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Abstract

This study was conducted with the aim ofalyming the factors that influence
microfinance loan repayment investigating determisaof loan repayment performance of
borrowers (beneficiaries) and identify the majocttars that face OMFI, by using  primary

data collected through structured questiarma

The survey includes a total 889 respondents, using stratified sampling the popoaivas
divided into Urban and rural based on settlemergaa. The primary data has been collected by
interviewing 167 urban borrowers and 172 rural bowers’ respondent using a structured
guestionnaire with the help of trained enumeratdise questionnaire includes both open- and
closed- ended questions. In addition, secondarg dadre gathered from OMFI head office,
OMFI branch office and other related relevant pehtions.

A binary logit model was used to analyze the secmnomic factors that influence loan
repayment. In related with the regression analyigti co- linearity t and various model fitness
tests were made for the assumption of Loan repayienSPSS 20.0 statistical packages.
Furthermore, a chi-squarefX analysis was employed to compare the defaultexs @on-
defaulters group.

A total of twelve explanatory variables were in@ddin the regression. The results of the
descriptive statistics and the binary logistodel show that sex, age, education, source of
income before loan, method of lending ,loan siagakility of installment period and timeliness
of loan release were important in influencing loeepayment performance of the borrower.
However, family size, distance of borrowers frorstitation, residence of borrowers, and

frequency of collection were found to be insigaift in model.
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CHAPTER ONE

1.INTRODUCTION
1.1 Background of the Study

The eradication of poverty continues to be a tdgipal agenda in most developing countries .In
the 1970s the biggest developments in microfinavemurred for the poor people. The micro
finance uprising has come a long way since Muham¥fiatus first providing financing to the
poor in Bangladesh.

Sapy (2010), states that 10,000 Microfinance Ilmstihs (MFIs) are currently serving over
150,000 Clients (90% in developing countries) tigtoaut the world. There is still need to reach
and serve an estimated 1.2 billion individualsnlgiin extreme poverty (people living on less
than U.S. $1 per day So, it is very important to develop new strigsghat would allow viable
financial services to reach all potential clientshiley ensuring profitability, and thus
sustainability, of the financial institutions engagin microfinance. According to CGAP report,
sustainability of microfinance organizations esgiid reach a large number of the poor, and as

a result, achieve an impact of significant scal&éA®, 2006).

Microcredit institutions (MCIs) are institutionsahprovide small loans to low income people
either individually or as a grouiCandice, 2000). Under the individual lendingthodology,
loans are granted directly to individuals business entities. The effective repayment
history of the individual normally determines aib8ity to future larger loans. The group
lending methodology involves providing loans to iwnduals within a group. The group
members co-guarantee one another for repaynuéntthe loan to the MFIs, and so
providing a form of social collateral. In casearfe member defaulting; the whole group is
liable for repayment of the outstanding lobalance, otherwise they lose future access to

loans?.

www.kbyutv.org/smallfortunes/overviewdcessed November 10, 2013.
>www.fieldus.orgaccessed November 15,2013
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Ghatak and Guinnane (1999) review the benefitgrotip-based lending in different manner.
Firstly, group-based lending techniques mitigake information irregularity problems of
determining the risk of default by borrowdecause groups are normally formed by
individual who are likely to know each other. Sedlgn the loans are likely to be effectively
invested since members of the group tend to moa#doh other constantly. Finally, the members
provide a form of insurance to each other withia ¢fnoup for repayment of the MFI loan in case
of a genuine reason of default. Hence the condepbv@al capital by implication, the rest of the

members cover up the installment repayment fod#éfaulting member.

The majority of microfinance institutions providellateral-free small loans to low income
households. These loans are generally expecte@ tosed for self-employment and income-
generating activities (Kono and Takahashi, 201®) pWicrofinance can be a critical element of
an effective poverty reduction strategy. Well oligad access and efficient provision of saving,
credit and insurance facilities in particular caratlde the poor to smooth their consumption,
manage their risks better, build their assets gifiyludevelop their microenterprise, and enhance
their income earning capacity. Thus, microfinateps to promote economic growth and
development (ADB, 2000).

In developing countries, like Ethiopia, financi@source is important input for continuous
development. Most of peoples living in third wodce under poverty line. They need wide range
financial services for consumption, running theusimess and building assets. Due to lack of
collateral, poor people in most cases have no ftesdiess from Banks. Microfinance offers
financial services such as loans, savings and niicsarance to the poor people either in

individual or in a group basis to those people.

The achievement of microfinance activities in Effi@is mainly affected by the income of
clients, which directly depends on the effectivenelthe small business of borrowers who live
in urban areas; also it depends on crop harvestlandigh risk due to drought for rural areas.
The fluctuations of product prices, which are difft to predict, also affect the performance of
MFI (Wolday, 2000). Current, most of the microfianinstitutions suffer from credit risk,
which leads to default. Hence, these studies taddress some determinants of loan repayment

that affect both borrowers and lender performance.



1.2. Justification of the Study

The rationale of the study is aimed at stgadsome light as a contribution to address th
problem. This study covered determinants of mic@nfice loan repayment performance case of
OMFI and socio-demographic factors that are astatiwith loan repayment. Studies on loan
repayment are not a new research area. In facipugaresearches are conducted in loan
repayment performance in different time, but theuhs of findings are still debatable among
different researchers. The finding shows there risomsistency of result regarding the
determinant factor variables. Some variables sscdea, education level, method of lending and

loan size have debatable results.

For instance; Bhatta and Tang (2002) and SolomdnAaldisu (2013), found sex has significant
impact on repayment rate, whereas Godquin (2004) Jamale (2003) oppose this result.
Regarding loan size, Zeller and Sharm(1996) fousdL8Z have positive impact on LR.

Whereas, Jemale (2003) found as loan size havéisagn and negative influence on LR.

Therefore, this study was conducted to fill theabomentioned gaps by including additional
variables on former researchers on determinantdoah repayment. Besides, as to the
researcher’s knowledge it appears that no studydesm conducted on microfinance loan

repayment performance in Kaffa zone on urban aral horrowers.

Finally, the findings will be expected to fill liteture and knowledge gap observed in the area.
Besides, the findings of this study will help teswalize the factors affect loan repayment of

borrowers and lenders in study area.
1.3. Statement of the Problem

Poverty alleviation has been one of the ldsyvelopment challenges over the decades in
most developing economies. One of the ideutifiey constraints faced by the poor is

lack of access to formal credit. Microfinangestitutions were established to fill thepg

of scarce finance resources by providing furmighe poor and lower income group to

alleviating poverty and enhance their businessvides. Different approaches have been

employed in alleviating poverty; the one is proarsiof credit for targeted poor. Credit is



considered to be an essential input to is&egroductivity (Nawai and Shariff, 2010).
Provision of credit to the poor take advantagfe economic opportunities to increase their

level of output, hence move out of poverthig®y ,2008).

The primary objective of MFIs is to provide finaakcservices (credit and saving) to the poor in
order to relieve financial constraints and helg\alite poverty. Microfinance institutions offer

loans mostly to urban and rural peoples who caaffotd collaterals to get loans from banks.
Financial services in Ethiopia are characegtizby a high urban concentration (Facet
,2013). To fill this gap microfinance institutiopsovide credit to the poor, who lack access of
formal credit from financial institutions. Microrfance sector currently face challenges of loan
repayment (defaults) by clients. The poor loan @dltig system causes serious challenge to

most microfinance institutions.

Every microfinance institutions try to maximize it®@payment performance. Improving

repayment rates helps reduce the dependence dfiff® on subsidies, which would improve

sustainability (Godquin, 2004). One indicator ofeefiveness of MFIs is the loan repayment
performance of the borrowers (Addisu, 2006). Higginl repayment rates benefits both MFIs and
the borrowers (Godgin, 2004). Also it argued thghhrepayment rates reflect the adequacy of
MFIs’ services to clients’ needs. High repaymer¢ taelps to obtain the next higher amount of
loan (Bond and Rai, 2009). Contrary to this, ifrthes low repayment rate, both the borrowers
and the MFI were affected. In this case the borrewdll not be able to obtain the next higher

loan and the lender will also lose their customer.

Default rates are the amount of loans not collecteccurrent and past loan maturity period.
Loans taken from credit institutions vary from ctynto country, region to region, sector to
sector. However, almost all credits of developiogirdries were found to share one common

characteristic; all suffer from a considerable antaf default rate (Kashuliza 1993).

Increasing default rate in microfinance leads te thllowing implication. For instance, it
discourages the financial institutions to refinpe the defaulting members, which put the
defaulters once again into vicious circle ot Iproductivity. Therefore, a rough investigation
of the various aspects of loan defaults, souragedit, purpose of the loan, form of the loan, and

condition of loan provision are of utmost importanmoth for policy makers and the lending

4



institutions (Kelly, 2005). Even if default iandom and influenced by unpredictable behaviors
or it is influenced by certain factors in a spextituation needs an empirical investigation so
that the findings can be used by micro financirgfifations to manipulate their credit program
for the better (Khandker et al., 1995).

According to ( Awoke 2004, cited in Ahmmed et @012) reports that most of the default
arose from poor management procedures, loamsitiveand unwillingness to repay loans. For
this reason, the lenders must give various ingtital methods that targeted to reduce the risk of

loan default.

In order to maintain sustainability of MFIs, onepiontant thing is to identify the socio-economic
and institutional factors which significantly afteithe loan repayment performance from both
borrowers and lender side. Therefore, this studginsing to analyze factors that affect loan

repayment performance in Omo micro finance insttuin Kaffa zone.
RESEARCH QUESTIONS

The study has the following research question®tddveloped to solve the problems:
What are the major factors that affect loan repaytperformance of borrowers in OMF?
What are the major difficulties and challenges ¢hbg lenders in the collection process related

with internal and external factors?

1.4. Objective of the Study

1.4.1. General Objectives

The main objective of the study is to investigatel @analyze determinants of loan repayment

performance of borrowers and to identify the magjablems that face OMF in kaffa zone.
1.4.2. Specific Objectives

To analyze loan collection performance of Omo nfinemce borrowers in rural and urban area.
To identify the socio-economic factors that inflaedoan repayment performance OMF
borrowers.

To assess the major problems faced by the borroavetslenders in the repayment process

related with internal and external factors in OMFIs

5



v" To examine purpose of borrowing and loan relatetbfa that influence the repayment

performance of the clients?
1.5. Significance of the Study

Microfinance(MF) offers poor people access to béisiancial services, such as loans, savings,
money transfer services, micro insurance and dthancial products targeted at poor and low-
income people” MF is important in developing coiet like, Ethiopia for poverty reduction
and creating employment opportunity. One of the feeyors for productivity and sustainability
of MFls is the ability of good loan repayment penfiance.
This study tray to provide:-

& As source of knowledge for future references byppeavho have interest to gain insight about
loan repayment performance of institution

< Provide relevant information to decision makersuatoan repayment performance of OMF.

& As a baseline data to compare against gingtadies to be made in the future in study
area.

& To provide possible suggestions to problem areab rasommended possible solution for

concerning body.

1.6. Scope and Limitation of Study

The study was conducted in Kaffa zone of SNNR&timopia. The scope of this study was
restricted determinants of microfinance loan repaytmperformance and socio demographic

factors that affect loan repayment performance ldFOborrowers.

Descriptive statistics and binary logistic economicdel were used to analyze the primary data

collected. Twelve independent and one dependergtblarwere selected for analytical purpose.

In addition, the profitability level of businessti@ity which is financed by credit of the
borrowers was not included in the study. The dateevebtained from two service delivery posts
out of the 11 delivery posts that OMFI operatese $hrvice delivery posts were limited to two
due to logistical limitations. Since the researohducted was an academic research that should
meet the deadline set by the University and tHisealuce the freedoms of the researcher not

expand the area as he wishes.



1.7. Organization of the paper

This research paper consists of five chapters. firbechapter comprises background of the
study, Justification of study, statement of the bpgm, objectives of the study, research

hypothesis, significance of the study and scopeliamthtion of the study.

Chapter 2 presents literature review with respedhe theoretical perspective and empirical
studies on microfinance. Chapter 3 provides tisearch design and method of data collection
of the study, in addition includes the main primegpof research methodology and the adopted
research design for the study. Chapter 4 considiading and discussion of the collected data

on the problem in the sample.

Finally, chapter 5 consists of summaries of majalihgs, conclusions, and recommendation for

possible solutions to the problems of the study.



CHAPTER TWO

2. REVIEW OF RELATED LITERATURE

2.1 Theoretical Literature

2.1.1. Over View of Micro Finance

In Europe in the 1%century, the Catholic Church founded so calpeavn shops in order to
keep people from shady loan sharks and maraeks who gave out loans at higher interest
rates. These pawn shops later spread throughoutahinent (Helms, 2006). According to
Seibel (2005) “informal finance and self-hellave been at the origin of microfinance in
Europe”. More formal credit and savings institusdor poor people were already established in
Ireland by the Irish Loan fund system as eadyl720,using peer monitoring to enforce the
repayment in weekly installments of initialiyterest free loans from donated resources
(Seibel 2003).

According to (Helms 2006) another cornerstone etistory of microfinance was the opening
of the Indonesian People’s Credit Bank in 188%@t became the largest microfinance
system in Indonesia. In Bangladesh Professor MuatinYunus , the famous founding father
of Grameen Bank, with his own lending polisyarted its operations in the 1970s and
who is currently a synonym for microfinance@&@h ,2011). He provide first loan service
from his own pocket to a group of rural men in Jobra in 1976 and successfully
developed the concept of microfinance witls Brameen Bank throughout the country and

later the whole world wide (Yunus 1999).

Nowadays there is a strong development tosvamaimmercialization and transformation of
providers of microfinance into formal finankciastitutions. This stems from the incentive
of profitability and sustainability of microfance institutions. More and more institutions
became independent from donor funds and increasedapital from the capital markets while
raising their outreach. According to (Sundares@®982 the year 2005 was declared as the “Year
of microfinance” and attracted even more privateesgiors to invest their funds into

microfinance activities.



2.1.2. What Is Microfinance?

Microfinance is a form of financial development ttHeas primarily focused on alleviating
poverty through providing financial services to flogver income society or the poor. People
think of microfinance, if at all, as being aboutcnoicredit, which is lending small amounts of
money to the poor. Microfinance is not only offgrithis service only, but also it provides

broader: including insurance, transactional sesyia@d savings (Barr, 2004).

Canadian International Development Agency (CIDA20@efined microfinance as, “the
provision of a wide range of financial sees to poor women and men to enable them to
increase their incomes, build assets and redudedfcaccess to formal financial institutions.
microcredit ,which is likely the most visible formf micro finance ,but also saving ,micro

insurance ,money transfer ,and other financialisesv

According to (Christen et al., 2003) microfinangagans the provision of banking services to
lower-income people, especially the poor and vergrpThe term “microfinance” is often used
in a much narrower sense, referring principallyntwrocredit for tiny informal businesses of
micro entrepreneurs, delivered using methods deeelsince 1980 mainly by socially-oriented

non-governmental organizations (NGOS).

2.1.3. Characteristics of Microfinance

Microfinance gives access of financial servicelt-income people, who wish to access money
for starting or raising an income generation agtivihe individual loans and savings of the poor
clients are small. Microfinance came into beingrfrthe appreciation that micro-entrepreneurs
and some poorer clients cannot have access tovbdroon banks, that is, they can repay, both
the principal and interest, on time and also malk#ngs, provided financial services are tailored
to suit their needs. Microfinance as an instituti@s created financial products and services that
together have enabled low-income people to becdimats of a banking intermediary.

The characteristics of microfinance products inel@@urray and Boros, 2002, pp.10-11).

Small amounts of loans and savings.

Short- period loans (up to one year term).

Payment schedules attribute frequent installmenfrequent deposits.



Payments (Installments) made up from both prin@pd interest.

Higher interest rates on credit (higher trmmmercial bank rates)

Easy access to the microfinance intermedsayes the time and money of the client and
permits the intermediary to have a better idea athauclients’ financial and social status.

simple application procedures

Short processing periods (between the congpietif the application and the disbursement
of the loan)

The clients who pay on time become eligible fqre@ loans with higher amounts.

No collateral is required contrary to formal barkimpractices. Instead of collateral,
microfinance intermediaries use alternative methbkls, the assessments of clients’ repayment
potential by running cash flow analyses, whicbhased on the stream of cash flows, generated

by the activities for which loans are taken.

2.1.4. The Key Principles of Microfinance

The last three decades have seen significant adsanaunderstanding and providing financial
services to better advance development and eradjpaverty. This includes providing the
financial means to save, access credit, and stall $usinesses, with the potential to enhance
community development, as well as local and natiggedicy making. There are various
principles of MFIs adopted and approved by the @rofi Eight (G8) and its 28 public and
private members (CGAP, 2006).

Poor people need a variety of financial servicesphjust loans

Poor need wide financial service not only lobos also they want to savings, insurance, and
money transfer services.

Microfinance is a powerful tool to fight poverty.

Poor households use MFIs as a tool to eradicaterpolsy rising income, build their assets, and
reduce themselves against external shocks.

Microfinance means building financial systems thaserve the poor.

Microfinance will reach its full potential only iit is integrated with a country’s majority

financial system. This integration fosters the digwment of the countries in general.
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Microfinance can pay for itself, and must do so ift is to reach very large numbers of poor
people

Most poor people no access to get good fighnservices that meet their needs because
there are not enough strong institutions favide such services.

Microfinance is about building permanent local finencial institutions

Developing sustainable micro financial system igpomant for offering service in permanent
manner and that can attract domestic deposits,cleedhem into loans, and provide other
financial services.

Microcredit is not always the answer

Other kinds of support may work better for peopleovare so poor that they are without income
or means of repayment. Everybody before providoanlto the poor considers the awareness
creation about how to generate income how to repayloan is mandatory one, without this

simple giving loan is not a tool for poverty eraation.

Interest rate ceilings hurt poor people by makingt harder for them to get credit.

In this principle borrowers are expected to paghbr interest of credit rate for their credit more
than bank sectors interest rate. Making many stoalis costs more than making a few large
ones. Borrowers who borrows higher amount of mortegrged less interest rate compared to
lower borrowers.

. The job of government is to enable financial serves, not to provide them directly.

The role of government is to enable financial sssiby keeping safe and sustainable monetary
policy environment for financial institution. Fugimore, government supports the financial
sectors by providing available support.

Donor funds should complement private capital, notompete with it

Donors should use appropriate micro financial tngtins in continuous and sustainable ways by
grant, loan, and equity instruments on a tempobasis to build the institutional capacity of
financial providers, develop support infrastructuend support experimental services and

products.

10.The key bottleneck is the shortage of strong institions and managers

Donors should focus their support on building cityaFor long lasting of micro finance strong

institutional and managerial staffs are the impartme.
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11. Microfinance works best when it measures and discées its performance

Reporting not only helps stakeholders judge castistenefits, but it also improves performance.
MFIs need to produce accurate and comparable regash financial performance (e.g., loan
repayment and cost recovery) as well as sociabpeence (e.g., number and poverty level of

clients being served).
2.1.5. Challenges of Microfinance

Micro credit (MC) as a tool of poverty alleviati@md it faces various challenges. These can be
understood at three different levels: macro, mas®h micro. At macro level unstable policies
and poor macroeconomic conditions (economic groatid stability) are crucial to MC
development. At meso level, in adequacy of instndl capacities those are; managerial and
financial worthiness, quality of human resourceckleaof coordination among the MCls,
entrepreneurial skills, and the issue of sustalital§mainly financial) are the main limitations.
At micro level, the Problems related to the credithiness and credit discipline of the clients

are main challenges (Samuel, 2008, p.23).

According to Vento (2004) the first most typicahatlenges faced by any Microfinance
institution is credit risk. In addition, the codtaebt collection per loan amount is, on average,

higher than in formal intermediation, especiallydgveloping countries lending.
2.1.6. Lending Methodology

Lending methodologies differ with respect to whetloans are made to groups or to individuals.
The lending methodology selection greatly influengeoduct design, client selection, the
application as well as approval process, loan negsy, and monitoring and portfolio
management. Lending methodology also impacts thstitutional structure and staff

requirements, including training and compensatigd@er wood, 2013).
2.1.6.1. Group Based Lending

Group based lending is one of new approachesndiilg small amounts of money to a large

number of clients who cannot offer collateral. Hiee of the group can vary, but most of the

time groups have between 4 to 8 memberse grbup self-selects its members before
12



acquiring a loan. Most MFIs require a percentagehefloan that is supposed to be saved in
advance, which points out the ability to make ragylayments and serve as collateral (Murray
and Boros, 2002).

According to (Murray and Boros, 2002) group membars jointly accountable for the
repayment of each other’s loans. To ensure repaymerr pressure and joint liability works
very well. The defaulter group will be disqualifiadd will not be eligible for further loans, even
if one member of the group becomes a defaulter. dreelitworthiness of the borrower is

therefore determined by the members rather thahdWFI.

According to Nawai and Shariff (2010) in group-eas lending, borrowers must form a
group before applying loans and they alspossible to other loan members. If one member
default, the others will be responsible to pay It or they will be denied access for the next

loans.
2.1.6.2. Individual Based Lending

Individual lending requires greater honest analgdilients and their cash flows, sometimes
physical collateral, and frequent and close con#aitt clients during the term of the loan. Loan
approvals and amounts are based on an applicaigilsiléy and debt capacity, which in turn are

dependent upon a number of factors, including peis@nd business characteristics, for
example, age, gender, or reputation, sources aodr#nof income, age of business, cash flow,

and available collateral (Ledger wood, 2013).
2.1.7. Theories of Microfinance

There are a number of theories that try to explae concept of microfinance and its role in
improving the life of poor people whole the worl@overnments and development partners
have investedheavily in these economies to alleviate piyvenvhich is a obstacle to
development of the financiainarkets and empowering the citizenry economicdlhere are
different types of theory such as: neo-classicawgn theory, welfarist theory, institutions
theory, empowerment theory and uniting theory (Todat al, 2003; Robinson, 2001; Elsa and
Stina, 2006; Cheston and Kuhn, 2002, cited in Onaoidb Omwange, 2013).
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Out of above mentioned theories to give some pomtniting theory, therefore it supports this
study. According to (Ghatak and Guinnane, 1999)inmtheory was important for joint liability

in the repayments of microfinance loans. The ainthef theory is to improve repayment rates
and the welfare of credit-constrained borrowersjoint liability, when one borrower cannot
repay a loan, group members are responsible toyrEaone of their members if he or she
defaults to pay for his or her monthly installmeBarrowers believe that if a group member
defaults, the whole group will not be allowed teess future loans even if the lending contract

does not specify this punishment.
2.1.8. Microfinance in Ethiopia

Microfinance institutions introduced in Ethiopiaeafthe dawn fall of the Derg regime following

the policy of economic liberalization. The develmmt of microfinance institutions in Ethiopia

is a recent phenomenon. Ethiopian developmenteglyais the establishment of sustainable
microfinance institutions serving large number obppeople. Microfinance is taken as a shift
from government and NGO subsidized loan programén@nce services run by specialized
financial institutions. Later microcredit programsere changed to microfinance institutions.
Non-governmental organization (NGO) credit scheraed informal sources of finance have
existed in Ethiopia for many years; the governmestituted a legal and policy framework for

MFIs in 1996 through Proclamation 40/1996 (Gebrej\2002).

Currently, the Ethiopian microfinance industry @pidly growing. Recently, there are 31 MFIs
reaching around 2.4 million people (AfDB, 2012).eTtheposit interest rate is 3-8% and lending
interest rate is 12-24% in 2012. Most MFIs am@ng remarkably well in terms of financial

performance given their relatively short tradcord (Facet, 2013).

2.1.9. Omo Microfinance Institution (OMFI)

After introduction of proclamations 40/1996, onetbé MFI established in Ethiopia is Omo
Micro Finance Institution S. C (OMFI) which is opéing in the southern nation’s nationality
and peoples Regional State of Ethiopia. It wasimaity established as Nongovernmental
organization in 1997. OMFI is operating in nine @anches in the following towns of the
Southern Nations and Nationalities Peoples RegiBag (SNNPRS) such as, Hossana (Hadiya
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Zone); Durame (Kembata, Alaba Tembaro Zone); Arbaimi (Gamogofa Zone); Wolkite
(Guraghae Zone); Bonga (Kaffa and Sheka Zone); Ba#&Sidama Zone); Dilla (Gedio Zone);
Mizan (Bench Maji Zone) and Sodo (Wolayita ZoriE)tal Number of Woredas Covered so far
is 52 Woredas in 9 branches. It provides finans@Vices to active poor peoples in southern
regional states both in urban and rural areas.e@tlyr the institution has more than 327,888
active borrowers and gross loan portfolio of USD23tillion. The annual lending and deposit
rate are 15% and 3% respectiveBender Sensitivity; male and Female Clients acc6206
and 38% respectively

The institution reaches its target through the wizgional structure, namely: head office,
branch office, sub branch office and kebeles serdelivery post (Appendix 1). The total

number of employees in the institution is 214, @ikvhich 66 are loan officers and the rest are
support staffs (OMFI, 2013).

Concerning to loan size and loan terms, OMFI presitban to micro business, agricultural,
small investment and working capital to its diverdéeentele. Accordingly loan size for
agriculture and micro business loan ranges betvid®€® up to 5000 birr with loan term of
between three month and two years depending otygeeof activities financed. On the other
hand, Loan size for small investment and workingited start with a minimum of birr 5000
depending on the viability, profitability and abgton capacity of the client’s enterprise ,with
loan term extended from a minimum of two years aibtyears depending on the nature the
business being financed. In addition to this thst fioan cycle size shall not exceed birr 1,000
and birr10, 000 for agricultural and business loand small investment and working capital
respectively (OMFIOPM, 2010).

2.1.9.1. Client Selection Criteria and Group Formabn
Some of selection criteria for credit service aeonomically active, healthy and capable poor
between age group 18 and 60years ,low income utdban,ncome civil servant, good and

proven credit history ,willing to make compulsogvgg and viability of business plan are the

3 omomicro@yahoo.conaccesses marchl19, 2014.
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main criteria. In addition to this group formatiamone of key element in MFI, the group will

consist of a maximum of 5 members and minimum GM3EIOPM, 2010)

2.1.9.2. Loan Approval Delegation From Upper Levelo Lower Level
To minimize risk on loan administration, it is inmpent to delegate loan approval in different

hierarchy. According to the (OMFIOPM, 2013) thedapproval delegation are as follows:

Figure2.1Loan approval delegation

At Sub Brach Level At Brach Level
+ Forindividual=< * For

birr30,000 individual=Birr30,001
* For Gruop=up to up t0150,000

At Main Main Office Leve

* 1 Byloan &saving department
= Forindividual=Birr 150,001 up to
500,000
100,000 = For Gruop=
Birr100,0017 up to
300,000

* For Gruop=Birr300,001 up to
500,000

* 2.By Core Processer

» Birr500,001 up to 1,000,000

* 3 By Manegement Body

« Above 1,000,000 bim:

Source:(OMFIOPM, 2010)

2.2. Empirical Studies on Determinants of Loan Repanent
2.2.1. Studies in Other Countries

Zeller and Sharma (1996) studied determinants ah loepayment performance empirical
analysis evidence in Madagascar. By employed at Tioddel, the result shows that group size,
loan size and social cohesion have positive andhifgignt impact on loan repayment

performance. In addition puts pressure on the k@rovho do not pay credit reduce the loan
default rate.

Park and Ren (2001) analyzing household survew dat micro finance with Chinese

characteristic based on Grameen model, examindgdhigh repayment frequency can be a

burden to farmers without strong cash flow durififarm income.
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Bhatta and Tang (2002) employing logit model inniifging determinate of loan repayment in
micro credit program in United States. On theirdgticoncluded that women have low
repayment rate. This result indicated some womdregreneurs surveyed have engaged in

higher risk and low return activities.

Godquin (2004) findings on microfinance repaymegrfgrmance in Bangladesh, by employing
probit model to estimate the probability of borrowean repayment performance. The result
shows the age of borrower and the loan size hagative impact on repayment performance. In
addition to this female borrowers coefficient irs Istudy was positive, it is not significant, but

positive sign did not prove to have a significaettér repayment performance.

Mokhtar et al. (2012) by employing logistic regostimodel he analyzes the determinants of loan
repayment problems among TEKUN and YUN borrowerMalaysia. Theinding shows loan
repayment problem is higher for male than femake stated male borrowers are less responsible

and disciplined in repaying their microcredit lodhan female.

Habteab (2004)examine adverse selection and mawdrth in group based lending evidence
from Eretria, in his study divided microfinance toan to two individual based lending and
group based lending .According to Habteab in grbaged lending all members of group are
responsible for loan repayment which means they@upthe principles of joint liability.

Different theories indicate that repayment perfaro®is related to the screening, monitoring
and enforcement of group members. Habteab invéstighe differences in monitoring activities
of group leaders via other group members make fardifce to the repayment performance of

groups.
2.2.2. Studies in Ethiopia

According to Mengistu (1997), an economic estimaticas conducted on determinants of loan
repayment performance and efficiency of screenimeghanism: the case of Hawasa and Bahir
Dar towns by using binomial probit model. The stusiyployed 352 and 409 sample from
Hawassa and Bahir Dar towns respectively. The stedyaled that for Hawassa, age and weakly
installment period are significantly and positiveglated with full loan repayment. In case of

Bahir Dar loan diversion and availability of ottsmurce of credit have a negative impact on loan
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repayment. In both cities loan size has negativelgted, whereas suitability of repayment

period is significantly and positively related, satx and educational are positively related. ,

Reta (2000, cited in Jemal, 2003) in his studyitfygact of microfinance on living conditions of
fuel wood carriers women in Addis Ababa. Employedbit model and the finding shows
supervision, repayment period suitability and otkeurce of income were positive impact on
loan repayment performance ,while education leveflewnegative impact related to loan

repayment.

Belay (2002), factors influencing loan repaymentrafal women in Eastern Ethiopia: case of
Dire Dawa. His findings shows that land size is iasic asset of farmers, the cultivated land
size owned by sample households’ respondents viierecdntributing factor for reducing the
default rate. In addition to this the non defaulespondents traveled on average less distance
than defaulter. Hence, the distance has signifigart negative impact on loan repayment

performance.

Abreham (2002) employed Tobit model to analyzedérminants of loan repayment status of
private borrowers around Zeway, Ethiopia. Accordimdpis finding ;having other source income
,education ,work experience in related economigviigtbefore loan engaging other than
agricultural were enhancing loan repayment ,whitan diversion ,being male borrower and
giving extended loan repayment period were undengifactors of loan recovery performance
of projects. The study was used to collect datenfi®4 borrowers out of this 102 sample were
selected using stratified sampling method accordnglients loan status ,so as to keep the
population proportion in terms of their repaymeRt53oo0f total population were credit worthy

borrowers and the reaming 67.5% were defaulters.

Jemal (2003) investigated the microfinance repayrperformance of Oromia credit and saving
institution in Kuyu, Ethiopia, he employed probibdel and descriptive statistics. His finding
shows age, income financed by loan, suitabilityoah repayment period and loan supervision
are positively and significantly related to loarpagment performance, while loan size, sex,
number of dependents and loan diversion are sogmfi and negatively related to loan
repayment rate. In addition his finding shows tieatale borrowers were found better in terms

of loan repayment.
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Amare(2005) investigate the determinants of fornsalurce of credit loan repayment
performance of small holder farmers in Northern @mn Ethiopia. The study employed two-
limit Tobit models to analyze seven explanatoryiatdes. The finding of this study revealed
that, livestock are important farm asset that imprtéhe farmers repayment performance. In
addition number experience in agricultural actestiis factors, which is positively related to
dependent variable (loan repayment).Farmers the¢ Iparticipated in agricultural activities

increase their income, but land size is negativeligted with dependent variable.

Meron (2008) on her study loan provision, degreeatliectability and reasons for default: case
of Wise saving and credit cooperatives union fomea in Ethiopia. The study employed both
primary and secondary data. The study revealedttigtevel of education of the borrower
reduces the default rate and also indicates irteresged has a great impact on clients which

makes them to reduce the amount of loan they veatatke.

Fikirte (2011) on her study loan repayment perfarogaof Addis credit and saving institution
(AdCSI) in Addis Ababa, Ethiopia she employed aabjnlogit model used to analyze socio
economic factors that influence loan repayment. Stuely shows out of 11 variables age and
five business types (baltina& petty markeipsk & shop, services providing, weaving &
tailoring and urban agriculture) were importaninfiuencing loan repayment performance of the
borrower.In this study loan provision in group based lendimgerms of the dependency ratio
was negatively and significantly related to beirgdadlter, implies that borrower family in the
group lending might be involved in productive aittes. Furthermore ,sex and business
experience of the respondents were foundoadnsignificant and positively related to loan

repayment rate.

Million et al., (2012) studied on factors affectitman repayment performance of Small holder
farmer in Eastern Harergie, Ethiopia. In order tmlgze the factors that influenced loan
repayment performance, employed a two limit toleigression model and also structural
guestioner was used to collect information from te€pondent in two district (Kombolcha and
Babile ),by using multi stage sampling techniqulee Tesult shows that agro ecological zone, off
farm activities and technical assistance from esiten agents positively influence loan
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repayment performance, while product loss, inforanadit, social festival are negatively related

to loan repayment.

Solomon and Addisu(2013) study on determinants wflr households loan repayment
performance :case of Oromia credit and saving sbangpany (OCSS) and keleta saving and
credit union(KSCUCSs) in Dodota woreda in oromiaegional state. Employed logistic
regression analysis, result shows age, sex, nuofbexen owned, land holding size, and loan
supervision were positively and significantly toyp&ull and timely loan. However house hold

size and level of interest rate are the major faotdhich are increase default rate.

Abebe (2013) study conducted on factors that imib@ée microfinance loan repayment and
evaluating the loan rating mechanism: case of caaredit and saving Share Company (OCSS)
the research employed both primary data colledtealigh structured questionnaire. The result
of descriptive statists and the probit model shediscation, income, loan supervision, suitability
of repayment period, availability of other credusce and livestock are significantly factors that
enhance loan repayment performance, while loanrslive and loan size significantly increase
loan default. In addition female borrowers weretdreperformance in terms of loan repayment

than male.

Finally, other various studies were conducted oe theterminants of loan repayment
performance in different countries. Majority of tls¢udy conducted were focused on loan
repayment related with rural borrowers, but fewdgtindicate loan repayment performance of
urban borrowers. However, the present researctséscan the determinants of loan repayment
performance of both rural and urban microfinanceefieiaries. Furthermore, the study will also
analyze the loan repayment performance of micranie clients, the impact of lending on
borrowers business activities, like commercial @ectenterprise sectdrservice sectors and
agricultural sectors on loan repayment performafc@MFI ,that were not done by the other

researchers before.

* An Enterprise sectorin this study refers to borrowers which are ineahin construction,
metal and wood work and kobil stone road conswocind the like.
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2.3. Operational Definition of Terms Used In the Sidy

Arrears: A loan that has not been paid over a short pesifoime according to the terms and
requirements as agreed upon between lender anolWsrm a loan agreement.

Borrower: A loan beneficiaries who willingly enters into agreement with a lender with the
intention of accessing credit or a loan of money

Default: A loan that has not been paid over a long perm@greed upon between lender and
borrower. There is little hope of ever receivinyp&nt from the borrower.

Defaulter: A borrower who fails to pay any portion of histar loan amount, including fees and
interest, within the agreed upon time frame undeohher loan agreement.

Grace period: A period of time for which a borrower is not repd to pay any portion of his or
her loan.

Group Loan: Loans given to individuals in a group in which alloup members jointly
guarantee each other

Interest rate: A percentage of a loan amount paid in the fornadée established in a loan
agreement for which the borrower pays during hisesrloan period.

Lender: An institution that accepts deposits and lends ewoto the public with or without
interest or other fees.

Loan (or credit): Money that is borrowed and must be paid back wittvithout interest or fees
within the time period and under the terms asejtgpon between borrower and lender.

Loan agreement (credit agreement):An agreement between a willing lender and a wgllin
borrower under which a lender extends credit od$emoney to a borrower under prescribed
terms.

Loan repayment period The duration for which a borrower will make payrtgeuntil his or her
loan is paid in full.

Loan repayment frequency The number of payments a borrower will make uhid or her
loan is paid in full.
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CHAPTER THREE

3. RESEARCH DESIGN AND METHODOLOGY
3.1. Description of the Study Area

The study area is Kaffa Zone, one of the fourteemeg in the region. It is located in South
Western Ethiopia, and share boundaries with Nemist and North East part with Oromia
regional state ,East and south east part with &epecial district , south part with south Omo
Zone ,south east part with Bench majji zone andtSaest part with Shekka zone. The capital
of Kaffa zone is Bonga, which is found at about 4@ far from Addis Ababa, 729 km far from
Hawassa, and 115 Kms far from Jimma University wathrrent total population of about
1,041,123 in which 49.36% are male and 50.64% eweale population, is growing at a rate of
2.9% per annum (CSA, 2007). About 956,480(91.8'péople are living in rural area while only
84,643 (8.13 %) people are living in UrbaMajority of the population live on agrarian
economy.The zone is divided into 10 districts ané town administration, which consists of
325 kebeles out of these 309 rural kebeles andrii&ukebeles. The geographical location of
Kaffa zone is betweerf @5'and 808'north latitude and 880'and 3B46'east longitudes (ZoFED,
2013).

Various financial institutions assist the economativities in Kaffa zone. Some Banks, private
and government owned, working in Ethiopia have bhhas in Bonga, the capital city of Kaffa
zone. Among these, Dashen Bank (DB) is the onlygpei bank, which has a branch in Bonga. In
addition two government owned banks are operatn@anga, such as Commercial bank of
Ethiopia (CBE) and Constriction and business ba@BR). OMFI has branches in all 10
Woredas/district/ and 1 town administrations. Hoere¥MFI is not serves only Woredas centre
but also it has post office in all kebeles of Kaftmne (OMFI, 2013).
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3.2. Research Approach

In this study the researcher used both quantitav qualitative approach. The use of both
methods also ensures that the data was effectintdypreted and analyzed using the statistical
analysis, descriptive figures as well as the namra\ccording to Creswell (2003) three types of
research approach which are familiar to businesssacial science research are quantitative,
gualitative and mixed methods approach. Therefthre,next few paragraphs are present the
three approaches basic nature, merits and demerits.

Quantitative research is based on the measurenfieguiamtity or amount. It is applicable to
phenomena that can be expressed in terms of guéidtthari, 2004). Quantitative research is
a means for testing objective theories by memang the relationship among variables
(Creswell, 2003). According to Jonker and Penni@R1(Q), quantitative research is often
regarded as being purely scientific, justifiabled grecise and based on facts often reflected in
exact figures. This approach often appears wten audience consists of individuals or
readers with a quantitative orientation. This ditative research approach can be further sub-

classified into inferential (survey research), ekpental and simulation approaches to research.

Qualitative research is concerned with qualitaptenomenon, which means that, phenomena
relating to or involving quality or kind (Kothar2004). In Qualitative research approach the
researcher often makes knowledge claims basetagly on the multiple meanings of
individual experiences, socially and historicaltgnstructed meanings, participation in issues,
collaboration or change oriented with an inteftdeveloping a theory or pattern or
advocacy/participatory perspectives (Creswell,30@1). According to Kothari (2004) in this
method the researchers uses mostly the closed eaqaestions. Closed questions have the

advantages of easy handling, simple to answerkaunid relatively inexpensive to analyses.

3.3. Data source and type

A written survey is a questionnaire while an ormafvey is an interview (Desalegn, n.d). This
study was conducted based on both primary and dacpnlata, using a structured questionnaire
with the help of trained enumerators. The primaatadvere collected by face to face interviews
using structured questionnaire. The questionnaokides both closed and open ended questions.
The closed-ended questions used to collect backgranformation about the respondent. It
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covered the personal information, institutionalpyp lending, loan and repayment related
guestions. The open-ended questions dealt withcti@lenges in repayment process and

institution, the perception of clients towards @kIF and microfinance institution as a whole.

The questionnaire was prepared in English language then translated into local languages
Kaffigna and Amharic, the language spoken by théortg of population in study area. In

addition, qualitative data collected through semitured interview and discussions were made
with selected loan officers and branch managersral@/ant documents were reviewed. The
guestionnaire was pre-tested before conductingeguinr the whole sample. Secondary sources

include published and unpublished materials abacatafinance institution activities.

Survey questionnaire have been revised and addmedvarious related studies. Jemal,2003;
Asmelash, 2003; Fikirite, 2011 and Abraham, 2018) athers. The questionnaire has mainly
two sections ,were divided in to six main partechsas socio demographic profile of borrowers,
loan and loan related questionnaires, group lenddfeged questions, business related questions,
institutional related questions, and other loaatesl internal and external factors

3.4. Study Population

A population can be defined as all people items (unit of analysis) with the

characteristics that the researchers wishsttaly. The analysis may be a person, group,
country ,organization, object, or any other itgntthat the researchers wish to draw
scientific suggestions (Bhattacherjee,2012). T@spondents were borrowers and loan officers

of Omo microfinance institution in Kaffa zone.

The number of borrower’s data was collected floonrower profile of the institution. The
study populations were defaulter and non defaulteing the data collection period. Currently
the institution has 2860 clients. The researched wstotal number of 7 officers (out of these 2

mangers and 5 loan officers) were interviewed udgperiod.
3.5. Sampling Method and Sample Size Determination

The research was employed through stratified rangampling in selecting the representatives

following the method of proportional allocatiounder which the sizes of the samples
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from different strata are relatively kept propontib to the sizes of the strata. The sample for this
study consisted of defaulter and non defaul@¥iF loan beneficiary in responding the
guestionnaires . Out of total population 2860 (8é#aulter and 2016 non defaulter borrowers)
were included in this study (OMFI, 2013). To deyetbe sampling size, list of borrowers were
acquired from Omo microfinance borrowers profikt IRepresentative sample are selected from
the total borrowers by using stratified samplincht@que dividing the borrowers (population) in
to two strata, in terms of loan payment status wWlefes and non defaulters. From total 1410
urban borrowers and 1450 rural borrowers were sslg©MFI, 2013).

Cochran’s (1977) sample size determination fornuda adopted for this study. The numbers of
borrowers were rural 1450 and urban 1410, totallg study size comprised d%,860
beneficiaries, using the following scientific forfau

[-To determine the sample size in estimating the noeahe proportion of

finite population).

Where z= value for selected alpha level of 0.02®ach tail (for 95% degree of confidence)
=1.96
(p)(q) = estimate of variance = 0.25

D = acceptable margin of error for proportion begstimated 5%= 0.05

(1.56)%0.5+0.5
= [L58)7 0805 _3g
o 0.05%

4

Therefore since the initial sample size is gredt&an 5% of the total population (5%
*2860=143), Cochran’s (1977) correction formulalwg used to calculate the final sample size.

These calculations are as follows:

n 354

N=—="— - 1 =339, is the total sample size of survey.
1+-° -

The researcher believed that 339 sample size wsexl as representative of the population
because of borrowers under similar stratiftcathave homogenous characteristics and have

common environment in which they exposed for sinpleblems. These samples were selected
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from each Stratum using relatively proportionatection in relation to the percentage of total

population.

From the above two stratum (defaulters and nonultefs borrowers), proportionate sample size
was taken. The reason for using proportionate samyds to give equal chance for all
respondents. To determine sample size from eaatustr the sample size determination formula

was:-

N,
N

)n

n, = (

S
Where: n, = sample size from each stratum
N, = Total population in each stratum
N, =Total population of the sum of strata for studydrjl

n= Total sample size from the study population (Ilsrd892 and Cochran, 1977). Based on this
formula sample size from each stratum was providbte below.

Table 3.1 Proportionate sample size fromach stratum

Loan repayment | Number of | Proportionate sample size from
status Borrowers stratum np=(N, +Np ) n
Defaulters 844 (844/2860)*339=100
Non defaulters 2016 (2016/2860)*339=239
Total 2860 339

Source: survey result, 2014

The strata were grouped in four sectors (Agricaltigectors, commercial sectors, enterprise
sectors and service sectors) according to purpoisermwing. The survey mainly considers two
service delivery posts namely; Bonga town admiaigin for urban respondent and, Addiyo

Woreda for rural respondent were selected in terintiseir large number of clients.
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3.6. Data Analysis and Estimation Techniques

Data analysis has been done after all the reledatat have been gathered from the respondents.
Quantitative data was edited, coded and entered @ntomputer and processed using SPSS
Version 20.0 statistical software. Errors relatedniconsistency of data checked and corrected
during data cleaning. The empirical analysis of shely was conducted using both descriptive

statistics and econometric regression model. Datsegi statistics discussion is made by using

measures like percentages, tables and maps wedomparing borrowers not paid

credit/defaulters/ and paid credit/ non defaultervarious explanatory variables.

The econometric regression model is applied folyaimey the data based on binary logistic
model, which deal with loan repayment performangetatal of 12 explanatory variables
included in this study. Loan repayment status @ependent variable, while different socio-
economic, business related and lender relatedriactmsidered as independent variables. In this
case the value of this dependent variable is Olamhe stands for borrowers paid credit timely
and 0 otherwise. Therefore, loan repayment isétkas dichotomous dependent variable.

Chi-square test were used for comparing defaulter @on -defaulter borrowers in various
explanatory variables. The chi-square test is tsedketermine whether frequency distributions
differ significantly. When using? we first prepare a cross-tabulation of the vagablThe chi-

square test can then be applied to the cross-tatiuka determine whether there is a significant

difference between distributions (Fisher and Fo2€02).

The joint effects of all explanatory variables prdether on the odds is (Holmes and Hossain,
2008)

odds = p = et BiXatBaX +B X, 1
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Taking the logarithms of both sides

P
LOg—— = LOge AN AXereonnaBeXe | eeeeeesssees e :
95 =Log

Y = LogitP =a + ﬂlsx+ /32AG .t ,83EDL + /?4.FSZ + /?5MOL + /36LSZ S+ /37DIS + ,88.RSD
L+ ﬂngLreIse + ,810 OSINC  + ,811 SIP + ,812 FerqCol + &,

Y=1, isthe probability that a borrowers will paybackldan
a =is the intercept coefficients amds the error term
B1...12 are the coefficients of each of the independenalkes

If the error termg) is taken in to account, the logit model becomes:
K
Y Za+ ) BX{HE i 4
i=1

The unknown parameters 8 are estimated by likelihood function (equation 5)
The determinants of the loan repayment problem medee analyzed using logistic regression
(Gujarati, 2003)

3.7. Assumptions of Logistic Regression

According to Hosmer and Lemshow(1989) In Logisegration deferent assumptions were

should consider for the efficient use of &g regression the following points:-

o Logistic regression assumes meaningful coding efwuariables. Logistic coefficients
were difficult to interpret if not coded meanindful The convention for binomial
logistic regression is to code the dependent désderest as 1 and the other class as 0.

o The groups must be mutually exclusive and exhagisvwcase can only be in one group
and every case must be a member of one of the giroup

0 Larger samples are needed than for linear regressezause maximum likelihood
coefficients are large sample estimates.

o The logit regression equation should have a limelationship with the logit form of the

dependent variable.
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o0 The dependent variable must be categorical.
0 Logistic regression does not assume a linear oglshiip between the dependent and
independent variables.

0 Absence of multi co-linearity

3.8. Definition of Variables and Its Expected Sign

3.8.1. Dependent Variable

Dependent variable is the estimated resd@iltthe independent variable being operated
and whose value depends on the value of indepermtestplanatory variables. It measure to

demonstrate the effect of the independent varidhléhis study the dependent variable is loan
repayment (LR) for the nthorrowers (IR, =1, borrowers repaying loan on time ddg, =0,

borrowers not repay loan on time). The borroweat thd not repay the amount of money they
borrowed as per credit schedules are consideretbfaslters (denoted by is zero). Likewise,

borrowers that repaid the amount they borrowedgpedit schedules are considered as non-

defaulters denoted by one.
3.8.2. Independent Variables

The independent variable is normally the alae indicative of the value being
manipulated or changed and used to explaén dependent variable. For the purpose of this
study the researcher has included 12 independeiables assuming that it is best to explain the

determinants of loan repayment performance of Oltifdwers.
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. Sex(SX):many researchers argue that female were betgerg than male borrowers, taking
into consideration their being more entrepreiduhat results from assuming more
responsibilities in the internal affairs of a hehkeld . But some researchers have found the
opposite result. So nothing can be said about itye &f this variable. In this study sex has
hypothesized as positive sign.

. Age (AG): In this study age was hypothesized a posifimpact on repayment performance.
Usually at certain level of age limit borrowers getre stability and experience but beyond a
certain age limit this variable has negative relaghip. This shows as people get older, their
ability to effectively use loan and generate incodezlines, the variable could also have a
negative impact. Hence, may have a non linearioalsttip with loan repayment.

Education Level (EDL): This variable is expected to have a positive ichgan repayment
performance in general. Considering normal circamsts, a more educated borrower is
expected to use the loan effectively as comparedéss educated one.

. Method of Lending (MOL): In group lending there might be more group pressor defaulters
than individual lending. In addition, there wasaial norm that governs the group members
(Che, 2002). The group members may feel respoitgilidr the other group member loan.
Therefore, they may put social sanction on the uefes within the group and enforce them to
repay loan. Therefore, group lending has a positEact on loan repayment.

. Suitability of Installment Period (SIP): If borrowers find the repayment period appropriate,
they can utilize the loan proceeds effectivelytfoe intended purpose than those who regard the
period of repayment unsuitable. So we expect @ipesign for this variable

. Distance of Borrower from Institution (DIS): average distance (in kilometers) between
borrowers and the lender institution. Non defaule=pondents traveled on average less distance
than defaulter (Belay, 2002). The variable has etgquenegative sigrin this study consider as
distance is less than 5km it is nearest othervas&dm the institutions.

. Family Size (FSZ) Define as the total number of household in theiffigaand elsewhere that
depend on the borrower for their livelihood. Whemer of household increases, the borrower
will need more money to fulfill their requiremenis addition to the obligation of loan
repayment. As a result, he/she may divert the toameet the needs of the dependents. Hence

we expect this variable to have a negative impadban repayment.
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8. Residence of Borrowers (RSD)This variable is a dummy capturing the fact that blorrower
lives in rural or urban areas. Borrowers in rurales are predominantly farmers. Loans extended
for agricultural purposes are expected to face Iprolof default because of risk and uncertainty
attached to agricultur@emal, 2003). In addition, rural areas are limigdifficulty of access,
poor quality of infrastructures and limited locakrkets. Hence this variable is expected a
negative sign.

9. Other Source Of finance(OSFNC):Some borrowers may have other sources ahbe
before joining loan program ,like from agricultufeom trade, from employment in government
or private organizations of the borrower ame.liSuch sources of finance are expected to
have positive contribution towards loan repaytmeerformance(Jemal,2003). However the
availability of such sources creates negligencetlan part of borrowers in fulfilling their
obligation of repayment possibly considerifge tnext loan unnecessary, it may damage
repayment performance. The researcher hypothegieedhriable has positive sign.

10.Loan Size (LSZ):If amount of loan released is enough for the psggantended, it will have a
positive impact on the borrower’s capacity to repa@n the other hand the amount of loan
exceeds what the borrower needs and can hanaVdl ie more of a burden than help, thereby
undermining repayment performance. Also positiveepative sign may be expected.

11.Timeliness of loan release(TmLrelse)f loan is not disbursed in time, it is likely that
it will be diverted to non-intended purposedohnson and Rogaly (1997) noted that
timeliness of loan disbursement is importariten loans are used for seasonal activities.
They argued that complicated appraisal and apprgwalcedures, which might delay
disbursement, influence a program of seasonal |td@atsuse to buy inputs. Further they noted
that this could in turn worsen the prospects ofayapent by diverting loan to non-intended
purpose. Hence a positive sign is expected.

12.Frequency of collection (FreqColn) One of the factors from the lender side is higtgfiency
of collections. According to Vogelgesang (2003)&klg collection of repayment installments
by bank personnel is one of the key features ofa¥finance that is believed to reduce default
risk in the absence of collateral and mékeding to the poor viable. Positively related

loan repayment and reduce the probability of loatawlt.
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4. FINDING AND DISCUSSION

CHAER FOUR

4.1. Descriptive statistics Analysis

Table 4. 1 Demographic profile of Respondents

Urban Rural Total sample
Variables D ND Freq.(A) D ND Freq.(B) % C=A+B
<[ Femalc | 16(5.6% | 48(16.8% | 64(22.5%) | 17(6% | 7(2.4% | 24(8.4%) | 30.9%
B [ Male 21(7.4% | 60(21% | 81(28.4%) | 34(11.9% | 82(28.8% | 116(40.7%) | 69.1%
18-29 24(8.4% 19(6.7% 43(15.1%) | 33(11.6% | 5(1.8% 38(13%) 28.1%
30-39 9(3.2% 51(17.9% | 60(21.1% | 14(4.9% | 53(18.6% | 67(23.5%) | 44.6%
o| 4049 4(1.4% 21(7.4% | 25(8.8%) |1(0.4% |23(8.1% | 24(8.4%) | 17.2%
255 0 17(6% 17(6%) 3(1.1% | 8(2.8% | 11(3.9%) | 9.9%
can't 17(6%) 20(7%) 37(13%) 21(7.4% | 31(10.9% | 52(18.2%) 31.2%
| Grade - [17(6%) 13(4.6%, | 30(10.5%) | 18(6.3% | 19(6.7%, | 37(13%) 23.5%
S| Grade +[2(0.7%, 44(15.4% | 46(16.1%) | 7(2.4% | 13(4.6%, | 20(7%) 23.1%
& Certifical | 0 19(6.7% | 19(6.7%) | 5(1.7%, | 25(8.8%, | 30(10.5%) | 17.2%
u%J >diplome | 1(0.4%, | 12(4.2% | 13(4.6) 0 1(0.4% | 1(0.4%) 5%
| Marriec | 7(2.5%), 69(24% | 76(26.7%) | 6(2%) 72(25.3% | 78(27.4%) | 54.1%
Sl Single | 15(5.3%, | 15(5.3%, | 30(10.5%) | 21(10.5% | 4(1.4% | 25(8.8%) | 19.3%
£ Divorcec | 9(3.2% 15(5.3% | 24(8.4%) | 16(5.6%, | 8(2.8%, | 24(8.4%) | 16.8%
= [Widowec 6(2%) 9(3.2% | 15(5.3%) |8(2.8% |5(1.7%, | 13(4.6%) | 9.9%
ol 02 5(1.8% 24(8.4%, | 29(10.2%) | 4(14%) | 14(5%) | 18(6.3%) | 16.5%
#3235 24(8.4% | 78(27.4% | 102(36%) | 11(3.9% | 48(16.8% | 59(20.7%) | 56.7%
% 6- 9] 8(2.8% 6(2.1%) 14(5%) 27(9.5% | 22(7.7%. | 49(17.2%) | 22.2%
E>9 0 0 0 9(3.2% | 5(1.8 %| | 14(5%) 5%
5 No 8(2.8%, | 53(18.6%) | 61(21.4%) | 6(2.1% | 42(14.7% | 48(16.8%) | 38.2%
g One 6(2.1% 27(9.5% 33(11.6%) | 8(2.8% 23(8.1% | 31(10.9%) 22.5%
g § Two 7(2.5% 4(1.4% 11(3.9%) 14(5%) 8(2.8% 22(7.7%) 11.6%
g :J-J_Three 14(5%) 24(8.4% 38(13.3%) | 18(6.3%, | 13(4.6%. | 31(10.9%) 24.2%
Z 0| >three 2(0.7%) 0 2(0.7%) 5(1.7% 3(1.1% 8(2.8%) 3.5%
OSFNC | No 23(8.1% 5(1.7% 28(9.8%) 32(11.2% | 10(3.5%, | 42(14.7%) 24.5%
Yes 14(5%) 105(36.1% | 117(41.1%) | 19(6.7%, | 79(27.8% | 98(34.4%) 75.5%

Note: “D” stands for defaulter where as “ND” stands fonrdefaulters

Source: Survey result, 2014
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4.1.1. Socio-Economic Characteristics of Respondent

The demographic, socio-economic and institutiorredracteristics of the respondents such as
sex, age, level of education, marital status, faside, number of HH dependent, number of HH
revenue generation, residence of borrower, methoteraling, farm land size, number of
livestock owned, saving behavior of the respondeartd other variables related to loan

repayment (defaulters and non defaulters) wereyaedlusing descriptive statistics.

In this study, 339 borrowers were interviewed freatected five kebeles (2 rural and 3 urban) of
kaffa zone. According to survey result ,the totaimber of borrowers in the sample 167
(49.26%) are from the urban borrowers and (bIR74%) are from the rural borrowers of
OMFI. From the total respondents 239 (70.50%) ae aefaulter while 100(29.5%) defaulters
(Table 3.1). Beside this, from the total respondemrtly 88(30.9%) of the total sample are
female, the rest 197(69.1%) are male. However, fitterselected sample respondent in the study
the response rate was 285(84.07%) which means uda86.83%) and rural 140(81.4%) of

respondent.

On the basis of sex distribution, 30.9% of the oeslents were female and the rest 69.1% were
males in both defaulters and non-defaulters graigbleé 4.1). Regarding the loan repayment

status of the clients, about 5.6% female resposdamd 7.4 % male respondents in urban were
defaulters, while 6% of female and 11.6% male bwers was defaulters in rural area. From this

result one can infer that in urban female haveebedpayment performance than male, while in

rural male borrowers are better than female. Tasilt indicated some women borrowers in

rural areas engaged low return activities and laicknowledge about loan repayment (Table

4.1).

The survey results show that the majority of batban and rural borrowers are in productive age
group. From (Table 4.1)59 % of the urban and 65f%he rural borrowers are in the age
group 30-49 while 45 % of the total borrowdis in the same age group 30 up to 39 age

for the whole sample. Most of the borrowers arengsters.
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In terms of educational level (table 4.1), about23d of the respondent have never attended
school, 23.5% of them have grade /1-8/, 23.1péra#anded grade /9-12/ ,17.2percent have

certificate holder and only 5% of the respondentameted college diploma and above .

In the Table4.1 the percentage of married respdadeare high in non defaulters group than

defaulters group. Non-defaulters were more likelp& married.

The family size of the respondent has been categgbiin four ranges; /0 up to 2/, /3 up to5/, /6
up to 9/ and greater than 9 family members. Ab@&ut percent of respondents have /3-5 family
members, 22.2% have 6-9 family members, 16.5% @&&damily members and only 5% of the
respondents have greater than 9 family memberslgTald). With regard to number of
dependent HH family, having three and more thaeedltependent family percentage were high
in defaulters group than non defaulters group. ldbakls with higher dependent family were

more likely to be defaulters (Table 4.1).

In terms of source of finance before loan amoueksased Table 4.1 shows that 215(75.5%) of
the borrowers in the sample reported sourcenainte before getting loan. On the other hand,
70(24.5%) i.e., 28(9.8%) of the urban borrowers 42q14.7%) of the rural borrowers declared
that there are no other source of finance befoténgdoan from OMF .This result implies that
out of total defaulter in Table 4.1 respondentural and urban which are 55(62.5%) from total
defaulters are no other source of finance befoteéngeloan. As result of this other source of

finance have positive relation with loan repayment.
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4.1.2. Loan repayment performance

Figure 4.1 Loan repayment and Residences of borrowe

W Defaulter Enon Defaulter

74%

M Defaulter non Defaulter

Rural Borrowers Urban Borrowers

Source survey result, 2014

In this finding the borrower performance is meadureterms of the repayment performance of
borrower status. Regarding residence of borrow&% urban non defaulters borrowers which
is higher than the corresponding figure (26%)the defaulters. Moreover, 64 percent and 36
percent of the respondents in rural area were mbautters and defaulters respectively (figure
4.1). This implies that being rural borrowers isgaievely related to loan repayment

performance as expected, although the difteyen rural and urban defaulters were

statistically significant( at p valuedz).
4.1.3. Individual and Group Lending

Table 4.2.Method of lending, RSD and LR Cross tatioth

Method of lending | LR Residences of borrow %Total | X*-value
Rural Urban Tota
Group borrowers Defaulter 34(19.1% 13(7.3%) 47 5%.| 3.973*
non defaulter | 80(44.9%) | 51(28.7%) 13 46%)| p_ oue
Individual borrowers| Defaulte 17(15.9% | 24(22.4% 41 14.4%
non defaulte | 9(8.4% 57(53.3% 66 23.1%

**significant at 5%, Sources: Survey results, 2014
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As the test statistics shows (Table 4.2) methothasfowing is a significant at 5% level .The

result show that for group and individual borrowérsre was different result in the defaulter and
non-defaulter. On the basis of method of borrow®f6 group borrowers were non defaulters
and 16.5% were defaulters, while individual lend281% were non defaulters and 14.4% were
defaulters (Table 4.2). Regarding the loan repaymtatus of the clients, about 19.1% group
respondents and 15.9% of individual respondentsirial were defaulters, while 7.3% of group

respondents and 22.4% individual respondents wefiautlers in urban area. From this result in
terms of loan repayment status group borrowerdetter than individual borrowers. This result

indicated to ensure repayment, peer pressure andli@bility works very well especially in

rural area. (Table 4.2)

4.1.4. Loan related variables

Table 4.3 some determinant variables of loan repayemt

Variables RSC Timely loan repayme | Totel | %tota | X*value
Defaulte non
Defaulter
Rura  INg 45(15.8%)  |14(4.9%) |59 20.79 (P_Z(?gg(;
loan size for intended purpos Yes 6(2.1%) 75(26.3%) [81 28.49
Urbar  |No 19(6.7%)  |15(5.3%) |34 129
Yes 18(6.3%)  |93(32.6%) |111 399
Rura  |No 27(9.5%) 0 27 9.59 12.66
Yes 24(8.4%)  |Bo3L.2%) [113 | 39.697<0.021
Ves 25(8.8%  |10€(37.2% [131 469
Rura  INo 48(16.8%)  [31(10.9%) |79 27.1% 33.35"
51(P<0.000)
Timeliness of loan release Yes 3(1.1%) 58(20.3%) |61 21.4
Urbar  |No 13(4.6%)  |16(5.6%) |29 10.29
Yes 24(8.4%) 02(32.3%) [116 40.79
Rura  No 46(16%) 27(9.5%) |73 25.69 39.52]
. Yes  [5(1.7%)  [62(21.7%) |67 23.59{(P<0.000)
Frequency of loan collection
Urbar  |No 18(6.3%) 37(13%) |55 19.39
Yes 19(6.7% 71(24.9% |9C 31.69
suitability of loan installme(Rura No 47(16.5%)  [44(15.4%) |91 329 42.927
period Yes  |4(14%)  |45(15.8%) |49 17.204(P<0.000)
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Urbar  |No 23(8.1%) 25(8.8%) [48 16.89

Yes 14(4.9%)  183(29.1%) |97 349
Amount of interest ra Rura  [High 35(12.3%) |31(10.9%) |66 23.29 31.1641
Medium |16(5.6%)  |49(17.2%) |65 22.89/(P<0.000)

Low 0 9(3.2%) |9 3.29

Urbar  [High 19(6.7%) 23(8.1%) [42 14.79

Medium [16(5.6%)  [73(25.6%) |89 31.29

Low 2(0.7%) 12(4.2%) [14 4.99
Saving before getting loan  |Rura  |No 26(9.1%) 1(0.4%) |27 9.59 16.067
OMF Yes  |25(8.8%)  |88(30.8%) |113 | 39.6%(P<0-000)

Urbar  |No 21(7.4%)  |4(1.4%) |25 8.89

Yes 16(5.6%) 104(36.5%)120 42.19

NB :***=p<0.05,**=p<0.01 ,*=p<0.000 , Source: surey result, 2014
As indicated in Table 4.3 above chi-square testwshthat the association between loan

repayment(dependent variable) and some variablesn (kize, timeliness of loan release,

frequency of collection, suitability of installmeperiod, lending rate and saving before loan

have become very strongly significant at p valu®.600,while loan diversion, is significant at p

value of 0.021). Some of the variables are asviale

Loan Size

As the test statistics in the above shows abovabl€T4.3), in terms of sufficiency of the loan

amounts released, shows that 192(67.4%) of ruchudman borrowers in the sample reported

that loans they received to be sufficient the purpose they intended. On the other hand,
93 (32.6%) i.e., 59 (20.7%) of the rural borrowarsd 34 (11.9%) of the urban borrowers

declared that the loan amount they took was ndicgerit. This has some implication for loan

diversion.

Loan Diversion

The loan diversion statuses of both the rural abamu borrowers are summarized in (Table 4.3).

Accordingly, about 27 (9.5%) of rural defaulterssed fully or partly of the

loan for non-

intended purposes, while 14(4.9%) of the urbanudefies used the loan patrtially or fully for non

intended purposes, such as for consumption achpse of household assets, for medical
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expense, for celebrating family festive and otparpose. Hence, these figures imply that

higher percentage of loan diversion is reportetthérural area than the in urban area.

The assumption of microfinance involvement is thia¢ provision of financial services,
especially loan, is aimed at increasing the welfane economic situation of its clients by
availing adequate finance to engage them in plétactivities. On the other hand, if the loan is
used for non-productive activities, such as congion@and purchase of non-productive assets,

microfinance intervention will not bring the inteedigoal, which is poverty reduction.

Therefore, since significant number of rural boressvused their loan for non-intended purposes,
this situation may leads borrowers not to pay tleeadit. Hence loan diversions have negative
impact on loan repayment performance of OMF borresw&his shows that loan diversion is
negatively related to loan repayment performant@de chi -square test shows that there is a
significant difference between the rural and urlemrowers in terms of loan diversion at
(P<0.0.021).

Timeliness of Loan Release

In Table 4.3 above, this study has consideredudgitof borrowers towards timeliness of loan
release issuance as important variables affecbag repayment performance. The impact is
higher in seasonal loans especially agriculturabur study time out of interviewed loan officers
60% agreed that the timeless of loan release isobrfactors for default. According to the

institution regulation, borrowers should get reqedsamount of money within a month .In this

study above a month is considered as delay ofrielease timely.
Frequency of Loan Collection

Table 4.3 shows that 157(55.1%) of rural and urtb@nborrowers in the sample reported the
loan collection mode are suitable. On the otherdha28(44.9%) i.e., 73 (25.6%) of the rural
borrowers and 55 (19.3%) of the urban borrowersaded that the loan amount they took loan
collection mode are not suitable. The results alsmwved that the frequency of collection mode

coefficient was positive.
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Suitability of Installment Period

In Table 4.3 above regarding the opinion of resieoits on the suitability of loan installment
period, 83(29.1%)of the respondents in urban an8%5n rural who consider it as suitable are
non defaulters, which is greater than the spweding figure for the defaulters borrower
14(4.9%) in urban and 4(1.4%) in rural. This is smlication that the variable under

consideration is positively related with repaymeatformance.
Amount of Interest Rate

Another source of risk for MFIs is represented &yding interest rate risk next to default risk
(Fikirite, 2011). The sample respondents perception lending interest rate 22.8 rural and
31.2% urban medium interest rate, 108(37.9%) higtterest rate and only 23(8.1%) argue that
interest rate is low (Table 4.3).As microfinanostitution, OMFI interest rate is low but the

clients still demand low interest rate.
Saving Before Getting Loan

Table 4.3 reveals that, saving before getting foam OMF refers to saving culture of borrowers
for future use. According to the survey result 8de8cent of borrowers have responded that they
have saving in OMF before getting loan, out of thigl.2 percent non- defaulters and only
17.6percent were defaulters ,while 18.2 percerth@frespondent were no saving before getting
loan ,off this respondent 1.7 percent were norautdrs and the reset 16.5 percent were

defaulters.
For this reason there was significant differencevben the non defaulters and defaulters. The

chi-square test (X shows the association between loan repayment aridgsbefore loan has

become very strongly significant (at p value of0@p

39



4.1.5. Borrowers Reasons for Defaulting

Table4.4Borrowers responses on main reasons for default

Reasons For Default Defaulters
Number %age
Diverting borrowed capital to other 37 42
Loan activity was not profitable 16 18.2
Personal problem (like sick) 12 13.6
Lack of demand for production 9 10.2
Disaster 13 14.8
Family celebration (wedding, birth, etc 1 1.2
Total 88 100

Source:Owen survey, 2014

In (Table 4.4) attempt was made to know the reasndefaulting. The response from the
borrowers indicated that the main reasons for apaying were; diverting borrowed capital to
other (42%) , loan activity was not profitable(1%.)2 Personal problem, like sickness (13.6%),
lack of demand for production(10.2%), disaster(%).8and 1.2% family celebration (wedding,
birth, etc)
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4.1.6 Respondents’ Purpose of Borrowing and Relatekctivities

Table 4.5 Respondents by LR and the purpose bangpwi

O Sector | Types of business Defaulters | Non Total Total sample
Dls (purpose of loan) (D) Defaulters| (D+ND) | NO- Yoage
Animal fattening(sheep and goatph(29%) 12(71%) 17(90%)] 19 5.€%
<—(' bees keeping and honey filtratiqrs(23%) 20(76.9%) 26(84%) | 31 9
o
E fertilizer and basic seed purchagd0(43.5%) | 13(56.5%) 23(92%) | 25 7.4
S | milk and milk product 12(50%) | 12(50%%| 24(69%) 35 | 10.3
© %E) §. Vegetable and fruit 3(17%) 14(82% 17(77%)| 22 6.5
D:j» g‘D: 2 | farm oxen purchase 15(45.5) 18(54.5%) 33(83%) | 40 11.8
Ballitina 7(53.8) 6(46.1%) | 13(81%) 16 4.7
B Street or road trade (Gulliti 2((20%) 8(80%) 10(919%11 3.2
< shop and container 5(19.2) 21(80.80 26(87%) 30 | 8.8
E selling serials 0(0%) 8(100% 8(89%) 9 2.7
L
§ S backing ingera and selling 2(12.5) 14(87.5pA%6(80%) | 20 6
8 8 Garment and textile, and weavin@(17.6%) | 17(85% 20(95%) 21 6.2
x Constriction 4(50%) 4(50% 8(80%) 10 2.9
UEJ 8 woodwork and metal work 6(31.6%) |13(68.4% | 19(86%)| 22 6.5
w o
Barber and beauty salon 3(27.3% 9(81.8%) 11(100% 11}3.2
E)J computer maintenance andcopy 2(66.7%) 1(33.3p0) 9%BJ75| 4 1.2
A § Tea and coffee 3(42.9%)| 4(57.1%) 7(88% 8 |24
o]
S ("},J o | local food preparation 0(0%) 3(100% 3(60% 5 15
Total 88 197 285(84% | 33¢

**Significant at 5% level:
Source: survey result, 2014

As shown above (table 4.5,) borrowers of OMFI angaged in various business activities.

Those activates are divided in to 4 sectors, aljual, commercial ,Enterprise and service

sectors which accounts 49.1%, 33%, 9.5% and8.4#% the total respondent respectively. Type

of business the borrowers engaged have no signifieHiect on loan repayment. The result

shows that With respect to the purpose for whicdmlevas taken, majority of borrowers are

engaged in agricultural sectors next to trade secto (Table 4.5) large numbers of borrowers

involving in rural were ; farm oxen purchase (11)8%ilk and milk product (10.23%), bees
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keeping and honey filtration (9%) and fertilizerdabasic seed purchase 7.4% ,while in urban
areas borrowers are involving shops and contai®@&4), woodwork and metal work(6.5%),
Garment and textile, and weaving (6.2%), backipgranand selling (6%) and Ballitina (4.7%).

To observe that all purpose of borrowing has sorsso@ation with loan repayment
performance, (Table 4.5) is constructed from thwesudata. Accordingly, 100% of those who
borrowed for the purpose of selling cereals andlléood preparations were non-defaulters. In
the rest of business activities more than 60% eflibrrowers have repaid their loans except
those who used the loan for purchasing fertilized basic seeds, milk and milk product, farm
oxen purchase, Ballitina and Constriction. Thigg¢ates that purpose of borrowing may not have
a significant implication on the loan repaymentfpenance of borrowers. Actually, loan
financed to agricultural output purchase (purchadertilizer and basic seeds), this could be an

issue for further study in future research.
Size of land holding in hectors

Table 4.6. Size of farm land in hector and loan yapent of borrower Cross tabulation

LR status <0.6 0.6-1 1.1hr-2 | 3-6 >6

hectors | hectors | hectors | hectors | hectors

Defaulters 14 21 6 1 1
Non 7 9 12 32 26

Significant at 5% level

Source: survey result, 2014

It was one of economic factors, which pesiy affected loan recovery of borrows
(significant at 5% probability level). Each additad hectare of land holding increases the
probability of being non-defaulter decreases (T4léle Therefore, having larger size of land
enhances a borrower’s capacity to repay his/her tomely. This is consistent with the study
result of (,(Belay,2002 and Jemal,2003). Land saffected loan repayment performance
positively and significantly. This is due to thact that those borrowers with larger land size

earn more income from agricultural activities, whia turn helps them in loan repayment. The

42



9 9 9 9 9

chi-square test(X shows the association between loan repaymentaandlénd size has become

very strongly significant at( p value of 0.000).
4.1.7. Internal and External Challenges of Instution

Figure 4.2 Institutional Factors by respondent

18
16
14
154
12
10
8
2 M Rural borrowers
2 = Urban borrowers
0
shortage of lack of un Shortage of  weak
loanable knowledge availabilty repayment following
funds of loan of grace period  up to utilize
officers period loan

Figure 4.2 reveals, the selected respondents fahtmany problems that hinder the loan
repayment process on lender side. The most frelydested problems are the following:-
shortage of loan able fund (Rural and urban 12.6801%.4% respectively),

lack of knowledge of loan officers (Rural andamb4.9% and 2.8% respectively),

Un availability of grace period(Rural and urbanGPh.and 11.2% respectively)

Shortage of repayment period(Rural and urban 1588613% respectively)

Weak in following up to utilize loan (Rural andoan 8.1% and 8.4% respectively),

The above listed problems are some of challengasrédduce the performance of institution in

general.
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The explanation from in interview to strengthens the above response as follow:

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
\

==

__________________________________________________________________

According toBranch manger currently OMFI has facing internal and externabptems. Some i
of internal problems are:- shortage of supervisiand monitoring ,Poor documentation,i
insufficient working area ,shortage of loan ablads for further expansion and high turnove:r
of employees’ to other organizations. In additiom this some external problems Iikei
government collateral for job creating opportunitgterference of third party in the decision of

loan approval and borrowers un willingness to repay I

__________________________________________________________________

|
According toSub Branch mangers the most typical challenges faced by any microfoea i
institution are;- activities in the institution aone manually or without available compute:'r
access, no enough employees in the institution lypnanloan department, borrowers thinlqI
the loan as government gift and giving false dedtfon for borrowers in kebelesi

level(without considering the ability to pay) !

e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e

e e e e e e e e e e

Loan officer say that <<In my opinion one of the factors whaffect loan repayment performanc\t‘—;
is lack of motivation of workers. | am working gt office more than three years in my stay timia;
there is no salary improvement as well as scholarshance. Even if this institution do not appljl(
BSC, so our future is not good. So we are not ‘elrs to collect and provide service according t'p
standards, no measurement at all. In addition tig tho training is given by the institutions anc'j
work load on employee. During my supervision tiroenes borrowers believe loan as gift of
I

government, have no plan to repay and they ask\atrout lending interest rate>>. !

_____________________________________________________________________

44



4.2. Econometric Analysis and Results

Loan repayment is dependent variable which is Isegiy adding independent variables in to
categorical variable list in SPSS version 20.0 eoded on the date set for 0 and 1 for dummy
variables. The study insure that independent viriebcategorical variables is declared in this
analysis. In addition for continuous variables teeearcher considers the first choose as first

reference and the last choose in last reference

4.2.1. The Goodness-of-Fit Model

The binary logit model results revealed that mifirance loan repayment performance was
determined by the interaction of different demogiapsocio-economic factors, borrowers
related factors and lender related factors.

Table 4.7 Omnibus Tests of Model Coefficients

Chi-square|df Sig.

Step [276.805 |19 .000

Step 1 [Block [276.805 |19 .000
Model [276.805 |19 .000

From above Table 4.7 to test the measure of goadoieBt in logistic regression analysis, the
chi-square was computed and showed that the moaelsignificant at 1% significance level.
Consequently, the null hypothesis stating the deaefits of independent variables to be equal to
zero was rejected and the alternative hypothesm®izero slope was accepted. The value given
in the Sig. column is the probability of obtainitige chi-square statistic given that the null
hypothesis is true. In other words, this is thebgbility of obtaining this chi-square statistic
(276.805) if there is in fact no effect of the ipdadent variables, taken together, on the
dependent variable. This is, of course, the pejalvhich is compared to a critical value,
perhaps .05 or .01 to determine if the overall nhaglstatistically significant. In this case, the

model is statistically significant because the ptgas less than 5 %( Table 4.7)
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Table 4.8 classification table (A&B)

Alassification Tablé*

Predicted
Observed Timely loan repayment Percentage
Correct
0.00 1.00
Step | Defaulter 0.00 88 0 .0
0 non Defaulter 1.00 197 0 100.0
Overall Percentage 69.1
a. Constant is included in the model
b. The cut value is .500
B) Gkification Table?
Predicted
Observed Timely loan repayment|Percentage
0.00 1.00 Correct
Defaulter 0.00 82 6 93.2
Step 1 |non Defaulter 1.00 6 191 97.0
Overall Percentage 05.8

a. The cut value is .500

The other measure of goodness-of-fit in the logigigression model was checked by observing
the value in the prediction table to verify whetlttee model correctly predicted it or not. The fit
is said to be good if the overall correct predictiate exceeds 50% (Shewhart and Wilks, 2013).
Classification table is a simple tool which indesithow good the model is at predicating the
outcome variables. To characterize our model asfuieto compare the overall percentage
accuracy rate produced SPSS version 20.0 clagmficeable at step”0” and at step”l” or over
all %(Table 4.8). Accordingly, the result indicatédht the overall accuracy rate computed by
SPSS at step”’0” was 69.1% and the accuracy rabputed by SPSS 20.0 at step”1” was 95.8%

were correctly predicted at the cut value of 0.5¢ averall, (above Table 4.8) . Hence, the
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criteria for classification accuracy are satisfi&enerally, the higher the overall percentage of

correct predictions in this case 95.8percent shbeditted binary logistic regration model.

4.2.2. Test for Multi Co Linearity

To study on determinants of microfinance loan repayt performance access to loan
repayment, data gathered from 339 borrowers welgesied to binary logistic regression

analysis. The statistical software used for anatyzhe data was SPSS 20.0 for windows. Prior
to running the logistic regression model, explanat@riables were checked for the existence of

multi-co linearity problem.

The term Multi co-linearity indicates the existenok association between two or more of
explanatory variables. This association level migkt nil that can be ignored or high that
significantly affects the estimation of the parasmet If Multi co-linearity is perfect, the
regression coefficients of the independent varglalee undetermined and their standard errors
are immeasurable. If Multi co-linearity is less ihgerfect, the regression coefficients, although
determinate, possess large standard errors, wheeim ithe coefficients cannot be estimated with
great precision or accuracy (Gujarati 2003)

In this study, as shown in (Appendix 2) the comieta Matrix which is made among the
independent variables reveal that the slight emesteof Multi co-linearity problem. Multi co-
linearity problem is occurred when the explanateayiables are highly correlated with each
other. In the correlation matrix it is indicatecttihere is a little evidence for Multi co-linegrit

problem.

A serious problem for Multi co-linearity is occudreéf the correlation is about 0.8 or larger
(Gujarati 2003). Also as stated in Brooks (2008ypzcorrelation among explanatory variables is
not occurring in any practical work. Thus, evenugjio there is some indication for the existence
of correlation among the explanatory variablesloés not have a great effect on the accuracy.
As indicated in (Appendix 2) the only coefficiericve 80% is existed between RSD and DIS.
To handle this problem among these variables, tbdysuses the only RSD independent
variables. By having avoiding higher Multi co-limég variable DIS (borrowers distance from

institution) for the independent variables, it @spible to make less problematic for the Multi co-
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linearity among the independent variables. The Mudtlinearity of the other independent
variable are below 0.50 and it can be confiderdayp there is no significant Multi co-linearity

since any of them are not above the conventiobgeBcent.
4.2.3. Model Output

In the preceding section, variables characterizimg loan repayment performance and their
differences among the defaulters and non-defawtmre identified. However, in the binary

logistic model analysis, we emphasize on consideitie combined effect of variables between
defaulters and non defaulters borrowers in theyswa. A p-value of less than 5% was
declared as significant statistical relationshiptween dependent (loan repayment) and
independent variables. All variables associateti Waian repayment in binary logistic regression
with value of (P<0.05), P<0.01 and P<0.1.

The estimated of binary logit model are shown belovwrable 4.9. A total of 12 explanatory
variables were considered in the economic model.obthese eight of the variables were found
to be significant at 5% significant level, whileethemaining four were not significant in
explaining the variations in the dependent variallge, sex, educational level, method of
lending, other source of income before loan, suitglof installments period, loan size and

timeliness of loan release included in the modekweund to be statistically significant.

However, the remaining four explanatory variablasely, family size, residence of borrower,
distance from institution and frequency of collenthad no significant effect on the probability
of being defaulter (Table4.9).
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Table 4.9 The estimates of binary logistic model and the a#feof explanatory

Variables on the loan repayment performance orcteslevariables

Variabl  Coefficients  Characteri p- Statistical Significance
es (B) stic D %age ND %age value
Crude OR (95% CI)
Se> 1.799** Femalt 33 11.¢€ 55 19.c Ref. 1.00(
male 55 19.: 14z 49.¢ 0.021 8.065(1.3751,47.297)
1.943*** 18-2¢ 57 2C 24 8.4 Ref. 1.00(
30-3¢ 23 8.1 104 36.5 0.00C 2.2739(5.568,20.712)*
40-49 5 1.€ 44 15.¢ 0.00C 2.5386(7.382,9.172)***
AG
>5(C 3 1 25 8.8 0.00z 2.901(5.453,71.829)*
and read
Grade -8 35 12.2 32 11.2 0.00C  3.3(0.360,1.289)**
Grade “12 9 3.2 57 20 0.03¢ 4.719(2.081,10.703)
EDL Certificate 5 18 44 15.¢ 0.03z 6.557(2.374,18.109):
Above 1 0.4 13 4.€ .03z 9.686(1.214,77.291):
diploma
FSz -0.79: 0-2family g 3.2 37 13 Ref. 1.0C
3-5family 23 8.1 87 30.t 0.82z 0.788(0.099,6.294
6-9 family 40 14 48 16.¢ 0.05¢ 0.127(0.016,1.036
>gfamily 1g 5.€ 25 8.€ 0.38¢ 0.303(0.021,4.438
RSC -1.07¢ Rura 51 17.¢ 89 31z Ref. 1.0C
Urbar 37 13 108 37.€ 0.72z 0.550(0.020,14.864
% -2.391%** NO 55 19.: 15 2 Ref. 1.0C
% YES 33 11.¢€ 182 63.¢ 0.000 6.148(3.433,75.964)*
DIS -0.040 >5Km 53 18.€ 96 33.7 Ref. 1.0C
< 5Km 35 12.2¢ 101 35.4 0.857 1.307(0.071,24.0:
LSz 2.939%** NO 64 22.F 29 10.2 Ref. 1.0C
YES 24 8.4 168 58.¢ 0.00C 5.448(8.371,28.509)*
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TmLrele 2.557%* NO 61 21.2 47 16.5 1.0C

ase YES 27 9.5 15C 52.6 0.07 7.210(4.122,12.612)*
2.049%+* NO 70 24.¢ 69 24.2 1.00(
SIP YES 18 6.2 12¢ 44¢  0.001 7.214(3.979,13.079)*
MOL -2.391r* Group 47 16.5 131 46 Ref.  1.00(
Individual 41 14.4 66 23.1  0.00( 0.578(.346,0.964)**
FreqCo 0.991 No 64 22.t 64 22.4 Ref. 1.0C
n Yes 24 8.4 133 46.7 0.14¢ 2.612(0.720,9.47

Source: Computed from the field survey data, 2014
Number of Obs. =285 ,df =19 ,-2Log Likelihoo@5.521,

*rx x*and * represent level of significantat1%,5%ahn10% respectively.

N.B .Ref. = Reference group=defaulters,ND= non-defaulters

Sex

The economic model result revealed that being rbateowers increase the probability of non
defaulter (crude Odds ratio (COR) 8.065, 95% CI¥313 47.297) by 8.1times more likely to
repay than female borrowers. The reason behind ithithat male borrowers have better
understanding in loan repayment, this enabling the@may loan than female. This variable is
significant at 5% level and is not consistent wtib prier expectation. The result supported by
the finding of Fikirite(2011) in Addis Ababa maleeawice more likely to pay loan than female),
the difference in value is, this study finding iaéd rural female borrowers, hence urbanization
and related factors may differ value. In additicahBta and Tang (2002) they reported men were
most likely to repay than female, but the studyagepthe result of Jemal (2003), in his study the
number of women being served particularly time rural parts of the district is very

small.
Age

(Table 4.9) the survey results show that 1284ercent) of the respondents are age 30-39
years,81(28.4 percent) were age group 18-29 ,4B({i&rcent )were age group 40-49 and the

remaining 28(9.8 percent) were age group above=agsyold.
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From (Table4. 9) the majority of borrowers are iypgpeople. Age of the borrowers’ was found
to be as expected, as positive impact on loan repal, which means as age increased, the
probability of being defaulter is decreased (Tabi.

The binary logistic result shows that age gretttan 30-39 years old pay their loan 2.3 times
more likely to repay than age group 18-29 yearbasfowers by COR2.2739, 95%, CI (5.568,

20.712)(Table4.9). This variable was significantiffluence on the loan repayment performance
at 5% level of significant. The result is in linéthvthe study made by Godquin(2004) and Amare
(2005)these finding result were positive impactut,boppose Jemal(2003) and

Fikirite(2011),finding age have negative impact [man repayment. The positive relation

implication is that the borrowers were becomes reltteey might be wealthy and they feel

responsibly. Also expected that social tie and rothenefits such as , information-sharing

increase with the age of the borrower increases.

Educational level

In terms of educational level, (Table 4.9) about(89.2 percent) of the respondent have never
attend school or illiterate, while the remaining(&8B.8 percent) of respondent were literate (See
table 4.9).

The study found that \borrowers attended grade 6kss (COR, 4.719, 95%, CI (2.081, 10.703)
were 4.7 times more likely to repay loan thaiteithte or decreasing the probability of default.
Attending grade 1-8 attended borrowers pay theamld3.3 times more likely to repay than

illiterate borrowers by COR 3.3 (0.360, 1.289). sTtaariable was significantly influence on the

loan repayment performance at 5% level of signific&rom this result literate borrowers are

better performance of loan payer than illiteratd atso the result shows attending the level of
education is increased, the default might be dseckalhe findings in this study on the sign of
level of education were consistent with that regatty Mengstu (1997).

Other source of Finance

Availability of other sources of finance has beealuded in the estimation and it was found to
be positively related to loan repayment performamoasistent with prior expectation. (Table
4.9) reveals that 215(75.45%) of the respondente vacome before getting loan from OMF,
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while the reaming 70(24.6%) have no source of otimance before getting loan, Out of those

55(62.5%) were defaulter; while respondent witheotbource of finance were only 33(37.5%)

were defaulters. Hence the result shows that atberce of finance have related with loan

repayment positively. The economic model resuleaded that borrowers have source of finance
before loan was 6 times more likely repay loan tharrowers without finance source by COR,

6.148,95% ,CI(10.237, 39.947).This finding is cetmmt with the finding in (Jemal,2003 and

Fikirite,2011)

Loan size

As shown in (Table 4.9) 192(67.4%) of the respondigan is sufficient for intended purposed,
while 93(32.6%) the respondent loan size is ndigaht. In addition to this respondent perceive
that the loan size is too small, small, medium dadje were 80(28.1 %), 89(31.2%),
112(39.3%), and 4(1.4 %) respectively. The odds favoring access to non defaulter borrower
increases by a factor of 5.488 for borrowers wlavehget enough loan size for intended purpose
than who have get less loan size by COR 5.488 ,95%8.371,28.509). The result shows that
loan size have positive relationship with loan sgpent performance .From this study
respondent borrowers who enough loan size werethpaly default .Practical the loan size is
smaller than requested amount for intended purpbs=ads to diversification of loan to other
purpose. The variable was positively and signifilaaffects the repayment performance at 1%

level, consistent with prior expectation. The fimgliof this study is in line with (Jemal, 2003).
Timeliness loan release

This studies have considered attitude ofrdweers towards loan repayment and timeliness
of loan release issuance as important variabldectafg loan repayment performance. (Table
4.9) above reveals that 177(62.1%) of the respdngkithe loan timely i.e.(the application date
up to approval of loan is <1 month) ,while 108(33.9 respondent get loan >a month after
application or request of loan to institution. Tétady found that borrowers get loan with in <1
month 7.2 times more likely to repay their loanntHaorrowers get loan >1 month by (COR
7.210, 95%, CI (4.122, 12.612).The variable is i§iggntly affect the repayment performance at
1% level. The impact is higher in seasonal loame@slly agricultural loans. According to the

institution regulation borrowers should get reqadstmount of money within a month .In this
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study above >1 month consider as delay of loaraseleHence it was found to be positively

related to loan repayment performance, consistéhtprior expectation.
Suitability of installments period

As shown in Table(4.9) regarding perception ofatility of installment period 128(80%)% of
the respondents who consider suitable installmenbg were non defaulters, which is greater
than the corresponding figure for the defaalteéorrower 70(50.4%), which is a significant
difference at the 1% level.. This is an intma that the variable under consideration is
positively related with repayment performance. Témonomic model result revealed that
borrowers who perceive the installment period appate (COR 7.214, 95%, CI (3.979, 13.079)
was increases non defaulter rate by factors of in24s for suitability of installment period than
who perceive the period was unsuitable. It is etqubthat borrowers who find the repayment
period suitable, perform better. From this study o140 rural respondent 73(52 %) prefer
repayment period on farm time ,while in case ofanrlout of 145 respondent 82(56.6%) were
prefer monthly installment period because mostheint are engaged in short term revenue
generation activities. This implies that suitabistallment period have positively related with
loan repayment performance. So the result is ctamgisvith prior expectation hypothesized.

Method of lending

Table 4.9 above reveals that from 178 the totahpdad respondent of group borrowers,
138(73.6%) are non defaulters while out of 107 eesient of individual borrowers 66(62.7%)

were non defaulters, the remaining 44(38.7%) oividdal borrowers were defaulters. Method

of lending has been included in the estimation grodip borrowers was found to be positively
and significantly affected loan repayment perfance of borrowers at 1% probability
level, consistent with prior expectation. The fimglishows individual borrowers are 42.2 % less
likely to repay loan than group borrowers by COR78, 95%, CI (.346, 0.964) or increase the
probability of non defaulter by 57.8 percent. .Thssiations may be due to strong follow up of
group leaders and social norms. Therefore, they po&ygocial sanction on the defaulters within
the group and enforce them to repay loan. The trgslitates social norm that governs the group

members’ .Therefore, group lending has a positiyaaict on loan repayment.
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This result is agreed with the result of Amare &0 his finding in Northern Gondar being
group borrowers increase the probability of noradiér by 51.75% than individual borrowers.
In addition result is in line with the finding ofh@, (2002) and Fikirite(2011) finding in Addis
Ababa. In group lending programs the functionakafeening, monitoring and enforcement of
repayment are totally larger extent transferredhftbe lender to the borrowers’ group members.
Therefore group lending might be the reason fotebeepayment performance of borrowers.

The Sign of variable were not consistent with perpectation.
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CHAPTER FIVE

5. SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1. Summary of Key Findings

Nowadays the prevalence of poverty has become tmatrchallenge of many societies in
developing countries. In Ethiopia poverty is s@wgmwhich has left millions of people out of the
basic need of survival in rural and urban area® aailability of financial services plays an
important role in creating self-employment oppoities for the majority of low income
population .Limited access to financial servicaliso aggravated by poor performance of loan
repayment. The major problem of the poor perforreaoicfinancial institutions in many third

world countries is high rate of non-repayment @inlo

In this study attempt was made to look into thetdesc that determinant the repayment
performance of micro finance borrowers and to eatalunon defaulters and defaulter’s borrowers
in the institution. Moreover it assessed the imgddhe loan repayment on the performance of
OMF and sustainability of the institution. The presstudy was intended to identify and analyze

the determinants of loan repayment performanceoblwer in Kaffa Zone.

A total of 339 loan beneficiaries were including this survey. This study was intended to
identify the determinants of loan repayment perfamoe of Kaffa zone Omo microfinance
institution. Data obtained from the respondentoufh questionnaires and interview. Both
descriptive statistics and econometric analysisewsarried out to accomplish the above-listed

tasks.

The descriptive statistics show that the followmgjor findings: the borrowers includes in the
sample are more of male than female .The propodfdemale respondents in the rural sample
is (17.1%), while in urban sample (44.1%). Thisigatks that little is done on the part of the
institution in terms of woman empowerment, partelyl in the rural areas, even if the gender
sensitivity of rural female participation is lebsih the regional level OMO participants of female

(38%). The proportion of youngsters (18-29 age g)eir the defaulter group was more than in
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non-defaulter groups. It is indicated in theudy that the officials in the OMF were
studied in terms of their positions. Accoglin two managers, two head of core processer
and three loan and saving officers of instituticgre interviewed.

According to respondent educational back groun@ ®ercent are illiterate. Out of the total
respondents 26.7 percent of married respondentg Wagh in non-defaulters group than
defaulters group, whereas, the number of singlenfuried) was higher in defaulters compared
with married respondent. In terms of residenceasfdwer rural respondent in the sample were

49.1 percent and 50.9 percent were urban respandent

About 35.8 percent of the respondents reported 3Hafiamily members per house hold and
21percent of the respondent have no independeriltyfamtheir household. Borrowers who have
source of income before loan were more in non dieflagroup than defaulter group.

According to descriptive result 49.1percent of basers engaged in agricultural sectors

borrowing and the remaining in commercial, entesgoand service.

Most of borrowers’ (6-11percent) respondents wewgp@se of borrowing in farm oxen
purchase, milk and milk product, shop and contaireres keeping and honey filtration,
woodwork and metal and backing “injera” and sefli The majority of respondent borrowers

who participated in group borrowing were non defauhan individual borrowers.

Regarding to loan size 67.4percent respondent gétient loan for intended purpose, while

32.6pecent were not get suffice loan amount. The Bmount of loan push the borrower to
diverted the intended purpose. Specifically, lodiversion was found to be one of the
important and significant factors influencingah repayment performance negatively, which
means it increases default significantly.

54pecent respondent recognize the amount of interegged on loan is medium, while from
defaulter respondent 61.4percent assume interésthigher ,but only 27.4 percent of non
defaulter consider interest rate is high .Hencenftbis interest rate has negative impact on loan

repayment performance .
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More than half of respondent reported that theaiitaent period is suitable. Furthermore, 62.1%
respondent reported that loan was released timelapplication date to approval of loan less

than a month.

The majority of respondent 81.8 percent were soofcBnance before loan and saving some
amount of money in the institution. This all abawentioned were positive factors that increase

the number of non defaulters and reduce defauttitey

Some factors also affect loan repayment positialgl significantly .such as regarding to the
livestock availability of respondent 69.5percenvédh@wn live stock, out of this 90 percent of
them were rural borrowers’. Farm land size is ttreepfactor. This is the fact that a borrower
with more land size earns more income from aguealtactivities, which helps them in loan

repayment.

In this study respondents were identifying the majballenges that hinder the repayment
performance process in both lender and borrowe. Silose are unavailability of grace period
,Shortage of loan repayment period ,insufficie@tnigize ,informal lenders and weak following
up to utilize loan. In addition to this there améernal and external factors the institution faces
some of them are: - lack of Owen office, turnovéremployee, shortage of cash fund and

improper influence of the third part in loan diskement and approval are major ones.

Table 5.1 below shows that Comparison of the stidhat were conducted with various
researchers on similar area of study was presdmgtmv. The justification part of this study

address that findings are still debatable amonfgreifit researcher. Hence we looking at the
determinants of loan repayment there seemdbeoa disagreement in the findings (sign),

in some variables are as follows:
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Table 5.1Comparison of findings on determinants ofoan Repayment Performance from

Various studies

- o Findings on the variables used (sign and signifiexn
N
S |g |o
& © > ) @) —_ | o
= 2 o o |9 Ol 0 220 <" @
2 n = & égmoEEmﬂomEkus
Gebeyehu | Zeway | Tobit | 154 + - + +
Model
(2002)
Reta(2011)] Addis| Binary | 200 + - *
Abeba | logit
Mengist Hawaa| probit | 757=(3| + +* | + - _ o
sa and 52H)& | a&b | a a&b
(1997) Bahir a&b | b a&b
Dar (409BD
)
Abafita Kayu | probit | 203 - +x| x| | - * o
(2003)
Fitsum Bonga | Binary| 339 o [ [ [T+ |- [>]- [+ [- [+ [+ |+
logit
(2014)

N.B. Hawasa =a and Bahir Dar=b
* shows significant of variables
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5.2 Conclusions

Based on the analysis of made in chapter four,fahewing conclusions are made on socio
demographic characteristic of borrowers, loan repayt related factors and institutional related

factors were as follows :-

The finding of this study has shown that men cebénefited more than women, which is

agents the policy objective of institution.

The regration analysis reveals that age of thefimaees of loan is also significant determinants
of loan repayment performance. The elder borrolwaxe take responsibility to repay their loan

than younger.

The findings in respect of educational level carcbecluded from the result that, as educational
level increases riskiness of loan repayment deeseakspecially borrowers with higher
educational level are most likely to become lowadékrs. One possible reason that could be
given for better repayment performance by this groliborrowers is the comparative advantage
they have in their business opening and operatioafdplying their technical know-how from
their formal education back ground. So there iseadnfor a continuous supervision on loan
utilization and training so as to reduce both pgreblem of using loan for non intended
activities as well as lack of skill observbécause of the wide-scale illiteracy (partidyla

in the rural areas 38%).

The other significant determinant that was foundindermine the repayment performance was
loan size .Repayment is highly influenced by to@kitoan size at the time of approval and also
with a short repayment period. The size of loanreypgd by OMFI is decided based on many
factors, primarily on the basis of the experientehe borrower, treasure of institution, variation
of loan size in residence of borrowers and busipéss offered by the borrower. This will limit
the access to the loan required for the soughtbsasj even though it is mostly within the MFIs’
credit range. Subsequently this will lead to lirditeperation size and lower return in business
activity, which possibly leads to default. Therefo©MFI should provide loan, through business

plan, extend reasonably sufficient amount of Iddawever, loan size increment, will probably
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lead to possible delinquency or default if not aupanied by longer credit duration and grace

period and proper follow-up

Some factors like, suitability of installment peti@and frequency of collection should be
appropriate for loan repayment performance of tdieRrom the regration result both variables
are strongly significant relationship with loan agment. Hence the institution gives attention to
this area. In addition institution should providengly loan release, according to rules and

regulations of the institution.

In the method of lending of OMF individual lendifmprrowers have performed worse loan
repayment performance than group borrowers. Moredhe percentage of individual defaulters
was higher than group defaulter borrowers. Sorkgtution should give special attention on the
in the individual lending. The cumulative effect ofethod of lending has negatively and

significantly relationship with loan repayment.

Furthermore, lender and borrower related factorschvhare responsible for in ability of
borrowers to fulfill their repayment obligations.hdse include unwilling to pay, lack of

appropriate working place, internal and externeldes that affect the both parties.

Finally, the regration result shows that sex, aggycation, timeliness of loan release, other
source of income, loan size, suitability of instedhts period and frequency of collection period
have positively related with loan repayment ,wheréamily size, residence of borrower,
distance of borrowers from institution and methdédemding have negative relation with loan

repayment.
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5.3. Recommendations

5.3.1. Borrower Concerned Recommendations

Recommended that borrowers should keep and respetil norm that governs the group
members.

It is recommended that borrowers should develmdg relationship with micro finance ,for
getting next higher loan

Default borrowers face serious consequences, atitie of default, outstanding interest is
increased, resulting in a loan balance that isdrigihan the amount borrowed. | recommend that
better to repay timely.

5.3.2. Lender Concerned recommendations

The younger aged group has more defaulters comparedher. It is not recommended to
exclude the young age groups but the institutiasukhgive special attention to those borrowers
by providing awareness creation training, contiraufmllow up and supervision. It have positive
impact for loan repayment

Education levels have positive impact on loan repat. Literate borrowers are better loan
repayment rate than illiterates .Such borrowersndidreceive formal education and are likely to
have inadequate knowledge of loan acquisition aadagement, thereby making them unable to
repay the loans, institution should provide shod song term awareness creation training with
especial attention to rural clients and also inelud strategic plan continuous supervision,
monitoring and evaluation system.

OMFI should provide sufficient amount of loan tdend purpose, through making feasibility
analysis and based on business plan, extend rddgaudficient amount of loan. Because most
of the time small amount of loan leads to defaodtsrowers diversify the capital to other low
capital acquiring project without feasibility studyd plan. Thus, it is recommended that MFIs
should further increase the loan size.

The institution should improve loan repayment ratel also participation of women in large,
because this contradicts the very objective of OMBRe empowerment of women is one of its
objectives, “supporting female means supportingetit@e family”.

| recommend that the institution better to reven installment period and expand collection

period ,so some loan financed activities requinere than a year to get a return from
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investment and others may require short perio get return on investment, a flexible
repayment period should be designed in orderimprove the existing default rate such
as;- for agricultural loan on farm time(NovembeF&bruary ) .

In method of lending, group borrowers are less ulefate than individual borrows .Thus, the

institution better to focused on proper screeniefpte loans are granted to borrowers.

I recommend that to reduce turnover of employearsigution better to provide incentives like,

scholarship, bonus and like.

Lastly, the institution should focus on the repagimehallenges which are stated by the
borrowers and take corrective actions. In ordesdiwe the internal and external problems of the
institution, the main thing might be improve thedncial capacity of the institution, increase
loan size and expand the services. Taking the remdation in to consideration Omo micro

finance institution should strive to increase than repayment rate of the borrower

5.3.3. Government Concerned Recommendations

To reduce default rate educational level has oneootributing factor. | recommend that to

reduce problem of loan utilization and default rgfevernment should provide youth education
at all kebeles level.

| recommended that government should provide mgigiuidelines for the access and utilization
of MFI loan services.

5.3.4 Recommendations for Further Study

Further study should be needed for more investigatin method of lending impact on loan

repayment performance and the impact of borrowmng@gse in loan repayment performance is

recommended to validate the consistency of my t&sul
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ANNEX A
JIMMA UNIVERSITY
COLLEGE OF BUSENESS AND ECONOMICS
MSC PROGRAM IN ACCOUNTING AND FINANCE

Quantitative Questionnaire (English) To Be Filleg BMF Beneficiaries
CONSENT FORM.

MY NAME IS FITSUM TADELE | AM A PART OF RESEARCH WORK TEAM OF
JIMMA UNIVERSITY. THIS RESEARCH WILL ASSESS THE DHRMINANTS OF

MICRO FINANCE LOAN REPAYMENT PERFORMANCE. YOUR RESMSE TO THIS
QUESTIONNAIRE WILL SERVE AS SOURCE OF INFORMATIONO THE RESEARCH
PAPER TO BE DONE FOR THESIS PURPOSE. ANY RESPONSEJYPROVIDE HERE IS
STRICTLY CONFIDENTIAL AND WILL BE USED EXCLUSIVELY FOR THE RESEARCH
PURPOSE. YOUR HONESTY IN RESPONDING THE RIGHT ANSWHS VITAL FOR

THE RESEARCH OUTCOME TO BE RELIABLE.

THANK YOou!!!
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QUESTIONNAIRES TO BE FILED BY OMFIs BENEFICIARIES
PART A: Socio-Demographic Characteristics
A-1 .Sex of borrower's [ |Male [ |Female
A-2 .Age of borrowers’:
A-3. How many years of school have you completed?
A-4. Marital status| | Sing[ | Marrid |widowed | Beparated
A-5. Total Family size) __ [ |Age 1- 18 Male __Female [ |  Age 1®Male

Female _ [ | Age 31-55 Male Female [ | Age 56 and above Male __
Female

A-6. Head of the Household|:| Male|:| Female

A-7.How long have you been a member of the miceofoe institution? Month....... year.....E.c

A-8.How many persons in your household (those wiaolige together with you and share the
same food at least once in a day?

|:| Children less than 17 years of aganger; Male Female

I:I Adult above 18 years of Age or olde Male Female
A-9.How many persons in your household are worlengaged in work that earns income or

products?

A-10. Is your business and Residence place simila|:| Yes|:| No
A-11.Reidance of borrower: 0) Rura|:| Ukpan |:|
A-12 Method of lending :0) Group|:| ) iddividual |:|
PART B: Loan and Loan Repayment Related Questions
B-1. Did you havether source of income (cash income) before joiningltla® program?
[ ] Yes [ |No
B-2. If your answerer in B-1 is, yes, what is/are your sesirof finance?(multiple Answers are
possible)
Source Annual Income

|:| From Agriculture

[ ] From Trade

[ ] From monthly salary

|:| Other (specify)




B-3.Do you have saving in OMFI before gettingn®a |:| Yes |:| No, if your answere
is yes how much

B-4.For what purpose do you savd:l to expanmbssl:l For acquisition of Agricultural

inputs like, fertilizers |:| for HH consumptio|:|for participating in micro and small scale
progran| | to pay school fe[ |  others(spgcif

B-5. Why do you borrow from Omo microfinance?

[ ]To repay other debt{ | to improve or expandness| | to open a new enterprise

|:| To purchase agricultural in puisd improve the quality of existing productD athe
(specify)
B-6.From question B-5.if you borrow for purchaseriggltural input, for what input?

|:| Fertilizer purchase (Dap and ureaD opernchase |:| goat or sheep purchase

Dother (specify)
B-7. How much far from your home to the institutfo®) <5Skm [ ] 1)>5Km [ ]

B-8. Do you believe the loan issued timely? (Lisss 1 month timely otherwise not)

|:|Yes |:| No,

B-9. If your answers to B-9 ‘No’ how do you evaleidhe loan procedure time used by OMFI?

[ ]Toolong [ ] Lof | medi{ ] Shor{ ] Very short

B-10.How much money did you receive in loan from Omonafinance?
Round 1 Round 2 Round 3 Above

around 4

Year

Amount of
loan

B-11lwas the loan size you obtained from OMF sufficienindertake for the purpose intended?
D Yes D No, if your Answer isoNwhat was the amount you requested? Birr

B-12 The loan size you obtain fro@MF is
[ ] Toosmall[ ] Small[ | Faarge [ erylarge

B-13. If your answer for B-13 loan is too small or smahat solution do you take?

D Borrow from informal financial sectors (Idair equb)

|:| Borrow from formal banID Borrow fromlatives and family



|:| Others (specify)
B-14. Do you spend the entire loan for running yousiness according to loan agreement?

[ ]Yes[ ] No

B-15If your answer to B- 16 is ‘No’ for what purpgogou spent? (Multiple answers are possible)

Purpose Amount spent in Br

D For house hold consumption
D For health Care
|:| For weeding ceremony
D Other (specify)
B-16.Did you repay loan to OMFIS?I:I Y|:| No
B-17. If your answer to B-18 is ‘yes' what is your repayrstatus?
A. Fullyrepaid: [ ] ome [ ]| toolate
B. Partially repaid | ome [ ] too late
B-18.If your answer to B-16 is ‘yes’ what motivates ytourepay your loan on time?
|:| To keep social stat|:| in the eigiean of getting another large loan
[ ] Build good relationship with the loan wider [ ] others (specify)
B-19.If your answer for B-18 is ‘N0’ what cause youpagment problem?
|:| Weak legal enforcement for defaulterD Loan activity was not profitable
D Personal problem (like sick, change oteIaD Low supervision by the loan officer of
OMFI |:|Disaster (theft, fire, flood etcl:l sed enterprise capital for consumption (food,
clothing, HH goods) |:| Lack of sale/ demand |:| Family celebration (wedding, birth,
etc.)
B-20.Is the repayment period set by OMFIs suitable inrwpinion?|:| Yes|:| No
B-21 .If your answer to B-22 is’ No’ what do you thinktise suitable repayment period?

B-22. Is thefrequency of collection offered by OMFIs is suitloh your opinion?

1)Yes[ | Nd_]

B-23. What was your preferable collection period?

|:|Weekl)1:| monthly|:| quarterlDemiannually |:| annually |:|other sfyeci

B-24.What was your suggest to make the repayméeinse suitable?

Xi



[ ] To give enough time before starting to yepa
[ ] To make repayment period longer

|:| Others

B-25 Have you ever been supervised regarding ltiipation by OMF staff/officers?

Yes[ | No[ ]

If your answer to question B-27 is No, pleassento Q. B-28 and B-29

B-26. How often does the credit officer visit yanterprise’s activities?

[ ] Nevervisited[ | onceawe[ | ailyd [ juarterly [ ]don't know
B-27. Do you consider supervision as being impdrtanloan repayment? Ye|:| I\l:l

Do not knovxl:l

B-28. Interest rate for credit set by Omo microfica is:
High [ ] Medium [ ]Low [ ]
Part C: Information On Group Lending Related Questions

C-1.When did you T join OMFIs? Month....../year....... E.C.
C-2. Why did you engaged in group borrowing?

|:| Easy to get loan in a grou|:|by initiation of one of the group members

[ ] By lacking other alternativd_]others
C-3. How many members does the group in which you lelave?

3[ ] 46 [ J10 [ pove10 [ ]

C-4. How was the group formeD Based on the groember interesl:| Based on the loan

provider (OMFIs) interes{ | based on yesiminute interest] | others

C-5.During screening did you know about the behavioragrity of all group members?
|:| Yes |:| No
C-6. If your answer in Q.C-5 is ‘No’ you did tnknow your group member very well or did
not know him/her at all, why did you accept him/asra member in the group?
|:| He/she is a friend of another member

[ ] His/her business looks goo[ He/she is a relative of another member

|:| Other (specify)
C-7.Have you ever participated in another grd PYes[ | No
C-8 .Do you think, you have responsibility to othmembers of your group related to loan

repayment1:| Yes ND
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C-9. What actions would you take when the group bemndidn’t repay their loan?

[ ] Moral persuasio[ | Village gos§ |Hassling [ ] Exclusion from social activities
[ ] Others (specify)
C-10. Do you have livestock currently? Y|:| No |:|

C-11. Did/do you've your own land? ___ 1.y ]O.No [ ]

C-12.1f yes, how many hectares? Cultivated land _ hector uncultivated land_____hector.

PART D: Business Related Questions

D-1. In which Business activities currently you engaged?

|:| Agricultural sectors (Like farming, poultjairy farm, animal fatting etc)

[ ] Commercial/Trade/retail/activitii | @ee sectors[ | others (specify)

D-2. In Q.D-1, if you involved in Agricultural semts, in which business activities you

involved?

[ ] Animal fattenin{ | bees farmind | mmroduction [ Jother (specify)
D-3. In Q.D-1, if your business activities are Coetrmal/Trade/retail/activities, in which

business activities you involved?
[ ] Ballitina [ ] Street or road trade (Gulliti)l:l shop and container[_| selling serials
|:|other specify
D-4. In Q.D-1, if you involved in enterprise sedpin whichbusiness activities you involved?
[ ] Constriction [__] woodwork and metal wor]_}Kobil “stone [_Jother (specify)
D-5. In Q.D-1, if you involved in service sectoirswhich business activities you involved?
[ ] Barber and beauty sal{ |  computer remarice and copy servi{ |  other (specify)
D-6. From above business activity you selected, lomg have your business experience?
[ ] Oneyear [ | twoye{ | three years[ |  more than four years

PART E: Other General Questions about Omo Microfinance

1. What is your overall opinion about OMO microfie& institution?

2. If you face any difficulties and challenges dgrthe repayment process, please mention.

The major challenges you faced (internal as wedbdsrnal) in loan repayment.

Thank you for your participation!!!
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Annex B
JIMMA UNIVERSITY
COLLEGE OF BUSENESS AND ECONOMICS
MSC PROGRAM IN ACCOUNTING AND FINANCE

Questionnaire To Be Filed By Officials In Omo Micrdinance
Part A: Office Related Questions

A-1 .Sex of respondent Mal[ ] Femq ]

A-2 .Educational level: Age.
A-3.Position in the institutior] | manag[ | Gser officer[ | Loan officd | Other
(specify)
A.4. In which method you provide loan? individu{ | group [ ] both method ]
A-5.Wich method of lending you offer is more deta] Jindividuall ] grod:l both meth_|
A-6 .Do you know any people who are not repayirglgan? Ye{ | No[ ] if yes’ what

are the characteristics highly default?
1), Male=___ OR Female=

2) Borrowers of Urban= or rural=

3) Enterprise and trade bas= OR agricultural borrower=
4) Others

A-7.What are some of the reasons someone not repéye loan?(multiple answer is possible)

[ ]Improper utilization of loarf | Lack of folloup by loan officer
|:| Weak legal enforcement for default|:| Latinterest for doing business
|:| Others (specify)
PART B: Other General Questions about Omo Micro Firance

1. What is your overall opinion about OMO microfit@ institution lending system?

2. If you face any difficulties and challenges dgrthe repayment process, please mention

The major challenges you faced internal as wedbasrnal.
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3. What do you suggest the institution should inaprim offering services to beneficiaries?

Thank you for your participation!!
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Annex C
JIMMA UNIVERSITY
COLLEGE OF BUSENESS AND ECONOMICS
MSC PROGRAM IN ACCOUNTING AND FINANCE
li. Qualitative Questionnaire for Deep-Interviewn(tish)

CONSENT FORM.

MY NAME IS FITSUM TADELE | AM A PART OF RESEARCH WORK TEAM OF
JIMMA UNIVERSITY. RESEARCH WILL ASSESS DETERMINATEOF MICRO FINANCE
LOAN REPAYMENT PERFORMANCE. YOUR RESPONSE TO THISURSTIONNAIRE
WILL SERVE AS SOURCE OF INFORMATION TO THE RESEARCHAPER TO BE
DONE FOR THESIS PURPOSE. ANY RESPONSE YOU PROVIDERE IS STRICTLY
CONFIDENTIAL AND WILL BE USED EXCLUSIVELY FOR THE EESEARCH PURPOSE.
YOUR HONESTY IN RESPONDING THE RIGHT ANSWER IS VITA FOR THE
RESEARCH OUTCOME TO BE RELIABLE.

THANK YOu!!!

KEY GUIDE QUESTIONS

1. What are the main factors that affect loan repayment performance of your institution?

. Do you think which loan distribution area (from rural and urban) effectively paid loan
repayment?

. What kind of lending methodology are utilized by OMFI and which method is effective
related with loan repayment?

. What measures were taken to improve the repayment situation of borrowers?

5. What challenges are faced by borrowers towards loan service utilization? Related to

both rural and urban business sectors?

Thank You for Your Responses!!!
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Appendix 1 -ORGANIZATINAL STRUCTURE OF OMFI

GENERAL
ASSEMBLY

OF

BOARD OF DI RECTOR

A 4

. —| GENERAL

LEGAL AFFAIRS

INTERNAL AUDIT MANAGER
i — v
corporate
RISK SAVING AND l FINANCE director
VANAGEMENT LOAN MAIN OFFICE DEPA%TMEN
7 ! M
SAVING AN Bé;CH FINANCE PURCHASING
DIRECTOR DIRECTORATE DIRECTORATE AND
OF@CE
v v
v SUB BRACH OFFICE
URBAN RURAL
LOAN
LOAN KEBELE LEVEL POST
OFFICE
OFFICE
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Appendix 2: Pearson correlation coefficient matrix

1]

11 |

12

SX(1) 1
AG(2)
EDL(3)
[FSz(4)
IRSD(5)
BorMTHD(6)
OSINCBfrLoan(7
DIS(8)
TmLrelse(9)
LSZSuffi.(10)
SIP(11)
FreqColn(12)

-.297"
.02¢
151
4417

-.156"

-.255"

-.120

143

Fk

172
-.148

319"

.061
291"
.300°
265
219"

160"

255"

.196
365"
262"

-.009
130
-.086
143

.04¢

114

*x

Source: survey result, 2014

** Correlation is significant at the 0.01 level-ailed).
*, Correlation is significant at the 0.05 level {@Hed)
.C.ListwiseN=
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