement and Suitability for Repayment. 

 

Credit resettlement and suitability for repayment of micro finance credit approach is also 

another prominent tool to assess the impact of micro financing scheme on poverty reduction. 

It is assumed to have a positive contribution to the economic status of program participants. 

Information in relation to Haramaya micro company’s borrowers’ credit settlement on time 

and the performance of loan repayment from the sample branch was collected. The sample 

clients under examination are 127 which amount to about 85 (66.9%) of the borrowers have 

finished their credit payment and 111(87.4%) respondent responsiveness was suitable for 

repayment. The result shows the trend that the number of clients and amount disbursed has 

been increased. The repayment rate has been87.4% for the loan repayment rate.  However, 

because of lack of some management and training of borrowers, arrears have been observed 

(See Table 4.15). 

 

Table 4.14.Credit payment 

 

Variable Category Frequency Percent 

Paid Yes 85 66.9 

No 42 33.1 

Total 127 100.0 

Source: Own computation based on questionnaire survey (2018)  
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Table 4.15. Suitability of credit repayment   

 

Variable Category Frequency Percent 

Suitable Yes 111 87.4 

No 16 12.6 

Total 127 100.0 

Source: Own computation based on questionnaire survey (2018) 

 

Loan repayment capacity may show the positive or negative impact of the credit. The 

assumption is that if the borrowers used the loan for productive activities to generate income, 

they can pay their loan. Otherwise the credit may increase indebtness on borrowers. If this is 

so, the sustainability of the institution is in question. Table 4.16 indicates that about 56.7% of 

borrowers repaid their loan early and in accordance with the schedule of the institution to 

build their credibility with HDMFI. Some borrowers (about 19.7%) were able to pay their 

loan according to the schedule because of good business performance and the others (9.4%) 

to obtain another credit chance.  Almost all the respondents reported that they can understand 

that the loan received from the institution must be repaid. This is very encouraging (See 

Table 14.16). 

 

Statistics 

What strive you to repay the 

credit on time? 

N 
Valid 127 

Missing 0 
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Table 4.16.  Respondents’ repayment status and purpose of credit 

What strive you to repay the credit on time? 

   purpose of credit 

 

Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

To build creditability 

with the haramaya 

district micro finance 

institution 

72 56.7 56.7 56.7 

Because of good 

business performance 
25 19.7 19.7 76.4 

To get another credit 

chance 
12 9.4 9.4 85.8 

Others 18 14.2 14.2 100.0 

Total 127 100.0 100.0  

Source: own computation based on questionnaire survey (2018) 

 

 

4.16. Determinants of Loan Repayment Performance 

 

Since the loans provided to the borrowers are in a maximum of one-year maturity period, the 

loan repayment performance is measured as the ratio of repayments made to repayments 

scheduled at a particular time. The total repayment performance and repayment performance 

of each client are computed. Except for the first year of company’s establishment in the 

sample branch, the result shows 87.4% of repayment rate. Since the descriptive analysis 

shows100 % repayment performance, it is not possible to produce regression using 

Logitmodelto identify factors that determine loan repayment performance. Thus, it is 

necessary to identify factors that help to repay the loan within a given period of time. The 

major factors are identified and explained using descriptive analysis as follows. 

 

Timeliness of loan disbursement (TLD) has positive contribution to loan repayment 

performance. From the descriptive analysis, the result also shows that 111 (87.4 %) of sample 

borrowers who reported appropriate time of loan issue showed 66.9% of loan repayment 

within given period of time. This indicates that loan is issued on time from the point of view 



73 
 

of the borrowers. It is likely that the borrower is able to employ the fund for the intended 

business activities; and then the borrower can repay the loan on time. 

 

Use of financial records (UFR) was expected to show positive impact on loan repayment 

performance. However, the descriptive result shows that 42% of sample clients they have no 

finished their loan in full during the maturity date. This implies that repayment suitability has 

no impact on loan repayment performance. 

 

Loan supervision (LSV) and counseling has also a positive relationship with loan repayment 

performance and credit utilization. About both results show 92.1% 

fromHaramayaMFIrespondents. This implies that loan supervision has a positive contribution 

to loan utilization and loan repayment. 

 

Education level (ED) was expected to have positive relation with loan repayment 

performance. It implies that higher educated borrowers are expected to show a higher loan 

repayment rate than relatively less educated borrowers. However, from the result of the study, 

whether the borrowers are educated or not, all borrowers have repaid their loan in full within 

a given period of time. Thus, it can be concluded that level of education has no impact on 

loan repayment performance. 

 

Statistics 

Have you supervised 

regarding credit utilization? 

N 
Valid 127 

Missing 0 

 

Have you supervised regarding credit utilization? 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

Yes 117 92.1 92.1 92.1 

No 10 7.9 7.9 100.0 

Total 127 100.0 100.0  

Source: own computation based on questionnaire survey (2018) 
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Table: 4.16.Supervision in terms of credit utilization. 

Statistics 

Have you got supervision  

and counseling about loan 

repayment? 

N 
Valid 127 

Missing 0 

 

 

Have you got supervision and counseling about loan 

repayment? 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

Yes 117 92.1 92.1 92.1 

No 10 7.9 7.9 100.0 

Total 127 100.0 100.0  

Source: own computation based on questionnaire survey (2018) 

Table:4.17. Respondents’ perception on adequacy of credit supervision and counseling. 

 

Value of assets (VA) has direct relationship with loan repayment performance. 74 (58.3%) of 

sample clients believed the claims against personal wealth in case of default. This implies the 

perception that the assets will be under liability in case of default. Thus, we can conclude that 

borrower’s asset has positive impact on loan repayment performance. 

 

Attitude to cost of default (ACD) is positively related with loan repayment. Because of the 

believe of the claims against personal wealth (about 58.3) . This also implies that having 

attitude of high cost of default from the borrowers side helps the company to collect the loan 

issued within maturity date, which also helps the company to be sustainable (see Table 4.16). 
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Statistics 

What is the estimated value 

of your assets in birr 

currently? 

N 
Valid 127 

Missing 0 

 

What is the estimated value of your assets in birr currently? 

 Frequency Percent Valid Percent Cumulative 

Percent 

 

<1000 6 4.7 4.7 4.7 

1000-2000 3 2.4 2.4 7.1 

2001-3000 8 6.3 6.3 13.4 

3001-5000 8 6.3 6.3 19.7 

5001-10000 28 22.0 22.0 41.7 

>10001 74 58.3 58.3 100.0 

Total 127 100.0 100.0  

Source: own computation based on questionnaire survey (2018) 

Table: 4.18.Value of assets for loan repayment 

 

Suitability of loan repayment time (SLRT) has also direct relationship with loan repayment 

performance. 111 (87.4%) of HDMFI sample respondents reported the suitable time of loan 

repayment. This implies that loan collection from the borrowers during their harvesting time 

and good market for their business has greater positive impact on loan repayment 

performance. 

 

Since loan has a character of fundibles, loan diversion rate (LDR) was expected to have 

mixed impacts on loan repayment performance. It is expected to show positive impact if the 

loan is diverted to more income generating business activities. On the other hand, it is 

expected to have negative impact if a borrower diverts the loan to non-income generating 

activities. From the study, it is observed that 117 (92.1%) of sample borrowers  reported the 

trend that they have used some of the loan for intended purposes, which include diversion of 
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loan to more income generating business purposes or  for demanded products and services 

106 (about83.5%) and to income generating activities (about 37%) such as household 

consumption, service expenditures, etc. However, the study describes that all borrowers have 

repaid their loan on time. Therefore, it is difficult to say loan diverters have negative impact 

on loan repayment performance (See Table 4.17). 

 

Statistics 

Repayment is suitable? 

N 
Valid 127 

Missing 0 

 

 

Repayment is suitable? 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

Yes 111 87.4 87.4 87.4 

No 16 12.6 12.6 100.0 

Total 127 100.0 100.0  

Source: own computation based on questionnaire survey (2018) 

Table: 4.19. Time suitability for loan repayment  

 

Adequacy Loan size (ALS) was expected to have inverse relation with loan repayment 

performance based on the assumption that the higher the loan sizes the greater loan diversion 

to non-income generating activities. However, 101 (about 79.5%) of sample borrowers of 

HDMFI reported sufficiency of loan size. Therefore, it can be said that balanced loan size 

with the intended program has positive impact on loan utilization and loan repayment 

performance.  The age consideration of borrowers has no impact on loan repayment 

performance (see Table 4.18). 
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Statistics 

The credit received is 

adequate? 

N 
Valid 127 

Missing 0 

 

 

 

The credit received is adequate? 

Opinion of borrowers 
 

Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

Yes 101 79.5 79.5 79.5 

No 26 20.5 20.5 100.0 

Total 127 100.0 100.0  

Source: own computation based on questionnaire survey (2018) 

 

Table 4.120.Respondents’ outlook on sufficiency of credit amount 

 

4.19. Loan Usage 

 

In general, credit increases the income of borrowers, when it is used in income generating 

activities. These activities enable borrowers to generate net income to support their families 

and pay their loans. In table 4.19, the large majority of borrowers (92.1%) reported that they 

used the loan for the intended purposes.  100% of the loan was invested in income generating 

activities. From this most of it was invested in production of construction input (62.2%) 

followed by retail trade (14.2%), metal and wood work(11.8%), hotel and catering 

services(6.3%). Relatively smaller proportion of loan is used urban agriculture (7%) (See 

Table 4.19). 
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Statistics 

Purpose of credit taken by 

respondents 

N 
Valid 127 

Missing 0 

 

 

Purpose of credit taken by respondents 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

Retail trade 18 14.2 14.2 14.2 

Production of 

construction input 
79 62.2 62.2 76.4 

metal and wood work 15 11.8 11.8 88.2 

Hotel and catering 

service 
8 6.3 6.3 94.5 

Urban agriculture 7 5.5 5.5 100.0 

Total 127 100.0 100.0  

Source: own computation based on questionnaire survey (2018) 

 

Table 4.21. Respondents’ purpose for which they took the credits 

 

 

4.20. Poverty alleviation 

 

Majority of the respondents from the study have positive response related with micro finance 

contribution to reduce poverty vulnerability. From total respondents 111(87.4%) were 

expressing their opinion based on their level of operation and attitude as far as impact of 

HDMFI on poverty were concerned (see Table 4.20). 
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Statistics 

Do you believe microfinance 

contribute to reduce poverty? 

N 
Valid 127 

Missing 0 

 

 

Do you believe micro finance contribute to reduce poverty? 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

 1 .8 .8 .8 

Yes 111 87.4 87.4 88.2 

No 15 11.8 11.8 100.0 

Total 127 100.0 100.0  

Source: own computation based on questionnaire survey (2018) 

Table4.22: micro finance on poverty alleviation.   

 

 

4.23. Development of Training Skills 

 

Management of microfinance institution is a likely intervention that microfinance institutions 

are expected to offer training to provide solution to many inadequacies that face. According 

to Armyx, (2015), it is generally recognized thatched MFI borrowers face unique challenges, 

and risks like managing money wisely, minimizing expenditure, diversified sources of 

household  income and consumption,seasonality,price fluctuation,  completion, limited  

market access and information  and which affect their growth and profitability and hence, 

diminish their ability to contribute effectively to sustainable development. Among such 

challenges as highlighted by Wanjohi (2007) is lack of managerial and staff training and 

experience. Wanjohi noted that a typical owner or managers of small businesses develop their 

own approach to management, through a process of trial and error. As a result, their 

management style is likely to be more intuitive than analytical, more concerned with day-to-

day operations than long-term issues, and more opportunistic than strategic in its concept 

(Hill, 1987). Although this attitude is the key strength at the start-up stage of the enterprise 
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because it provides the creativity needed, it may present problems when complex decisions 

have to be made (See Table 4.21). 

 

 

Statistics 

What type of training you 

received? 

N 
Valid 127 

Missing 0 

 

 

What type of training you received? 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

Business 63 49.6 49.6 49.6 

Market 18 14.2 14.2 63.8 

Saving 38 29.9 29.9 93.7 

book keeping 8 6.3 6.3 100.0 

Total 127 100.0 100.0  

Source: own computation based on questionnaire survey (2018) 

Table 4.23.type of business training. 
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Statistics 

What methods do you use to 

deal to overcome repayment 

risks? 

N 
Valid 127 

Missing 0 

 

What methods do you use to deal to overcome repayment risks? 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

Managing money wisely 

by saving 
68 53.5 53.5 53.5 

By minimizing 

expenditure 
29 22.8 22.8 76.4 

By diversifying sources 

of house hold income 

and consumption 

30 23.6 23.6 100.0 

Total 127 100.0 100.0  

Source: own computation based on questionnaire survey (2018) 

Table 4.24.Methods of risk aversion. 
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Statistics 

what is the nature of risks 

facing you? 

N 
Valid 127 

Missing 0 

 

 

What is the nature of risks facing you? 

 Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

Seasonality 44 34.6 34.6 34.6 

Price fluctuation 49 38.6 38.6 73.2 

High competition 20 15.7 15.7 89.0 

Limited market access 

and information 
14 11.0 11.0 100.0 

Total 127 100.0 100.0  

Source: own computation based on questionnaire survey (2018)  

Table 4.25. Nature of risks 

 

Any producer supply is determined by demand of   products. Haramaya district microfinance 

users were produce different income generating activities such as retail trade, product of 

construction input, metal and wood work, hotel and catering services and urban agriculture. 

However, their product demands fallen between high and low. From the largest respondents 

106(83.5%) were average demanded the rest 16(12.6%) and 5(3.9%) has been high and low 

demand respectively (Table 4.22). 
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Statistics 

How was the demand for 

your product that you 

produce or service 

rendered? 

N 
Valid 127 

Missing 0 

 

 

 

 

 

Source: own computation based on questionnaire survey (2018) 

Table 4.26.productdemand 

 

4.4. Correlation Analysis 

 

The results that income, saving, credit, microfinance, risk and poverty play positive 

correlation with effects of microfinance development on borrowers (significance level 

<0.001) with microfinance contribution being the highest. Followed by saving, risk, poverty 

and credit in that order. For further testing of the relations, analysis was done above and 

results presented in the table below. Table 4.23 is showing the correlation analysis values 

with its level of significance. 

 

 

 

 

 

How was the demand for your product that you produce or 

service rendered? 

Product/service

 demand 

Frequency Percent Valid Percent Cumulative 

Percent 

Valid 

High 16 12.6 12.6 12.6 

Average 106 83.5 83.5 96.1 

Low 5 3.9 3.9 100.0 

Total 127 100.0 100.0  
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Correlations 

 INC SaV Credit MICRF RISK pov 

INC 

Pearson Correlation 1 .770** .335** .835** .479** -.078 

Sig. (2-tailed)  .000 .000 .000 .000 .386 

N 127 127 127 127 127 127 

SaV 

Pearson Correlation .770** 1 .071 .584** .209* -.127 

Sig. (2-tailed) .000  .426 .000 .019 .155 

N 127 127 127 127 127 127 

Credit 

Pearson Correlation .335** .071 1 .410** .902** .018 

Sig. (2-tailed) .000 .426  .000 .000 .840 

N 127 127 127 127 127 127 

MICRF 

Pearson Correlation .835** .584** .410** 1 .499** -.033 

Sig. (2-tailed) .000 .000 .000  .000 .716 

N 127 127 127 127 127 127 

RISK 

Pearson Correlation .479** .209* .902** .499** 1 -.064 

Sig. (2-tailed) .000 .019 .000 .000  .472 

N 127 127 127 127 127 127 

pov 

Pearson Correlation -.078 -.127 .018 -.033 -.064 1 

Sig. (2-tailed) .386 .155 .840 .716 .472  

N 127 127 127 127 127 127 

**. Correlation is significant at the 0.01 level (2-tailed). 

*. Correlation is significant at the 0.05 level (2-tailed). 

Table4.27: correlation Analysis 

*pov=poverty 

     *sav=saving 

     *INC=Income 

      * MICRF=MICROFINANCE 

 

Regression on the effect of Risks , microfinance and poverty reduction 

 

A regression analysis was conducted to find, how Effects of risks affected on microfinance 

and poverty alleviation within Haramaya district town. For this according to the respondent’s 

overall average score on growth of MFI income was the dependent of variable and predictors 
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of MFI such as credit, saving, poverty, micro finance and risk being the independent 

variables. Thus mean aggregate scores of different MFI services were regressed on the 

overall score for MFI growth. The beta coefficient provided the relative importance various 

services provided by MFIs.The highest beta coefficient for HDMFI services considered to 

have maximum influence MFI growth while the second highest beta coefficient stands second 

in terms of relative significance and so on. The overall model was also statistically 

significant, where (𝑅2 =  .835 , p<0.01).we got the adjusted R Square value 0.828, which 

shows that this model has accounted for 82.8 % of the variance in the dependent variable. 

The Regression results are shown in tables below: 

Regression 

 

- 

 

  

 

 

 

Model Summary 

Model R R Square Adjusted R 

Square 

Std. Error of 

the Estimate 

1 .914a .835 .828 .63786 

a. Predictors: (Constant), pov, Credit, SaV, MICRF, RISK 

 

Observation from model summary of the result on the table reveled that among independents 

(predictors) shows statistically significant (P=0.01) and moderate positive 

correlation(r=0.914) with microfinance process. 

 

 

 

 

Variables Entered/Removed 

Model Variables 

Entered 

Variables 

Removed 

Method 

1 

pov, Credit, 

SaV, MICRF, 

RISKb 

. Enter 

a. Dependent Variable: INC 

b. All requested variables entered. 
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ANOVAa 

Model Sum of 

Squares 

df Mean Square F Sig. 

1 

Regression 249.635 5 49.927 122.710 .000b 

Residual 49.231 121 .407   

Total 298.866 126    

a. Dependent Variable: INC 

b. Predictors: (Constant), pov, Credit, SaV, MICRF, RISK 

 

 

Sum of squares(Anova) 

❖ Tss – total sum of squres= ∑ (yi − Ӯ) 2 

❖ Ess- estimation or Regression sum of squares = ∑ (ỷ − Ӯ) 2 

❖ Rss-residual sum of squares=∑ (y1 − y)𝑒2𝑖= 2 

The key terms remember is that    TSS=ESS+RSS 

 

A study of these components of TSS known as the analysis of variance (ANOVA) from the 

regression view point. Associated with a sum of squares is it df, the number of independent 

observations on which it is based. TSS has n-1df because we lose 1df in computing the 

sample mean Y. RSS has n-2 variable df. Why? This is true only for two variables regression 

model with the intercept B1 present. 

ESS has 1df, against true of the two variable cases only.  

If we assume that the disturbances∎i are normally distributed, which we do CNLRM if the 

null hypothesis (ho) is thatβ2 =0, then it can be shown that the F variable follows the F 

distribution with 1df in the numerator and (n-2) df in in the denominator. 

To illustrate, let us continue with my consumption-income result from HDMFI customers’ 

respondents, the ANOVA table indicate that the computed F value is seen to be 298.866.the p 

value of this F statistic corresponding to 5and 121 df cannot be obtained from the F table 

given. But by using statistical tables it can be shown that the p value is 0.01(P=0.01) and then 

statistically significant and extremely small probability indeed. If we decide to choose the 

level of significance approach to hypothesis testing and fix at 0.000b, or a 0 percent level, we 
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can see that the computed F of 298.866 is obviously significant at this level. Therefore, if we 

reject the null hypothesis that β2=0,the probability of committing a type 1 error is very small. 

 

 

Table4.28:coefficientY=a+B0+B1+B2+B3+B4+errTHUS,y(IncomeofMFI)= 

-3.180+(v1=.638)+(v2=568)+(v3=1.557)+(v4=.990)+(v5=.026)+Error term 

V=variable 

0n the other hand,The model developed by the study is Y= -3.180 + .638X1 + -.568X2 + 

1.557X3 + 0.990X4+ .026X5+ ;where Y is poverty alleviation, X1 is saving, X2 is credit , 

X3 is microfinance , X4is Risk , X5 is poverty , All the coefficients are significant since their 

p values are less than 5%.  

 

The ANOVA results obtained indicated a p value of 0.0000 which is less than 0.05. This  

implied that the model developed could be relied for prediction in addition to the relationship 

between microfinance credit and poverty alleviation being significant. At 95% confidence 

level therefore, the relationship between microfinance credit is significant. All the 

coefficients obtained by the model were positive implying that amount of microfinance credit 

obtained, amount spent on business expansion, those spent on housing, saving, education and 

health care increases household income and hence poverty alleviation. Amount of 

microfinance credit received had the highest coefficient at 0.568 implying that for every birr 

increase in microfinance credit, household income increases by birr 0.568. The constant of  -

3.180 implies that when microcredit financing is zero and all the other independent variables 

are zero, households will still have an income of 0. 568.   

Coefficients 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 

(Constant) -3.180 .345  -9.210 .000 

SaV .638 .071 .427 8.944 .000 

Credit -.568 .334 -.154 -1.702 .091 

MICRF 1.557 .158 .512 9.872 .000 

RISK .990 .337 .275 2.942 .004 

pov .026 .071 .014 .362 .718 

a. Dependent Variable: INC 
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The model developed by the study was Y=  -3.180 + .638X1 + -.568X2 + 1.557X3 + 

0.990X4+ .026X5+  where Y is poverty alleviation, X1 is saving, X2 is credit , X3 is 

microfinance , X4is Risk , X5 is poverty , All the coefficients are significant since their p 

values are less than 5%.  

The findings are in line with those of Obeng (2011) who found that vulnerable and 

marginalized households in Ghana were getting access to credit which impacted positively on 

the poverty levels of the beneficiaries. Locally, the findings are in line with those of Kiiru 

(2007) who found a positive and significant impact of microfinance on household income; 

Okibo and Makanga (2014) who established that microfinance if positioned properly, was 

useful tools for poverty alleviation . 

 

4. 4. Perception of Sample borrowers 

 

Perceptions of clients with the HDMFI are micro financing scheme in the sample branch 

were also collected to show the direction of change about the program. The perceptions are in 

relating with benefits they received from the program, their satisfaction and dissatisfaction 

about the program and recommendations. 

4.5. Major Benefits of respondents from the Program 

 

Mainly, the perceptions of borrowers regarding the benefits they received from the program 

were collected on household income, household credit purpose, access to education, access to 

medical care, job opportunities and sources of credit loan repayment, credits utilization, 

training, asset value, poverty alleviation, credit risks, family health care and children school 

enrolment. Largest borrowers reported the trend that they improved their activities its 

furniture. 37% of them put the reason for the improvement as it was annual income from the 

loan. 117(92.1%) of respondents reported the improvements of their credit purpose. They are 

benefited from the program. 116(91.3%) and 116(91.3%) of borrowers also reported that they 

able to get access to education for their children and access to medical care when the needs 

raised.  79 (62.2%) of borrowers reported the trend of improvement of job opportunities for 

their household. It is also observed 111(87.4%) were believe HDMFI contribute to alleviate 

vulnerability of poverty.                                                          
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They have gained the habit of saving which helps them in case of loan repayment, to earn 

profit, urgent needs, education expenditure, medical expenditure, to improve household 

furniture, etc. The respondents also reported that they have been benefited from the program. 

 

Majority of the borrowers appreciated appropriate time of loan disbursement, appropriate 

time of loan repayment, appropriate credit utilization, sufficient counseling and supervision. 

However, a few complained the existing. From table 4.24, it is observed that most of the 

borrowers (about 79.5%) appreciated appropriate Credit adequacy on disbursement. About 

87.4% of the sample borrowers reported that the timeliness of loan repayment is appropriate. 

However, 16(12.6%) of the sample borrowers reported that timeliness of loan repayment was 

not appropriate. The inappropriate loan repayment time may lead the borrowers not to repay 

the loan within a given period of time. Few respondents suggested that the program has not 

considered loan repayment on time while failure of business activities and marketing. 

 

About 92.1% of sample clients reported that the borrowers spent entire credit on a given 

purpose was 117(92.1%). But the remaining respondents (7.9 %) argued that it used for other 

purposes.  Only 101(79.5%) of sample borrowers responded sufficient loan size but 

26(20.5%) of sample respondents’ complained the sufficiency of loan size. About 

111(87.4%) argued sufficient loan length (repayment suitability) was appropriate but 

minority of the sample borrowers, 16(12.6%) reported that loan length is not sufficient. 

About 92.1% of sample respondents reported the trend that advising and supervision of staff 

members were appreciated. This indicates that the borrowers may not divert the loan to non-

income generating activities. This helps borrowers to earn profit and helps the company to 

make sustainable. Attitudes to continue with the program were also collected. Insufficient 

loan size,  delay of loan issue, shortage of loan length, small conflict among members, lack of 

obtaining enough capital and decided to close the business were reported as the major reasons 

for the opinion of few members dissatisfied with the program ( can be observe from the all 

given table). 

 

4.6. The Major Challenges of HDMFI and its Program 

 

  This indicates that the HDMFI is at its infant stage requiring expansion of its activities to 

reach its poor people. HDMFI, like other MFIs in Ethiopia, faces the challenges of expanding 
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its operation in order to assure financial services to large number of the poor. It has been 

encountered with the following major problems. 

 

A) Lack of sufficient loanable fund:   This is difficult for HDMI to fulfill the loan demand 

of the entire Oromiya region. It is also difficult to meet its loan capital requirements from 

local commercial sources and savings mobilized, and cover all costs from interest charges. 

B) Lack of investment capital: This is a problem related with building capacity. These 

include lack of funds to build offices at branch levels, lack of staff training, lack of built-in 

computerized management information system and lack of means of transport facilities have 

limited the markets. The absence of such infrastructure makes difficult the delivery of 

financial services and monitoring or follow- up clients in loan utilization in rural areas. 

C) Drought and natural disasters: The frequent drought in the district affects loan 

repayment. Actually, the registered arrears of HDMFI are mainly the result of the drought. 

Although the HDMFIhas the objective to reach the urban and rural poor, the regulatory 

framework and limited research affect financial product development in various ways. The 

major problems are described as follows. 

1) Lending methodology: The lending methodology is group based, individual loan, 

Business loan, general purpose loan and women development program loan. The group-based 

criteria affect the development of new financial products, which need individual instead of 

group collateral. Considering center size, some people who are looking for credit from the 

program have faced problems of the center size criteria.  Since the rural poor are sparsely 

settled over the area, it is difficult to form a center where the members may not trust and 

follow-up on each other. 

2) Insufficient loan size: The average loan size up to 75000.00 was authorized and approved 

in district level above this amount up to 500000.00 birr authorized and approved by at zonal 

office at last greater than this amount approved at head office level and these longitudinal 

loan requested process it takes a time and create bureaucratic bottleneck. Loan ceiling and 

requested process hinders the development of financial products with the loan size needed 

above the ceiling and approval level should be at lower management level. The insufficiency 

of loan size makes the borrowers to divert the loan from more income generating activities. 

3) High lending interest rate: The lending interest rate which has not been fixed based on 

types of loan(general purpose loan, Business loan, group based, individual loan and women 

development program loan). Therefore, the minimum interest rate was 8% and the maximum 
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interest rate was 17% has been unattractive. Some of the borrowers argued the interest rate as 

it is high. Arguing high interest rate discourages the program participants from continuing 

with the program. 

4) Loan term: The loan term as per the regulation is a maximum of five years. This affects 

the business activities, which need more than five years. 

5) Absence of market research and weak diversification: The absence of market research 

and skill for financial product development has undermined the role of marketing. Weak 

diversification of loan is also considered as one problem in diversifying business 

activities.HDMFI loan (abut79 %) goes to production of construction input activities, which 

are based on market conditions, which cause price and demand reduction. 

 

+ 
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5. SUMMARY, CONCLUSION AND POLICY IMPLICTAIONS 

 

5.1. Summary 

 

Targeting credit to the poor is one of the various instruments for poverty 

reduction.microfinacing is being practiced all over the world as one of the major strategies 

being usedto reduce poverty through the delivery of financial services such as credit, 

saving,insurance,etc. Currently, provision of credit and saving mobilization is one of the 

major strategies to alleviate poverty in Ethiopia.  The objective of this study is to examine the 

effect of HDMFI’S program whether it has met its objectives or not. The effect assessment 

was conducted inHaramaya branch of HDMFIin Eastern Haraghezone of Oromiya Regional 

State. The branch is situated at a distance of about 18 K.M. from Harar, which is the city of 

the district.  

 

The branch is operating in urban and rural areas, which are one of the most business center 

district that have more or less accessible infrastructure facilities, communications, etc. The 

sample respondents include clients who are frequent borrowers from the program and non-

clients who are looking for the credit from the program. In order to select the sample 

respondents from the two groups stratified and systematic simple random sampling methods 

have been used. The questionnaire includes household characteristics, socio-economic 

conditions, perception of respondents about the program and their recommendations. The 

assessments were conducted using two approaches: effect at household level which are 

mainly associated with the changes in living condition of the clients and company’s outreach 

and sustainability. effect assessment at household level used from respondent questionnaire 

for comparison of the changes using borrowers as control group. The analysis of the 

assessment at the household level is based on the following variables: income, , access to 

education and medical care, employment generation, savings and women empowerment. 

 

Descriptive analysis and dichotomous binary modelwere used to analyze the effecfts of the 

services and identify factors influencing loan repayment performance. Since the objective of 

the study is to find out whether the delivery of financial services has made changes on 

economic statuses of the poor, the study found the following results and conclusion. 



93 
 

5.2. Conclusion 

 

This study is mainly aimed at examining the   focusing on the situation of stated variables of 

respondents, at household and management groups and staffs level.   The program increases 

the probability of improvement in economic status of the borrowers. The changes more likely 

occur with program participation than without program participation. The study indicates 

about 91.3% of sample respondents reported that their family health conditions have been 

improved because of program participation and in the same result 91.3% of sample 

respondents reported the trend that their children school enrollment increment conditions 

have been improved because of good microfinance credit schemes and petty trade using their 

own income. 

  

Microfinance has enabled the borrowers to generate income that could be spent on better 

facilities, which could improve the living standard of borrowers.  Borrowers have got more 

chance of getting meals per day than non-borrowers. The result indicates that more 

respondents have enjoyed income improvement than non-borrowers. Borrowers have got 

more chance of improving their living conditions. Considering school-age children and actual 

enrollment, the result does not show difference between the two groups. The program has 

improved ability of borrowers to respond the demand for medical care. The study found 

difference in responsiveness of demand for medical care. Microfinance program improves job 

opportunities. It creates and expands business activities. 

 

The program has brought and develops the habit of savings among its borrowers. It extends 

the choices of people who are looking for saving services. Microfinance program was 

expected to empower women borrowers over business activities of household. However, it is 

difficult to suggest the effect on women empowerment since the result does not show much 

difference between male and female groups. Haramaya district micro finance institution 

(HDMFI) has now expanded its operations throughout the district in different kebeles and 

pastoralists areas. Considering outreach and sustainability of the institution in sample branch, 

the result indicates the trend that the numbers of borrowers and amount disbursed have been 

increased. 
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About 66.9% of loan repayment was finished within a given maturity date has been observed 

for the last years.Loan issue on time, supervision, income,asset, having high attitude to cost 

of default and loan repayment time are the most important factors that help loan repayment 

within a given period of time. This implies the fact that the intervention is judged to have 

positive effects it has created financial market to the poor and the micro finance company 

itself to be sustainable. The outreach and sustainability of the HDMFI have been enhanced. 

The interventions showed beneficial effects to the borrowers. It has improved the financial 

markets by reducing the extent of credit market imperfection that is resolved with enhanced 

availability of credit and savings habit. The institutional effects extends the choices of people 

looking for credit and saving services. The group-based credit delivery system has also 

created opportunity for borrowers to come together, discuss their problems and exchange 

ideas about their roles. It gives the program participants a chance to make contact and to learn 

from experiences of each other. The program makes the borrowers to understand each other’s 

need and problems very closely. The HDMFI is engaged on not only providing credit but also 

in mobilizing saving from any interested individuals. It is also observed that voluntary 

individual savings have been increasing overtime. This also implies the contribution of the 

program in training and giving advice in improving saving habits among the program 

participants. The HDMFIhas been directing its efforts towards poverty reduction and has 

showed success in terms of advice and supervision of borrowers in loan utilization. 

 

5.3. Policy Implications 

 

It is clear that HDMFI is contributing to improve the living standard of the poor. The result 

indicates the trend that the program improves their live conditions implying microfinance is 

becoming a tool for poverty reduction. It implies that program participants have been 

benefited in improving their basic needs including improving in type of house, employment 

generation and savings. As stated in the study, the services of the program are found to be 

encouraging with the needs of the poor. 

It is expected to have positive contribution to borrowers in relation to income, access to 

education and medical care, employment generation, savings and resource empowerment. 

Therefore, strengthening the existing MFI in the Haramaya district would be appropriate 

economic policy. 
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Registered borrowers, number of staffs, number of offices, amount disbursed, savings 

mobilized andsustainability are considered as some of performance indicators of the program. 

In spite of the improvement in these issues, a number of respondents who are non-borrowers 

are still looking for the program services. It indicates that theHaramaya microfinance 

institution (HDMFI)is at its infant stage to meet the needs of the demand. Shortage of loan 

able fund is considered as one of the obstacles to reach large number of people. Therefore, 

the micro finance institution has to work hard to reach large number of poor people over the 

long term through: (i) mobilizing savings from the public having clear and accountable 

ownership structure and governance and make adjustments with inflation (ii)appropriate 

institutional organization and excellent management (iii) interest rate that enables 

profitability but not affect borrowers (iv) leverage equity to access capital market with 

regional government, NGOs, and individuals and (v) looking for donor agents. Savings have 

been mobilized from borrowers and non-borrowers. However, saving mobilized from Non-

borrowers is too weak or unsatisfactory. Therefore, the instituton has to work hard to promote 

savings habit. Savings can be mobilized through offering attractive returns take small 

deposits, doorstep services, offer discipline, etc. In such a way that HDMFI can reach large 

numbers of vulnerable people who are looking for credit. 

 

Considering lending methodology, the center size criteria needs 3 to 5 groups members. 

Since the rural poor are sparsely settled over the district, it is difficult to form a center on 

their self-initiation. Members may not trust on each other. Therefore, the Haramaya city 

microfinance institution has to look for this issue and reduce center size based on the 

distribution of the rural poor in the district. Since large amount of loan goes to product of 

construction input, which are based on market Conditions/demand, the HDMFI has to look 

for the diversification of business activities. Next to construction input, Households relying 

on retail trade are likely to reduce the effects of seasonality of market by diversifying in to 

different activities that can be undertaken at home without high transactions costs. 

 

Level of education was expected to have positive relationship with loan repayment 

performance indicating that more educated  borrowers has better loan repayment performance 

than illiterate i.e. the higher educated borrowers the higher the probability of repaying loan in 

full within maturity date. However, all borrowers whether they are educated or not have paid 

their loan in full. Therefore, considering level of education as lending strategy may not be a 
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fair and absolute decision since most of the borrowers are illiterate while they are the target 

group. The HDMFI should be accompanying packages to give training the poor on 

theirbusiness activities including the importance of credit, loan utilization, market situation 

and savings mobilization. These help the borrowers in proper use of loan for their intended 

purposes which could reduce diversion of loan for non-income generating activities and help 

the institution in repayment performance which makes the HDMFI sustainable. 

Size of loan has no effect on loan repayment performance. It was expected that the higher the 

loan sizes the lower the probability of loan repaid. However, the descriptive analysis 

indicates that though different size of loan to different borrowers, all have paid their loan in 

full in time. 

 

Besides, about 85% of sample respondents, who have paid their loan in full, recommended 

extension of loan size. Therefore, amount of loan provided to borrowers should be based to 

cover the cost of their intended activities. Loan disbursement time shows positive effect on 

loan repayment performance. Since the loan is time and purpose sensitive, it contributed to 

the performance. Therefore, the company should provide the loan on time and has to ignore 

loan issue if late loan application is applied. 

 

Since most of the business activities of borrowers are time sensitive, loan issue at needed 

time reduces diversion of loan from intended purposes and helps the borrowers to use the 

loan properly for their intended purposes. It is observed that some of the sample respondents 

diverted their loan to non-intended non-income generating activities. Therefore, adequate 

advising and supervision are required for the borrowers. Credit to the poor without collateral 

must follow community participatory to follow-up each other in loan utilization. 

Understanding borrower’s use of financial services is important in market expansion and 

product development. Avoid failure to understand the local culture, practices, 

systems,processesandborrowers’ perspectives are key to understanding the nature of risk, 

responses to shocks and reduce vulnerability. 
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Haramaya University 

College of Business and d economics 

Department of management 

___________________________________________________________________________

___  

Dear,Respondents  

Questions that have to be filled by borrowers of Microfinance Institution in Haramaya district 

objective. This questionnaire is designed by WalelignKelile to conduct a research on the” 

Impact of Microfinance on Risk Management and Poverty Alleviation in Ethiopia In 

Haramaya district (woreda) the case of Microfinance Credit and Saving Share Company” for 

the partial fulfillment of the requirement for the completion of master degree in Business 

Administration (M.B.A). 

Thank you in advance for your kind cooperation and sparing of your precious time. 

Additional information  

I. You need not disclose your name 

II. Put a tick mark (√    ) in the boxes or in the blank space that correspond your answer. 

III. Circle the letter of choice that is most appealing to you. 

IV. Write your answer in the space provided is so required. 

V. For open ended questions you may use the blank space provide. 

VI. For further information, you perhaps contact the researcher Mr. WalelignKelile   by the 

following address: 

➢ Mobile: 0915766947 

➢  ‘’   ‘’    ‘’  0921872525 

➢ E-mail: walelignkel@gmail.com. 

 

 

 

 

 

 

 

 

 

mailto:walelignkel@gmail.com
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Section 1: Personal details of the respondent 

1. Kebele of borrowers __________________________________________ 

2. Age group of the respondent________________________years 

3. Sex□ Male□ Female 

4. Educational background 

    Unable read and write       □Read and write      □               religious education      □ 

Primary school     □                       Diploma        □            other, 

specify____________________ 

5. What is your position in marital status?   

Single  □                          married   □            divorced   □                             widowed   □ 

6. How many family size in your household? __________________________ 

7. How many dependents are there within outside the family? _______________________ 

8. What is the purpose for which the credit was taken? 

Retail trade   □ 

Production of construction inputs □ 

 Metal and wood work   □ 

Hotel and catering service   □ 

Urban agriculture   □ 

Leather products   □ 

Miscellaneous business□      other (specify)______________ 

9. Was the amount of credit received adequate for the purpose that you planned? 

Yes □                                   No □ 

10. Do you spend the entire credit on purposes specified in the loan agreement? 

Yes □                                 No □ 

11. Do you have any source of credit other than Haramaya district microfinance institution? 

Yes   □                               No   □ 

12. If your response for question number 9 is yes, what is your other source? 

1) Iqub□ 

2) Idir□ 

3) Money lenders   □ 

4) Friends/ relatives □ 

5. Banks      □ 

        6. Other (please describe)  ________________________________________ 
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13. How many times and how much money did you receive from Haramayaworeda 

microfinance enterprise during the past 5 years? 

  

years Sources of 

loan 

Amount of loan credit 

2006   

2007   

2008   

2009   

2010   

  

  

14. Have you finished repayment on credit from the micro finance institution? 

Yes    □                              No       □ 

15. Is the repayment period set by your lender Haramaya district Microfinance Share Company 

suitable for you? 

Yes □                               No    □ 

16. Is the repayment period recommended a suitable period? 

    Yes     □                                                          No    □ 

17. What was the problem for the credit to be in debt? 

1) Credit based business activity was unprofitable                       □ 

2) Used some of the credit for personal household living             □ 

3) Sold on credit but did  not get paid  back on time                      □ 

4) Loss of assets acquired by the credit/loan                                   □ 

5) Other(specify)___________________________________________________________ 

18. What strive you to repay the credit on time?  

1. To build creditability with the Haramaya district (woreda) Microfinance institution  □ 

2. Because of good business performance         □ 

3. To get another credit chance □ 

4. Other (describe)___________________________________________________ 

19. What are the causes which force you to default? 
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1) Poor business performance                    □ 

2. Domestic social and economy problem    □ 

3. Diversify the funds to unprofitable uses/purposes       □ 

4. Poor timing                □ 

5. Theft                          □ 

6. Business closure      □ 

7. Other(describe)____________________________________________________ 

20. Have you ever been supervised regarding credit/loan utilization by your customer of 

microfinance institution staff? 

Yes       □                                      No       □ 

21. Do you consider supervision as being important for credit/loan repayment? 

Yes    □                                 No      □ 

22. Do you get any training before receiving the credit/loan in order to efficiently utilize it? 

Yes     □                               No               □ 

23. Do you think that the training has helped you to increase your income and repay the credit 

/loan on time?  

Yes       □                               No               □ 

24. If your response for question number 23 is yes, what kind of training was it?  

1) Business               □ 

2) Marketing             □ 

3) Saving                    □ 

4) Book keeping        □ 

5) Other(describe)____________________________________________________ 

25. What is your annual income in Birr from activities after financed by haramaya district 

(woreda) microfinance credit?________________________________ 

26. What is the estimated value of your assets in Birr currently? ______________________ 

27. How many workers are there other than yourself who help your organization currently? 

__________________________ 

28. What is the average annual consumption expenditure of your household? 

___________Birr 

 

29. How was the demand for your product that you produced and /or service rendered? 

1) High        □ 
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2) Average    □ 

3) Low           □ 

30. do you believe microfinance enterprise contribute to reduce vulnerability risks? 

Yes       □                                                   No □ 

31. What methods do you use to deal with/to overcome repayment risks? 

1. Managing money wisely by saving   □       2.by minimizing expenditure   □ 

3.  By diversifying sources of household income and consumption    □ 

4. Others (specify)___________________________________________ 

31. What is the nature of risks facing you? 

Seasonality □   price fluctuation □      high competition □      limited market access and 

information □              others (specify)_________________________________________ 

32. Does microfinance contribute for poverty alleviation?        Yes   □           No   □ 

33. IS there improvement your family health care after you have obtained micro finance 

credit?                            Yes   □                                  No     □ 

34. How about your children school enrollment increment regarding micro finance credit 

scheme?                       Increase      □                               No change    □ 

 

35. What is your overall opinion about the Haramaya district microfinance credit scheme? 

___________________________________________________________________________

___________________________________________________________________________

___________________________________________________________________________

___________________________________________________________________________

____________ 

 

                                 Thank you for your participation in the study! 

 

 

 

 

 

 

 

 


