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Abstrac

The role of MFIs in the development process iswottdy. The major objective of
this study is to assess the factors which affeetpdrformance of microfinance
institutions in Hawassa city. The research is diggise in type and both
probability and non probability sampling techniquesre employed for this study.
Employees and clients of MFIs were the major taggetips of the study. From the
total of 116 targeted employees, 74 employees iwehgded in the sample. On the
other hand, from the total of 8590 targeted clierdf89 were taken as a sample.
Primary and secondary data were collected througiil wrganized questionnaire
for this study. In addition to this, the researcheronducted interview with
managers of the institutions. Accordingly the resbars assessed different factors
which affect the performance of microfinance ingtins. The identified factors
related to clients includes: problems related te tiepayment, diversion of loan
into non income generating activities, businessdid@n of the borrowers and so
on. On the other hand, institutional factors suchshortage of human resource,
lack of cost effective technologies, shortage ahloapital and some others are
identified. Political factors which are related tolFIs performance are also
recognized in this study. Based on the analysistae finding of the study, the
researchers suggested some recommendations toumgite performance MFIs in
Hawassa city. Implementation of different methods improve women's
participation in micro credit and saving servicessage of cost effective
technologies to minimize operational cost, hiringy @adequate number of
employees in the institution are some of the recemdations suggested by the
researchers to improve the performance of thetunstins.
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1. Introduction

1.1 Background of the Study

Microfinance institutions are found among the igions which provide
different financial service for the poor who aret @i the conventional
banking system particularly in developing countrieBlicrofinance

Institutions (MFIs) provide financial services togr clients who in most
cases have no access to formal financial institgti®uring the last three
decades, microfinance has captured the interedtoti academics and
policy makers. This is, among other things, duethte success of the
industry (Assefa et al., 2013).

Since the first Proclamation of 1996 that gaveldgal background for the
operation of the micro-financing business, the siduhas witnessed a
major boom. Today, there are 31 MFIs registeredi tie National Bank of
Ethiopia serving clients. The Ethiopian microfinanmarket is dominated
by a few large MFlIs, all of which are linked to i@gal state government
ownership. The three largest institutions accoumt % of the market
share in terms of borrowing clients, and 74% bynlpeovision. These are
Amhara (ACSI), Dedebit (DECSI) and Oromia (OCSSQQFkdit and
Savings Institutions (Ebisa et al., 2013).

According to the Federal Micro and Small Enterpiis®/elopment Agency
(FEMESDA), a total of 70,455.00 new micro and snsathle enterprises
were established in 2011/12 employing 806,322.00plee The total

employment has grown by 23.8 percent, comparedyaa ago. The total
amount of loan received from micro finance insigos was more than Birr
1.088 Billion under the review period, 9.5 percéigher than last fiscal
year. This shows that the role of microfinanceiingon is significant in
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many aspects. The loan given by MFIs for micro anuhll enterprises
contributes for the acceleration of the developnmotess of the country.
Based on the proclamation on microfinance businesgro finance

institutions can be engaged in accepting both walynand compulsory
savings as well as demand and time deposits. liti@udo this micro

finance business are allowed to participate inrektey credit to rural and
urban farmers and people engaged in other sinttarites as well as micro

and small-scale rural and urban entrepreneurs.

The proclamation gives the right to MFIs for dragviand accepting drafts
payable within Ethiopia, to participate in micrasimance business as
prescribed by directive to be issued by the Natiddank, purchasing
income-generating financial instruments such aastrey bills and other
short term instruments as the National Bank magrdehe as appropriate,
acquiring, maintaining and transferring any movalsed immovable

property including premises for carrying out itsimess.

1.2 Problem Statement

Micro finance institutions play a great role in popging the economic

activities of the rural and urban poor in develgpaountries. Studies show
that African MFIs are important actors in the fingh sector, and they are
well positioned to grow and reach the millions aftgmtial clients who

currently do not have access to mainstream finheeraices (Lafourcade et
al., 2005).

Ebisa et al. (2013) found that microfinance insithios are decisive way outs
from the vicious circle of poverty particularly ftime rural and urban poor,
particularly in a country like Ethiopia where mapgople live barely below
the absolute poverty line. The micro financing isisly of Ethiopia is
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escalating in the face of the growing deep concé&nsnflation and low
interest rate in the microfinance industry affegtihe financial health and
viability of MFIs.

Many studies which are conducted on microfinansétutions also indicate
that, the contribution of these institutions forvpdy alleviation is

significant. But the institutions face many chatfjes that inhibit their
contribution for the development of the country.ridsa (2012) identified
the challenges of microfinance institutions by aactthg research on the
selected MFIs in Addis Ababa city. But the conabmsiof her research is
limited to the selected MFIs in Addis Ababa. Theiaiion can vary from
one MFI to another. So it is difficult to use heonclusions for all

microfinance institutions.

Though the strengths of the Micro Financing Industutweigh its

weaknesses, there are still big challenges facihg microfinance

institutions (Ebisa et al., 2013). This study alsoncludes that the
importance of MFIs is unquestionable. They conteba lot to support the
Ethiopian poor who are out of the formal bankingteyn. The challenges of
the Ethiopian microfinance institution were ideietf at a country level in
this research. The conclusions are also more geaedado not show the

case of MFIs in Hawassa city separately.

According to Amha and Narayana (2000), the EthiopwEls have many
problems related with the regulatory framework ime tmicrofinance
industry, limited support to micro and small entes@ development, the
activities of NGOs on providing credit as a gratisence of solid linkages
between MFIs and Commercial Banks, lack of fund lmens and an
institution to establish microfinance fund and a&scéo soft loans from
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NGOs, very limited research and innovation in therafinance industry
and other problems also identified on his reseéiratings. The finding of
this research was more general and the case of MM&wassa city was
not indicated specifically in this research. Ini#idd to this, the findings are
outdated. Within these twelve year period, therey ha many policy

changes and the situation might be changed.

By considering the gaps of different researcheslgoted on microfinance
institutions, this study focused on filling thissearch gap by focusing on
assessment of the factors which affect the perfocmaf selected micro
finance institutions in the study area, namely Owmsion fund and Sidama
micro finances, which are working in the capitdlaf SNNPR Hawassa
with the help of the following guiding basic resgaguestions:

1. What are the major factors which affect the perfamoe of MFIs?

2. Do all MFlIs face similar problems which affect theerformance?
3. What are the rationales behind the success anodaf MFIs?
4

. What factors are related to clients of MFIs?
2. Review of Literature
2.1 What is Microfinance?

Microfinance is the supply of loans, savings, mot@nsfers, insurance,
and other financial services to low-income peoMerofinance institutions
(MFIs) —which encompass a wide range of providé tvary in legal
structure, mission, and methodology offer thesarfaial services to clients
who do not have access to mainstream banks or dbineral financial
service providers (Lafourcade et al., 2005). SirtyijJaParker et al., (2000)
defines microfinance as provision of small loaralléd “micro-credit”) or
savings services for people excluded from the fbbaaking system.
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Microfinance is a type of banking service which\pdes access to financial
and non financial services to low income or unemypgtb people.
Microfinance is a powerful tool to self empower {h@or people especially
women at world level and especially in developirmurdries (Noreen,
2011). While Steel and Addah (2004) describe mitnance as small
financial transactions with low income householdl anicro enterprises,
using non standard methodologies such as charaased lending, group

guarantees and short term loans.

The definitions of microfinance given by differestholars contain some
similar pointes. They describe microfinance as f@on of a small amount
of loan for the poor, specifically the rural poiig in developing country.
Some microfinance institutions provide non finahcsarvices for their
clients. But in our case, most of the micro fineam@e known by the

provision of a small amount of credit and saviny®es.

2.2 History of Microfinance

Bornstein (1996) cited in (Zeller and Meyer, 20G2ated that Professor
Mohammad Yunus, a Bangladesh, addressed the bapiobtem faced by

poor villagers in southern Bangladesh through gamm of action research.
With his graduate students at Chittagong Univershg designed an
experimental credit program to serve the villag@fse program spread
rapidly to hundred of villages. Through a speeigberimental relationship
with local commercial banks, he disbursed and remV thousands of
loans, but the bankers refused to take over thegrat the end of the pilot
phase. They feared it was too expensive and riskgpite of its success
(Zeller and Meyer, 2002). When we see the conditibmost microfinance

clients, giving loans for them seems risky. Becagstting the money back
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from the borrower needs special follow up and #heoabsence of collateral

for lending aggravate the fear.

2.3 Microfinance Institutions in Ethiopia

The development of microfinance institutions in iBfa is a recent
phenomenon. The proclamation, which provides fa& dstablishment of
microfinance institutions, was issued in July 19%nce then, various
microfinance institutions have legally been registieand started delivering
microfinance services (Wolday, 2000). The number nutro finance

institutions as well as the number of clients r@asing from time to time.
The existing political and economical conditiontloé country contributes a
lot for the development of the microfinance indysi&kccording to Getaneh
(2005) the Licensing and Supervision of Microfinendnstitution

Proclamation of the government encouraged the dpoéaMicrofinance

Institutions (MFIs) in both rural and urban areasi@aauthorized them,
among other things, to legally accept deposits frim@ general public
(hence diversify sources of funds), to draw andptdrafts, and to manage

funds for the micro financing business.

In this case some MFIs have strong capacity toesarvarge number of
clients by using their financial and geographicdl/antage. These three
institutions take more than 50% of the market sh@ihes means they are

reaching and serving many poor in their areas.

2.4 The Need for Microfinance

Microfinance institutions play many roles in theved®pment process. The
need for microfinance is also increasing in manyntoes. According to

(Parker et al.,, 2000), in the right environmentsicrofinance can
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accomplish many roles such as financer people’sna@o@ choices,
diversifying household income, making households leailnerable to
downturn in the economy or personal, smootheniraprime flows of the
household, improve quality of life throughout theay and strengthen the
economic position of women so that they can takeatgr control of
decisions and events in their lives. In additioriis MF contributes in the
process of household asset building. It also pew/idavings service,
allowing poor households to accumulate safe, lailile cash accounts to

draw on when needed.

Microfinance services lead to women empowerment [msitively
influencing women’s decision making power at howsgHevel and their
overall socioeconomic status. By the end of 200@rafinance services had
reached over 79 million of the poorest of the woAd such microfinance
has the potential to make a significant contributio gender equality and
promote sustainable livelihood and better workimgndition for women
(Noreen, 2011).

According to United Nations Millennium Developme@oal (MDGS)
microfinance is a strategy to change the life @ ploor people in terms of
generating revenue to cover the necessary costiratitlitions meet the
demand (United Nation, 2011). Micro finances suppbe process of
development by changing the situation of the pduoough facilitating
different services which are necessary for poor.

2.5 Performance Measurement of MFls

According to Basu and Woller (2004) cited in (W&2€09), two different
perspective on which the MF performance is to basueed has created two
opposing but having the same goals school of thowadjout the MF
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industry. The first one are called welfarists anel $econd one institutionist.
Welfarists argue that MFIs can achieve sustairtgbikithout achieving

financial sustainability. They contend that donasicserve as a form of
equity and as such donors can be viewed as soeestors. Unlike private
investors who purchase equity in publicly tradethfisocial investors don’t
expect to earn monetary returns. Instead, theserdiowestors realize a
social (intrinsic) return. Welfarists tend to emplza poverty alleviation,
place relatively greater weight on depth of outhegatative to the breadth of
outreach and gauge institutional success accotdisgcial metrics. This is
not to say that neither breadth of outreach noarfoal metrics matter.
Welfarists feel these issues are important, buy @e less willing than

institutionist to sacrifice depth of outreach thi@ve them. On the contrary,
institutionists argue that unless we build sustaim&IFI that are capable of
running independent of subsidies the promise of bf~¢radicating world

poverty will not be met. They argue that sustaieddF| helps to expand

outreach and reach more poor people.

Hence, even if the two schools of thought seemradidtory, they are
actually not. Their goal is eradicating povertyeiridifference lies on how
to go about it. Welfarists say we have to target trery poor and
profitability shall be secondary. They prefer tcae subsidized and low
interest rates by relying on donor funds. Instinist argues donor funds are
unreliable and MFIs must by themselves generateginoevenues to reach
more poor people in the future. They favor mardgynpbor custome. They
charge higher interest rates and focus on effigiesicMFIs to generate
profit and reach more poor. The debate betweemwtbeschools of thought
is endless and today many players in the MF ingluste both the welfarists
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and instututionist perspective to assess the prdoce of MFIs (Wale,
2009).

2.6 Challenges of Microfinance Institutions

Most microfinance programs are small and vulneratioleresource
constraints. Most operate in a few locations amdesspecific clusters of
clients, so they are exposed to the systematis ngkindiversified loan
portfolios. Most mobilize few savings and not fically self sufficient,

so they are dependent on the whims of donors amergment for their
future existence (MEYER, 2002). Microfinance ingiibns may face
financial problems which affect their performan@éhen the customer
of the institutions increases the required moneyldan disbursement
also increase. On the other hand, when the opeedtiareas of the

institutions is limited (less outreach), it is difilt to be profitable.

2.7 Factors Affecting the Performance of MFIs

Huang (2005) cited in (Vanroose, 2008) distingusstieee groups of
factors: policy, geographical and institutionaltéas.

Policy Factors: There are different macro-economic factors reldated
MFIs. The first factor is the income level. Westl€3005) cited in
(Vanroose, 2008) states that regions with higheelteof income have
less developed microfinance sectors. He provides reasons. Firstly,
micro-entrepreneurs with higher incomes have mapodunities to
self-finance through savings. Secondly, they magebie more easily
from informal finance through family and friendss avell as from

formal finance.
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Similarly, Schreiner and Colombet (2001) argue tireg of the reasons why
microfinance in Argentina has not developed is ttughe higher wages
people earn. Traditionally, microfinance also fau®n the poor excluded
clients, so microfinance should be reaching moents in regions that are
poor. The other factor is economic instability bé tcountry. Microfinance
is more developed in countries that have relatiuelstable economies. The
international donor community has historically mdyan important role in
subsidizing the emergence and further developmdntma@rofinance

programs.

Imboden (2005) cited in (Vanroose, 2008) stated, thst most institutions
started as non-governmental organizations, extdmancial intervention

was needed.

Geographic Variables: Stieglitz and Weiss (1981) cited in (Vanroose,
2008) stated that transaction and information casfluence financial
development. In some cases, they lead to markdurdai Good
interconnectivity between regions, the availabilitpf electricity,
communications and sanitation networks lower thessts. A high
population density also helps. According to Sriramd Kumar (2005) cited
in (Vanroose, 2008) two contradictory argumentdatte made. The first is
that formal financial institutions may be more deped in regions with
higher population density and good regional intenativity. Thus the
need for specific MFIs may not be present. The @cis that, if the
development of the two sectors is complementargsdhfactors could
eventually also stimulate the development of therafinance sector.
Hulme and Moore (2006) cited in (Vanroose, 200&oabkupport the
hypothesis that microfinance tends to develop mtadter in densely

populated areas.
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Institutional Variables: Institutions play an important role in the
development process of a country. One institutiat ts often mentioned in
the microfinance literature is the educational exyst The role of human
capital in financial sector development is widebcaognized (Vanroose,
2008). Paulson (2002) cited in (Vanroose, 2008)dithat regions with

higher levels of education have more developedfirz systems. Guiso et
al (2004) cited in (Vanroose, 2008) also find pwsi effects of social

capital in financial sectors.

2.8 Empirical Literature Review

Many studies were conducted on the issue relatedmicrofinance
institutions performance, challenges their imparcthe economic and social
condition of the rural poor. The study conductedHlysa et al., (2012),
shows that the mean amount of loans extended bymBfofinance
institutions in the country is 2.2938, whereasriean borrowing customers
equal an amount of 8.2434. As it is indicated irs thtudy the R square
value is 0.913 implying that 91.3% of the variasan the amount of loans
extended by 30 microfinance institutions in therdopare explained by the
number of borrowing clients. On the other hand, Bearson correlation
indicates strong positive linear relationships lesw number of borrowing
clients and amount of loans extended. The totalbarrof active borrowing
clients of the microfinance institutions in Ethiapieached over 2.4 million
customers in 2011 whereas the total credit extermeall microfinance
institutions amounted to Birr 6.9 billion. Of thetal credit granted, the
share of the three largest Microfinance institugias Birr 5.1 billion. The
market shares based on the number of borrowingtsliare 28.1, 16.1 and
20.4% for Amhara Credit and Saving Inst (ACSI), B Credit and
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Savings Inst (DECSI) and Oromia Credit and Savi@CSSCO),

respectively.

Lack of skilled personnel is the common problenktihiopian Microfinance

Institutions. This situation is more exacerbated Migh turnover of

experienced personnel either for the need for bgibes or hate to work in
rural areas with minimal facilities provided as quared to urban areas
which offer better living conditions. There is also problem of using

modern core finance technologies for many of MFpecglly those

microfinance institutions operating in remote rumeas having poor
infrastructure development. As a result, there greblems of non

standardized reporting and performance monitoriygjesn. On the other
hand, MFIs face challenges of obtaining loans ie #éxisting financial

market, particularly from banks, which hampers vstrifor addressing
various needs of clients. There is an illegal wagiang the micro financing

business from the side of the government, NGOsadinelr agencies which
continue to provide uncollectible loans by violgtithe proclamations
ratified by the House of People’s Representatidpart from this, there are
deep concerns within the microfinance sector abbetgrowing issue of
inflation on the profitability of MFIs, and the diby to maintain low interest
rates (Ebisa et al., 2013).

A Contrast of Grameen Bank to a Traditional Bank

The Grameen bank differs from that of traditionahks in so many ways.
According to Hassan (2002) the Grameen divergens fraditional banking
in the selection of the clientele that it has clnoseserve, in the methods it
employs to serve this clientele and in the produbtd it offers to this
clientele. Accordingly Grameen has chosen to sénee“poorest of the
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poor” in rural Bangladesh and has targeted wonbetieving that they are
the most needy of the poor. Through its lending aodial policies,

Grameen intends to permanently elevate these joan tacceptable level
within their society. Women are among the most erdble group of the
society in Ethiopia. Most of the clients of MFIaromen. This shows the

idea of Grameen bank is shared by many micro fieamstitutions.

In addition to this, Grameen differs from traditmanks in the value of the
principal amounts and types of the loans it offéne, terms of its loans, the
repayment conditions of its loans, its lending pihares and in the overall
social consciousness and guidance that it incorp®ria its loan policies.

Grameen is attempting to reach a very large pojpualatf uneducated, rural
poor. Much of this population rarely, if ever, dealith the Bangladesh

Taka currency, but lived in a barter society. Grameould not expect these
people to come to the bank, as traditional bank&etx but was required to

deliver the bank to the people (Hassan, 2002).

2.9 Conceptual Framework

The performance of Microfinance Institutions can beceféd by different

internal and external factors. Studies indicatexighccess or failure of the
institutions is directly or indirectly related taffdrent factors. Institutional,

social, economical as well as environmental facpbay a great role on the
performance of the institutions. Institutional farst related to the financial
capacity, the capacity of the institutions to setheir clients, the use of
different cost effective and efficient technologieghe institution and other
related issues. Social factors on the other haedeated to the conditions
of the clients. Social factors include the traditisaving habit of the people,
the existence of other means for borrowing in thmunity and so on. In

addition to this, Environmental factors such asggaphical location of the
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clients, availability of infrastructure, and othemontribute for the
performance of the MFIs. Economical factors alseeha significant effect
on the performance of Microfinance Institutionsr kstance, the economic
level of the country in which MFIs are operatingdisectly related to the
outreach of the institutions and their sustaingbillhe following diagram

shows the relationship between the factors andpaence of MFIs.

Success
Factors of MFis

Figure 1. Conceptual framework of the study
3. Research Design and Method

3.1 Research Design

This study employed descriptive and exploratoryetgp research design to

show the opinion of the managers in Microfinancestitations, the
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employees and their clients to assess the fadtatsaffect the performance
of Microfinance Institutions. To this end, the rasshers used both
gualitative and quantitative approaches. Researcbuch a situation is a
function of researchers’ insights and impressiéunsthermore, in this study
gualitative research approach is used to assessopi@on of the

respondents towards the factors, their assumptoiisthe problems they
faced. Quantitative approach was used to indichte ftequency and
percentage of the responses and to present diffeecondary data in

organized way.

3.2 Sampling Frame and Sampling Size

The sampling frame is the list of all elements frarhich the sample is
drawn. For this research, the sampling frame is & Microfinance
Institutions operating in Hawassa city, the list eshployees working in
these institutions obtained from each institutiord dist of clients of the
institutions. The set of sampling unit considered this study include
Microfinance Institutions which are found in Hawassty, their clients and

the workers of the institutions.

In Hawassa city, the number of Microfinance Instdns is only three. In
order to compare different factors found in diffgrenstitutions, all the
institutions are included in the sample. The redeans employed formula to
calculate the minimum size out of 116 targeted wwskn the institution.
Israel (2009) found the following formula to detémsn the sample size
which is trustworthy when the population size i®W&n. By considering the
homogeneity of the respondents and to reduce thmepleasize the

researchers applied 7% precision level in the féamu
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N Where n = sample size
n=——— e = margin of
error (7%) 1+ N(e)
N= Population
size
n=116/1+116 (037

= 116/1+116(0.0049) =116/B56:74

Thus, the employees included in the survey questioe are 74. The
number of respondents taken from each institut®rdetermined by
considering the total number of employees in tisgitutions. Besides, 3
individuals (managers) are selected for interviewppsively to support

the purpose of this research.

Similarly, in order to decide the number of cliemtsbe included in the
sample, the researchers employed formula method Asult, from Omo
Microfinance branches, Menehariya subcity, Mehddcety, Addis ketema
subcity and Hayik Dar subcity are selected. The lmemof clients in these
sub branches is 2092, 958, 827 and 1320, resphctifeom Sidama
Microfinance Institution, Hawassa branch is incldide the sample. There
are 3090 clients in this institution. Vision funglthe other institution with
the total client size of 303. Totally, 8590 clierdse taken as a total
population from the selected institutions.

p=_ N N59®/1+8590 (0.0%
1+ N(e?)
= 8500/1+858.0049) =8590/43.091 199

As a result of the calculation above, 199 cliemtsiacluded in the sample.
As the case of employees, precision level 7% ienato determine the
sample size of the clients. The researchers assumoetbgeneity of the
clients and the existing resources to determineséimeple size by changing
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the precision level. The number of clients takemfreach institution is

determined by considering the total number of ¢tiezach institution has.

3.3 Sampling Techniques

For the purpose of this study, the researchers lngidprobability and non-
probability sampling techniques. There are threeldViR Hawassa city,
namely Omo Microfinance, Sidama Microfinance andidm Fund MFI,
which were included in the sample. Researchers Haeiled to take 50%
of the branches to get adequate data. As a rasulhe case of Omo
Microfinance,it has 8 sub-branches in Hawassa with the distabuif one
branch in each sub-city. Because of their homoggieimany aspects, the
researchers took only 4 of the sub branches bygusia simple random
technique. This means from Omo Microfinance, theadHffices are
selected purposively, and 4 sub-branches are sdleahdomly. In the case
of Sidama Microfinance Institution, there are thimanches in Hawassa
city. Two of the branches are selected by usingstimple random method.
Vision Fund Microfinance Hawassa branch does neelamsub branch in

Hawassa. So Hawassa branch Office is taken ahdieat in the sample.

There are about 198 employees in the selected thsé&utions, including
the branch and sub branch workers. Out off thesplaymes, 116 are
operational workers who have direct linkage with ttay-to-day activities
of the institutions. Simple random sampling metli®&mployed to select
the sample from this population. The researcheesl ypairposive sampling
(expert sampling) to include all managers in thenga because it is
believed managers of the institutions are the nsmorces of required
information. Regarding the clients, there are ab8b®0 clients in the

selected institutions. Due to availability of list the clients from each
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institution, the researchers employed systematiopsag technique to
select 199 clients. Consequently, 111 from Omo MBlfrom Sidama MFI

and 11 clients from Vision Fund were selected.

3.4 Methods of Data Collection

For the purpose of this study, questionnaire amdi-s&uctured interview

data collection tools are used. To gather inforomatrom the respondents
of the selected sample, the researchers developaestionnaire which
containing open and closed-ended questions. Thestiqnaaires are
distributed and filled with the support of enumerat The questionnaires
were prepared in English language and translatedAmharic to make the
guestionnaire simple for the respondents. To chiek clarity of the

guestionnaire, reliability and validity tests haleen conducted before
distribution of the questionnaires. After the tesime modifications were

made.

Three types of questionnaires were distributed ay 014 for three target
groups of the research. Two of the questionnairesuaed to collect data
from clients of MFIs and employees of the instdu8. The third
guestionnaire is filled out by operation managédrghe institutions. All 276
distributed questionnaires were filled and colldgteoperly. In addition, the
researchers conducted interview with managers @& Rhicrofinance
Institutions to seek in-depth information about thetors and challenges

which affect the performance of MFls.
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4. Results and Discussion

4.1 Purpose of Borrowing

As table 3 portrays, the highest percent of thpaedents (40%) borrowed
the money for the expansion of the existing miausibess and 64 (32.2%)
of the clients borrowed to start a new businesslew20% of the borrowers
invest the money for future income generating &t such as to build
houses to rent. Generally, over 92% of the borreweed the loan for
business related activities which is similar tottled Grameen bank,
according to Morduch (1999) the reasons for comioan include for rice

processing, livestock raising, and traditional tzaffhese all are income
generating businesses.

Table 3. Purpose of the clients for borrowing

Reasons to borrow from MFIs Frequency | Percent%
To start a new business 64 32.2
To upgrade the existing business 80 40.2
For medical cases 5 2.5

To build houses to rent 40 20.1
For other purpose 10 5.0
Total 199 100.0

4.2 The Amount of Money Invested

Most of MFIs provide loans for income generating\aiies. The clients of
these institutions are expected to fulfill the loover’'s requirements. The
first criterion to get the loan is having licensadcro business in the
operational areas of the institutions. The ingbg also expect to invest the
money for income generating activities. Koveos d&ahdhawa (2004)

stated that microloans enable clients to breakobuhe ‘poverty trap’ by
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facilitating growth in household income, providingannels for mobilizing
savings and through group as well as individuah$okelp to build up the
village’s asset base. In order to improve the ineahthe house hold (HH)
and to become economically strong, it is bettelinteest the money for
income generating activities, especially for thempo

Table 4 depicts that 47.2% respondents invested160 the loan for
income generating activities. On the other hand(ZB/6%) of the clients
invested only. But 50-75% of the loan for their iness. 11.6% of the
respondents diverted the loan into non income geimgr areas. If they
spend the money on non-income generating actiyitiesy may face a
challenge to repay their loan from their lower Hidome. They may go to
other source of money lenders to repay their I&mit becomes difficult to
free the poor from poverty. Even though in someha institutions, the
borrowers submitted the business plan and buslivesse, only 47% of the

borrowers invest 100% of the loan for the business.

Table 4. Amount of money invested on income generag activities

Amount invested Frequency Percent%
100% 94 47.2
50-75% 57 28.6
25-50% 22 111
below 25% 23 11.6
Total 199 100.0

The interview result with the managers of the tasihn is also supported
that, investing the loan on non business areas eveiie loan repayment

capacity of the borrowers. In addition, some boemvpropose a fake
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license and the others use the license of friemd®latives to borrow the
money. Bartik (2009); CGAP (2011); Karlan & Zinm#&R012) cited in

Chakrabarty and Bass (2013), identified that leéss thalf of microfinance

loans are used for non business activities. Theset loans are more likely
to be used to stabilize consumption, pay educafems and medical
expenses, or for life events including weddings famerals. As a result, the
only expectation of the transaction between the Bt the borrower is that
the loan can be repaid and costs incurred from toong the repayment of
this loan will be moderate. Though the amount ite@¢son non income
generating activities is low, the institutions miage challenges to collect

the loan from the poor according to the repaymenégule.

4.3 Availability and Types of Training

Providing training to the clients helps to aware thients on many issues
such as in the proposed business, on the areat@pesneurship, on the
issue of saving and on other related issues tomstu@md strengthen the
capacity of the borrower both on the repaymentheirtloan and in their
life. Table 5 below shows that, only 48 (24.1%)tloé borrowers have got
training on different issues. The majority of thkemts are out of any
training. From the clients who have taken trainidg§% them attended
training on the issue of saving. Only 52% of thepandents have taken

training on the proposed business.
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Table 5. Clients who have taken training and get qaport

Items Alternatives [Frequency [Percent %
Yes 48 24.1
Have you taken training? No 146 73.4
Total 197 99.0
Training related WitE the new 15 31
usiness
\Which types of training did yo Training related with 10 21
get so far? entrepreneurship
Training related with saving 23 48
Total 48 100%
Did you get monitoring and Yes 112 56.3
support from MFI No 87 43.7
Total 199 100.0

According to Chakrabarty and Bass (2013), MFIs adopt two strategies
regarding their services. One in which the MFIdual§ its basic mission of
solely providing financial services, and the otimerwhich MFIs provide
supplementary knowledge services in addition taarfoial services to
borrowers. The first MFI strategy specifically feed on the past and
present financial status of the borrower. That tls&¢ purpose of the
transaction between the MFI and borrowers is toideborrowers who are
determined creditworthy, with loans. These loanghhibe used to start
microenterprises. The second strategy, which elagmsr entrepreneurship
by additionally providing knowledge resources fardowers, focuses not
just on the past and present financial status efbibrrower but also in the
borrower’'s future entrepreneurial plans. MFIs tletoose to provide
impoverished borrowers with knowledge services diditoon to financial
services do so to equip these borrowers with thés toecessary to take the
risks needed to create and grow microenterprigegtihciple most of MFls
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agree with the second strategy, to give differgpes$ of training for their

clients. But only 24% of the clients have receitted service.

4.4 Monitoring and Support System

Monitoring the business condition of the clienteme of the regular tasks of
the institutions. There are employees responsible rhonitoring and
providing assistance for the clients. In one of thstitutions, there are
agents at kebele level, which are responsible tbilme saving and collect
payments from the borrowers. As table 5 above showy 56.6% of the
respondents have got different support and théutish’s follow up, while
43% of the clients did not get similar service. Tihstitutions check their
business when the clients fail to repay their |dathe institutions have no
information about their client’s business conditidrbecomes difficult to be
confident about the repayment. Knowing the condiid the clients helps
the institutions to take different corrective ango

4.5 Loan Repayment Related Issues

Improving the repayment rate could also help taicedthe dependence on
subsidies and help the MFI reach a better sustdityalevel. It is also
argued that high repayment rates reflect the adggoBMFI's services to
clients’ needs and restrict the cross subventiah@borrowers. Repayment
performance also acts as an important positiveasigghen the MFI has to
raise new funds. For all these reasons, higheryreeat rates are largely
associated with benefits both for the MFI and tlwerdwer (Godquin,
2002). The clients’ failure to repay their loantated to different factors.
Table 6 below shows that 65.8% of clients are payaecording to the
repayment schedule, whereas the other 34.2% dflidms fail at least one

time from paying the loan timely. On the other ha@¥.6% of the
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respondents have a fear of paying their loans,rdoup to the institution's
program in the future because of different reas®hs. rest (71.9%) of the
clients are confident enough to repay the money thty finish the entire

loan.

The reasons for those of the clients who failedefmay vary from client to
client. The reason of 47% of unsuccessful clienta personal problem like
illness and different family cases. About 21.8%tluém fail to repay the
loan because of market condition of their busin@$® other 16% of the
respondents connect their failure with the ingohsg. Lack of follow up
from the institutions becomes the reason for thkurla of 16% of the

clients.

Table 6. Loan repayment according to the repaymergchedule

ltems Alternatives [Frequency [Percent%
Have you you're your Yes 131 65.8
loan according to No 68 34.2
repayment schedule? Total 199 100.0
The business faced I(] 7 12.7
The business is not working propg 12 21.8
What type of challengeg Because of personal rea] 26 47
have you faced to repayBecause the institution do nioilow the 9 16
the loan? repaymer
Because of other reas] 1 1.8
Total 55 100
Can you pay your loan Yes 143 71.9
according to the schedu No 55 27.6
in the future? Total 199 100.0

Delay and failure of repayment is related with therformance of the
institutions. The data above indicate the seriossrad the case. Though
high percentages of the clients are paying backlth@, a significant
percent of clients have failed from repayment doedifferent reasons.

Godquin (2002) found out social ties among the prévad a negative
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impact on the repayment; the age of the borrowirogig had a significant
negative impact on repayment rate; group homogemedved to have no
significant impact on repayment performance inwhimwle sample. On the
other hand, group homogeneity in terms of sex skdoavgositive impact,
whereas homogeneity in terms of education showetegative effect.
Homogeneity in terms of age also showed both ativegand positive
effect on the repayment performance. His study Ipdocused on loan

repayment of group borrowers.

4.6 Performance Evaluation by Clients of MFIs

The clients measure the performance by considetirg institution's
capacity by using simple measurements when theytlgetservice, by
considering the time taken to get the service, igeoving the physical set
up of the offices, by comparing the interest rateheir institution with

other institutions and so on.

4.6.1 Experience of Voluntary Saving

One of the options for promoting household welfiaréhe development of
facilities for safe but liquid savings depositsrlganicrofinance programs
were not effective in mobilizing savings and showidte interest in doing
so. Partly, it was thought that poor HH were to@mpt save (Morduch,
1999). Robinson (1995) cited in (Morduch, 1999)textathat, from an
institutional viewpoint, in cooperating savings miaation in microfinance
programs makes sense for a variety of reasonst, Firgean provide a
relatively inexpensive source of capital for relemgd Second, today’'s
depositors may be tomorrow’s borrowers, so a saviprggram creates a
natural client pool. Third, building up savings maffer important

advantages to low income households directly: Huoalss can build up
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assets to use as collateral, they can build upexve to reduce consumption
volatility over time, and they may be able to dalknce investments rather
than always turning to creditors. By consideringsi advantages of saving,

some of MFIs in Hawassa highly encourage saving.

Table 7. Experience of voluntary saving

Do you have voluntary saving? | Frequency Percent%

Yes, | have voluntary saving 99 49.7
No, I don’t have voluntary saving |100 50.3
Total 199 100.0

Table 7 shows that 49.7% of the respondents hamtawy saving account
in the institutions, whereas 51.3% do not haveintry saving account. In
the case of Omo Microfinance Institutions, one led tequirements to get
loan is that, saving 20% of the loan requesteds &pproach has two basic
advantages. First, it encourages saving habiteobtirrowers for the future.
Secondly, it helps to solve the problem of loanitedyghortage. But the data
in the table above designate the majority of thspoedents are not
voluntary depositors. If it is so the institutios® losing the advantages that
support to improve the performance of the institosiin this aspect.

4.6.2 The Respondent’s Business Condition

The business condition of the borrowers is theroetor related to clients.
It is related to many issues of the institution lsas timely repayment,
saving loan capital, loan size and many others. Tagority of the
respondents (53%) business is profitable and tlmeygatting profit from
their business. On the other hand, 23.6% clienissiresses are not
profitable. The smaller amount of the borrower'sibess is under risky

conditions. We can connect monitoring and suppgstesn and training
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with the business condition of the borrowers. Hrthis an organized system
of monitoring and support, the institutions canéd#ve chance to know the
borrower's capacity of repayment earlier and canimmkze the amount of

loan at risk. On the other hand, provision of tr@gnhelps the borrowers
invest the money in profitable business and to me@trepreneur. So the
business condition of the clients plays a great i many areas of the

institution.

4.6.3 Level Of Agreement and Disagreement of Cliesion

Different Issues

MFIs are one way to fill the financial need of theal poor because; the
poor do not have a tangible asset that serves legecal to borrow from
traditional banks. So serving the poor is the primabjective of MFIs. The
respondents were asked about whether the inshitioe serving the poor
properly or not. As table 8 below shows 69.3% ef thents indicated their
agreement while 14.1% show their disagreement.

According to Fernando (2006), MFI's main objectiiéo provide poor and
low income households with an affordable sourcefimdncial services.
Interest charged on loans is the main source ahmgcfor these institutions
and, because they incur huge costs, the rateaespondingly high. Four
key factors determine these rates: the cost ofduttte MFI's operating
expenses, loan losses, and profits needed to expairdcapital base and
fund expected future growth. In order to have trebeantages, the selected

microfinance institutions also charged high interates from their clients.

The interest rate varies from institution to ingiitns. Some of the
institutions charge more than 20% interest. Therstitharged between 10

to 20 percent interest. The interest rate alscediffwith the purpose of
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borrowing. Table 8 illustrates that concerning itterest rate, the majority
(52.3%) of the borrowers were disagreed on thenéas of the interest rate
to the poor. 47.9% of the respondents agree tleainterest rate of MFIs is

fair to the poor. But from the total respondentowlgreed on the fairness of
the interest rate, 37 (18.6%) of the clients agrieesbme extent. As stated
earlier some of the respondents shifted from micasice to microfinance

to get loan with lower interest rate. This implthat higher interest rate can
cause shifting of clients into other institutioris. addition to this higher

interest rate also affect the borrower’'s repaymeampacity because the
borrowers are expected to pay both the principdltae higher interest at a

time so they may fail to pay according to the scited

Table 8. Level of agreement and disagreement of efits on different issues

No ltem Agree Seitow agree | Disagree
No % No % No %

MFIs are serving the poor properly 130 69.3 33 616 | 28 14.1
Interest rate of MFIs are fair to the | 58 29.3 | 37 18.6 104 52.3
poor
The repayment schedule is 118 | 59.3| 42 21.1 37 18.6
comfortable to the clients
The institutions have easy process|td10 | 55.3 | 46 23.1 43 21.4
get service
The institution is near to my home 169 849 16 8 | 14 7
The amount of the loan given by | 66 33.1| 55 27.6 78 39.2
MFIs enough
It is better to borrow from MFIs than116 | 58.3 | 50 25.6 33 16.6
other source
There is improvement in my life after69 34.7| 18 9 109 56.3
getting the loan

Repayment schedule of the institutions is the agwre related to clients of
MFIs. Most microfinance arranged the repayment dgleestarting from a
month after the disbursement of the loan. The dcatf the loan varies
from institution to institution. One-two year dugat is common in the
selected MFIs. The repayment has taken place mpoantttil the borrower
finish the loan. As table 8 exhibits 160 (80%) lné respondents agree that,
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the repayment schedule of the institution is comafde for them. But a
smaller portion of the clients (19%) disagreed o iepayment schedule of
the institutions. Some of the respondents disagreedthe repayment
schedule because of their work condition. For msta if the borrowers
want the money for animal fattening it is difficutt start the repayment
immediately after a month. So if there is no condble repayment
schedule, it becomes difficult for the borrowersrépay according to the

schedule.

There are different requirements to get differeaviges specially to get a
loan. Lending to the poor has many risks. In otdeminimize these risks,
all the borrowers are expected to pass many sBisthe steps vary from
institution to institution. Some of the institut®mwise long processes before
disbursement of the loan. The others use relatisbbrt processes. In this
regard, table 8 shows that 78.4% of the respondeats agreed that the
process to get the service is easy and comfortdlble.other 21% of the
respondents expressed their disagreement. Inaelati this the need for
collateral is another annoyance for the poor toagetan. Because the other
requirement, that make the individual eligible éloan is the availability of
collateral in different type. Especially individulbrrowers are expected to

have collateral or guarantee to make the loan secur

Stieglitz and Weiss (1981) cited in (Vanroose, 20§i8ted that transaction
and information costs influence financial developimén some cases, they
lead to market failures. Good interconnectivity viien regions, the
availability of electricity, communications and #ation networks lower

these costs. We can connect this point with thesighy distance of the
institution from the borrowers. If the institutioasad the clients are found in

a distant area, the different costs of the insting will increase at least in
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some amount. Monitoring cost and communicationscasé the examples
of these costs. So, if the clients are living inearby area of the institution,
the institution can reduce some costs. Regardstgrite of the institutions,
from the total of the selected 199 respondents9%Z2agreed that the

institution is near to them.

The main objective of microfinance institutionstc provide microcredit
and saving service to the poor. The loan sizeiofafinance institutions is
known by its small size. The amount of the loanteratboth the borrowers
and the lender institutions. Today the value of eyhas declined and
situations to start a new business as well as poawe the existing business
need high amount of money. The poor are out of rtbemal banking
service. So microfinance institutions are the logsion to get loan for micro
businesses. As table 8 above discloses 58.3% ot#p®ndents agreed and
25.6% somehow agree that it is better to borrownfraicrofinance
institutions, even though the interest rate is higgdoncerning the loan size
of MFIs, 61% of the respondents agreed on the redde amount of the
loan (with 33.1% agreed and 27.6% somehow agreejordy the agreed
respondents, around 28% of them agreed to somatefa the other hand
significant percent of respondents (39%) disagarethe loan size of MFlIs.
This implies that, though the loan size of the iinsbns satisfied the
majority of the clients, there are also high petagiclients who are not
satisfied with the loan size. Their dissatisfactisnelated to their inability

to expand their business and today’s money value.

Most researchers indicate that microfinance ingtitis are serving the poor
and the poor is coming out of extreme poverty bpgid/FIs as a means.
Littlefield et al 2003 and Dunford 2006, cited Hermes and Lensink

(2007) stated that, the advocates of microcredjuerthat microcredit can
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help to substantially reduce poverty. In additiongrocredit can contribute
to an improvement of the social and economic sauabf women. Finally,
microfinance may have positive spillover effectschsuhat its impact
surpasses the economic and social improvementedbdirower. The result
of this study shows deviated from the above assomgt Table 8 above
displays only 43.7% of the respondents agreedtkieae is improvement in
their life after getting the loan. But the highpstcentage of clients 56.3 %
disagreed on the issue. That means the contribafitre loan in their life is
insignificant and the service given by the insidns are not satisfying the

need of the majority of clients.
4.7 Factors that Affect Loan Repayment from the Emfpyee’s Point of View

Successful repayment of the loan has a positivaatnpn the performance
of MFIs. Clients of microfinance institutions some¢s fail from paying the
loan accordingly. There can be different reasons tf@ir failure. The
employees of MFIs are expected to be near to theints in different ways.
They communicate with their clients at the begignaf the loan process,
during repayment time and at the time of superaisBy considering this
the researchers asked some questions related @ath depayment and
clients' reasons. The table below indicates thegmeage of responses of the

employees on this regard.

Table 9. Factors affecting repayment as per emplegs’ perception

Factors Frequency Percent
Low financial capacity of clients 22 29.7
Weak loan collection system 4 54
Weak client selection system 20 27.0
Lack of willingness from clients to pay their o8 378
loan
Total 74 100.0
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Concerning the major factors which affect loan yepent, table 9 shows
that 37.8% of the respondents have chosen Lackliaigness from clients
to pay their loan is the major factor which affelctan repayment. 29.7 % of
the employees agreed that, low financial capacftyclents is foremost
factor for low repayment rate. Whereas 27% of #spondents blame client
selection process for the weakness of loan repayn@nly the minor
number of respondents selected weak loan colledimiem as a major

factor.
4.8 Loan Repayment Rate and Lending Method

On the other hand, regarding business loan and boemess loan
repayment, table 10 portrays 48.6% of the respdsdagreed that the
repayment rate on non-business loan is smaller aggdpto business loan
and 48.6% of the respondents believe that grougirignis more effective
than individual lending in terms of loan repaymésit.4% of the employees
believe that lending for individuals is more susfekthan that of group
lending. In relation to repayment Godquin (2002ated that, improving the
repayment rate could help to reduce the dependemaibsidies and help
the MFI reach a better sustainability level. It aso argued that high
repayment rates reflect the adequacy of MFI's sesvio clients’ needs and
restrict the cross subventionl of the borrowerspagment performance
also acts as an important positive signal whenMik& has to raise new
funds. For all these reasons, higher repaymens i@te largely associated
with benefits both for the MFI and the borrower.eTMFI will thus firstly
tends to reach the first best level of a 100% @ntithhe repayment rate and,
if such a level of repayment performance cannotdaehed, it will try to
allocate higher loans to borrowers with lower ptabty of default and

reduce the delay in repayment.
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Table 10. Loan repayment rate and lending methods

ltems Alternatives Frequency | Percent
How do you It is similar to business loan 20 27.0
evaluate loan The loan repayment is smallger 36 48.6
repayment rate? The loan repayment is higher 18 24.3
Total 74 100.0
Which method of Group lending 36 48.6
lending is effective? Individual lending 38 51.4
Total 74 100.0

4.9 How to Organize and Store Different Documents

One way of reducing operational cost of microfirangstitutions is the
application of different technologies during theveége provision system.
Many researchers also support the use of innovaéebnologies in the
institutions. Fernando (2006) concluded that MFlastfind innovative
ways to improve their productivity and efficiencgmd reduce operating
costs. Essential to this process is cost-reducingvations. Governments in
the region can help to facilitate innovation in therofinance industry by
recognizing and rewarding innovators, thereby eraging further
innovation. Similarly, governments can help enstirat information on

more efficient MFIs is disseminated widely.

Some of the selected institutions use differentwsnfe applications by
reducing more of paper works. Those institution® vaine using financial
software have updated information in their everydagks. They are
networked with all branches so that they can teandffferent data with
minimum cost and time. Figure 2 demonstrates ttan fthe total of 74
respondents only 10.8% of the employees are usifegaht software while
the majority (80.2%) is using the paper work (manuark) to document
and transfer different information within the branand from branches to

head offices.
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Figure 2. Percentages of software users
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During the interview with one of the institutiorieg manager supported that
the application of software was raised and he md@d that, the institution
is not using software, the main reason for thighs,price it costs to install
the software. But all the institutions agreed oe #uvantage of software
application. As mentioned above the majority ad@ #mployees are degree
holders. But the majority of the institutions ax nsing technologies. Ebisa
et al. (2013) also identified that, there is ralglem of using modern core
finance technologies for many of MFIs specially ghomicrofinance
institutions operating in remote rural areas havpapr infrastructure
development. As a result, there are problems ofstandardized reporting
and performance monitoring system. In the case BfshNih Hawassa city,
the researchers also observed that, most of tmelbmaffices have only one

computer and most of the works are done manually.
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4.10 Level of Agreement of Employees on Differenssues

The researchers asked respondents different gnegtidknow their level of
agreement and disagreement on different issues.iSdues include the
client usage of the loaned money, existence of effsttive methods in the
institutions, legal issues in the country, profii&p of the institutions and
loan size given by the institutions. As a resudttable 11 below indicates
58.1% of the employees agreed that most of theotvens invest the money
on income generating activities. From this peragtespondents, around
23% of them agreed in some extent. The other 4l09%e respondents
agreed that, the borrowers use the money they Wwedocon non-income
generating activities. The employees connected iisige with repayment
capacity of respondents. Those borrowers who usednbney for business

activities have better capacity on loan repaymiegu their counterpart.

Use of cost effective methods in the institutioe$pk to minimize different
costs. MFIs must find innovative ways to improveithproductivity and

efficiency, and reduce operating costs. Essentiathis process is cost-
reducing innovations (Fernando, 2006). In this régable 11 shows that
24.3% agreed that their institution is using defar cost effective methods
to minimize costs. 54% percent of the respondegitseal to some extent.
The other 21.6 % disagreed on the issue that itngitutions are using cost
effective methods. In regard to technology, 74.3%tle employees

disagreed on the issue of application of moderrhrnelogies in the

institutions. In conclusion, the application of te$fective methods in the

institutions is not strong.
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Table 11. Level of agreement and disagreement of @hoyees of MFIs

on different issues

A Somehow Di
No e gree agree isagree
No | % No | % No | %

1 Clients use the_ money for income 26 | 35.1| 20| 23| 31 a1
generating activities

2 _Cost effectlve methods used by the 18 | 243| 40l 54| 168 21
institution

3 | Application of different technologies 4 54 15 .20 55| 74.3

4 k/lelglil issues of the country to support 34 | 459 38| 514 2 21

5 | Precondition to serve the poor 34 459 |12 16.2 | &A.8

6 _The_ amount of the loan given by the 22 | 302| 32| 4334 od 27
institution

7 Number Qf employees relative to the 20 | 271| 14| 189 4d 54
service given

8 | Loan collection system in the institution 30 40812 | 16.2| 32| 43.7
Pre _and Post monitoring and evaluation 31 | 419 16| 218 27 3.
of clients

The legal condition of microfinance institutions tteas the performance
and profitability of microfinance institutions. Aoading to Ethiopian Micro-
Financing Business Proclamation No. 626/2009, migrance institutions
have got the legal coverage. But the implementadiosuch proclamation
might face different challenges. Concerning thealegupport of MFIs
97.3% of the employees agreed positively. Fromtttal percent of the
agreed employees 51.4 of them agreed to some eXteist indicates that
there is comfortable legal structure in the courity microfinance

institutions.

The amount of the loan given by MFIs varies withtitution to institution
and the level of creditworthiness of clients. listregard, as table 11 above
shows, 39.2% of the clients were disagreed on theuat of loan given by
MFIs. From the employees’ side, 73% of the respotsdagreed that the
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loan size given by MFIs is enough to the client%2of the respondents
disagreed. Both the majority of borrowers and eygés agreed that the
loan size is sufficient to the poor borrowers. Bogre is a considerable
amount of clients and employees disagreed on the $tze. As mentioned
earlier the loan size affects both the institutmad the client’s performance.
It is known that money value has been declinedytottaorder to get high

amount of loan from conventional banks, in mostesathe poor is not

eligible due to lack of collateral.

In order to get the loan from microfinance instios, the borrowers are
expected to pass some steps. The steps vary wethin#titutions. The
preconditions of most of the institutions to begilie for the loan include
having business license, preparing business pléer, dearance of a loan
from other institution, submit a certificate thdiosvs the marital status of
the borrower, and have a collateral or salary gugraroportional to the
loan size, fill application form and some othergasses. The duration to get
the loan is also different from institution to iistion. Concerning the
preconditions of the institutions, table 11 depithet 62.1% of the
respondents agreed that the precondition to getotre is easy and short.
On the other hand, around 38 % of the employeegyctbed on duration and
the requirements needed before the loan disburdefieis indicates that,
for a significant number of clients, the requiremef microfinance
institutions is not comfortable. Some of the netiess are also not
affordable to the poor. Such requirements can affeoc important things.
First, the shift of clients from one institution &mother and second it can
make the clients to be reserved from getting sechice from MFIs. These
problems affect the outreach and the breadth ofr$iutions in different

ways.
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When the number of clients increase it is cleat the workload of the

employees in MFIs is also will increase. Having @gto number of

employees is necessary to perform in a proper rmma@rethe issue of the
number of employees and the work load of the mstih, as table 11
portrays, the highest portion of the employees 1%4. disagreed on
proportionality of employees and the work load. éud 46% the employees
agreed that their institution has enough numbewardkers relative to the
work load. The researchers interview and obsematsult indicated that,
in some of the institutions' branches the structalews to have 15

employees, but only 6 or 7 employees are workinthéoffice. The work

environments of some offices are not comfortablework. On the other

hand, those branches with full employee, accordinghe structure, have
another problem. There are too many workers with small room.

In the area of monitoring and evaluation of borrmsye63.5% of the
employees agreed that their institutions estaldissong monitoring
system of borrowers. 21% of the agreed employedidted that their
agreement is to some extent while 36.6% of theomdpnts disagreed that
their institution has strong monitoring system fdients. Koveos and
Randhawa (2004) stated that limited resources hadsheer numbers of
borrowers preclude assessment of individual logsliegtions. To create a
sustainable self-funding, growing MFI, the challentpen is to design a
system which will lower monitoring costs, create cammitted and
creditworthy client base, and help poverty allgeiat Their loan portfolios
are likely to be more volatile, the potential fotogs of capital significant.
There is a need for close and continuous monitoriagd for the
establishment of mechanisms to assess, continuoosipitor credit

worthiness, and for early detection of problem kakven though the
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fin

ding shows that the majority of the employeeread on the existence of

the monitoring system, a significant number of esgpes disagreed on the

issue. This implies that, there is a gap in terima@nitoring and evaluation

of

su

client’s condition. The interview result alsadinated that due to lack of
fficient number of employees in the institutionss difficult to monitor

clients in a continuous manner.

5.

Conclusion and Recommendation

5.1 Conclusion

1.

The performance of Microfinance institutions in Hessa city varies
from institution to institution. Different institidns faced different
problems which affect the performance their insittu Clientele factors
like diverting the loan to non business activitiesfrowing experience of
clients, amount of money invested in income genagaictivities, factors
related to loan repayment, absence of voluntaryingaexperience,
business condition of the borrowers are the maotofrs which affect the
performance of the MFI. Some of this clientele dast affect the

institutions severely the others to some extent.

. On the other hand, institutional factors such aseabe of training for

borrowers, weak monitoring and support system résterate of micro
finance institutions, uncomfortable loan repaymsciiedule, loan size,
loan capital shortage, training provision to empleg and clients, lack of
use of technology and cost effective methods, hureaaurce problem,
loan capital problem, lack of strong loan collestigystem in the

institutions affect the performance of the instdos in different degree.

. In addition, the political environments of the ctynsuch as the legal

framework for MFI and economic level of the counéilgo have effects
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on the MFI's performance. The proclamation on Mfés instance,
issued how MFIs perform their activities and theaar in which MFIs
participate. If the existing rule in the countrynet comfortable for the
institutions it may affect their performance. Imsthegard the researchers
conclude that the existing political environment atonomic level of

the country is comfortable for MFIs.

4. Many of the factors are interrelated and interdepeh That means the
existence of one factor affect the other factorhbgiositively or
negatively. For instance failure of clients on ngpant is linked with the
failure of their business and weak loan collectisypstem. If the
repayment rate is low, it affects the loan capitathe institutions. The
problem of loan capital can affect the loan sizeé e number of clients
served. Many of the factors show similar relatiopshAs a result, the
interdependence of most of the factors leads thitutions into success
or failure. If they are positively interrelated,etlfactors may lead the
institutions into success and if they are negagiveterrelated they will

affect the institution's success adversely.

5.3 Recommendations

Based on the findings and conclusion of the sttltg/yesearchers suggested
the following recommendations to improve the perfance of microfinance

institutions in Hawassa city.
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5.3.1 Recommendation for the Institutions

Women are the most vulnerable group of the sociBtgy are the
first target of microfinance institutions. But ihe selected MFIs,
participation of women is very limited. In order &mhieve MFIs’
objectives, it is expected to create different eiyst that encourage
the involvement of women in microcredit and savisgrvices.
Arrangement of different types of loan for womenthwiower
interest rates, with minimum collateral and otheguirements can
improve the participation of women in microfinanservices. In
addition to this supporting the loan with differetnainings can
strengthen the capacity of women to be active diemd to repay

their loan according to the institutions repaymsaitedule.

In order to solve problems related to clients lilkkeerting the loan to
non business activities, amount of money investedincome
generating activities, factors related to loan yepent, absence of
voluntary saving experience, business conditiohefclients, it is
better to have continuous monitoring system foentk to support
the borrowers by working with different concerneddies. For
instance, micro and small enterprise office faattiét different
trainings for micro businesses and arrange margetttiem. So
through working with different concerning bodiekg tinstitutions

can solve many problems with minimum cost.

Insufficient amount of human resource is the othajor problem in
the selected MFIs. By considering the number ant§ it is better
for the institutions hire an adequate number of leyges to use
them as a means to facilitate monitoring, to mabikaving, to give

training and so on.
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The interest rate of MFIs higher specially, in soroé the
institutions. Some of the institutions also use dldated financial
system that is not cost effective. In order to sedaperational cost
of microfinance institutions as well as to reduice interest rate, the
researchers suggest application of cost effectime aodern
technologies which support the institutions to different costs.
Different software and databases to handle finhrdada and to
communicate with branches and to register all tratiens in a well-

organized way, MFIs should use technologies.

Loan capital shortage, loan size and loan repaymsein¢dule are
considered as the main problem seen from institatfoint of view.
In order to solve such problems the first optiontosaccelerate
repayment by encouraging the clients by providinidfecent

incentives for them to pay according to the scheduld arranging
special repayment schedule for special businessilllteduce loan

losses or loan at risk.

5.3.2 Recommendation for the Government

At the national level, by considering the role atrafinance institutions for

poverty alleviation, the researchers recommendgtheernment to provide

sufficient amount of loan with lower interest rdoe those MFIs with the

problem of loan capital. This helps the institudo increase their loan size

and to increase the number of poor served by stéutions.
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