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ABSTRACT

The study was conducted using cross-sectional data collected from a total sample size of 120
randomly selected participant and non-participant rural and urban householdsFinote Selam
Woreda of Amhara Regional State, Ethiopia. The aim of this study is measure the impact of
Microfinance Program on households’ poverty reduction and to identify whether or not
participation create employment opportunities and increase income of client households in the
study area. The data collected were analyzed using descriptive and qualitative analysis and
econometric models called Propensity Score Matching Model Approach. Applying a PSM
technique, the study found that program participation has increased participant annual income
by birr 7899.80 (38.83%), household asset was significantly increased by birr 14332.85 (27.10
%). The qualitative analysis result indicated that participation in microfinance program increase
income of participant and creates employment opportunities for participant households. Finally,
the study recommended that increase the existing services to the participant and extending the
services to non-participants will also help the Microfinance Program attract the further

unemployed communities, increase their income build their assets.

Key words: Impact, Microfinance Program, PSM
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HAPTER ONE

1. INTODUCTION
1.1. Background of the Study

Poverty alleviation has been a key development challenge over decades. One of the identified
key constraints facing the poor is lack of access to formal sector credit to enable them to
take advantage of economic opportunities to increase their level of output, hence move out of
poverty. Following the success of the Grameen Bank the importance of micro financing for
poverty reduction has gained momentum in the policy agenda of several countries. Micro finance
is recognized as an effective tool to fight poverty by providing financial services to those who do
not have access to or are neglected by the commercial banks and financial institutions (Imai and

Azam 2012).

According to (UNDP, 2015), of 1.2 billion people surviving on less than $ 1 a day, 70 percent
are poor. Besides, ThePoor face social and economic exclusion from government bodies and
other institution, which shape their lives on the ground of poverty (Appah, 2012). In recent years,
governmental and non-governmental organizations in developing countries have introduced
microfinance programs offering financial services to low income households based on the
promise that poor households are more likely to be credit constrained, and hence less able to
undertake income-earning activities. Access to credit has received even greater attention in the

context of poverty reduction (Pitt e al, 2006).

Microfinance Service programs are increasingly seen by development agencies as an effective
poverty alleviation intervention, with a positive impact on economic growth and a number of
social development indicators. It is widely assumed that there is a clear and direct relationship
between access to credit and an increase in the status of poor households and communities,
provision of credit is believed to lead to increase income of participant households (Hunt and
Kasynathan, 2002, Rahel, 2013). Thus, the impact of Microfinance Service Program in
employment creation and income generation and asset accumulation is increasingly recognized
for the unemployed people, especially for poor households has become a major playing field for
policymakers and donors with objectives of enhancing growth and poverty alleviation(Rahel,

2013).
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It is often articulated that the level of poverty in the Amhara Region keeps people trapped in
marginal existence with emphasis only on day-to-day survival, leaving little opportunity to
accumulate capital either to invest in improving their livelihood or as a reserve to enable them
cope during hard times. Opportunities for off-farm and alternative employment are still limited in
the region (Getaneh, 2001). Furthermore, the longstanding population settlement, over-cropping,
and little or no improvement in traditional farming practices have resulted in considerable
environmental degradation, leading to a decrease in agricultural production and leaving the

population highly vulnerable to recurrent drought .

ACST’s target focus is the low income, rural based, productive poor, with a special emphasis on
women and those marginalized and cannot easily access financial services. Priority is given to
those areas that are more food insecure, and a combination of poverty assessment and targeting
methods is used to identify prospective clients. The organization is committed to providing
innovative and diversified products to its clients, including a variety of savings and credit

products (Berhanu, 2012).

The main activities performed by ACSI in study area were carryout Microfinance Service
Program are promoting savings, mobilize resources from various sources, promotional
counseling, and training services and reinvest back profits generated from operation both in
urban and rural area. Poor economic performance, rapid rate of population growth, low
technological base, periodic drought, and displacement of the people have continued to aggravate
poverty in the region. However whether micro financial institutions in study area promote
households living standard and reduces poverty by providing credit and mobilization of saving at
a suitable term and condition were taken a researcher was studied in further in the study area.
Thus this study tries to assess the impact of microfinance on poverty status of participant
households in the case of ACSI in Finoteselam woreda by taking a case study of Amhara Credit
and Saving Institution. It is conducted by assessing the clients who are participating in the

program and non-clients.
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1.2. Statement of the Problem

In countries like Ethiopia where agriculture is the mainstay of the majority of the population,
financial resource is a very important factor for economic development. However, in Ethiopia,
among other things, lack of finance is one of the fundamental problems impeding production,

productivity and income of the rural and urban households (Haile, 2010).

Poverty in Ethiopia is widespread and remains a major challenge of sustainable development and
stability (Easterly, 2013). It is estimated that close to 27.3 percent of the population in urban and
rural areas of the country live in absolute poverty due to lack of economic opportunities, lack of
good governance, unfair distribution of income, inadequate basic household income, and poor
means of survival (Mammo, 2008). Furthermore, unemployment rate in the major urban centers
of the country can varies between 11.6 percent in Dessie and 31.7 in Dire Dawa City
Administration percent of this which were 23.7 percent for males and 41.2 percent for women’s
the worst rate of unemployment in the country(CSA, 2012, MUDC , 2013). However,
generating larger volumes of employment as well as higher levels of income, the MFIs will not
only have contributed towards poverty reduction, but they will also have enhanced the welfare

and standard of living of the many in the society (Imai and Azam, 2012).

Provision of financial services is one of the important economic inputs in the effort to reduce
poverty and empower economically marginalized parts of the society. These downgraded In
Ethiopia poor households have no direct access to commercial banks for credit as their lending
terms and conditions constrain smallholder farmer’s access to credit. These include collateral
requirements to access loan, terms of the credits, repayment periods and deadlines, incoherence
with the length of production cycles in agriculture and is not such simple even for poor urban
households. Furthermore, the formal financial institutions are concentrated in urban arecas where
the infrastructure is well established. Because of the inability of the banks to meet the credit
needs of poor urban and rural households to overcome the financial constraints; the government
of Ethiopia has given due attention to alternative microfinance service providers in urban and
rural areas, including MFIs, rural SACCOs and village banks (Tesfaye, 2005). Despite the
government’s policy support, their outreach and coverage remained low, and is just about 10% of

the estimated target population (Gebrehiwot, 2006, Remedan, 2008).

17



Thus, Poor households have limited access to financial services from the formal financial
institutions in Ethiopia, because formal financial system has insufficient geographical outreach,
lack of adequate management system, lack of skilled manpower, high risk observation and
insufficient collateral, poor people found it difficult to obtain adequate amount of credit and were
charged high rates of interest by monopolistic moneylenders (Rahel, 2013). Since the formal
financial institutions are inefficient and inaccessible in providing credit facilities and saving

enrolment to the poor (Rahel, 2013).

Thus, developing an alternative mechanism for providing financial services to the poor
households became critical. In realizing this, the Ethiopian government has created the legal and
regulatory framework for the establishment of microfinance institutions. The provision of
financial services to the poor has increased through microfinance institutions in a short period of
time in Ethiopia (Abadi, 2011). However, Ethiopian microfinance institutions were faced with
many problems like low outreach, limited funding alternatives, limited financial products, and

lack of research to understand client needs and weak internal control system.

In the Ethiopian context, microfinance institutions have been established and operating with the
ultimate goal of poverty reduction. In spite of the success in terms of outreach and size of
customers, weak management information system, limited source of loan able fund, problems
related with entrepreneurial quality of customers, limited technical and banking skills of staff,
absence of a separate unit in the NBE to address the problems and development of microfinance
activities in Ethiopia, wrong awareness or impression of the community that loan paid by the
government and NGOs are not collectable or could be submitted and very limited research

towards improving the financial sector have been observed.

As far as financial inputs have crucial role in economic growth, however, in Ethiopia, there have
been very limited studies that assessed the impact of microfinance activities on poverty reduction
(Abdi, 2011). The same holds true in the study area. In the district both OCSSCO and SACCOs
are claiming that the economic situation of their clients has improved. However, none of them
has done any assessment to justify their claims. Although MFI service have become increasingly
important safety nets for the poor (Dagnachew, 2010), before expanding and investing resources,
identify the strengths weaknesses and impacts of their approach on their clients and taking

important lessons is beneficial for the sustainability of their credit service. It is, therefore, study
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was proposed to analyze credit services in the district taking the financial institutions as cases

and assess the importance of their services for poverty reduction.

In providing micro-finance services to the rural and urban poor, Amhara Credit and Saving
Institution (ACSI) have been encouraging the poor clients. However this study aims to
identifying, understanding, describing the impact of micro finance on poverty reduction on poor
households’ participation in microfinance at the Woreda level is the main concern of this study.
Research undertaking in such issues are essential since the results may give spot of light to
development planners, creditors, NGOS and others in order to design policies that help the poor

households in reducing poverty situation at the Woreda level.

Thus, the study is initiated to contribute some information to the existing knowledge on impact
Amhara Credit and saving Institution microfinance in Amhara region specifically in Finoteselam
woreda on income and assets of participant households which has negative effect on poverty

alleviation.
1.3. Research Questions
The following are the research questions were raised to be answered at the end of the study.

1. Whatis the impact participation in Microfinance Program onpoor people household’s asset and

annual income?

2. Under what situation can microfinance help the poor clients come out of poverty in

Finoteselam?
1.4. Objective of the Study

The general objective of the study is to analyze the impact microfinance program on poverty

reduction of beneficiaries’ households in Finoteselam woreda of the Amhara regional state.
The Specific objectives of the study are:
1. To assess impact of ACSI micro financing activities on poverty indicators of its clients.

2. To measure the impact of participation in Microfinance Program on poor household’s Asset

and Annual Income.
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1.5. Significance of the Study

Identifying the impact of microfinance on living standard of the poor supports the MFI to
determine which types of services are required by customers. This information is essential for all
microfinance institutions to be demand responsive rather than supply focused in their choice of
products and lending methodology. Once the program under way understands the needs of the
customers enables program managers to determine what types of customers the program attracts
and which financial services is use by different customers. If the targeted groups are not
responding, the MFI can evaluate its methodology and services to better understand the needs of
that population. Since there is no single applicable way to be successful in credit provision and
saving mobilization, the study will also benefit the MFIs to meet the basic needs of their
customers. In addition to identifying changes in livelihood of the participants, the impact study
assesses the customer satisfaction and this could assist the MFI in Finoteselam to improve its
program. The program impact with elements of client satisfaction information is useful to
program managers who want to maintain program performance by maximizing its effectiveness.
The findings best part the practicality and enables managers to quickly get additional information

that is directly relevant to decisions they face about program policies and operation.

The research will serve policy makers, program managers, donor field staff and NGO personnel,
researchers and practitioners of micro-credit service to acquire the understanding about the
process of intervention, level of the contribution of small loans to reducing poverty and take
other necessary supportive measures to strengthen the initiatives. In addition, the research may

serve as inputs for further study in the area.

1.6. Scope and Limitation of the Study

This study was limited to the household of Finoteselam woreda in Western Gojjam who were
participating in the microfinance scheme of ACSI. Therefore it cannot have a scientific
justification to assure the reader that the final conclusion out of this research can be
representative and applicable to all households who are participating in microfinance programs
throughout the country. The study scope of the study was limited to Finoteselam Woreda of
Western Gojjam, and also the study has limitations in absences of well documented data source
and adequate reports especially in the study area, methodology, as there is no best technique of

examining impact, there is limitations in identifying participant and non-participant households.
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1.7. Organization of the Thesis

The Thesis is organized into five sections. The first section deals with the background of the
study, statement of the problem, significance, objectives, and scope and limitations of the study.
The second section describes review of literature that includes definitions and concepts of MFI;
empirical literature; impact of MFI on poverty. Section three presents description of the study
area; data source and method of collection, sample size and sampling techniques, data analysis
and model specification of the study. The fourth and fifth sections describe the result and
discussion of the findings of the study and draws conclusions as well as recommendations’

respectively.
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CHAPTER TWO

2. LITERATURE REVIEW

2.1. Definitions and Concepts of Micro finance and poverty

Microfinance :is an economic development approach that involves providing financial services,
through institutions, to low-income clients, where the market fails to provide appropriate services
(Brandt ea. 2012).Yang and Stanley, 2012) conceived that micro finance refers to the provision
of financial services to low income clients, including the self- employed. Financial services
generally include savings and credit; however, some microfinance institutions also provide credit

cards, payment services, money transfers and insurance services.

Imai and Azam, (2012 ), also defined Microfinance as is the provision of a broad range of
financial services to low-income micro enterprises and households, the range of financial
services usually includes saving, loans, insurance, money transfers, and others. Besides, many
microfinance institutions also provide social intermediation services such as training and
education, organizational support, health and skills in line with their development objectives; or
MFTI under take social intermediations services such as group formation, development of self-
confidence and training in financial literacy and management capabilities among members of
group. Thus the concept of micro finance often includes both financial and social

intermediations.

Practically, the term is often used more narrowly to refer to loans and other services from
providers that identify themselves as MFIs. There is a difference between microfinance and
microcredit, but sometimes they are used interchangeably. Microcredit refers to very small loans
for unsalaried borrowers with little or no collateral, provided by legally registered institutions.
Microfinance institutions commonly tend to use new methods developed over the last 30 years to
deliver very small loans to unsalaried borrowers, taking little or no collateral. These methods
include group lending and liability, pre-loan savings requirements, gradually increasing loan
sizes, and an implicit guarantee of ready access to future loans if present loans are repaid fully
and promptly (Yang and Stanley, 2012). More broadly, microfinance refers to a movement that

envisions a world in which low-income households have permanent access to a range of high
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quality financial services to finance their income-producing activities, build assets, stabilize

consumption, and protect against risks.

Poverty: Poverty is a condition in which a person of community is deprived of the basic
essentials and necessities for a minimum standard of living. Since poverty is understood in many
senses, the basic essentials may be material resources such as food, safe drinking water and
shelter, or they may be social resources such as access to information, education, health care,
social status, political power, or the opportunity to develop meaningful connections with other

people in society(Maanen, 2004).

Poverty is the inability to attain a minimal standard of living measure in terms of basic
consumption needs or the income required for satisfying them (World Bank, 1990). Poverty is
thus characterized by the failure of individuals, households or entire communities to command
sufficient resources to satisfy their basic needs. The inability to attain minimal standards of
consumption to meet basic physiological criteria is often termed as absolute poverty or
deprivation. It is most directly expressed as not having enough to eat or malnutrition. In absolute
sense the poor are materially deprived to the extent that their survival is at stake. In relative
terms, they are also deprived in relation to other social groups whose situation is less

constraining.

World Bank (1990) in its report defines poverty as the inability to attain a minimum standard of
living. Poverty means a shortage of having enough to eat, a low life expectancy, a high rate of
infant mortality, low educational standard, low enrolment and opportunities, poor drinking water,
inadequate health care, unfit housing conditions and lack of active participation in a decision
making process. According to Holcombe (1995), poverty does not only mean lack of material
needs but also vulnerability and powerlessness. Power and participation dimension is argued to

be independent with the income level and asset ownership dimension.

Traditionally poverty was understood primarily as material deprivation, as living with low
income and low consumption characterized by poor nutrition and poor living conditions. This is
commonly known as income poverty (Bekele, 2014). It is associated with the low health and

educational levels that are either the cause or the result of low income said to be human poverty.
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Many researchers define poverty on the basis of income level instead of using its broader

definition, which includes well-being.

Yet there is a long standing debate whether poverty is an absolute and relative in nature. The
subsistence approach focuses on the capacity to survive. This implies nothing more than having
resources to purchase or grow sufficient food for oneself and one’s dependents. The only needs

acknowledged are biological ones such as food, water, clothing and shelter.

Extreme poverty is the most severe state of poverty, where people cannot meet their basic needs
for survival, such as food, water, clothing, shelter, sanitation, education and health care. To
determine the number of extreme poor people around the world, the World Bank characterizes
extreme poverty as living on the daily income of US $1 or less. It has been estimated that around

1.1 billion people live under these conditions (World Bank, 2010).
2.2. Delivery of Financial Services to the Poor in Ethiopia

The poor in Ethiopia have low income that leads to low investment, which in turn leads to low
productivity and more low income. According to IFAD (2002), access to institutional credit that
contributes to the increase in investment is very limited in Ethiopia. The majority of the poor
access financial services through informal channels, moneylenders, Iquib, Iddir, friends,
relatives, traders, etc. The same source indicated that, from the supply side, the major sources of
loan of microfinance services for the poor are commercial banks, MFIs, cooperatives, NGOs
involved in the delivery of financial services, government projects, semiformal institutions
(Iquib,Iddir, Mahiber, etc.) and informal institutions (moneylenders, traders, friends and
relatives). Lack of access to credit is readily understandable in terms of the absences of collateral
that poor can often conventional financial institutions, in addition to the various complexities and
high costs involving in dealing with large numbers of small often illiterate borrowers. The poor
have thus relay on loan from either money lenders at high interest rates of friends and family,

whose supply the funds is limited.

More importantly, delivering financial services to the poor requires an innovative targeting
design and a credit delivery mechanism that helps to identify and attract the poor who can initiate
and sustain productive use of loans (Wolday, 2002). MFIs attempt to overcome these barriers,

through innovative measures such as group lending and regular saving schemes, as well as the
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establishment of close links between poor clients and staff of the institutions concerned

(,Yawbder, 2012).
2.3. Development of Microfinance Institutions in Ethiopia

The origins of microfinance Intuitions in Ethiopia is not new but was largely rooted in their
NGO past with a clearly defined mission of rural poverty eradication (Kejla , 2009).The early
formal microfinance activity was the DBE Pilot Credit Scheme, initiated in 1990 under the
Market Towns Development Project implemented in 1994 (Chala, 2010). The first MFI legally
registered at the NBE was the Amhara Credit and Savings Institution (ACSI).The OCSSCO was
the first MFI that started operation in Oromia. OCSSCO is transformation of Oromia Rural
Credit Scheme Development Project (NBE, 2005/06) with a mission of poverty alleviation in

Oromia through availing financial services to the poor.

It assumed company status in August 1997. The basis for this transformation was the issuance of
proclamation no 40/96 about licensing and supervision of the business of microfinance. As of
September 2005, 26 MFIs were registered and licensed by the NBE and out of these 50%,
including OCSSCO, were operating in Oromia (Kejela, 2009).

MFIs are now free to set their own lending rates ceiling, while, the minimum deposits interest
rate is still fixed by the NBE, which is 3 percent annually (Abdi, 2011). If they found it
necessary, the Board of Directors of each MFIs may set deposit (savings) interest higher than the
minimum set by the National Bank. Their lending interest rate varies between 6 in Asset to 24
percent in BuusaGonfa. However, for those MFIs operating in Oromia the lending interest rate
varies from 12 to 24 percent (Kejela, 2009). Whereas the deposit rate of all MFIs in Ethiopia
ranges between 6 to 8 percent (Wolday, 2000).The total capitals of all the 26 MFTI stood at Birr
794.6 million and their total assets were valued at Birr 2.6 billion. About 80 percent of the
deposits of MFIs were mobilized by three largest MFIs, namely, ACSI, Dedebit Credit and
Savings Institution and OCSSCO. The shares of these three MFIs in the total capital, asset and

credit of MFIs were 66.3, 78.4 and77.2 percent, respectively.

To meet the poverty reduction objectives, MFIs targets the poorest of the poor. In another aspect,

the government strategy favors the production of high value crops for export. Hence, the lending
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policies of MFIs has to favor both process taking into account the needs of different socio-

economic class.
2.4. Impact of Microfinance on Poverty Reduction

According to Khandker, Poverty is often the result of low economic growth or high population
growth or very unequal distribution of wealth/resources. The immediate determinants of poverty
are unemployment or under-employment (low productivity). When poverty results from
unemployment, creating jobs is appropriate. When poverty results from low productivity or low

income, increasing productivity through training, capital investment is solution.

As poverty has become the main concern of developing countries, its alleviation has, therefore,
become the focus of policy makers and practitioners of those countries who have been trying to
improve the lives of their poor people (Abebe, 2006). MFI has aims to reduce poverty by
providing financial and other services to poor people; it achieves positive impact on both
economic and social poverty, of a cross-section of clients, including a large proportion of the

very poor (Dun ford, 2013).

According to J.N.TAIWO (2012), the aim of integrating the poor into the economic circuit
through microfinance programs is to alleviate poverty by creating income and jobs, and
consequently promote development. To that end, participants of microfinance programs are
expected to invest the micro-loans in productive activities (Rahman,2009) that generate enough
income enabling the low-income households to exit from poverty; expand their businesses; and
improve the quality of their lives (Abdi, 2011).In this regard, Samuel (2010 ), stated that clients
of microfinance programs have higher and more stable income, increased household
expenditures for basic needs, employment opportunities, nutritional intake and better children's

education than they did prior to their participation .

JN.TAIWO (2012) summarized the assistance of microfinance programs to poor households in
to four main areas such as investment in productive assets for income generation; facilitating the
household's livelihood activities; protection against income shocks and reduced vulnerability;
and qualitative factors such as empowerment and building of social capital. To put poverty-

reduction intervention of microfinance programs in a nutshell, they reach the poor in need of
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credit, and the poor pull themselves out of poverty through income generating activities and

empowerment (J.N.TAIWO 2012).

Assessing microfinance impact 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
impact may be measured using indicators such as income, wealth, food security, child nutrition,
employment and quality of life, or gender relations. Thus, 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 income and consumption 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.
Gedamu,2010 ) argued that the immediate impact of having access to credit from a microfinance
program is on employment and income in which these may have impact on other outcomes such
as consumption, nutrition, contraceptive use, fertility and education. Studies on microfinance
programs and their clients indicate the following impacts on poverty. For instance In Indonesia,
90 percent of clients surveyed had moved above the poverty line, with income increases
averaging 112 percent. In Zimbabwe, extremely poor clients increased their consumption

expenditures.

Mohammed (2007), indicated that that the poor undoubtedly benefit from microfinance services
in growing levels of health care and education expenditures, better income, and better quality of
nutrition, asset holdings, and weights of preschool children. They also become familiar with
financial institutions; gain confidence; save for emergency use and build up collateral for loans;

have access to market; and increased women empowerment and contraceptive use, among others

Empirically, however, not all microfinance programs have led to reduction in poverty. In this
regard, Rahman (2009) said that "...there are still many borrowers who become vulnerable and
trapped by the system; they are unable to succeed. Moreover, he indicated that “outside
Bangladesh the microfinance industry has not even scratched the surface of poverty." On top of
that, Rahman (2009) showed that the poor are very frightened about getting in to debt, and
female clients of microfinance service of the Grameen Bank committed suicide when they faced

problems with repaying loans.
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Abdi (2011) argued that even though microfinance is not a solution for poverty and development
related challenges, it is nonetheless an important tool in the poverty reduction programs. Aware
of the advantages it offers, development practitioners and donors have in recent years given
considerable emphasis to microfinance activities as a tool to empower the poor and provide them
with the financial means to increase access to social services and reduce poverty. This is so
because having access to microfinance services means having access to productive resources
through loan and saving products. On the same issue Abdi (2011) also put forth, although
microfinance alone cannot provide roads, housing, water supply, education and health services, it
can certainly play an important role in making the above interventions realized. It also empowers
the poor and provides them with the confidence, self-esteem and financial means to increase

income and access to social services.

Therefore, microfinance can potentially play protective role and reduce vulnerability by helping
micro-entrepreneurs to diversify their sources of household income, increase their savings,
expand their options for credit, and improve household money management, accumulate assets,

strengthen women’s role in economic decision making and self-insurance (Gedamu, 2010).

2.5. Conceptual Framework of impact assessment

Impact assessment can be used to improve services, increasing impact on poverty and
microfinance institution efficiency, to promote good client service and accountability and to
provide accountability to donors and other external stakeholders (Bekele, 2014). If the
intervention is intended to reduce poverty, it is important to know the degree to which poor
people use existing services and on what terms they used. Microfinance impact analysis is the
process by which one determines the effect of microfinance on the living standard of the poor as

an intervention.

According to him there were two major schools of thought that are prominent in impact
assessment of microfinance. The first one focuses purely on changes in the organization and its
operations. In this approach, generally, two key variables of institutional outreach and
institutional sustainability are focused on. In other words, the main focus for the impact
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 intervention
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is judged to have a positive impact as it has expalnded the financial market in sustainable
method. This, in turn, is based on the assumption that such institutional impact extends the
choices of people looking for credit and saving services and that extension of choice ultimately

leads to improved household economic security.

The second approach, which is currently gaining importance and is applied for this impact
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 impact assessment methodology applied in this case are the
ones developed by USAID'AIMS project that seeks to assess impact at household, enterprise,

individual, and community levels.

At the household level, impact 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 organizations to take appropriate decisions to build on their
strengths and strive to concentrate on areas of clients' needs that call for much improvement
(Bekele and Solomon, 2014). The aim of ACSI is to reduce poverty by targeting poor people to
improve the clients' welfare and standard of living. Therefore, this study applies the second
approach which focuses on clients’ needs to assess the impact of ACSI on the living standard of

the clients.

The study was attempts to measure the impact that occurs at household level as a conceptual
framework. The impact can be assessed by specific indicators such as increase in household

income and asset of the households, employment creation of poor households.

2.6. Impact Assessment Level on Micro Finance

The Impacts of micro finance can be assessed at different levels. According to Haile (2010), the
common units of assessment are the household, the enterprise or the institutional environment
within which agents operate and he also identify that impact can be assessed at household,

enterprise, and community levels.
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According to AIMS (2013), the framework suggests that impact occurs at the levels of
household, enterprise, individual and community. 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.

2.6.1. Impact Assessment at Household level

Assessing impact at the family level requires adjustments to control for differences in
unobservable household and village characteristics. That is, to measure the credit impacts 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 Haile (2010), the impact of program situation on village level average income,
employment and poverty is estimated by appropriate a village level regression that measures the
differential impacts of program situation 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 (Bekele, 2014).

Assessing the impact of credit involves one basic problem: if 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. Bekele (2014) was recommend 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.

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
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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 will have a significant impact on children's schooling,
especially for children and food wellbeing. Households relying on agriculture are likely to reduce

the effects of the seasonality of agriculture by diversifying into rural non-farm activities.

2.6.2. Impact indicators and measurement

Impact of program intervention in a given economy can be assessed at household, enterprise
,jindividual, and community levels; at the household level, domains of household security are:
income, expenditure on household consumptions including debt, and asset; at the enterprise
level, the resource base, production possesses, management, markets, and financial performance,
at the individual level, independent control of resources, leverage in household decision-making,
and community participation, at the community level a net change in employment and income,

forward and backward linkages, social network and civic participation.

A number of problems of impact evaluation arise because of usually lack of base line data and
that analysis has to be done based on a cross-sectional comparison of households for which data
are available only at a certain point in time. Consequently, it is difficult to find out what changes
have occurred over time to different types of households and even more what are the causes of
change. Thus, the impact of the Microfinance program on poverty reduction in this study is
measured by quantitative and qualitative variables, which are reflected by an increase in

household income and asset.

2.6.3. Impact Indicators of Poverty

Income, assets, welfare and consumption expenditure can be used as indicators of impact. The
framework by Yunus (2011) defines domains of impact indicators to measure impact at the
household, enterprise, individual and community levels. At the household level, income, assets,
consumption expenditure and basic services are indicators of impact assessment. At the

enterprise level, five domains of development include the resource base, production process,
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management, markets and financial performance. At the individual level, three domains of
wellbeing include independent control of resources, influence in households’ decision-making
units and community participation. At the community level, four domains of development
include net changes in employment and income, forward and backward linkages, social networks

and civil participation.

According to Chekol (2012), 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. Domains of household
security include income, assets and expenditures. This study is also used to assess the impact of
microfinance on poverty reduction at household level leads to increased income, increased

assets.
2.7. Analytical Methodologies for Program Impact Evaluation

Analysts have at their disposal a number of quantitative techniques to evaluate the impact of
interventions; but all techniques have limitations and the choice of a particular technique should
depend on the availability of data and the nature of the intervention being evaluated. Generally
there are two groups of quantitative impact evaluation methods defined by way of constructing
the counterfactual; that are random experiment designs, which are similar to controlled medical
experiments in that they use randomization to obtain the counterfactual and quasi-experimental

methods, which use statistical techniques to construct the counterfactual (ADB, 2015).
2.7.1. Experimental methodologies for program evaluation

In a randomized experiment, individuals are randomly placed into two groups, namely, those that
receive the program or intervention and those that do not. This allows the researcher to determine

program impact by comparing means of outcome variable for the two groups.

According to Ezemenari ef al. (1999), a random assignment of individuals to treatment and non-
treatment groups ensures that on average any difference in outcomes of the two groups after the
intervention can be attributed to the intervention. The main advantage of a randomized

experiment is its ability to avoid problem of selection bias, which arises when participation in the
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program by individuals is related to their unobservable or unmeasured characteristics (like
motivation and confidence), which in turn determine the program outcome. Undoubtedly,

randomization must take place before the program begins.
2.7.2. Non- experimental methods for program evaluation

Non-experimental methods are more popular in program impact evaluation. These methods
sometimes are also called statistical methods because they use statistical techniques to simulate
the counterfactual that means the outcome that would prevailed had there been no intervention
(Caliendo and Kopeinig, 2005). Non-experimental methods called quasi-experimental design
involves matching program participants with comparable group of individuals who did not
participate in the program. This simulates randomization but need not take place prior to the

intervention.

A quasi-experimental method is the only alternative when neither a baseline survey nor
randomizations are feasible options (Jalan and Ravallion, 2003). Quasi-experimental evaluations
can be either prospective, in which (as in randomized controlled trials) the treatment group and
comparison group are selected in advance of the intervention, or retrospective, in which a
comparison group is identified after the intervention. In reflexive evaluations, or pre-post,
participants are compared only to themselves before and after the intervention. This is not a
useful comparison, however, as many factors could contribute to the changes in their outcomes

as stated early (Kerr et al., 2000).

The non-experimental methods that are used in evaluations of development programs are
Propensity Score Matching (PSM), Difference in Differences (DID), Regression Discontinuity
Design (RDD), and Instrumental Variables (IV) Methods.

2.7.2.1. Propensity score matching (PSM): Propensity-Score Matching is a non-experimental
method for estimating the average effect of social programs (Heckman and Todd, 1998). The
PSM method is match program participants enterprises households with non-participants
household’s typically using individual observable characteristics; each program participant
households is paired with non-participants households (comparison group) that are most similar
in the probability of participating in the program. It compares average outcomes of participants

and non-participants, households conditioning on the propensity score value. This probability
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(called propensity score) is estimated as a function of individual characteristics typically using a
statistical model such as logit or probit model ; and the parameter of interest is the average

treatment effect (ATT) and has focused on strong identification conditions (Baker, 2000).

PSM tries to create the observational analogue of an experiment in which everyone has the same
probability of participation. The difference is that in PSM it is the conditional probability (P(X))
that is intended to be uniform between participants and matched comparators, while
randomization assures that the participant and comparison groups are identical in terms of the
distribution of all characteristics whether observed or not. Hence there are always concerns about

remaining selection bias in PSM estimates (Ravallion, 2005).

Matching the treated and the control subjects become difficult when there is a multidimensional
vector of characteristics (Rosenbaum and Rubin, 1983). The PSM solves this type of problem by
summarizing the pre-treatment characteristics of each subject into a single index variable, and
then using the propensity score to match similar individuals. In reality propensity scores will not

be able to control all the differences between the two groups (Felici et al., 2008).

2.7.2.2. Difference in differences (DID): The Difference in Difference (DID) Method entails
comparing observed changes in outcome before and after the program participants and non-
participants using a baseline survey before the program; and requires base period and follow-up
data from the same treatment and control group. Therefore, the mean program impact is
estimated by comparing the mean difference in outcomes after and before the intervention

between the participant and non-participant group (ABD, 2015).

The underlying assumption of the DID method is that program participants would have the same
outcomes as individuals in the comparison group in the absence of the program since this is
highly unlikely in reality; PSM is a natural choice to select a comparison group before
calculating the differences in a DID method. For this reason, the PSM and DID methods are
often used together in practice (Baker and Ichino, 2002). DID estimate are less subject to
selection bias because they remove the effect of any unobserved time invariant differences
between the treatment and comparison groups. However, if a selection bias changes over time,
the measured effects will be biased as well. So, the design is effective if the two groups have

featured similar development paths in the past until the program was introduced (Baker, 2000).
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2.7.2.3. Regression discontinuity design (RDD): RDD compares outcomes of a group of
individuals just above the cut-off point for eligibility with a group of individuals just below as it
is assumed that individuals around the cut-off point for eligibility are similar; the selection bias
should be minimized. However, other complexities can also be influential. RDD may be an
adequate method where there are clear rules for project selection as being opposed to a program
targeted at a wide range of various beneficiaries. However, there are constraints (Jalan and
Ravallion, 1999). The major technical problem of the RDD method is that it assesses the
marginal impact of the program only close to the cut-off point for eligibility, and nothing can be
said of individuals, far away from it (in either direction). For the RDD estimate to be valid a
threshold has to be applied in practice and individuals should not be able to manipulate the
selection score to become eligible who would have been in the treatment group, and in the

control group (Jorgensen, 1993).

2.7.2.4. The instrumental variables method: Instrumental Variables is a technique that
identifies a factor that determines receipt of a program but which does not influence outcomes of
interest. This factor is then used to simulate who would have been in the treatment group, and
who would have been in the control group if beneficiaries of the program were based on that
factor. The difference in outcomes between these simulated treatment and control groups is then
the impact of the program (AIEI, 2010). This identifies the exogenous variation in outcomes
attributable to the program, recognizing that its placement is not random but purposive. The
instrumental variables are first used to predict program participation, and then one sees how the

outcome indicator varies with the predicted values (Baker, 2000).

Instrumental Variables is a technique that identifies a factor that determines receipt of a program
but which does not influence outcomes of interest. This factor is then used to simulate who
would have been in the treatment group, and who would have been in the control group if
beneficiaries of the program were based on that factor. The difference in outcomes between these
simulated treatment and control groups is then the impact of the program (AIEIL 2010). This
identifies the exogenous variation in outcomes attributable to the program, recognizing that its
placement is not random but purposive. The instrumental variables are first used to predict
program participation, and then one sees how the outcome indicator varies with the predicted

values (Baker, 2000).
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2.8. Why Propensity Score Matching

OLS cannot usually be used to estimate the impact of a treatment mostly because selection into
treatment is not random, but can be affected by individual characteristics, self-selection issue.
Propensity score matching is now days a popular method for program evaluation studies
especially in labor economics and in many applications of interest the dimensionality of the
observable characteristics is high (Dehejia and Wahba, 2002). Unlike econometric regression
methods PSM compares only comparable observations and does not rely on parametric
assumptions to identify the impacts of program and it does not impose a functional form of the
outcome thereby avoiding assumptions on functional form and error term distributions issues. In
addition the matching method emphasizes the problem of common support thereby avoiding the
bias due to extrapolation to non-data region. Results from the matching method are easy to
explain to policy makers since the idea of comparison of similar group is quite intuitive. PSM
neither requires randomization nor pre-intervention data but in practice pre intervention data is
used to control for differences in individual characteristics prior to implementation of a given
program (This is required if a combination of PSM and DID methods is applied). A second best
is to use in the PSM post-intervention data only (Feliciet al., 2008).

The PSM method provides a natural weighting scheme that yields unbiased estimates of the
treatment. The weights are formed as the inverse of the predicted probability that an individual
would make the choice to participate in the treatment. The resulting predicted probabilities are
used to create weights that are used in subsequent analyses. PSM requires large amounts of data
both on the universe of variables that could potentially confound the relationship between
outcome and intervention, and on large numbers of observations to maximize efficiency and
related to the previous point we can never be entirely sure that we have actually included all
relevant covariates in the first stage of the matching model and effectively satisfied the
conditional independence assumption (CIA) (Ravallion, 2005). Irrespective of its shortcomings,

PSM is extensively used in the recent literature.

2.8.2. Steps in application of PSM method

In the estimation of average treatment effect using propensity score matching method first the

propensity score is estimated using a logit model with maximum likelihood method to estimate
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the participation probability, a logit model is often preferred due to the consistency of parameter
estimation associated with the assumption that error term u in the equation has a logistic
distribution (Caliendo and Kopeinig 2008). Matching algorithm is selected based on the data at
hand after undertaking matching quality test, overlapping condition or common support
condition is identified, the treatment effect is estimated based on the matching estimator selected
on the common support region. Finally, sensitivity analysis is undertaken to check the strength of
the conditional independence assumption identified. Sensitivity analysis can also be undertaken
to check if the influence of an unmeasured variable on the selection process is so strong to

undermine the matching procedure (Owusu and Awudu, 2009).
2.9. Empirical Literature

Different studies in different disciplines used different approaches to assess impact. Khandker
(2003) was studied the impact of three micro credit institutions in Bangladesh on Selected
household levels. The study found that the most important effect of borrowing from a micro-
credit program is its impact on per capita expenditure. The study also pointed out that the
participation in group-based microfinance shows positive and significant impacts for school
enrollment, asset holdings, consumption, nutritional status and household net worth of borrowers

in all three programs.

The studies undertaken to assess the economic impact of Grameen Bank on rural households by
Hossain (1988) based on structured survey of 975 borrowers in 15 villages by information
collected from a random sample of 200 households in five villages and 80 households in two
control villages showed that 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 revealed that 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
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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, 2003).

Ledger wood (2003) was 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.
Bamlaku (2004) was studied about the impact of micro finance and he found in urban and rural
areas income was positively related to program participations and he concludes the need for

micro financial intervention.

The study was based on both primary and secondary data to analyze the impacts of the services
of the institution to assess the impact of DECSI financial services on their household income by
Berhanu (2014) concluded that microfinance scheme in Ethiopia has a positive impact on

household nutrition, asset accumulation and net welfare of the program participants.

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. Berhanu (2014, identified that more
than 70 percent of the respondents under his study reported the positive contribution towards
employment creation, income generation, improved access to health and educational facilities as

well as household nutrition.

Teferi (2011) was 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 (2004)
was 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 rise the number of saving accounts of the clients. From the study of Berhanu (2004) and
Teferi (2011), it is possible to estimate the performance of loan repayment rate of ranging
between 79 percent and 98 percent .Tsehay and Mengistu (2012) concluded that the credit and
saving institutions intervention among poor women in Ethiopia has made some positive effects

that made a difference on the socio-economic empowerment of the women clients.
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CHAPTER THREE

3. RESEARCH METHODOLOGY

3.1. Description of the Study Area

Location and Size: Finoteselam is situated in the Amhara National Regional state (one of the
nine regional states of Ethiopia) at 376 kilometer away from Addis Ababa city Administration
towards North West direction of the country, and 185 kilometer away from Bahir Dar city of the
Regional State capital City in the south east direction. Finoteselam is geographically located at
latitude 10° 41' 23" North of the Equator and longitude 37° 15' 35" East of the Prime Meridian
on the Map of the world. The city administration has three urban and two rural (bakel and

shembekuma) kebeles with total area of 1663.14 hectare.

Finoteselam is well known for its crushed red pepper and sugarcane. They are widely produced
in the surrounding rural area of the city. It can be taken as a great investment potential of the
city. Moreover, the surrounding rural area grows teff (which is widely consumed by Ethiopians),
maize, various types of vegetables and fruits as well as many other cash crops and there are a

large number of livestock.

Topography and climate: Topographically, Finoteselam is located between an elevation of
1850 and 1917 meters above sea level. It has almost flat landscape. Ecologically, the city is
located in a tropical rainy climatic zone (locally called: woinadega) which receives the highest
amount of annual rainfall during summer season (June, July, August and September). The mean
annual rainfall is 1885.3 millimeter. The highest rainfall is 2733.1 and the lowest rainfall is
1533.4 millimeter. Such type of climate is very good for perennial and annual crop production
and settlement. Temperature of the city is relatively low in the early morning and during the
night but high around the noon. The average low temperature is recorded in the months of
December and January, 17.8 ¢® and 19.7¢”  respectively. The climate is suitable for agriculture

and living.

Population: Based on the 2012 national census conducted by the Central Statistical Agency of
Ethiopia (CSA), the projected figure for the year 2012 is a total population of 31,842 of who
16,017 are men and 15,825 women. The population aged below 15 years constituted about 28.84
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percent of the total population of the Finoteselam city, while the population aged between 15-64
years and those above 64 years is 68 and 2.25 percent, respectively. The dependency ratio is

0.31.

Economy: Crop production and livestock husbandry are the main economic activity of the study
area. Farmers in the Woreda follow mixed farming system to make their living. Teff, wheat,
barley, maize, peas, bean and nug are the major crops produced in the area where as cattle
(48.76%), sheep (40.39%), goat (2.59%), hourse (2.25%), donkey (5.92%) and mule( 0.09%)
constitute the livestock population (GWAO, 2008). Home gardening is also a common practice
throughout the Woreda and agricultural products such as fruits and vegetables are important
sources of both home consumption and commercial products in addition to crop fields. Major

crop category cultivated in the Woreda during meher season.

The type of industries which are operational in the area today are small scale industries, which
include grinding mills, house hold and office furniture manufacturing, bakery, hollow block
manufacturing. In the city, trade is not well developed and its contribution to the economy is not
significant. The major type of trade practiced in the city is whole sale & retail trade and
service.The two rural kebeles of the city have a good potential for irrigation agriculture. Two
rivers (lah and Arera) are among these potentials. An irrigation dam Geray, which has the
capacity to irrigate 618 hectare of land. The city administration has given focus to urban
agriculture and the rural kebele dwellers are practicing modern agricultural practices which

increased surplus production to supply the urban market.

Financial institution: Financial institutions operating in the city include Commercial Bank of
Ethiopia (CBE), three private banks (Abay Bank, Abysinia Bank and Business and Construction
Bank), Amhara Credit and Saving Institutions and the recent Micro Bank. These financial
institutions provide financial services (mainly credit and saving) for the city inhabitants and

nvestor.
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3.2. Data Sources and Methods of Data Collection

The study was conducted in Finoteselam city administration in the branch of ACSI. Both
qualitative and quantitative data were collected from primary and secondary data Sources. The
primary sources gathered from participant and non-participant (control) households and experts

who are implementing the program.

The primary data was collected through semi structured questionnaire prepared for the study.
Information pertaining to respondent’s socio-economic characteristics is obtained directly
through the interview schedule which was conducted at the household level. Moreover, personal
observations and informal discussions with beneficiaries and non-beneficiaries of the program

were conducted to generate primary information.

The primary sources of data was obtained from direct observation, structured and unstructured
questionnaires, focus group discussions and interviewing the concerned parties such as
Finoteselam Microfinance Institution ,management staff and employees of ACSI in
Finoteselam. Before applying it, the questionnaire was tested for its validity by using pilot
survey. The interviews were administered on randomly selected active clients and incoming
clients to answer questions regarding their situation before they took the loan based on their

memory and after taking the loan.

One supervisor and five enumerators were trained to collect relevant data from sample
households. Training was given to enumerator on the objectives of the study on how to approach
a respondent, how to record the responses, and on detailed contents of the questionnaire. The
focus group discussions were conducted in both urban and rural households. A total of five focus
group discussions, of which, three in urban and the other two in rural areas were conducted. Each
group discussion had seven to ten participants. To reduce the risk of biasedness, male and female
clients had separate group discussions. Among five group discussions one female and two male
group discussions were conducted in urban areas and the remaining one female and one male

group discussions were conducted in rural areas.

Discussions with key informers such as some clients of ACSI, employees and branch managers,

ACSI officials, and AEMFI officials were conducted to collect qualitative information.
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Secondary data are collected from published and unpublished relevant sources for the study.
Secondary data were obtained from documents, reports, journals, proceedings, bulletins, internet,

various books and other relevant materials.

Multi-stage sampling technique was employed for selecting the representative households. The
first stage simple random sampling technique was employed to select three urban kebeles namely
01, 02, 03, from urban kebeles and two rural kebeles namely Abater and shembekuma of the
Woreda. The second stage was the use of systematic random sampling, from the list of clients
obtained from the Microfinance Office to obtain the required 70 participant households was
sampled. In addition, 50 non-Participants who are assumed to have similar economic status with
sampled Participants before their participation were included. Therefore, the total 120 sample
was allocated to each proportionately on the basis of the available member of Microfinance
client. This total sample size is proportionally distributed to each kebele as shown in the table

below.

The chosen number of participant sample households was greater than the control because by
default the propensity score matching model discards the participant households from common

support region but do not omit control households.

This study used a simplified formula provided by Yamane, (1967) cited in Mesfin, (2006) to
determine the required sample size at 95% confidence level, degree of variability =0.5 and level
of precision level = 9% (0.09) . Where n is sample size, N is total population of five kebeles and,
e is the level of precision (assumed to be 0.09). Then by using the formula the total sample size
is as follows:

ne_N__ 42859
" 1+N(e)2  1+42859(0.09)2

120

3.2.1Research design

Research design is a conceptual structure, plan and strategy in which the research would be
conducted. Which means it shows what will and would be done such as how the data collected,
measured, and analyzed as well as it answered a question of what, where, when and how the
research performed. Generally it is a road map for doing the research by showing the necessary

steps or processes. In this case this study has the following structures.
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Problem Identification

U

Formulation of research questions and objectives \
i\
‘ Defining the source of data \

/]
I J

=5 )
Identification of the required data

I
. Review of Published and
Questionnaire, Field Defining th;m:.th()d of data Unpublished Materials
collection

Observation

Determining sample size
by using Yemane
formula

Stratified & systematic
sampling

Inferential Statistics (Binary
logistic Regression)

I

Defining the méthod of data
analysis

Il
‘ Result interpretation and Discussion \

n

Conclusion and Recommendation

Descriptive statics (mean
standard deviation, etc)
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Table.1. Sample size by Kebeles

Name of Treated Control Sampled Sampled control
sampled kebeles Treated

01 2000 1800 20 9

02 1000 2400 10 11

03 1500 2600 15 12

Abater 2100 2300 15 11

Shembekuma 1400 1600 10 7

Total 8000 10,700 70 50

3.4. Methods of Data Analysis
3.4.1. Descriptive analysis

Qualitative and quantitative techniques were used to analyze the data. The data analysis used
descriptive statistics, and econometric model. The qualitative data were obtained using interview
and observations as well as secondary data from bureaus and documents. Quantitative data were
analyzed using descriptive statistics such as mean, standard deviation, percentage and frequency
distribution. In addition t- test and Chi-square statistics was employed to measure the mean and
percentage differences between credit users and non-users. Among econometric binary logit
model was employed for analysis the impact of micro finance program on poverty reduction to
formal credit and saving institution. STATA 10 Software was employed for the analysis of the

data.
3.4.2. Econometric analysis

Propensity Score Matching Model is used to see the impact of microfinance program service on
participant and non-participant or credit user and non-user. The PSM was used to measure the
impact of micro finance on poverty reduction of rural and urban household’s access to formal

credit and saving in rural and urban poor communities.
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3.4.2.1. Propensity score matching (PSM) method

These are the approach to measuring the impact of the microfinance program Service by creating
a quasi-experimental design that matches program beneficiaries with otherwise identical non-
beneficiaries, and quantifies any difference in outcome variables between these two groups. The
impact of microfinance program on household’s economy is the difference inhouseholds’ mean
annual expenditure, income and available asset with the program and without the program.
However, households participating in the program cannot be simultaneously observed in two
states. A household can either be in the program or outside the program’s hence, controls for the
households’ observable characteristics by comparing the outcomes of program participants with
those of matched non-participants, based on similarityin observed characteristics is minimizes

the bias.

The propensity score P(X) is defined by Rosendaum and Rubin (1983) as the conditional
probability of receiving a treatment given pre-treatment characteristics (X) Where the indicator
of exposure to treatment. Formally, let Xi be a vector of pre-treatment covariates(such as age,
educational status, the amount of saved, amount credit received farm size, access to alterative
credit and so on), Yip be the observed value of the outcome variable such as (,Income and asset)
in the absence of the treatment, Yil be the observed value of the outcomevariable for household i
if it has been treated (i.e. it has participated in the program),and Yi is the treatment (equal to 1 if

the household is treated, and 0 otherwise).

We want to measure Yi _ Yi;.Yiy, but this is impossible, because an individual is either in the
treatment group (so be observe Y1) or the comparison group (so we observe Yig), but never in
both, we can measure the average impact of the program by taking each beneficiary, finding an
identical non-beneficiary (conditioned on the X covariates), computing the difference in the
outcome variable and taking its mean. The parameter of interest in estimation of propensity score
is the average treatment effect on treated (ATT). ATT measures the impact program participation

on households who actually participated.

Symbolically, letting ¥;be the outcome with treatment and Y, be the outcome withouttreatment,
letting D denote the treatment indicator which takes the value 1 if treated and Ootherwise, ATT

can be written as ATT = E (Y; /D=;) — E (Yy/ D =1) Provided that we can observe both Y; and
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Yofor any given individual, the average differences of E (Y - Yp) aswell as E (Y/D=1)-E
(Yo/D = 1) should be attributable to the difference in the access to microfinance program because

factors other than the treatment status are exactly the same.

As such, if E (Y - Yp) and E (Y1/D =1) - E (Yo/D = 1) are positive, it can be safely claimed that

Microfinance program has a positive effect on the outcome of interest.

Yet, ATT =E (Y1/D=1) —E (YO/D=1) = [E (Y1/D=1) -E (Y¢/D=0)] — [E (Yo/D=1) — E
(Yo/D=0)] = [E (Yo/D=1) — E (Yo/D=0)]

3.5. Assumptions of non-experimental methods

In non-experimental studies some of identifying assumptions to solve the selection problem are

the conditional independence and common support condition assumptions.
a) Conditional Independence Assumption (CIA)

Given a set of observable covariates (X) which are not affected by treatment in our case,
program participation potential outcomes, income and available asset are independent of
treatment assignment independent of how program participation decision ismade by the
household. This assumption implies that the selection is solely based on observable
characteristics and variables that influence treatment assignment, program participation decision
is made by the household and potential outcomes income and available asset are simultaneously

observed (Abadie and Imbens, 2006).
b) Common support region assumption

This assumption rules out perfect predictability of D given X. Thatis 0 <P (D =1| X) < 1, and
improves the quality of the matches as it excludes the tails of the distribution (X). ThePSM
estimator is the mean difference in outcomes over the common support, appropriatelyweighted
by the propensity score distribution of participants. Yet, nonparametric matchingmethods can
only be meaningfully applied over regions of overlapping support; no matchescan be formed to
estimate the parameters when there is no overlap between the treatment andcomparison groups.

It also guarantees an individual with identical observable characteristicsto have a positive
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Probability of belonging both to the participants and control group (Rosenbaum and Rubin,
1983).

3.6. Specification of the Logit Model

The Propensity Score was estimated using logit model to predict probability of participation of
households since according to Gujarati (1999), probit and logit models provide similar result and
matching is then performed using propensity scores of each observable characteristics which
must be unaffected by the participation. These characteristics include covariates variables
influence the participation decisions and the outcome of interest (Rosenbaum and Robin, 1983).
In estimating the logit model, the dependent variable is participation in Microfinance Program
this takes the value of 1 if a household participated in the Microfinance program and 0 otherwise.
Hosmer and Lemeshew (1989) pointed out that a logistic distribution has got advantage over the
others in the analysis of dichotomous outcome variable in that it is extremely flexible and easily

used model from mathematical point of view and results in a meaningful interpretation.

Following Gujarati (2004), the logit model is specified as follows

1

Pi=F(Z)=F (a +Zﬂfo )= l+e =A%)

(1)

Where P; is the probability that an individual is being participated in micro fiancé program given
Xi Zi o+ 2P

xi represents vector of the ithexplanatory variables; o i1s a constant term; A 1S vector of
coefficients to be estimated, i = 1, 2 ...n; and e is the base of the natural logarithm. The odds ratio
is ratio of the probability that a households participate in microfinance Program (P;) to the

probability that a household is not participated (1-P;).

1
(1-p)= l+e” )
or
|-
1-P | |l+e? | laxzsx) 3)
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Since equation (3) is the exponential function, it is possible to change it into natural logarithmic
function, and after doing so, by considering the error term it will become

P
In !
Li= (I_Pijzziza+181Xl+182X2+"'+ﬂme (4)
Or
ln( h j N BX, +U,
L= \Th)ozi— g i=1,2,n 5)

The parameters were estimated by maximum likelihood technique by latest STATA software
packages version 10.

3.7. Matching Estimators

After estimation of the propensity scores, program evaluators are looking for an
appropriatematching estimator. The choice of matching method involves a trade-off
betweenmatchingquality and its variance. The methods differ from each other with respect to the
way they select the control units that are matched to the treated, and with respect to the weights
they attribute to the selected controls when estimating the counterfactual outcome of the treated.
However, they all provide consistent estimates of the ATT under the Conditional Independence

Assumption (CIA) and the overlap condition (Caliendo and Kopeinig, 2008).

Various matching estimators have been suggested in the literature. The most commonly
usedmatching methods include the nearest neighbor matching, radius (caliper) matching,
kernelmatching and Local linear regression matching. Spline matching and

Mahalanobismatchingare some of the rarely used matching estimates.

Nearest Neighbor (NN) matching: The NN matching estimators for average treatment effects
let individual observations to be used as a match more than once and compared with matching
without replacement. The NN matching with replacement, can be matched a comparison
individual to more than one treatment individuals, which would result in increased quality of
matches and decreased precision of estimates but NN matching without replacement, a
comparison individual can be used only once. Matching without replacement increases bias but it

could improve the precision of the estimates (Abadie and Imbens 2006).
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Caliper matching: Caliper matching is used if the NN matching the closest neighbor is faraway
faces the risk of bad matches. Radius (caliper) matching chooses the nearest neighbor inside a
caliper or tolerance width which is an alternative way of imposing the common support
condition. Caliper matching means that an individual from the comparison group is chosen asa
matching partner for a treated individual that lies within a given caliper (propensity score range)

and is closest in terms of propensity score (Caliendo and Kopeinig, 2008).

Kernel matching: This is the matching method whereby all treated units are matched with
aweighted average of all controls with weights which are inversely proportional to the
distancebetween the propensity scores of treated and controls (Becker and Ichino, 2002).
Kernelweights the contribution of each comparison group member so that more importance is
attached to those comparators providing a better match. Kernel-matching uses more non-
participants for each participant there by reducing the variance but possibly is increasing the bias

estimator but includes a linear score, which is helpful when the data are asymmetric.

3.7.1. Testing the matching quality

The matching quality depends on the ability of the matching procedure to balance the
relevantcovariates. Rosenbaum and Rubin (1985) proposed standardized bias that is commonly
usedmethod to quantify the bias between treated and control groups. According to Dehejia
andWahba (2002), choice of a matching estimator by different criteria is tested by balancing test,
pseudo-R2and matched sample size.We perform a balancing test similar to the one employed in

Dehejia and Wahba (1999, 2002).

Balancing test is a test conducted to know whether there is statistically significant differencein
mean value of per-treatment characteristics of the treatment and the control group of
thehouseholds. A simple t-test is used to examine whether the mean of each covariate differs
between the treatment and the control group after matching and matching estimators were
evaluated matching the participant and nonparticipant households in common support region.
The matching estimator have insignificant mean differences in all explanatory variables, pseudo-
R2 before and after matching is used as comparison to ensure that there is no systematic
differences in the distribution of the covariates between both groups, the pseudo-R square should

be fairly low after matching (Sianesi,2004).
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3.8. Variables Definitions and Measurement

The literature on the economic impact of microfinance program Service on poverty Reduction
and felid survey makes it clear that the choice of dependent and independent variables have been

identified by researchers. This section describes the variables used in the econometric analysis.
Dependent variable

Participation in the Microfinance program is a binary dependent variable which was used in the
logistic regression analysis which takes a value of 1 for participant / beneficiary (treated)

households’ and 0 for non- participant or non- beneficiary (control) households.
Outcome variables

The outcome variables which are used in the Propensity Score Matching (PSM) estimation

arehouseholds’ average annual income and asset.

Household income: This includes various categories of yearly income of the households

measured in Birr.

Household assets: A number of measures of household asset including livestock, housing

condition etc., measured in Birr.
3.8.1. Explanatory variables of the model and working hypothesis

Amount of credit received: This is continuous variable measured in Birr. If a loan amount is
just enough for the intended purpose, it will have a positive impact on the productive capacity of
the intended activities so that it is have a positive relation with participation in microfinance

program. Therefore, his variable is expected to have positive influence on program participation.

Age of the household head: This is a continuous variable measured in years. The age of the
household of the family have a positive relationship with the program participation and poverty
status. The hypothesis is that young aged head of the household could generate income for the
family by participating in employment generating scheme; hence they have the ability to prevent
the family from poverty trap and also let their relatives to participate in the program. Therefore,

this variable has negative relationship with the dependent variable.
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Sex of household head: It is a dummy variable taking value of 1 if the household head is
female, 0 otherwise. Household head is a person who economically supports or manages the
household. In most cases, male-headed household is very common in the study area. As female is
directly engaged in households’ resource management and saving female plays a great role in
rural and urban areas. Hence, this variable is expected to have positive relationship with the

dependent variable.

Education level of the head: This is a continuous variable measured in number of year the
household attend formal education. The hypothesis is that education has direct relationship with
utilization of information that could help for improving household income and attitude for
making decisions to participate in the program. Therefore, this variable is expected to have

positive relations ship with program participation.

Farm size: This refers to the continuous explanatory variable the size land holdings in hectare
that a family have. The assumption put under this is, having large farm size could secure the
family with income sufficiency that implies secured from income poverty line. Therefore, this

variable expected to have positive relationship with dependent variable.

Family size: It is a continuous variable measured in number. This is the number of family
members that live in the house. The large and extended family size could affect the income of
household negatively; which could affect and determines the level of poverty in relative way but

affect program participation positively to cover their extended expenditure.

Dependency Ratio: Defined as the total number of dependents in the family and elsewhere that
depend on the borrower. Household members aged below 15 and above 64 are considered as
dependent. As the number of dependents increases, the borrower will need more money to fulfill
their requirements in addition to the obligation of loan repayment. As a result she may divert the
loan to meet the needs of the dependents. Hence we expect this variable to have a positive

relationship with participation in the program.

Amount saved: This is a continuous variable measured in Birr. There are two types of savings in
the MFI’s scheme. The first one is a compulsory saving, which is normally enforced and starts
simultaneously with the loan that is approved for an individual. On the other hand, voluntary

savings is an individual savings, which depends on the willingness of the individual to save.

51



Therefore, amount saved by households has expected to positive relation with dependent

variable.

Employment Generation: This is continues variable measured in number. The number of
employed people and status of employment generation are considered as impact of microfinance
on poverty reduction. Therefore, this variable expected to have positive relation with dependent

variable.

Access to alternative credit services: it is a dummy variable taking the value 1 if households
have access to other credit service and 0 other wise. This variable was expected to have negative

relation with the probability of participation in MFI.
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Table.2. Variable definition measurement and expected sign

Variable code Type Definition Measurement
Dependent variable Expected
hypothesis

Participation in MF ~ Dummy Participation in 1 for participant and 0

program Microfinance non- participant
Program households

Explanatory

variables

Age of head Continuous  Age of household Years Negative
head

Family size Continuous  Family size Number Positive

Dependency ratio Continuous  Age of household Number Positive
head

Employer number continuous  Total no of Number Positive
employer

Amount saving Continuous  Amount saved by Birr Positive
household

Education level Continuous Education level of  Years Positive
head

Credit Continuous  Credit received by  Birr Positive
household

Training Dummy Access to training 0 and1 Positive

Sex Dummy Sex of the head 1 ifa head is female 0 Positive

otherwise
Access alterative Dummy Having license 1 if a household have Negative

credit

access 0 other wise
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CHAPTER FOUR
4. RESULTS AND DISCUSSION

The results of the study are presented and discussed in this chapter. The first section presents
results of the descriptive statistical analysis. The second section deals with the discussion of
qualitative results and the propensity score matching (PSM) model outputs. The study is based
on the information collected from a total of 120 sample households of which 70 were
participants in microfinance Program and the remaining 50 were non-participants (control)

households.
4.1.1. Descriptive results of sample household characteristics

Table 2presents the descriptive results of sample participants and non-participants or treated and
control household’s characteristics in Finoteselam Woreda of the study area Amhara Regional
state. Accordingly, the two groups were found to be significantly different with respect to age,
family size, education status, amount of saved, credit received, and number of employer. The
difference between the two groups with respect to age of households was statistically significant
at 1%, whereas family size, education status of respondents, amount of credit received and saved
were statistically significant at 5%,and the total number of employed in their business and

amount of saved was at significant at 10 % percent probability level.

Age of respondents: Age of the household head is regarded as an important variable with an
impact on household participation in microfinance Service Program. Thus, results revealed that
there is significant difference in mean age of the household heads between households, which are
participant in MFIs and those which are not .The average age of the respondent’s households was
38.73 years, with minimum and maximum of 20 and 73 years respectively. The average age of
program participants and non- participants were 41.13 and 35.79 years respectively; with
significant mean difference between the two groups at 1 percent probability level (t=3.80).
Hence, it showed us that age differences in sample households have effect in participation in

microfinance Service Program.

Family size: The range of family size was found to be very large, falling between 1 and 8 people

per household. The average family size of the sample respondents was 3.76; and the mean family
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size participant households’ was 4.04 which had slightly larger family size than non-participant
(3.41) which is statistical significant difference at 5 percent probability level(t=2.07). The
statistical result revealed that a household who have large family size is more likely to be
participant in microfinance Service Program as compared to households with less family size.
This is in line with priori exceptions households with large family size tends to engaged in MFIs

than those with small numbers.

Education level of the household head: Literate households may probably have more exposure
to the external environment and information which helps them easily associate to income
generating program than the other. The survey result indicates that the education level of the
respondents’ households varies from attaining grade 1 to first degree. The mean education age of
schooling of the sample households was 8.86 with standard deviation 4.10; whereas the mean
age of schooling of participant and non-participant sample households were 9.43 and 8.16
respectively with the significant mean difference between the two groups at 5 percent probability

level. The result is in line with prior exceptions.

Amount of saved: Households with increased savings have better economic and investment
capacities to increased ability to withstand risks. As stored resources, savings are useful for a
wide range of purposes. Saving helps households to cope temporary difficulties or crisis, enables
them either to meet economic uncertainty or in reinvestment. The study result indicated that the
average money saved by sample households was Birr 28,281.5 with no saving to maximum
saving Birr118, 000. The average money saving by participant and non-participant households
was Birr 31965 and 24,597.5.The mean of program participants and non -participants were
compared using a t-test and the result indicate that there was significant difference between

participant and non-participant households at less than 10 percent probability level (t= 1.68).

Amount of credit received/Loan size: As credit believed to be boosts income and employment
at the household level and there by alleviates poverty, enables poor people to overcome their
liquidity constraints and under take some investment, especially in improved technology and
inputs, there by leading to increased production. The study result indicated that the credit
received by sample households during 2007 was Birr 4602.22 while, the mean credit received

by participant household and non-participant households was Birr 6354 and 2412.5 respectively
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with statistical significance difference between the two groups at 5 percent probability

level(t=2.11).

Number of Employees: According to the survey the average employees created by sample
respondent was 2.55 with only self-owed to maximum employment creation be for 5 persons.
The mean employees created by participant households and non-participant were 2.82 and 2.22
respectively with statistical significance difference between the two groups at 10 percent
probability level. This is in line with prior exceptions that participation in microfinance Program

has positive impact in employee creation which has impact of poverty reduction.

Cultivated land Size: Asset is an important determinant of access to credit, especially if
creditworthiness is judged on the basis of wealth or land. Land has been recognized as one of the
major constraints in the agricultural sector of Ethiopia and the basic asset of rural households.
The average farm size owned by sample respondents was nearly 2.5 ha, and the maximum
cultivated land owned was 4.2 ha. The average cultivated land size of sample participant and
non- participant household was 2.9 ha and 2.1 ha respectively. There is a significance between

the two group of householdsat less than 5 percentprobability level (t=2.17).

Table: 3. Descriptive results of continuous variable

Total sample Participant Non-participant
) (N=120)

Continues (N=70) (N=50) t-value
Variables

Mean SD Mean SD Mean SD
Age of respondent 38.73 9.77 41.13 10.37 35.75 8.07 3.80%**
Family size 3.76 1.78 4.04 1.91 3.41 1.54 2.37**
Education 8.86 4.10 9.43 4.23 8.16 3.84 2.07**
Cul. land size 2.50 1.45 2.90 1.28 2.01 1.22 2.17%*

Credit received 4602.22 1252.2 6354.0 1607.3 2412.5 4761.9 2.11%*
Amount saved 28281.5 1326 31965.0 1426.5 24597.5 12255 1.68*
Employer No 2.55 2.34 2.82 2.44 2.22 2.18 1.70%*
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A% ** and * means significant at 1, 5 and 10 percent probability level respectively. Source:

own survey result, 2016/ 2017.

Sex of the household head: The survey result indicated that 43.33 percent of sampled
household head were male and 59.44 percent were female; whereas 32.28 percent of participant
household were male headed and 56 percent non-participant households were male headed where
as 65.71 percent of the participant and 44 percent of the non-participant were female headed
(Table4). The chi-square test indicated that there is statistical significant difference between the

two group of households at 5 percent of probability level (32=4.91).

Access to alterative credit Service: The result indicated that of total sample respondents
households 25 percent of households have alterative credit sources and 75 percent of household
have no alternative source of credit. The result also indicated that 14.28 percent of participant
and 40 percentof non-participanthave alternative source whereas 85.71 of the participant and 60
of non-participant households have not alternative source for credit during the survey time with

no statistical significance difference between the two groups of households.

Access to training: training is the variable that is expected to positive impact of participant
households’ income and asset. The result indicated that 54 percent of the participant and 30.75
percent of non-participant household get training on financial management, managerial training,
that and technical where as 46 percent of participant and 61. 25 percent of the non-participant did
not get training. The kruskal- Wallis chi- square test shows that there is significance percentage

difference between the two groups (¥2=3.08).
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Table: 4. Descriptive results of the sample households’ characteristics for categorical variables

Total sample Participant Non-participant x2 —
Categorical (N=120) N=70 (N=50) value
variables Freq  Percent Freq percent Freq Percent
Sex 4.91%*
Male 52 43.33 24 34.28 28 56.0
Female 68 59.44 46 65.71 22 44.0
access to training 3.084*
Yes 79 43.88 54 54 25 30.75
No 41 56.11 46 46 55 61.25
Accessalter. Credit 0.140
Yes 30 25 10 14.28 20 40
No 90 75 60 85.71 30 60

*ak %% and * means significant at 1, 5 and 10 percent probability level respectively. Source:

own survey result, 2016/2017.
4.1.2. Descriptive results of outcome variables

The outcome variables to measure impact of Microfinance Service Program on poverty reduction
of the study are annual income and the current available asset of the households. There were
statistically significantly difference between the two groups in terms of annual income and asset.
The result of study indicates that the average annual income and asset of the participant

households’ are greater than the non-participant ones.

Households’ asset: Assets can generate income for families, provide nutrition, and build capital
for investment in the next generation through improved education and health.The mean asset
owned by total households are birr 49822. 78 with minimum and maximum asset owned are birr
24000 to 1100000 respectively. The result also indicated that the mean asset owned by the

participant households can birr 62 829 while that of the non-participant households are
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33565with the significance difference between the two groups of households at 10 percent of

probability level which is in line with the prior exceptions.

Income of households: People who have incomes may feel more capable of accumulating assets
because they can plan better and have existing assets on which to base their plans. The survey
results indicated that participant households earned on average an annual income of 26299.92
birr while the non-participants earned average annual income of 12768.75 birr per year. This
indicates that the intervention has yielded positive and significant income difference between

the two groups of households and this difference was significant atl % probability level(t=4.80).

Table: 5. Descriptive results of outcome variables

Source: Own Survey Result, 2016/2017

Outcome Participant (N=100) Non-participant (N=80) Total sample

variable t- value
Mean SD Mean SD Mean SD

Annual

Income 26299.92  21851.09 12,768.75  13964.67 20286.67 19889.77 4.80%***

Household

asset 62829 1484.63 33565 26347.33  49822.78 11273.63 1.74%

4.2. The growth, employment creationand generation of income of participant households

The respondents of focus group discussion and interview with selected participants households
indicates that the financial services delivered to poor by ACSI is improved and the loan size

increased to client households for different purposes. Credit received by households during this
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time help households to create off-farm and non-farm income generating activities and to create
their small business which further impact on their income and asset. However, some borrowers

face problems because of high interestrate on loan and short repayment rate.

According to the respondent households due to increase their income and asset formation some
of it at least more than two person of participant get self-employed in their business and create
employment for other. Opportunities’ other employs demonstrating typical features of

microfinance service program on poverty reduction
4.3. Econometric Model Results

This part presents the results of Propensity Scores Estimation, common support region,

balancing test and sensitivity analysis.
4.3.1. Estimation of propensity scores

The binary logit model was used to estimate propensity score matching for participant and non-
participants households. As indicated earlier, the dependent variable is binary variable that
indicate households’ participation in Microfinance Service Program. The model is estimated
using STATA 10 software using the propensity scores matching algorithm developed by Leuven
and Sianesi (2003). In the estimation, data from the two groups; namely, program participant and
non-participant households were combined such that the dependent variable takes a value 1 if the
household participates in the Microfinance Service Program (treated) and O for non-participant

(control) households.

A logistic regression model was used to estimate the propensity scores of sample respondents
which help to put into practice the matching algorithm between the treated and control groups.
The matching process attempts to make use of the variables that capture the situation before the
start of the program. The logit result revealed a fairly low pseudoR” (0.24). The pseudo-R?
indicates how well the regressorsX explain the participation probability (Caliendo and Kopeinig,
2005). A low pseudo-R? value means participant households do not have much distinct
characteristics overall and such finding a good match between participant and non-participant

households becomes easier (Yibeltal, 2008).

4.3.2. Matching program participant (Treated) and non-participant (control) households
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According to Caliendo and Kopeinig (2005) there are two approaches to map a common support
region for the propensity score distribution, these are minima and maxima and trimming
approaches. Moreover, Leuven and Sianesi (2003) recommend the use of both the common and
trimming approaches at the same time for the identification of a common support. Thus, the data
set resulted in good matches in the case of minima and maxima approach was employed to

identify the common support region.

The estimated propensity scores vary between 0.026 and 0.987mean 0.614 for program
participant or treated households and between 0.017 and 0.921 mean 0.421 for non-participant
(control) households. The common support region would then lie between 0.026 and 0.921.
Therefore, households whose estimated propensity scores are less than 0.026and larger than
0.921are not considered for matching exercises, as result, seven households treated and controls
whose predicted propensity scores fall outside the range of the common support region were

discarded from the analysis.

Table.6. Distribution of propensity scores

Group Obs Mean SD Min Max

Treated 70 0.614 0.221 0.026 0.987
Control 50 0.421 0.193 0.018 0.921
Total HHs 120 0.52 0.207 0.022 0.955

Source: own estimation result.
4.3.3. Choice of matching algorithm

Alternative matching estimators were tried in matching the treatment and control households in
the common support region. The final choice of a matching estimator was guided by different
performance criteria such as equal means test (balancing test), pseudo-R” and large matched
sample size (Dehejia and Wahba, 2002). Specifically, a matching estimator which balances more
explanatory variables (i.e., results in insignificant mean differences between the two groups),

bears a low pseudo-R?value and results in large matched sample size is preferable.
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The predicted results of tests of matching quality based on the performance of matching criteria.
Therefore, based on the results Kernel matching with band width 0.5 of is the best estimator for
the data at hand. Kernels matching with band width 0.5 match the outcome of the treated
household with the matched outcome that is given by weighted average of all control groups for
Microfinance Service Program. Since the weighted averages of Microfinance Service Program
participation in the control group is used to construct the counterfactual outcome, Kernel

matching has an advantage of lower variance because more information is used (Heckman and

Todd, 1998).

Table: 7. Performance of matching estimators

Performance criteria

Matching estimator Balancing test Pseudo-R> Matched sample

Nearest Neighbor matching

With replacement 7 0.231 109
Without replacement 6 0.453 105

Caliper matching

Radius 0.01 6 0.578 108
Radius 0.25 8 0.228 102
Radius 0.5 6 0.462 102

Kernel matching

Band width of 0.1 8 0.480 101
Band width of 0.25 9 0.332 98
Band width of 0.5 10 0.21 110

Source: Own estimation result.

4.3.4. Balancing test
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After matching, two types of balancing test were employed; one is a simple t-test and the other is
the Hotelling’s T-squared test, to check the similarity of household characteristics between the
two groups. The Hotelling™s T-squared tests suggest that differences in household characteristics

between the treatment and control groups are jointly insignificant both before and after matching.

In the individual covariates balancing tests (Table, 6) the number of variables with no
statistically significant mean difference is 10 in Kernel matching with 0.5 band widths. Hence,
Kernel matching is preferred as the best estimator of average treatment effect, because it satisfied
all the three matching performance criteria (lower pseudo-R” value, higher number of covariates
with insignificant mean difference between the two groups and larger number of matched sample
size). Consequently, only the outcome from this estimator was used to meet the study objectives
of estimating the impacts of Microfinance Service Programon household’s annual income and

asset owned by the respondents in the study area.

Table: 8.Balancing test

Variables Sample mean Sample mean T-test

Before matching After matching

Treated Control Treated control  Before After
Sex 2.23 2.11 2.20 2.10 0.146 0.647
Age 38.73 35.75 36.45 36.33 0.185 0.23
Family size 3.76 3.41 3.45 3.40 0.01** 0.08*
Education Level 8.86 8.16 8.12 8.01 0.61 0.63
Cultivated land size ~ 2.50 2.01 221 2.12 0.00%**  (0.02%*
Credit received 4602.22 2412.5 34452 24124  0.00%**  (0.02%*
Amount of saved 28281.5 24597.5 25280 24560 0.01** 0.42
Employees numb. 2.55 2.22 2.12 2.00 0.02%** 0.00%*
Access to training 1.45 1.23 1.32 1.24 0.156 0.46
Access to alt. credit  1.11 1.34 1.02 1.3 0.04+* 0.71
Hotelling test ( P-value )0.000 0.000
Pseudo R2 0.721 0.21
Treated 70 60
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Control 50 50

Source: Own survey result.
*, ** and *** means significant at10%, 5% and 1% probability level respectively.
4.3.5. The plausibility of the overlap and unconfoundedness assumptions

As can be seen from Table 9, the value of pseudo-R” is fairly low after matching denoting that
the unconfoundedness assumption is plausible. Moreover, the study uses p score graph to test the
plausibility of the overlap assumption. Figure shows the distribution of propensity scores of both
treatment and control observations before common support condition is imposed. The results
revealed that there appeared unmatched observations in both of the treated and untreated groups

before common support condition is imposed.

To confirm that there was proper matching between the treated and untreated groups of
households, the study examine whether the common support assumption was satisfied. This is
illustrated by a propensity score histogram (Figure 1) which shows that there is close overlap
between the treated and untreated groups (bars are skewed on the opposite sides) and that the
common support was achieved. Figure 2 shows the distribution of the propensity score and it can

be seen that the treated and untreated become more similar after matching.
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Figure 2: Graph propensity score of treated and untreated households before common support
Source: Own survey, 2016/2017

However, as can be seen from figure, after matching the data using the Kernel matching with
band radius 0.5 the common support condition has trimmed out a total of ten observations from
the model, from the treatment households and no from the control households which lie in the

off-support regions signifying that the overlap assumption is also plausible for this estimator.
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Figure 3. Graph of propensity score after matching
Source: Own Survey result, 2016/2017.
4.3.6. Treatment effect on the treated (ATT)

In this section, the Average Treatment Effect on Treated (ATT) provides evidence as to whether
or not the Microfinance Service Program has brought significant changes on household annual
income and asset. The estimation result presented in Table 8 provides a supportive evidence of

statistically significant effect of the program on households’ economy.
4.3.7. Impacts on annual income and asset

After controlling for differences in demographic and socioeconomic characteristics of the
participant and non-participant households, it has been found that, on average, the annual income
and asset of program participants households were increased by birr 7899.80 (38.83%) and asset
was increased by birr 14332.85 (27.10%) which were significant at 1% significance level which
shows participation in Microfinance Program have reduce the poverty level of the households in

the study area.
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Table: 9. Average treatment effect on the treated (ATT)

Variables Treated Control Difference S.E t- value

Annual income 20,342.20 12,442.40 7899.8 1041.83 4. 87***

Physical Capital asset. 52,879.30 38,546.45 14332.85  6,039.46 2.700%**

*** means Significant at 1% significance level.
Source: Own estimation result.

These positive results were achieved through the service provided by Microfinance Program and
which helped them in creating employment opportunities and off-farm and nonfarm activities,
promoting savings, mobilize resources from various sources, promotional counseling, and
training services and reinvest back profits generated from operation both in urban and rural
areagetting access to finance and financial management skills, and the likes. However, the
qualitative analysis indicates that still there have been certain problems such as poor economic
performance; rapid rate of population growth; low technological base, periodic drought, and
displacement of the people have continued to aggravate poverty in the region. In general the
qualitative and quantitative analysis concretely justified that ACSI in study area were carryout
Microfinance Service intervention so far provided in Finoteselam Woreda has brought positive

impact on participant income and asset which has positive impact on poverty reduction.
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CHAPTER FIVE

5. SUMMARY, CONCLUSIONS AND RECOMMENDATION

5.1 Summary

Targeting credit to the poor is one of the various instruments for poverty reduction.

Microfinancing is being practiced all over the world as one of the major strategies being used

to 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. To meet this end, ACSI was established in 1997 in Amhara Regional National State aiming at
poverty reduction through provision of credit and saving mobilization to the poor. The objective of this
study is to examine the impact of ACSI program whether it has met its objectives or not. The impact
assessment was conducted in Fioteselam branch of ACSI in Western Gojjam Zone of Amhara Regional
National State.

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: Impacts at
household level which are mainly associated with the changes in living condition of the clients and
company’s outreach and sustainability. Impact assessment at household level used two groups for
comparison of the changes using non-clients as control group.

Descriptive analysis and dichotomous binary model were used to analyze the impacts 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.
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5.2. Conclusion

The impact of microfinance program on household’s poverty Reduction (annual income and
asset) has been studied using cross sectional data collected from five rural and urban kebeles of
Finoteselam Woreda of Amhara National Regional state .The primary data for this study was
collected from 120 randomly selected sample households (70 participants and 50 non-
participants)using a semi-structured questionnaire. The data collected were analyzed using

descriptive and econometric model known as Propensity Score Matching (PSM).

The descriptive results of the study indicated that the two groups were found to be significantly
different with respect to age, family size, education status, amount of saved, credit received, and
number of employer. The difference between the two groups with respect to age of households
was statistically significant at 1%, whereas family size, education status of respondents, amount
of credit received and were statistically significant at 5%,and the total number of employed in

their business and amount of saved was at significant at 10 % percent probability level.

The study applied a propensity score matching technique, which is capable of extracting
comparable pair of treatment-comparison households in a non-random program setup and
absence of baseline data. The important variable for PSM method is average treatment effect on
treated (ATT). This is the difference between the mean value of the outcome variable with and
without the program. Finding a consistent estimate of the impact of the program requires
controlling for some household characteristics sufficiently. In doing so, propensity score
matching has resulted in 70 program participant households to be matched with 50 sampled
nonparticipant households. The resulting matches passed a variety of matching quality tests and

were fit for answering the objectives of the study.

The impact estimation results indicate that there are significant differences in annual income and
available asset outcomes between treatment and comparison households, which could be
attributable to the participation in the program, have positive impact on households’ poverty
reduction. The effect of the Program on total household income and asset is higher for the
participant households which are statistically significant. Specifically, the program intervention

has improved participant households income on average amount of birr 7899.80 (38.83%),
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assetby an amount of birr 14332.85 (27.10%) which shows impact of the program participation

on poverty reduction.

The qualitative analysis of the respondent householdsalso supports the evidence that
theparticipant households improve their income and create employment opportunities for their
themselves and for the other which help them to create asset which positive impact on poverty

reduction.
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5.3. Recommendations

Based on the results of the study the following measures were recommended for the households

and community of Finoteselam Woreda of Amhara Regional State.

1. The study result specify that participation in microfinance Program contributes to the
increments of households annual income; and asset therefore, effort of financial institution and
microfinance institutions is tremendously essential for the microfinance Service Program to
restrain their credit access problems to develop their production, create employment
opportunities and which help them increase their income; then have impact on their asset

accumulation

2. TheMicrofinance Intuitions and policy makers need to improve the amount, and quality of

services and their linkages.

3. In addition Amhara Credit and Saving Intuitions in Finoteselam Woreda have to undertake
promotion and awareness creation activities so as to bring the poor households to take loan and

create their business in order to escape from poverty.

4. The finding of this study empirical result revealed that, participation in Microfinance
Program are important factor for households of the study area to accumulate asset , boosts their

income which services them for poverty reduction.

5.Therefore, important attention need to be given by governmental and Non-governmental
organization to implement similar programs in the area to improve the economy of poor; this will
be derived by paying attention to microfinance program services capacity buildings of the poor
on new and feasible income generating economic activities, marketing services, and

strengthening financial and non-financial services.

6. Moreover, increase the existing services to the participant households and extending the
services to non-participants will also help the microfinance program attract the further

unemployed communities, increase their income build their assets
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7. APPENDICES
APPENDIX 1 SURVEY QUESTIONARIE
Adama Science and Technology University Graduate Studies

Questionnaire for the survey on “The Impact of Microfinance Program by households
Poverty Reduction: The case of ASCI Microfinance Share Company in Finoteselam

Woreda of Amhara Regional State of Ethiopia”.

1. Personal Information

1.1 Name: Age:
1.2 Marital Status: Single Married Divorced Widowed
1.3 Household size: M F Total Household head: M F

2. Income, asset

2.1. What is the average monthly income of your business for the last two years?

2.2. For the last two years, what has been the trend in the level of your overall income?
a) Increased significantly b) Increased ¢) Remained the same

d) Decreased e) Decreased significantly

2.3 Why did your income increased (if increased)?

a) Able to buy inputs b) Able to purchase of business assets
c) Working capital from credit d) Expand existing business Got jobs
f) Others (specify)

2.4. Why your income stayed the same or decreased (if stayed same or decreased)?

a) Lack of credit b) Bankruptcy in business c) Family member lost

employment d) Illness or death in the family e) others (specify)
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2.5. Do you have asset? Yes No If yes, list their

Type

2.6 Does the number of your Net worth for the last two years is

a) Increased b) Stayed same c) Decreased
1) If increased, why? a) b)
C) i1) If stayed same or decreased, why?

2.8 Did you make expansion or improvement of your business? Yes no

1) If yes, why? a) Access of credit

b) Sold the assets c) others (specify) ii) If no, why?
a) Lack of access to credit b) Lack of land --------------- c¢) Low level of income ------
d) Others (specify)

2.10. What type of house do you have for the last two years?

a) Roof with iron sheet b) Others (specify)

2.11 Did you make improvement of your type of house for the last two years?

Yes No 1) If yes, why?
a) Access to credit b) Improved income
¢) Gift -------------—--- d) others (specify) no, why?

2.12 What is the estimated market value of your house? Amount in Birr

2.13 What are the types, numbers and estimated value of your purchases assets for the last twelve

months?
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Type No Total value of birr

Chair

Table

Radio

Tape recorder

TV and other

2.14 Has your purchasing power to buy these items improved over the last two years?

1) If yes, why?

a) Increase in income from loanable activitiesb) Increase in income from non-loanable activities
c) Gifts or aidd) others

i1) If no, why? a) Lack of credit b) Lack of working capital c) Others

2.15 What are the major sources of your income for the last twelve months?

a) Receiving loan (specify sources)b) Selling assetc) Others (specify)

2.16 What are social obligations that forced you to sell your produce?

a) Purchase of improved seeds b) Purchase of fertilizers ¢) Purchase of herbicides

d)Consumption e) Others (specify)

2.17 What are the items and total estimated value of your sale for the last twelve months?

Items Total amount (in birr) Crops Livestock’s

Selling firewood, straw & cow dung
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2.18 What were your average annual expenses to buy inputs for production for the last

twelve months?
3. Nutrition and consumption expenditure

3.1 Types of meals did you have for the last twelve months:

a) Breakfast b) Between breakfast and middy meal ¢) Middy meal
d) Between middy meal and evening meal e) Evening meal

3.2 Does the number of types of your meals for the last two years improved stayed same

increased

3.3 What is the approximate monthly consumption expenditure of your household for the last

twelve months? Amount in birr

3.4 Who was the bearer of the expenditure?
a) Yourself b) Other family member c¢) Yourself and other family member’s
d) Donors e) others (specity)

3.5 Is there an increase in consumption expenditure or household diet of your household for the

last twelve months? Yes no 1) If yes, why?

i1) If no, why?
3.6 If your household diet is improved, what have been the major improvements?
a) Able to buy more cereals and staples such as teff, maize, etc.

b) Able to buy vegetables and fruits c) Able to buy dairy products such as milk,

meats, etc. d) Able to eat three meals a day

e) Others (specify)
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3.7 If your household diet has not been improved for the last twelve months, what are your major

reasons? )

3.8 Have you faced shortage of food for the last twelve months? Yes no If yes, for

which month(s)?
4. Education Access

4.1 If you have children and other school-age family dependents, how many of them are

currently attending school?
4.2 What is your average educational expenditure per year? Amount in birr
4.3 Does the number of your family attending school for the last two years is

Increased Stayed same Decreased

1) If increased, why? a) Income improvement

b) Building school c) Others

i1) If decreased, why? a) Low level of income b) No need of attending school

¢) Others (specify)

4.4 If there are school-age children, not attending school, why?

a) Needed for help in the business activitiesb) Needed for help in non-business activities
¢) Insufficient moneyd) Disablede) Lady Childg) No need of school

h) Has attained enough (specify his/her grade)

5. Access to medical facilities

5.1 Could you respond yourself financing to get medical facilities to your family for the last

two years? Yes No If yes, who could the bearer of the expenditure?

a) Yourself b) Relatives ¢) Donors d) Others
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5.2 What is the average annual household medical expenditure for the last twelve months?

Amount in birr

5.3 In the last twelve months, was any ill or injured member of the household not taken for

medical attention or treatment because the household lacked the money to pay for it?

Yes No

5.4 Do you think that your access to medical facilities or your responsiveness has been?

Improved for the last two years? Yes No

If yes, what are the main reasons?
a) Access of money from the loan able activitiesb) Better local treatment

c¢) Borrowed from other sources d) sold the assets from the loan activities

e) Others (specify)
6. Employment and business activities

6.1 What is the major type of activities you engaged for the last two years?
a) Agricultural activities b) Food production c) Local drink preparation

d) Retail trade e) Wood or metal work f) others (specify)

6.2 Do you think that your employment opportunities have been improved for the last two years?

Yes No

6.3 Have you improved number for your business activities? Yes No

6.4 Do you think that your income has been improved because of improvement in job

opportunities, which is financed from the loan? Yes No

6.5 Have you used hired labor in your business activities? Yes No

6.5.1 If yes, a) How many b) is it seasonal or permanent?
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c¢) For which activities?

6.5.2 If no, why?

6.6 For the business, which gives you the greatest earnings, who in your household decide?
a) Husband only  b) Mostly husband  ¢) Husband and wife equally

d) Mostly wife  e) only you (for single)

7. Saving information

7.1 Do you have a personal saving account since two years (alone or jointly with spouse)?

Yes No if yes,

a) What type of savings? i) Compulsory ii) Voluntary iii) Saving and credit association

iv) Iqqub v) Iddirvi) Others

b) Specify the average monthly saving amount in Birr:
Compulsory Voluntary c¢) For what purpose did you save?
1) Loan repayment ii) to earn profit iii) to withdraw incase of urgent needs

iv) Others(specify)

d) Have your personal cash savings increased? Decreased? Same

e) What have been your major uses of savings during the last twelve months?
1) Re-invested ii) Household expenditure iii) Ceremonies (weeding, holidays,)
iv) Urgent needs v) Bought basic items vi) Made improvement to the house
vii) Buy animal’sviii) Have not used savings yet

ix) Others (specify)
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f) Rank the first three main reasons of using your savings?

8. Loan from other financial service

8.1Did you have access to credit from other formal or informal financial

the last two years? Yes No
8.1.1 If yes, 1) was it from:
a) Banks b) Relatives / friends ¢) Individual money lender

d) Iddir e) others (specify)

i1) Why did you borrow? a) Greater security b) Easier to get

d) Cheapest

e) others (specify)

i1i1) For what purposes did you find the loan?

a)
b)
c)
d)
e)
f)

iv) Amount in birr

v) Did you get the amount you requested for your business?

Yes No

Food consumption
Clothing

Business activities
Purchase agricultural inputs
Medical or health services

Others (specify)

Interest rate
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vi) If repayments are in arrears, what are the major causes of the Problem?
a) Loan activity was not profitable

b) Profitable but used some of the loan for household expenditures

c) Profitable but the output was sold in credit and did not get paid back

d) Used for non-intended purposes e) Loss of assets

f) Crop failures g) Profitable but theft/damage

h) Others (specify)

vii) Did you use production credit for consumption purpose?

Yes No

viii) Loan size:
a) Enough for the intended purpose?

Yes No

b) Not enough for the intended purpose?

Yes No

¢) More than the capacity?

Yes No

ix) Is there any of your property under liability? If yes,

a) What? b) under what agreement?

8.1.2 If you do not have any access to credit what was the main reason(s):
a) Lack of near institution b) High interest rate c) Collateral requirement

d) No information of loane) others (specify)
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8.2 Is there any member of your family in other credit group or received loan from any one of

financial institutions or moneylenders? Yes no

9. Loan from ACSI FOR CLIENTS)

9.1 What was the amount of loan received from and repaid to DMFI after the Program

participation (in Birr)?

Loans Applied date Date of | Amount of | Amount repaid
received received within due date
DD/MM/YY
DD/MM/YY
Loans 1
Loans 2
9.2 Did you get the amount you requested for your business? Yes No

9.3Was the amount of your loan size?

a) Enough for the intended purpose? Yes No

b) Not enough for the intended purpose? Yes No

c¢) More than the capacity? Yes No
9.4 Have you been trained about loan utilization? Yes No  If yes, has it been
satisfactory? Yes No

9.5 If repayments are in arrears, what are the major causes of the problem?
a) Loan activity was not profitable

b) Profitable but used some of the loan for household expenditures

c) Profitable but the output was sold in credit and did not get paid back

d) Used for non-intended purposes
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e) Loss of assets f) Crop failures

g) Profitable but theft/damage h) Others (specify)

9.6 Main intended purposes: Item Amount in Birr
9.7. Actual use of loan on purpose specified in the loan agreement Item Amount in Birr

9.8 Actual use of loan on non-intended purpose specified in the loan agreement Item Amount in

Birr

9.9 Did you use production credit for consumption purpose? Yes No

9.10 If you spent some or all of the loan on non-intended purpose:
1) Specify your reasons:
a) Excess loan b) To create additional source of income

c¢) Because of personal problem d) others (specify)

i1) Was it on income generating? Yes No

ii1) Was it on non-income generating? Yes No

9.11 Was the repayment period appropriate for your point of view? Yes No
If no, specify the reason and recommend an appropriate period:
1) Reasons

i1) Recommended appropriate period

12 Do you believe that loan should be repaid? Yes No

9.13 Do you believe that cost of default is high? Yes No

If the cost of default is high, to which cost of default do you give more emphasis?

a) The claims against personal wealth
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b) The claims against guarantees ¢) Social sanctions

d) Loss of future access to credit e) others (specify)
i.e was loan issue timely? Yes No
a) If no, has it negative impact on your business? Yes No

b) If no, what was the impact of it?

9.15 Do you keep financial records for your business? Yes No

If yes, does it help you in your loan repayment? Yes No

9.16 What do you think the transaction costs of the program in relative to formal

Banks? Fair Same High

9.17 What do you think the distance from institutional credit in relative to formal

banks? Less Same High

10. SUPERVISION AND ADVISING (ONLY FOR CLIENTS

10.1 Have you had any training or consultancies from OCSSCO for your business activities?

Yes No
If yes, what type of training or advice did you get? Management b) Marketing
c) Production Loan utilization e) Book-keeping
f) others (specity)
10.2 Was any supervision on loan utilization and loan repayment? Yes No
If yes, a) Satisfactory b) Not satisfactory If not satisfactory,

do you believe that it has contribution for your loan default? Yes  No

10.3 Do you believe that supervision whether it is from OCSSCO staff or kebele administration

has advantage on loan utilization and repayment? Yes No
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10.4 How many times you have been visited per one loan duration of time?
11.other information for participants

11.1 How many members does your group have?

.2 Did you know all of your group members before joining it? Yes  No

11.3 Do you feel that you might be sued in case of failure to repay the loan? Yes No

11.4 Do you monitor whether a member of your group uses the loan for the intended purposes or

not? Yes No If yes, what actions do you take in case of diversion or not

to use the loan for the intended activities?
11.5 Please list the major products produced from your business activities financed by the loan:

11.6 How was the demand for your products? High Average Low

11.7 What was the price of your products? Increases Decreases  No change
11.8 Did you use purchase inputs for your business?

a) Before loan? Yes No b) After loan? Yes No

c¢) Has it been improved after loan? Yes No

11.9 Overall, has your live been better after loan than before the program

Participation? Yes No

11.10 What is your overall opinion about the program?

11.11.Please  suggest if any means of more  appropriateness for  the

program

11.12 During your participation period, what have been the major constraints in
Operating your business?

a) Insufficient fund b) Insufficient or lack of land c¢) Lack of business knowledge
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d) Lack of market for output e) Lack of knowledge of using the loan

f) Loss or damage g) Weather conditions h) Lack of capital 1) Others (specify)
11.13 From your answer above rank the three most constraints:

11.14 What issues have been raised during meetings?

11.15 Do you think that you will continue in the program? Yes No

If yes why? if no why? a) Too small loan amount b) Too short loan length
c¢) Inappropriate time of loan repayment d) Conflicts with members

e) Obtaining enough capitalf) Unable to repay the loan g) Decide to close the businessh) others

(specity) Give any comments to the company:

THANK YOU FOR YOUR COPRATION!!
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