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Abstract

The rural economy and the urban economy in Ethiapgalargely disconnected .While urban banks have
excess liquidity, which costs them money to manage some rural people have opportunities requirin
credit to be profitable that are low risk, therené mechanism to bring this liquidity from urbamks to
rural businesses. Saving and Credit CooperatSA€COs) can be the link that will give urban baldws

risk loan opportunities in rural areas and givearusinesses access to credit at costs for lolgar t
interest rates currently charged by moneylenderstHs paper is concerned with management of SACCO
from the perspective of outreach and sustainahilitRural SACCOs to reach large number of members
The required data were obtained from members arftiC3A documentation and analyzed using tables and
percentages, financial ratios, and correlationyaighwith the help of MINITAB, a statistical paclagrhe
descriptive findings show thatembership and financial performance of the SACGQer study showed
an improving trend over the study period. The testitorrelation analysis between independent @
and dependent variable showed that existence aigfpositive correlation between financial perfonce
(ROA) and the asset utilization. A moderate positoorrelation relationship exists between operation
efficiency and size of SACCOs (assets size). Carlgrthere is a significant negative correlatietween
financial performance (ROA) and the operationaicafhcy with correlation coefficients. The studysal
came out with a range of perspectives on the faetffecting the outreach and sustainability of SAGC
under study. Lack of awareness and poor savirtgrelliweak organizational arrangement and govemanc
policy and regulatory environment, weak instituibrcapacity, low capital base, lack of differerdiht
products, inappropriate loan security requiremeats] threats from other financial institutions (MFI
were among the factors affecting the outreach asthmability of SACCOs.

Keywords: outreach, sustainability, savings and Credit @oatives, correlation analysis, Southern Tigrai,
Ethiopia

1. Introduction

During the 1960s and 1970s, multilateral and hittelonor projects in the rural sector commonly
supported directed credit projects to promote agjtical development. Although these interventioften
helped improve agricultural yields in the shortintetthey overwhelmingly entailed high costs that ever
unsustainable over the long term. Consequantedy hiled to reach the majority of farmers. Th&80®
withessed a few instances in which donors assistedhe successful restructuring of specialized
agricultural development banks to provide rural aridro finance (RMF) to large numbers of clientsaon
profitable basis (for example, in Indonesia andil@na), applying microfinance methodologies thateve
emerging from a variety of practitioners around wrld (Otero and Rhyne 1994; Committee of Donor
Agencies, 1995). At the same time, donors helpéthprove the macroeconomic and policy environments
for RMF through structural adjustment programs smdupport a growing number of non-governmental
organizations (NGOs), networks of savings and trasociations, and other microfinance institutitms
achieve substantial improvements in terms of oatreand self-sustainability. Having this consensus,i
recent years, international development organiaatitave focused increasingly on the policy envirenin
improving the legal and regulatory framework for RMuilding the institutional capacity of a widenge
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of rural finance providers, and introducing inndvatproducts (especially savings) in order to expan
outreach in a sustainable manner commensuratedeittand (Empel and Sluijs, 2001). The World Bank’s
strategy likewise seeks to improve the demand apglg conditions for expanding access of the rpoalr

to a suitable “diversity of products and institutsothat fill the financial needs of low-income Huchents

in income generation and reduction of vulnerabil{t/orld Bank, 2002).

Therefore, the objective of this study was managirgggrowth of saving and credit cooperatives tche
large number of members in Enderta Wereda, Tigegjon of Ethiopia. Special attention was devoted to
assess the performance of SACCO in terms of thetgro outreach, to examine the relationship among
measures such as growth of SACCO and performaniieaiors, and to identify the factors that affdat t
growth of SACCO. Financial analysis was used tontjteively examine the differences in performance
among SACCO in Enderta, and the SACCO are ranksddban their financial measures and performance
for each SACCO. As the research was based mainlynugecondary data from the sample SACCO and
documentation from Wereda the Cooperative PromoBaomeau, .Thus, this study was organized as
follows: chapter two that deals with the reviewelated literature. Then chapter three basicakkyses on
the methodological review of the whole study. Therth chapter provides details of the results and
analysis of the available data. Finaly, chaptee fpresents the conclusions and recommendationeof th
study.

2. Literature Review

Growth or outreach is “a hybrid measure that agse$ise extent to which an MFI has succeeded in
reaching its target clients and the degree to wkikehMFI has met the demand of clients for finahcia
services” (Yaron, 1992). The indicators of outreacd the depth (types of clients reached and lefel
poverty) and breadth of outreach (number of clies¢sved) (Yaron, 1992). Thus, growth of the
microfinance institutions involves: (i) a permanémtrease in the size, scale, and complexity iivitiets

and various results being achieved by MFIs overtiffieis includes increases in number of clients,
outstanding loan portfolio and turnover, size ofisgs, etc. (i) the other most important meanirfg o
growth is the one signifying changes in characténstitutions itself. This would mean the transfation

of the institution (graduation of the organizatioaad to become regulated financial organization,
improving and upgrading the capacity of the insititw and obtaining high level of sustainability.

Growth in the microfinance industry is desirablergmluce poverty and attain operational and findncia
sustainability. Although growth or outreach hakrisnless planned and managed very well, it has als
positive implications for financial institutionsirgt, growth enables the microfinance institutidageach
large number of clients. Hence, it is the key tckenaound impact on reducing poverty. Second, growth
reduces average operating cost for the MFIs. ltuged or eliminates losses, not by increasing lendin
interest rates, but by reducing operating costsird]hgrowth improves operational and financial
sustainability of MFIs. Fourth, it helps instituti® to satisfy their client’s need through varioesvies.
Fifth, it gives better image of the institutionsdttract loanable fund form banks for further exgan and
increases the borrower’s willingness to repay.

Different literatures noted that financial sustaitity is one of the areas that we need to lookoaassess
the performance of micro finance institutions. Me¢2002) noted that the poor needed to have adoess
financial service on long-term basis rather thast p onetime financial support. Short-term loan ldou
worsen the welfare of the poor (Navajas et al.,(20Meyer (2002) also stated that the financial
unsustainability in the MFI arises due to low rapaynt rate or un-materialization of funds promisgd b
donors or governments. According to Meyer (200Bgre are two kind of sustainability that we could
observe in assessing MFIs performance: Operatgmifbustainability and financial self-sustainahili

There also are some dispute on the link betweeanéiiml sustainability and outreach to the poor.
According to some (Christen et al. 1995; Otero &myne 1994), cited in Meyer (2002), outreach and
financial sustainability are complimentary thishiscause as the number of clients increase MFls/gnjo
economies of scale and hence reduce costs whightlhem to financial sustainable. On the other hand,
Hulme and Mosely (1996) argued that there is invemslationship between outreach and financial
sustainability. Here the argument is higher outneateans higher transaction cost in order to get
information about creditworthiness of clients amihte make MFI financially unsustainable.
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3. Methodology Approach

In this part of the study the target area is descriin order to give clear picture of the Weredaoiterall
population. Moreover, the data collection methadshniques of sampling and data analysis methed ha
been discussed.

3.1. Overview of the Study Area

Study area (Enderta Wereda) is located in the Southern part of Tigray state of Ethiopia.
Enderta Wereda is located at the vicinity of Mekelle, the capital city of

Tigray, with a total area of 1445.5 kilometer square situated at 13.50 latitude and 39.50
longitude. Based on the 2007 national census conducted by the Central Statistical Agency of
Ethiopia (CSA), this Wereda has a total population of 114,297, an increase of 8.02% over the
1994 census, of whom 57,482 are men and 56,815 women; no urban inhabitants were reported.
It has a population density of 36.00, which is less than the zone average of 53.91 persons per
square kilometer. A total of 24,618 households were counted in this Wereda, resulting in an
average of 4.64 persons to a household, and 23,856 housing units.

The study is based on 10 SACCO'’s (viz, Yikaal, Maliy Deremeiti, lemlem, Sh/lemlem, Fre, Weini,
Senay, and Hayelom) found in Enderta Wereda Tigtate of Ethiopia. The required data were obtained
from primary data SACCO documentation, and Werengperative promotion bureau for the financial
source. The comparison of outreach and sustaibabis made between years 2007 to
2010. Year 2007 is chosen to measure tlseliba for outreach and
sustainability after the introduction of adeirange of financial services to the ruiahncial

sector in many SACCO's.

3.2. Sampling procedure and the survey

The study employed both quantitative and qualieatdata collected through primary and secondary
sources. These included literature review on SACGG®sgew of financial reports of the SACCOs, and
discussions with key informants including staff tffe Wereda cooperative promotion bureau and
management committee of the sample SACCOs to hawe mmformation about the problems of the
cooperative societies with respect to outreach sausfainability. This study used a descriptive fitiah
analysis was used to describe, measure, compadleclassify the financial situations of SACCOs. The
sample of this study contained all of the ten Etad®ereda SACCOOs. Tables, percentages, financial
Ratios, and bar graph were used to interpret thee da

Financial performance is the dependent variable avhsured by Return on Assets (ROA). The
independent variables of this study are the follgyisize of SACCO measured by the total assetheof t
financial cooperatives, asset management measyredgdet utilization ratio (operational income dadd

by total assets), and operational efficiency meaury the operating efficiency ratio (total opergti
expenses divided by average gross loan portfali@rtier to classify the financial cooperativess ttudy
uses the major SACCOs activities and is compridetbtal deposits, total credits, return on equépnd
return on asset. Also, correlations, ratio analyggse applied to examine and compare the impact of
independent variables on the dependent variablrsBe correlation coefficient is also used to itigese

the correlation between the variables at1%, 5%, 0% level of confidence according to the MINITAB
software package.

4. Discussion and Analysis
4.1. Relationship between Outreach and Financi&hdicator

Outreach is measured in terms of the number ofaclients (with outstanding loan), loan size, nembf
saving clients, volume of saving, percentage ofoto clientele, percentage of female clients, eaof
financial and non-financial services offered to go®r, the level of transaction costs levied ongher and
the extent of client satisfaction with respectit@mhcial services. In the last ten years, the gpaimd credit
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cooperative in Ethiopia has shown a remarkable ressyin terms of outreach and performance. The
SACCOs meet only less than nine percent of the ddnfiar financial services of the active poor. This
indicates that there is significant unmet poterdi&inand for microfinance in Ethiopia.

Currently, some of the SACCOs are at the startagestvhere their members are less than one hundded a
at a level where they require sound support tadlthiéir capacity so that they can increase thembegs’
base. There are also SACCOs with members betwekarikhb200, where their emphasis is on
consolidating their activities in order to imprateir quality of portfolio, performance and increas
outreach. There are also SACCOs delivering findrseevices to 100 to 200 members. The two of the
largest sample SACCOs in Enderta Wereda providmtial services for more than 180 active members
each.

Assessing the number of members being served byC&8Chas been noted in literatures as core
performance indicator for a given SACCOs. To thid,ehe finding of the study in the sample SACCO is
hopeful. The number of active members in the pnn&kCCOs and at the sector level is increasingaas

be observed from tablelin annex. Primary SACCOseauh has shown increment over the study period
with different rates of growth, leading the secooutreach to rise in the period from 2007 to 20h0
average by 25.08 percent.

Outreach is measured in terms of the number ofaclients (with outstanding loan), loan size, nembf
saving clients, volume of saving, percentage ofisoto clientele below the poverty line, percentafe
female clients, range of financial and non-finahsiervices offered to the poor, the level of traxise
costs levied on the poor and the extent of cliatis&ction with respect to financial servicesthe last ten
years, the microfinance industry in Ethiopia hasvah a remarkable progress in terms of outreach and
performance. The SACCOs meet only less than nimeepe of the demand for financial services of the
active poor. This indicates that there is signiftcanmet potential demand for microfinance in Epiéo

To assess the trend of membership of theS®ECO , secondary data on the number of neesnb
were taken from the limitedly available docunseoftthe SACCO. The table below presents the data.

The ten SACCO Membership rose from 860 in 2007 t0371 in 2010. The most
important pull factor that attracted new memnsbto join the SACCO was found out to be cost
and/or effort saving experienced by the earlier Iem from their affiliation. Better output
prices, lower input prices, and dividend ai¢d from membership also contributed theiwrnoshare
in attracting new members. A similar study by M#lthGroup, Inc (2005) reported: “The payment of
patronage dividends to farmers, which was set untcently at 70 percent of the
net surplus of a Cooperative or Union, l&en the most important incentive for farmarsjoin
cooperatives.”

Total Deposits

Table 2 and table 3 presented in annex shows cdasoparof the SACCOs deposits and credits. Thetsesul
of table 2 shows total deposits for all the SACCotigh 2007-2010, and provides the growth rate of
deposits based on 2007 as base year. The averageabtieposits for Hayelom is 8,614.25 Hifrwith
very high growth rate 185.80% in 2007 comparinghwjiear 2010. The growth rate is 122.96 %
for Teabe with average total deposits of birr 5,358 Furthermore, it indicates that growth rates
of Deremeit, lemlem, Fre, Weini, Senay, Yikaal, &tawieli are 48.58%, 75.32%, 83.69%, 41.43%,
86.43%, 47.40%, 72.52%, and 96.06% respectively.rdrk the SACCO based on their average total
deposits, Deremeit SACCO is considered to be nurmbey Maiwieli SACCO is number two, and lemlem,
Hayelom, Fre, Yikaal,and Weini are third, fourtifithf ,and last one respectively.

Total Credits

The results of the amount of credit disbursed biyious SACCO presented in table 3 in annex shows
growth rate of credits and the average of totaflitseduring 2007-2010 for each SACCO. Weini SACGO i
the lowest credits growth rate in 2010 comparinthvaredits in 2007 whereas Deremeit SACCO is the
highest average of total credits. However, the S@GAth highest growth rate of total credits durithg
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period does not always mean having high averagetaff credits. Based on the average total credithe
listed SACCO in the study area ranked as: DereSB®ECO is the first, Maiwieli SACCO is the second,
and Lemlem SACCO, Hayelom SACCO, and Weini SACCOpgsitions of the third, the fourth, the fifth,
and the last one in the total credits ranking resypely.

From table (2) and (3) presented in annex, membposit growth in 2010 for all Enderta SACCO has
higher than the loan portfolio. The combined defsosi these SACCO increased by 81.34% in 2010,ewhil
net credits rose by 61.52%.

Value of loan portfolio and savings

As of 2010, the ten SACCOs registered under federal cooperative agency have an active loan
portfolio of about 113,086 birr (6812.41 USD) delivered to 1, 037 active members (see figure 1 in
annex). The members served by the SACCOs comprise farmers’ petty business owner, and
employees. About 26% of the members of SACCOs were female and the rest were male. The
average loan size in Ethiopia is about 1000 Birr (116 USD), which reveals that the microfinance
industry in Ethiopia focuses on the active poor. SACCOs in the study area have attained
significant outreach in a short period of time between 2007 and 2010, the number of members,
savings and volume of loan portfolio increased by 20.58%, 81.34%, and 61.52% respectively.

The lending interest rates of SACCOs are again relatively higher than the interest rates in other
financial institutions in Ethiopia. The lending interest rate of SACCOs varies between 14 and 16
percent per year. In fact, the lending interest rates of the SACCOs allow them to cover their
operation costs that do not affecting their sustainability. Moreover, the financial reports of some
the SACCOs reveal that they are operationally sustainable. Although all practitioners in the
SACCOs believe that the activities of the poor are not profitable to cover higher interest rates,
they could increase lending interest rates and still become operationally sustainable. Even though
SACCOs charges exorbitant interest rate for its members, they allow members to get the loan
interest in the form of dividend when dividend are declared by the general assembly.

Ethiopia has a clear regulatory framework where the SACCOs are allowed to mobilize saving
starting from day one of their registration from the cooperative promotion agency. The gross
savings as percentage of the loan outstanding, which was about 125.20 percent in 2010,
indicates that the experience of the SACCOs in mobilizing savings is encouraging. Another
indicator of good performance of the SACCOs is the high repayment rate which varies from 85 to
100 percent. The average repayment rate of the sector is 92 percent. There is a reasonable
member or loan portfolio to field staff ratio in the sector, though this varies from one SACCOs to
another.

4.2. Growth of SACCO vis-a-vis Financial sustainaiity and Profitability

Profitability and sustainability ratios reflect tl®ACCO ability to continue operating and grow ire th
future. Regardless of their non-profit or for ptafiatus, donors and investors alike look to fumstanable
institutions. Sustainability and profitabilityf

SACCO were measured and analyzed using opeahtself-sufficiency ; return on assets ; aatum
on equity ratios as follows:

Sustainability Measured by Operational Self-Sufficency

Sustainability requires that MFIs must cover aknsaction costs (loan losses, financial cost and
administrative cost etc.) with return on equitydamnsequently function without subsides. It is abdity

of an MFI to maintain or increase its flows of bf#iseor service through internally generated incoone
funds. Most of the MFIs have been experiencingialiffies on attaining sustainability over the lonm

due to limited outreach and poor financial managem@hakal, 2001). In this context, financial
sustainability of MFIs have been assessed usingeswminthe financial sustainability indicators, suah
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financial performance, operating performance, dpegaself-sufficiency ratio, , administrative effioicy
and staff productivity of the leading MFIs.

Although growth or outreach to reach large numbemembers and make sound impact on poverty
reduction is the overriding objective of SACCOsddtes not make sense if these institutions areahlest
unsustainable, unprofessional and inefficient. 88CCOs is not sustainable due to its entire eniplwas
social objectives, it will break down, foster unlilea message to the entire sector and distortdinlaacial
market. Poor people will learn that it is foolighrepay a loan, and will be hesitant to deposiir thevings

in such institutions (Krahnen and Schmidt, 1994ug, a SACCOs which provides financial servicestmus
be structured and run in such a way that it canigion its own. This implies that the effect ofiieasing
outreach should be measured against the profitgbéfficiency, productivity, and portfolio qualitgf
SACCOs.

Financial Sustainability is closely linked to grdwwBeyond a level of operations, the SACCOs wiltehto
seek external funds. Donor money can only stara UWACCO activity. Donors cannot be a sustainable
source of funding. Then, the only alternatives feftthe SACCOs would be to either seek investments
loans. When SACCOs seek investments or loans flmmntainstream organizations, questions will be
asked on the ownership structure and capital adggqiar a SACCOs to survive in the long run, it bas
transform itself into a financial institution thiastaccountable. For instance in the Bolivian contb& main
constraint the SACCOs faced was that they werertgalith “other people’s money.” NGOs have clear-
cut ownership structure and making people liabldeurthe NGO format is a problem. If one were to be
sustainable and grow, there is no option but td wéh mainstream institutions (Rhyne, 1998).

Sustainability, which also shows the ability of tBACCOs to cover their total expenses form thein ow
financial service operations, has not been a malgective of SACCOs in Ethiopia. However, a large
number of SACCOs in Ethiopia have achieved sigaiftqorogress in terms of sustainability. In 201@®, o
of the ten SACCOs in Enderta Wereda, almost albaerationally sustainable; this shows that SACCOs
Enderta Wereda are able to generate income to operational costs. It could be concluded that SE@EC
in Enderta Wereda are in transition from subsidigederty reduction lending approach to commercially
oriented lending approach.

Table 4 in annex shows that sample SACCOs aretegigig significant growth in outreach, in one ydar,
terms of number of active borrowers (ranging frott 8 Senay SACCOs to 70% in Yikaal SACCOs),
gross loan portfolio (from 25.63% in Deremeit SACC® 129.28% in Teabe ) and mobilization of
savings (41.43% in Fre to 185.80% in Hayelom §&G). The growth in outreach is accompanied by a
significant increase in operation self-sufficier{ell of the SACCOSs). Thus, there is a substantiaiugh in
outreach and improvement of operational Self-Sigficy within four year (2007-2010). The overall
operational Self-Sufficiency for sample SACCOs acts 13.56 %.

Operational Sustainability Measured by ROA and ROE

The prime objective of any commercial activity s haximize shareholders benefit through maximizing
profit. The process by which the profitability thie shareholders can be measured is through detram

of retune on equity. Return on asset is an ovenalasure of profitability that reflects both theofiir
margin and the efficiency of institutions. It gévan indication how efficient institutions are itiliming
their assets. ROE makes little sense for compa8iAGCOs, which have widely divergent liability and
equity structures. Many
have large equity base built up through dofumds; others have little equity and dweded throu

gh soft loans. Hence, return on asset isenappropriate to measure SACCOs performanAE;
MIS handbook, 1998). However, using such traditioingicators to measure performance of SACCOs
is inadequate because of this ratios failirereflect the tremendous impact of subsidieceived b

y MFIs (Yaron, 1992a). Therefore, ROA and ROE ¢ adjusted for subsides (since SACCOs in the
study area did not received subsides) receiveldtioh, loan loss provision and exchange rate cifiee.

The Return on Equity (ROE) is considered to be ohthe profitability performance ratios. It shows a
higher value for Teabe SACCO when compared witlerotisted SACCO presented in table 5 in annex.
The average ROE ratio is 97% for Sh/lemle SACCOlevbémlem SACCO is the lowest average ROE
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(19%) during the period (2007-20107). The ROE isprefit after taxes divided by total owners’ equilt
reflects the bank management's ability to genarateprofits from using the owners’ equity as onehef
financial sources. Measures how well the SACCOs itss@assets to generate returns. This ratio is net
operating income and excludes taxes since the goant gave tax exemption for cooperatives they did
not pay any taxes to the appropriate authority.

Return on Assets indicates how well a SACCOs isagany its assets to optimize its profitability. Ret

on assets should be positive. It provides an itidicaf the ability of a SACCOs to expand profitaklith
unsubsidized funding. According to Seep Network daline on measuring performance of SACCO’s
sectors, a positive correlation exists betweenrmetin asset ratios and portfolio to assets. Thie iat
higher for SACCO'’s that maintain a large percentaigde assets in the gross portfolio.

The Return on Assets (ROA) is financial ratio usganeasure the relationship of profits or earniagd
total assets. ROA measure assesses the profigabdiformance of total assets, and could be treased
measure of financial performance in this study. iA$s known, this measure contains two elements,
efficiency (total assets turnover), and effectiv@ngorofit margin). As mentioned earlier, ROA reftethe
bank management ability to generate profits bygifie available financial and real assets.

As revealed in table 6 in annex, the summary of R@#os during the period of 2007-2010for each
Enderta Wereda SACCO is presented. In order to tfamlbanks based on this ratio, Teabe SACCO is the
first one, it has an average of ROA 33%. The seqmyition is for Lemlem SACCO with ROA equals to
31%, and the last position is belonged to Dere®&ICCO.

4.3. Hypotheses Testing

As mentioned in this study, there were two altéwestypotheses. The first hypotheses stated tleae tis a
positive correlation relationship among the finahgerformance measured by ROA and the independent
variables (operational efficiency, asset utilizatiGACCO size). The second hypothesis was stated as
“there exits an impact on operational efficiencygset utilization, and SACCO size on financial
performance of the financial cooperatives in Eral¥viereda. Correlations were used to test the hggeth

of the study.

Based on analyzing the average data for all vaggabf the study during the period 2007-2010 as shaw
table 7 in annex, correlations were calculated xaméne the impact of independent variables on the
dependent variable.

The result of correlations analysis between inddpenh variables and dependent variable showed that
existence of strong positive correlation betweeraricial performance(ROA) and the asset utilization
+64.7%). A moderate positive correlation relatiapst+57.9%) exists between operational efficienagl a
size of SACCO (assets size). Conversely, there $igaificant negative correlation between financial
performance (ROA) and the operational efficiencthvgorrelation coefficients of — 87.6%. Based oesth
correlations, then the first and hypothesis wagjpisd. Thus, there is a positive relationship antatgrn

on assets, asset utilization.

4.4. Factors Affecting the Growth / Outreach of SACOs

Based on the above points, this section attempideiatify the most important critical challengegifey
SACCOs in Enderta Wereda of Tigray region basednéormation obtained / data collected through
interview schedule and key informants in the stadya. However, one should recognize that thesenwoiay
necessarily be the only factors affectthg growth or outreach / of the development of S®SGn the
Wereda that specific circumstances may also beirapb

o Lack of Awareness and Poor Saving Culture

Many communities have little interactions with fahfinancial institutions like banks, which havéeated
their saving culture with financial institutionshé& high level of poverty leads to increased propgis

16



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) l:a‘i'l

Vol 2, No 7/8, 2011 IIS'E
borrow rather than to save. In other words, higlellef poverty induces demand for loan. Thus there
generally poor saving culture and discipline inigjie as a whole. And, the expansion of SACCOs both
rural and urban areas is severely constrained by gaving culture and low awareness.

The problem is further compounded by the lack cfrmess about the benefits of the services prowgled
SACCOs in mobilizing savings. According to the &@piants of the various focus group discussions
organized in different parts of the study areatheWereda, the promotional efforts on the advasgamd
limitations of SACCOs have been very weak and umitming. It has been reported that there is geheral
weak extension and follow up services and thaptbenoters are not well trained and qualified to
effectively discharge their responsibilities. Caqsently, their promotional effort is weak to propsg
information is limited.

Lack of continuity of saving by members is also @an problem for the development of SACCOs.
Because of lack of awareness and poor saving eyltoembers do not often honor their saving and loan
commitments with the SACCOs. They discontinue thairing and even their membership from time to
time which makes it difficult for the SACCOs to loeee viable financial institutions.

0 Weak Organizational Arrangement and Governance Prokems

Since SACCOs are member managed financial institati they require members' involvement in the
management activities. SACCOs are managed andyretebted committee members since voluntary and
member-driven cooperatives are considered to be tkels to build economies of scale, improve

management skills and change attitudes. The coewmsltiability to manage these financial cooperatives
depends on the members’ willingness, commitmertgracy level and the level of voluntarism. The

management committees' commitment, dedication aadagement style can significantly affect the

growth and development of SACCOs. In addition, peat quality is required from each committee

member in terms of personal integrity, competemze@mmitment.

In spite of the above normative requirements, SAEQ@DEnderta Wereda have several managerial and
governance problems. The quality of the managemstafitis very much below what is required. Most of
the SACCO leaders are not even visionary and héreeprovide weak stratedgieadership. According to
information from the focus group discussions, memloé the committee have very often little motieati
since they are providing voluntary services. Theyyvoften play a very passive role. Some of the
cooperative leaders are even illiterate (rural S&S@n particular) and hence cannot fully undertéiesr
management responsibilities. The members of thaig-@Group Discussion indicated that illiteracy has
seriously affected the management committee toy faltercise their roles and responsibilities. High
illiteracy results in low competency in financeateld matters among the members of the management
committees.

o Policy and Regulatory Environment

The lack of a separate financial cooperatives laywromote cooperative banking is a major constrtaint
the development of SACCOs. Some of the big SACGO&dis Ababa (in terms of savings mobilized and
assets owned) have surpassed the minimum requitémestablish even a commercial bank according to
the banking law of the country. Due to lack of gpmpriate financial cooperative law, their res@asrc
have been tied up and deposited in commercial bdtfkarts so far to establish cooperative banksehav
been frustrated; what were initiated as cooperdiaeks had to eventually register under the comialerc
banks act due to the lack of a cooperative law.

Another major constraint is lack of adequate trdimanpower in the finance area to regulate andrsigee
SACCOs according to standard financial principisny SACCOs complain about the restrictive legal
requirement that their accounts be audited by @nogpiate authority. Without audit it is difficuld assess
whether cooperatives are operating efficiently arel providing the necessary service to their megtrer
not. Audit, is also important to build public camdince in the SACCOs thereby enabling them to nabili
more voluntary savings. Yet, the authority hasbesn able to regularly audit the accounts of SACE@s

to shortage of auditors. Recently some have opiddre external audit firms, but it is too expemrsior
most of them.

o0 Weak Institutional Capacity
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SACCOs have not been able to serve as role moatetgtfer cooperatives since they have remained weak
and of limited capacity. The life of those who hgi@ed the SACCOs is not changing much partly
because most of the loan is primarily used for oomion rather than business. Besides, some of the
SACCOs are not able to compete with other formdliaformal financial institutions due to their weak
capacity. In fact, proximity to market and finariciantres has been reported to be a major threstléast
some of the SACCOs since people have more secatkfbanal financial institutions in their localityg

which they can save and sometimes even take loam fr

Lack of active participation (poor attendance, ulimgness to serve in management committee, etc.)
especially by educated members with knowledge apdreence relevant for SACCOs is also reported as a
major challenge for SACCOs. Committee membershipgogemand in terms of time, those with
knowledge on finance are reluctant to become mesnfiéiere is also lack of creativity on the part of
SACCOs in benefiting from the expertise of profesai members. For example, one way would be to
involve them as advisory board/committee which anBets occasionally. In some cases it is evercdiffi

to call a general meeting of the members due telarembership size. Members’ ability to repay loans
timely is also a major discouraging factor for thgpansion of SACCOs. Many do not respect the loan
repayment schedule (non-employee SACCOs in paatiguhaking it difficult to have sufficient loandea
fund. Some even refuse to pay the loan becausectivesjder it as a charity and not as an obligation.

o0 Low Capital Base

Currently, SACCOs are preoccupied with facilitataggess to finance for their members only rathan th
working towards developing savings based finarcmalperatives with business concept. Since more
emphasis is given to membership expansion baserrtan raising lending capacity, loan size remtins
small to encourage investment activities. Duertotéd fund availability, SACCOs are often forced to
prioritize lending (resulting in queues) and ratiba quantity of credit. Members’ high demand foaris
means less money for investment by the SACCOs.eTisaro restriction based on purpose. The fact that
the customers define the purpose of their neetbfors enables them to solve whatever problem thegy m
have. Lack of business orientation and lack ofiess ideas or opportunities as well as lack ofrimédion
about good investment opportunities has also besrtiomed as important constraints. The size ofdhe

is also not high enough to meet the investment densémembers.

o Lack of Differentiated Products

SACCOs have not yet provided demand driven findrmiaducts that could address the needs of their
members in spite of their older age and bettereaiatn to the grass root level and unbanked community
has been observed that there is no clearly artediland defined financial product development and
revision policy within the Ethiopian SACCOs. Ifhappens it is either by chance or arbitrarily;sltniot
done in a systematic organized manner and by expert rather by interested individuals or group of
people (professionals or otherwise) and does riwviathe necessary steps. It arises simply fronela f
need or a problem prevailing in a SACCO. In genettaére are no planned and structured ways of
developing new products or revising them. Lackrainted personnel, lack of appropriate infrastruetamd
scarcity of resources are often cited as the magostraints to develop new products. Lack of adexjua
training on product development and fear of prodaittire are also mentioned as important limitasion

o Inappropriate Loan Security Requirements

As mentioned earlier, SACCOs insist on personal berguarantors while soundness of the purpose of
the loan is irrelevant. The personal guarantorirequent inhibits some members from borrowing beeaus
a given guarantor has to be a non-borrower andatdorrow until his obligation as guarantor is keett(or
transferred), getting a guarantor is difficult.idt sometimes argued that the low level of operatibn
SACCOs as well as the 100% security (through boertasvown savings and guarantee) rendered risk
assessment unnecessary.

o Threats from other Financial Institutions (MFIs)

In most cases, communities have also access tofini@nce (MFIs) services in their localities. Cormrgzh
to the SACCOs, MFIs are more stable, better orgahaénd financially stronger; they have relativayhier
capital base and outreach. MFI lending is ofteoeiated or supported by training while this isging in
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case of SACCOs. While MFIs accept group collat&CCOs require personal guarantor. SACCOs adopt
rigid loan terms while the MFIs are more flexibhethis respect. In addition, SACCOs exercise liftieny
loan monitoring while MFI loans have closer supsiom and follow up. Lack of financial norms and
discipline is a major problem within the SACCOs lstthere is regulatory requirement and greateressp
for these by MFIs. Penalties against default areensevere in case of MFIs than SACCOs. On the other
hand, SACCOs are easily accessible to their memb#fts are far from the communities. Unfortunately,
MFIls and SACCOs are found to be competitors rathen being complementary financial institutions, So
the development and expansion of the SACCOs iswsHyi threatened by other financial institutionsir®
members of the MFIs are not members of SACCOs sifbptause they are already highly indebted with
MFI loans. Hence SACCOs discourage such indebteaers from joining.

5. Conclusion

The survey provided so far the best picture ofSAC€CCO' outreach and sustainability, given the tand
financial constraints of the survey. Based on ss@iteria such as capital adequacy and, assétyquate

of return and equity, profitability and productiyitit can generally be concluded that those grassrand
member-owned financial institutions called the sgvaind credit cooperatives were able to mobilizgehu
financial resources and to provide credit and ggs/igervices to a large mass base at a standardaoesinp
to that of formal financial institutions. Under thmost demanding and adverse internal and external
environment they have sustained their financiavises to their members and managed to grow. In the
countryside they are viable financial institutiomsose development must be strongly supported.

The study specifically came up with the followingjimts.

There is a substantial growth in outreach and iwgment of operational Self-Sufficiency within foygar
(2007-2010). The overall operational Self-Sufficgtior sample SACCOs accounts 13.56 %. On the other
hand, member deposits growth in 2010for all End&#&CCO has higher than the loan portfolio. The
combined deposits of these SACCO increased by 84i84010, while net credits rose by 61.52%.

The 10 SACCOs registered under federal cooperative agency have an active loan portfolio of
about 113,086 birr (6812.41 USD) delivered to 1, 037 active members. The members served by
the SACCOs comprise farmers’ petty business owner, and employees. About 26 percent of the
embers of SACCOs were female and the rest were male. The average loan size in Ethiopia is
about 1000 Birr (116 USD), which reveals that the microfinance industry in Ethiopia focuses on
the active poor. SACCOs in the study area have attained significant outreach in a brief period of
time between 2007 and 2010, the number of members, savings and volume of loan portfolio
increased by 20.58%, 81.34%, and 61.52%, respectively.

The gross savings as percentage of the loan outstanding, which was about 125.20 percent in
2010, indicates that the experience of the SACCOs in mobilizing savings is encouraging. Another
indicator of good performance of the SACCOs is the high repayment rate which varies from 85 to
100 percent. The average repayment rate of the enterprise is 92 percent. There is a reasonable
member or loan portfolio to field staff ratio in the sector, however this varies from one SACCOs to
another.

Finally, the study identifies the following factaaffecting the growth / outreach of saving and itred
cooperatives: lack of awareness and poor savirtgreylweak organizational arrangement and govemanc
problems, policy and regulatory environment, weaktifutional capacity, low capital base, lack of
differentiated products, inappropriate loan segugguirements, and treats from other financiditutsons
(MFIs)
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Annex:
Table 1: Number of members in the ten SACCOs
Year 2007 2008 2009 2010 Growth Rate

SACCO
Yikaal 70 76 80 119 70%
Maiwieli 40 44 49 55 37.50
Deremeit 83 88 97 104 25.30
Lemlem 170 176 181 188 10.59
Sh/lemle 55 60 64 68 23.64
Fre 54 55 57 65 20.37
Weini 76 80 81 86 13.16
Senay 190 192 196 206 8.42
Hayelom 46 46 54 58 26.09
Teabe 76 78 82 88 15.79
Total 860 895 941 1037 20.58
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Table 2: Total Deposits of the sample SACCO (ET®idpia Birr)

Year 2007 2008 2009 2010 Growth Rate Average
ETB ETB ETB ETB ETB ETB

SACCO
Yikaal 4975 5584 6580 8583 72.52% 6,431.50
Maiwieli 8569 10369 14531 16800 96.06 12,567.25
Deremeit 12673 14758 16930 18830 48.58 15,798.75
lemlem 6945 8248 10175 12176 75.32 9,386.00
Sh/lemle 3568 4000 4073 6554 83.69 4,548.75
Fre 5327 6941 7539 7534 41.43 6,835.25
Weini 2387 2569 2583 4450 86.43 2,997.25
Senay 3597 3647 3745 5302 47.40 4,072.75
Hayelom 5126 6841 7840 14650 185.80 8,614.25
Teabe 3681 4269 5918 8207 122.96 5,518.75
Total 56848 67226 79914 103086 81.34

ETB: Ethiopia Birr

Table 3: Amount of credit disbursed by various SACC

Year 2007 2008 2009 2010 Growth Rate | Average

SACCO ETB ETB ETB ETB ETB
Yikaal 3900 4100 5400 6500 66.67% 4,975
Maiwieli 7952 9400 11050 11250 41.47 9,913
Deremeit 11590 12000 12046 14560 25.63 12,549
Lemlem 6530 7452 9630 11580 77.34 8,798
Sh/lemle 2860 3500 3950 5460 90.91 3,942.5
Fre 4630 5740 6920 6850 47.95 6,035
Weini 2100 2000 2500 3620 72.38 2,555
Senay 3240 3460 3200 4760 46.91 3,665
Hayelom 4963 5842 7280 10395 109.45 7,120
Teabe 3210 3250 4630 7360 129.28 4,612.5
Total 50975 56744 66606 82335 61.52

Figure 1: Value of loan portfolio and/eeys of the 10 SACCO
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Table 4: Relationship between Outreach and Sudtifiitya

H credit

H saving

% Change in Outreach

% Sustainability

Number of Active

Gross Loan Portfolio

Savings Balancs

Operational Self-Sufficiency

SACCO Borrowers

Yikaal 70% 66.67% 72.52% -8.17%
Maiwieli 38 41.47 96.06 520.59
Deremeit | 25 25.63 48.58 -9.25
Lemlem 11 77.34 75.32 80.11
Sh/lemle 24 90.91 83.69 -49.95
Fre 20 47.95 41.43 -13.79
Weini 13 72.38 86.43 28.04
Senay 8 46.91 47.40 -10.42
Hayelom 26 109.45 185.80 38.49
Teabe 16 129.28 122.96 29.55
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Table 5: Return On Equity of the sample SACCO (ROE)
Year 2007 2008 2009 2010 Average
SACCO
Yikaal 99% 101% 99% 99% 100%
Maiwieli 23 23 26 98 42.5
Deremeit 38 31 29 26 31
Lemlem 19 19 19 20 19.25
Sh/lemle 127 118 84 60 97.25
Fre 49 46 42 41 44.5
Weini 57 79 70 43 62.25
Senay 117 129 94 108 112
Hayelom 23 35 41 96 48.75
Teabe 176 162 155 121 153.5
Table 6: Return on Assets of the Sample SACCO (ROA)
Year 2007 2008 2009 2010 Average
SACCO
Yikaal 7% 7% 7% 7% 7%
Maiwieli 5 5 6 30 11.5
Deremeit 4 4 3 3 3.5
Lemlem 38 35 35 17 31.25
Sh/lemle 6 6 5 2 4.75
Fre 10 10 8 10 9.5
Weini 4 6 7 8 6.25
Senay 12 11 11 5 9.75
Hayelom 17 16 15 9 14.25
Teabe 48 44 30 8 32.5
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