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Abstract

The Ethiopian Micro Finance sector is characterizgdits rapid growth, an aggressive drive to
achieve scale, a broad geographic coverage, a danti@ of government backed MFIs, an emphasis
on rural households, strong focus on outreach aedching the poorest of poor especially of
women. The main objective of this study is to asathe financial performanceof Ethiopian MFls
based on different measuring criteria by comparagginst the bench mark. Although the actual
number of Ethiopian MFIs is around 35 as per NBEadzase, it was accessed the data for 24 MFIs
and was selected 14 MFIs eligible to the currentdgtsampling system. For data analysis it was
used one sample t- test and one-way ANOVA withffeghest hoc comparison tests.

The result of the study shows that Ethiopian MFésgood performers in breadth of outreach that is
serving large number of borrowers, however, MFtgficial performanceon gross loan portfolio
(GLP) is very low compared to the bench mark. Reiggr portfolio risk management Large and
Small MFIs are poor performers as they have highalue than the industry average whereas
Medium sized have lower value which is a good peréo. On the other hand, large and small MFIs
allocate low loan loss provision although they havigher PAR. Ethiopian MFIs are good
performers on financial sustainability and profitétly, efficiency and productivity. Ethiopian MFIs
are not properly levered compared to the industgrage. All MFIs are good performers on GLP
to asset ratio, they allocated their portion of ets& loan portfolio, and thus MFIs are performing
better in their capital structure and asset alldoatThe implication of the finding showed that larg
and small MFIs have higher PAR value than the ithgusverage,in addition large and small MFlIs
served lower number of female borrowers andEthiopi-ls are not properly levered and base on
the study it suggested that large and small MFladjust their loan loss reserve as per their PAR
value and to serve better number of female borrevesrd all MFIs better to be levered on their
capital structure.

Key words: Microfinance Institution, financial performanceindicator



CHAPTER ONE

| ntroduction

1.1 Background of the study

Ethiopia is one of countries which adopted Micrafice Institution (MFI) as means of
alleviating poverty in early nineties. Amha (201®)yported that Microfinance (MF) in
Ethiopia was commenced in 1991 at the time theeotiincumbent government took office.
Like other development countries the role of depelent organizations in Ethiopia in terms
of promoting the services of MFIs was significain.this regard, Amaha has noted that later
in the market towns development project financed Iyernational Development
Associations (IDA) and Ethiopian government thated at provision of small loans to the
poor engaged in micro enterprise activities, livingselected towns and fulfill the screening
can be mentioned as the first successful microntimy. As Wolday (2007) reported
following the economic reform in 1991, some of tR&O and government pilot credit
programs engaged in financial intermediation tramséd into formal (specialized or non-

bank) microfinance institutions.

The government proclamation on microfinance (NQL906) paved the way for the
establishment of microfinance institutions. Consadly, various MFIs have legally been

registered and started delivering microfinanceisesv

In Ethiopia MFIs are share companies that are regid and regulated by the National Bank
of Ethiopia (NBE). Wolday said almost all of the MFoperating in the country have a dual

mission of reaching poor clients and being finalhcsustainable.

On the other hand, many of the MFIs in Ethiopiavite similar financial products and use
predominantly the group lending methodology, whildividual lending is employed to a
limited extent Amaha, (2012). As (Bayeh, 2012) eslatthe objective of microfinance
institutions as development organizations are tgice the financial needs of un-served or
underserved markets as a means of meeting devehbpaigectives such as to create
employment, reduce poverty, help to develop exgsbosiness or diversify their activities,
empower women or other disadvantaged populationpgoand encourage the development

of new business.



In order to meet the mentioned objectives MFIstdvdinancial performancewill have a vital
role. To improve MFIs' performance, they betteowrntheir weaknesses and gaps in which
areas are they performing well and in which did rpddhis will help for better decision
making to perform in cost effective way with theadable resources. As was reported by
Wolday (2007), the challenges that MFIs in Ethiop@mmonly face are three fold: it
concerns, not only, financial sustainability, biscaoutreach - extending the services to
greater numbers of poor, and depth of outreaclyingrto reach the poorest members of

society.

As per the annual report of AEMFI (2014), the Efiam MFI sector is unique: it is relatively
young compared to the sector with the rest of wondh the average age of 10 years.
However, the sector has witnessed for rapid groathaggressive drive to achieve scale,
broad geographic coverage. As per the same répisrtwas due to the dominance of
government backed MFI, focus on rural house hotdyipion of both credit and saving
services and emphasis on sustainability. However shatus financial performanceof
Ethiopian MFIs in relation to industry standardnigt evaluated regularly. Therefore, this

seeks to evaluate the financial performanceof samiplls operating in Ethiopia.

1.2 Statement of the Problem

The very rational behind for the emergency of MRlas to help poor people who are
financial constrained and vulnerable, with finah@arvices to enable them to engage in
productive activities or start small businessestaged in Consultative Group to Assist the
Poor (CGAP, 2009). MFIs provide financial servideslow-income, economically active,
borrowers who look for relatively small amountts finance their businesses, manage
emergencies, acquire assets, or smooth conseumpCGAP, 2003). But it is common
that Borrowers might lack credit histories, coltateor both, and thus, do not have access to
financing from mainstream commercial banks. Hus treason, MFIs are seen as playing
a role in the creation of economic opportungtyd in poverty alleviation (CGAP, 2003).

Ethiopia’s Micro Financing Business proclamation. 1886/2009 also supported that micro-
financing institutions play important role in prdiig access to financial services torural
farmers and people engaged in other similaraaitis well as micro and small-scale rural

and urbanentrepreneurs.



As MFIs have the objective to give financial seevicdo the poor, financial
performanceeffectiveness is necessary to reach farmber of poor and to provide adequate
financial service in sustainable fashion.To achither prime objective which is alleviating
poverty, MFIs should be able to perform effectivieltheir outreach and sustainability.

Regarding MFI performancein Ethiopia different @ashes have been conducted. To
mention some of them; assess the financial perfioce®nd challenges of MFI Ebsa et. al,
(2012); However, this study has focused only setkésues such as the Legal frame work of
micro-finance institutions, Licensing of micro-fimeing business, Operational and financial
requirements, Structure of ownership of micro-ficeninstitutions, The Financial
performanceof Microfinance Institutions and Chajjes of the Micro Financing Industry,
where financial performanceof MFIs on this studgu®es mainly on the number of clients
and the amount of loan granted by the microfinansgtutions and the market share of the
big MFIs by 2011in the country. Whereas the finahperformanceof MFIs can better be
assessed compressively by considering detail anghi@hensive indicators compared to the

industry standard in this study.

Other studies by Befekadu, ( 2007) outreach ananfiral performanceanalysis of MFI in
Ethiopia from NBE and financial performanceanalysfsa sample of Micro Finance in
Ethiopia(Letenah,2009).From the above studies, natte has conducted financial
performanceanalysis on the MFIs operating in Etliapd indicates the status of financial

performanceof Ethiopian MFIs.

To the knowledge of the researcher, since 2009 tadyswas conducted regarding the
financial performanceof MFIs in Ethiopia compariagainst the industry standard. Besides,
the MFI environment in Ethiopia is changing evame in terms of number of MFI, size of
investment and other economic factors, the researbklieves that conducting financial
performanceassessment on Ethiopian MFIs is appteprin this study the researcher dealt
with on assessing the financial performanceeffeciss of MFIs operated in Ethiopia by
comparing with the financial performancestandarelsby Micro banking Bulletin (MBB)
from MIX Market online website. In other words teaudy dealt on that whether MFIs of

Ethiopia have good financial performancecompardtiéandustry bench mark.



1.3 Objective of the Study

The general objective of this research is to asesfinancial performanceof Micro Finance
Institutions in Ethiopia in relation to the indusstandard. In light of general objectives, this

study specifically seeks:

To assess the financial performanceof these itistitsi using indicators such as

Breadth of outreach &depth of outreach,
Profitability and sustainability,
Efficiency, productivity and portfolio quality.

Revenue performance, expense management, and

YV V V V VY

Capital structure and asset allocation of sele®tEts in Ethiopia

1.3 Significance of the study

The findings of this study are expected to be §iggmt for the following reasons: The
findings of this study will help MFIs, within an sight into the benefits of using different
factors studied in this research to appraise {p@iformances. Government and other parties
concerned in the financial performanceimprovemdnié&ls may use the findings of the
study as additional information to address the @b uncovered in the area. In addition
both graduate and undergraduate students may Hliedstudy relevant for their academic
work. Therefore the above mentioned parties may theestudy as a stepping-stone for
further study in the area at an advanced levelthEumore the findings may also be
considered as important additions to the existingwkedge and literature in the area for the

public at large.

1.4 Scope of the study

This study is confined only to evaluate the finahgerformanceof selected Ethiopian MFIs
appraising the financial performancefrom 2003 td®@hose data is found in the MIX
market website. After 2010the financial performancebench mark report thissied by

MIX Market is not uploaded / available on the wébsl etenah’s study conducted in 2009
for the time from 2001-2007by using the standamliesl by MIX Market as of 2007.

Although some MFIs have data till 2015 on the wehsihe MIX market released the
standard bench mark as of 2010. Therefore, to nf@keanalysis this paper is limited to

analyze the financial performanceof selected MiHI2@10.
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It is known that some of the MFIs do not submitittdata to the MIX market web site
consistently; therefore the analysis is limiteditose MFIs that submit their data consistently
from 2003 to 2010. There are 24 Ethiopian MFIs whwge data on the MIX Market website
that was accessed their data, however, 14 MFIfoarel eligible and have consistent data to

conduct the analysis for this specific study.

1.5 Organization of thereport

The research report will organize four chapterse Tinst chapter will give introductions
about the general background of the study, statermérthe problem, basic research
guestions, objectives of the research, and sigmtie of the study. Chapter two will about
the literature review. This gives an insight isstedated to the review of the theoretical and
empirical literatures which has previously donetloa area. Chapter three will describe the
research methods. This part provides the typesantes of data, methods of data collection
and analyzing the collected data. Chapter four bellabout the analysis and discussion. This
part discusses the overall part of the findingsnfieinalyzing the data which provides to give
some suggestions regarding to the thesis in geremlit becomes a stepping-stone for
concluding the remarks. The conclusions drawn fiben findings, the recommendations
made to address the factors identified on the drositMFI, and the implications of the

findings for future research, practitioners, goveemt and other support agencies.
Oper ational Definition of terms

Efficiency: the ability to work well and produce good resulis using the availabletime,

money, supplies etc. in the most effective way(@xidictionary).

L oan Portfolio: loans that have been made or bought and are beldddr repayment. Loan
portfolios are the major asset of banks,thrifta] ather lending institutions. The value of a
loan portfolio depends not only on the interesesatarned on theloans, but also on the

quality or likelihood that interest and principalioe paid. (Free dictionary)

Microfinance institution:institution is an organization that offers financsarvices to low
income populations. Almost all give loans to theiembers, and many offer insurance,
deposit and other services. A great scale of orgéions is regarded asmicrofinance
institutes. (edify.org).



Operational sustainability: is a method of evaluating whether a business caimtain

existing practices without placing future potentedources at risk (mbaskool.com)

Poor: lacking sufficient money to live at a standarahsidered comfortable or normal in a

society.(www.ceres.org).

Outreach: refers to the financial service provision (reaching the large portion of the

society who is poor and living in remote areas.

Poverty: Condition where people's basic needs for foodholgt and shelter are not or little
being metvww.bussinesdictionary.com

Productivity: A measure of the efficiency of a person, machiaetdry, system, etc., in

converting inputs into useful outputgww.businessdictionary.cam

Sdf-sufficiency: able to maintain oneself or itself without outsald : capable of providing

for one's own needs (Dictionery.org)

Sustainability: the ability to be sustained, supported, upheladoofirmed. (Dictionery.org)



CHAPTER TWO
Literature Review

Under this chapter the theoretical and empiricadewes focusing on the factors of
microfinance institution financial performances eggiewed. The first section describes the
overall theoretical overview of microfinance finadcperformanceconcepts. The second
section presents review of empirical studies on financial performanceanalysis and

determinant factors of MFIs performance

2.1. Theoretical Overview of Microfinance
The theoretical framework was, through a review edisting literature within the

microfinance field, serve as a platform for thetiooming empirical study.

2.1.1. Definition of Microfinance

Ledgerwood (1999) defines microfinance as the growi of financial services likesavings,

credit, insurance and payment services to low-irechents, including the self-employed.
In addition, Ledgerwood presented microfinancevéats as follows:

Small loans, typically for working capital

Informal appraisal of borrowers and investments

Collateral substitutes, such as group guaranteesropulsory savings
Access to repeat and larger loans, based on repayedormance

Streamlined loan disbursement and monitoring

O O O O o o

Secure savings products.

2.1.2 Functionsof MFls

MFIs provide financial services to low-income, egoncally active, borrowers who look for
relatively small amounts to finance their businesseanage emergencies, acquire assets, or
smooth consumption (CGAP, 2003). These borroweeguigntly lack credit histories,
collateral, or both, and thus, do not have accedmancing from mainstream commercial
banks. For this reason, MFIs are seen as playingla in the creation of economic

opportunity, and in poverty alleviation (CGAP, 2003



Getaneh (2002), in his study cited that a studydooted by IFAD indicated the most MFIs
may be operationally sustainable in the coming years. However, almost all MFIs will
continue to depend on external donor agencienémée their sustainable and outreach in the

next ten years or so.

2.1.3 History of Microfinance: Global Per spective

Microfinance arose in the 1980s as a response ubtdand research findings about state
delivery of subsidized credit to poor farmers. e t1970s government agencies were the
predominant methods of providing productive crdditthose with no previous access to
credit facilities—people who had been forced to payrious interest rates or were subject to

rent seeking behavior Ladgerwood (1999).

At the same time, local NGOs began to look for aranlmng-term approach than the
unsustainable income generation approaches to caityndevelopment. In Asia Dr.
Mohammed Yunus of Bangladesh led the way with @t gjtoup lending scheme for landless
people. This later became the Grameen Bank, whoehserves more than 2.4 million clients
(94 percent of them women) and is a model for memyntries Ladgerwood (1999). This
writer also mentioned that in Latin America ACCIONternational supported the
development of solidarity group lending to urbamdars, and FundaciénCarvajal developed
a successful credit and training system for indigidmicro entrepreneurs Since the 1980s the
field of microfinance has grownsubstantially. Tlaen& source indicated also donors’ active
support and encouragement ofmicrofinance activifesusing on MFIs that are committedto

achieving substantial outreach and financialsuatality.

2.1.4 History of MFI in Ethiopia

As Ethiopia is one of the developing countriesub Saharan countries, MFIs are considered
as one the most important tools to bring in inclasgrowth in the country. It was cited by
Wolday, in 2003 that the survey conducted by Cérfbtatistics Agency of Ethiopia in
1999/2000 which indicates that 42% of the popufatannot afford to spend enough to buy
the minimum food requirements. In the same sunieywas reported that 41% of the
populations who live in rural areas are unabledguae minimum food requirement while
only 42% of the population who live in urban areas unable to acquire this minimum food

requirements.



Therefore, to address the need and the gap filaseace for the poor the service of MFIs
was very necessary. And this can be achieved threygansion of MFIs’ services across the
board to fill the need of the service among therpddis required the MFIs’ outreach

capacity and sustainability to provide sustaina#evice to the poor. The development of
microfinance institutions in Ethiopia is a recertepomenon as mentioned by different
researchers. The proclamation, which provides fog establishment of microfinance

institutions, was issued in July 1996. Since thesrious microfinance institutions have

legally been registered and started delivering ofiicance services (Wolday, 2000).

According to the study conducted by Muluneh (20G6g first group of few MFIs was
established in early 1997 following the issuancemiclamation number. 40/1996.Muluneh
added that prior to 1996, different parties incgdiNGOs and different government
programs were involved in delivering credit to tieedy people residing in rural areas of the
country. He argued that but such programs werewatit organized to serve the public in
sustainable and continuous way where the poor remaeeking the support of
government/charity organization to sustain theivedi Taking the forgoing in to
consideration, and as one tool to implement theeggvreduction strategy, the federal

government has issued proclamation.

According to Wolday, (2003), the delivery of MF @ees to the rural poor in Ethiopia is one
of the effective instruments of promoting food potion and food security. All MFIs have a

shared vision of poverty alleviation.

As Getaneh(2002) cited from SIDA and IFAD saythgt the alternative for informal
financial sector are mainly individual money lerglwhere this case, borrowers are required
to provide guarantors and the interest rate is ssteely high, varying from 50% to 120%
per annum SIDA (2001). Recently IFAD study estmaathat the Arata interest rate can go
as high as 400%in some instances. Apparently skploigve interest rate of the informal
credit sector diminishes the potential return tdes of production. From this information it
is understood that it was very costly and unaffbkeldo the poor people to get financial
services from informal financial sectors. To solliess problem microfinance institutions are
the right and appropriate institutions to be emérged provide the intended services to the

poor.



Therefore MFIs are expected to address the nedidanicial service for the active poor to
reduce poverty. Expansion of MFIs is the key torease the outreach and provide

sustainable service to the poor.

Since 1996, NBE has registered 35MFIs to deliveairicial services to the poor. As of 2014,
these MFIs had an active loan portfolio of abouBEA5 billion delivered to 2.3 million
active borrowers and 3 million total active clieriibey also mobilized savings of about ETB
1.9 billion (USD 144 million). The average sizelodns in 2014 was about USD 170, which
indicates that MFIs target the active poor and dis@ significant amount of their business
(54 percent) with women. Despite their strong groWdiFIs provide less than seven percent
of the total national loan portfolio, again withvgosnment-owned MFIs playing the major
role (Woldayet al, 2010).

2.1.5 Sour ces of Financein Ethiopia

In Ethiopia there are different sources of finahservices. According to Wolday (2007) the

major sources of loans or financial services indgtia are as follows;

Commercial banks

MFIs

Cooperatives (savings and credit cooperatives antipurpose cooperatives);
NGOs which are involved in the delivery of finan@arvices

Governmental projects and programs involved in joliag loans

nmoow>»

Semi-formal finance (Iqqub,lddir,Maheber, etc)
G. Informal finance (money lenders/traders, supploeeslit, friends, relatives, etc)
In his study the researcher mentioned the speicifervention that would contribute to the

growth of MFIs as follows:

1. Improving the institutional capacity of the MFI btroducing an efficient

organizational structure
2. Creating an enabling legal, regulatory and policyi®nment;
3. Selective donor support: and

MFIS in Ethiopia encounters different problems thaider them to operate effectively to

provide financial service to the poor.

10



Muluneh (2008) mentioned some of the problems emwved by MFIs in Ethiopia as

follows.

Poor Management Information System (M1S): Muluneh also added that the MIS
of the MFIs in Ethiopia isnot well organized to tae data and produce reliable
report, which has led to weak internal control vishapens loopholes for fraudulent

activities.

Weak capital position: Muluneh also documents that as MFI's shareholdex& h

not paid there subscribed capital of the institutiddFI's capital position is week

Poor saving mobilization: The other major weakness that MFIs in Ethiopia
commonly face is lack of proper voluntary savinghifipation strategy and effort
from the public. It is reported that the MFIs arainly engagedin mobilization

compulsory saving for collateral purpose.

Violations pertaining to the Proclamation and direx set by the NBE: as well as

own policies and procedures;
o Inappropriate provisioning for non-performing loaeporting
o Untimely submission of financial reports and audfiorts
o Untimely renewal of MFIs’ business license
o Calculation of interest on past due loans exceedimgyear

Governance problem: Since the Board is established to oversee theitesivof the
management of the MFIs, it should fulfill the reguments of the shareholders, the

NBE and other stakeholders. Some of the problems

o lIrregularities of meetings by GA and Bod due toopmipation in other
duties, lack of commitment & interest and lack ethinical knowledgeon the

sector.

o Poor follow up and supervision exercised by the agament in overseeing

implementation of P&P.

Weak internal control of MFIs
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» Distortion of MFI Market; there are many unlicensegerators that are providing

credit servicesto the potential market of the lgghMFI.
» Lack of loanable fund to expand outreach by theistiy
» Absence of efficient legal system to enforce canttra

Alemu (2002) in his study mentioned that fraudhie thallenge to institutional sustainability
of MFIs in Ethiopia. Fraud practices in an MFlued its financial performanceboth in terms
of the volume of saving and portfolio quality, amdso decreases its reputation as a

dependable micro finance institution in the eyegso$takeholder mainly of clients.

2.2 MFIsFinancial performanceindicators
As Ledgerwood (1999) indicates, Financial perforaeamdicators usually are in the form

ofratios, that is, a comparison of one piece ddifitial datato another.Comparing ratios over
a period of time isreferred to &gnd analysiswhich shows whether financialperformanceis

improving or deteriorating.
According to the writer, financial performanceinatiors are organizedinto six categories

» Portfolio quality,

* Productivity and efficiency,

* Financial viability, Profitability,

» Leverage and capital adequacy, Scale,

* Outreach, and

» Growth.
On the other hand CGAP (2006) explained that thre Goancial performanceindicators for
MFIs recommended in Good Practice Guidelines fardeus of Microfinance categorized in

to five by far relates to Ledger wood’s categoraat

* Breadth of outreach: How many clients are beingesi?

* Depth of outreach: How poor are the clients?

» Loan repayment (portfolio quality): How well is thender collecting its loans?

* Financial sustainability (profitability); Is the Mprofitable enough to maintain and
expand its services without continued injectionsudfsidies? And

» Efficiency; How well does the MFI control its opérey costs?
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In another bulletin of CGAP (2009)justified that tfige indicators suggested by CGAP
(2006) do not capture all relevant aspects of Mé&ifggmance. It indicates that additional
assessment indicators need to be set by most fyiadjency project officers and investment
analysts, and certainly all MFI managers, for aiveiyg MFI. Besides it is also indicated to
include other important dimensions, like governarguality, that simply cannot be

guantified.

The main MFI financial performanceindicators as laxgd by different writers are

summarized as follows.

2.2.1Breadth ofOutreach: Number of clients served

According to CGAP (2009) the best measurement tifeaah is straightforward that is the
number of clients or accounts that are active gitvan point in time. The number of active
clients includes borrowers, depositors, and othents who are currently accessing any
financial services. This indicator is more usehdrt the cumulative number of loans made or
clients served during a period. Among other digtog, cumulative numbers make an MFI
that offers short-term loans look better than dra provides longer term loans, even though
the latter may be more valuable for borrowers. THEflect actual service delivery,
membership-based organizations should report oweaclients, not just the number of
members: members may be inactive for long periesisecially in financial cooperatives.

As Ledger wood cited Paxton and Fruman (1998), idhog financial services to those
excluded from formal financial services, and theis important to define which sectors of

society have little or no access to formal finance.

2.2.2Depth of Outreach: Client poverty level

Rama and Tamrat (2013) explained outreach as tbege loan size broken down by size
dimensions. Average loan size by itself is a blmd possibly inaccurate measure of depth.
A more useful way to use average loan size is &albrit down into its seven distinct

dimensions, each of whichcan be measured: dollsisused, average balance, term to
maturity, dollars per installment, time betweentaiments, number of installments, and
dollar years of borrowed resources. Smaller vallesg each dimension generally mean

smaller loans and poorer borrowers.
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According to Good Practice Guideline published byxB# 2006, Outreach depth or Client
poverty level indicator refers to the averagestartding balance per client or account as a

proportion of Gross National Income per capitaascated in the following formula.

Gross Amount of Loans or Savings outstanding

Average Oustanding Balance =
g 4 Number of active clients or accountt

This indicator is often shown as a percentage pbtapita Gross National Income (GNI):

GNI = Ave. oustanidng loans or saving balance per client

GNI per capita

The guide line explains that the average outstandalance includes only loan amounts that
clients have not yet repaid, or savings that clidmve not withdrawn. This point-of-time
number should not be confused with total amourasdd or deposited during the reporting

period, or with the average initial amount of tbaris in the portfolio.

Average outstanding balance is roughly relatedliBncpoverty, because better off clients
tend to be uninterested in smaller loans or depasibunts. But the correlation between
account balances and poverty is far from precise.

As per the same guide line, low account sizes dogoarantee a poor clientele and in a
similar way growing in average loan size does remessarily mean that an MFI is suffering
from “mission drift.” It is obvious that most MFlsave a sequential ladder of loan sizes for
clients. As an MFI matures and growth slows, a lopercentage of its clients are first-time
borrowers, and average loan sizes will rise evehafe has been no shift in the market it is
serving. Likewise, MFIs sometimes discover thairthmits on the size of initial loans are

unnecessarily conservative; relaxing those limitedpces loan size growth that has nothing

to do with abandoning poorer clients

Ledger wood explained that the depth of outreagiragies by average loan size or average

loan size as a percentage of GDP per capita.

As Rama and Tamrat (2013) citedDegefe (2007) ih ah&reach depth is also measured by
the following parameters.

» The extent of gender composition ( more women gpdtion means deeper

outreach)

* The urban — rural composition of clients ( the manmal, the deeper the outreach)
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* Household characteristics ( female headed, largesdimld size, high dependency
ratio, and older population represent vulnerabteigs and if reached indicates depth
of outreach)

» Educational status (illiteracy and low level of edtion indicate vulnerability)

As Hulme and Musley (1996) cited in Bayeh (2012thwut serving the poor the supposed
objective of MFIs is no longer different from a aiheir argument is that outreach should
not be measured by just total number of clientsttshould rather be based on the number of

poorclients
The Two Schools of Taught Regarding Depth and Width of Outreach

Letenah (2009) states that the different perspedivwhich the MF financial performanceis
measured has created two opposing but having tine gmals schools of taught about the
microfinance industry. The first one is called weilts and the second one is
institutionalism.As Robinson (2001) cited in RamadaTamrat (2013) explained that

Microfinance 1990s was marked by the major debaterden the leading views, the financial
systems approach and the poverty lending appro@hbk. two major concepts in this

definition, the financial systems approach andpineerty lending approach, are equivalent to

width and depth of outreach, respectively.

2.2.3Portfolio Quality

According to CGAP (2009), a retail lender’s abilitycollect loans is critical for its success:
if delinquency is not kept to very low levels, @rcquickly spin out of control. Furthermore,
loan collection has proved to be a strong proxygemeral management competence. It was
mentioned also ratios can be vague rather tharfyclarancial performanceif they are not
calculated according to international standardserdiore, whenever any measure of loan
repayment, delinquency, default, or loss is replrtee numerator and denominator of the

ratio should be explained very precisely.

Ledger wood (1999) stated also Portfolio qualityosprovide information on the percentage
of nonearning assets, which in turn decrease thente and liquidity position of an MFI.

Various ratios are used to measure portfolio qualitd to provide other information about
the portfolio even though they are all referrethéoe as portfolio quality ratios. The ratios are

divided into three areas: Repayment rate, Portfipliality ratio and Arrears rate.
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Repayment rates

Repayment rates measure the amount of paymenisedogith respect to the amount due,

whereas other ratios indicate the quality of theent outstanding portfolio.

Amount received (including prepayemtns and past due amounts)

R t rate =
epayment rate Amount due (Excluding past amount)

Portfolio quality ratios

Three ratios are suggested here to measure portodlity: the arrears rate, the portfolio at

risk, and the ratio of delinquent borrowers.

Arrearsrate
The arrears rate is the ratio of overdue loan praic(or principal plus interest) to the

portfolio outstanding:

Amount in arears

Arrears rate =
Portfolio outstanding (including amounts past due)

The arrears rate shows how much of the loan hasnbeaue and has not been received.
However, the arrears rate understates the riskagoortfolio and understates the potential
severity of a delinquency problem, because it @alysiders payments as they become past

due, not the entire amount of the loan outstanthiagis actually at risk.
Portfolio at Risk

The portfolio at risk refers to the outstandingdoale of all loans that have an amount
overdue. Portfolio at risk is different from arredrecause it considers the amount in arrears
plus the remaining outstanding balance of the |G&e. portfolio at risk ratio reflects the true
risk of a delinquency problem because it consitleesfull amount of the loan at risk this is

particularly important when the loan payments analsand loan terms are long.

Outstanding Principal Balance of all loans with payments past due more than x days

Potfolio at Risk (x days) = Portfolio outstanding (including amounts past due)

The number of days (x) used for this measuremerniesaln microfinance, 30 days is a

common breakpoint.
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The PAR ratio should also include the outstandialye of all renegotiated loans, including
rescheduled and refinanced loans, because theyHhiglier than normal risk, especially if

any payment is missed after the renegotiation

L oan L oss Provision

The loan loss provision is the amount expensedpear@ad to increase the loan loss reserve to
an adequate level to cover expected defaults dbte portfolio. It is based on the difference

between the required loan loss reserve and therdusutstanding loan loss reserve

(Adjusted Write—of fs — Value of Loans Recovered

Loan Loss Rate ; ;
Adjusted Average Gross Loan Portfolio

There are two loan loss ratios that can be caledltd provide an indication of the expected
loan losses and the actual loan losses for an WHd. first is the loan loss reserve ratio and

the second, the loan loss ratio.

) Amount written of f in the Period
Loan Loos Ratio =

Average Portifolio Outstanding for the period

2.2 .4Financial Sustainability andPr ofitability

The term sustainability is a common term used & tmicrofinance industry, it is used
interchangeably with self — sufficiency, finailc self - sufficiency, profitability,
financial sustainability, viability, financial ffeciency, Ledgerwood, (1999). As Rama and
Tamerat (2013) cited Degafe (2007) sustainabiditgiefined as it is the long-term availability
of the means required for the long-term achieveroégbals. The same source also indicated
that financial sustainability means that the MBI able to cover all its present costs and
the costs incurred in growth, if it expandgetions. It would mean that the MFI is
able to meet its operating expenses, its finhrumats adjusted for inflation and costs

incurred in growth.

According to CGAP (2009), in banks and other conumatrinstitutions, the most common
measure of profitability is return on assets (RO#)jch reflects that organization’s ability to
deploy its assets profitably, and return on eq(R®E), which measures the returns produced
on the owners’ investment. CGAP also stated ablwaitprofitability ratio measurement as

follows.
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= Profitability ratios measure an MFI's net incomeaétation to the structure of its
balance sheet.
= Profitability ratios help investors and manager®drine whether they are earning an
adequate return on the funds invested in the MFI.
= |t assesses that does the MFI earn enough revexlsimg grants and donations to
make a profit?
According to Ledgerwood (1999),Profitability ratistated as a percentage of return on assets
(ROA), a return on business (ROB), and a returneguity (ROE).it was explained
alsoBusinessrefers to the result of adding assetdiabilities together and dividing by two;
this ratio is useful for MFIs that fund a majority their assets with mobilized savings. The

major ratios that help in measuring the profitapiéire briefly explained in the next text.

Return on Asset
Return on asset (ROA) falls within the domain obffiability measures and tracks MFIs’

ability to generate income based on its assets.rdin@ excludes non-operating income and
donation. ROA provides a broader perspective coetpér other measures as it transcends
the core activity of MFIs, namely providing loared tracks income from all operating
activities including investment, and also assepsaf#tability regardless of the MFIs’ funding
structure. As per Katsusht.al (2011)ROA is expected to be positive as reflectobrthe

profit margin of the MFI, otherwise it reflects npnofit or losses.

The return on assets (ROA) ratio measures thennetrieearned on the assets of an MFI. For
calculating the returnon assets, average totaltsasse used rather than performingassets,
because the organization is being measured onig fimancial performance, including
decisions madeto purchase fixed assets or invdanthand buildings (inother words, using

funds that could be used for otherrevenue-gengrativestments) or invest in securities.

After Tax Profits

ROA =
Starting (period — average)Assets

Factors that affect the return on assets rativarngngloan terms, interest rates and fees, and
changes in thelevel of delinquent payments. Thi¢ lsptween interestincome and fee income

also affects this ratio if loan termsand loan antswhange.
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Return on Equity

The return on equity (ROE) ratio provides managdraed investors with the rate of return
earned on the invested equity. It differs from téirn on assets ratio in that it measures the
return on funds that are owned by the MFI (rathemnttotal assets, which by definition
includes both liabilities and equity). If the retusn equity is less than the inflation rate, then
the equity of the MFI is reduced each year by tifier@nce (net of the nonmonetary assets
owned by the MFI). The return on equity ratio addlows donors and investors to determine
how their investment in a particular MFI comparegmiast alternative investments. This

becomes a crucial indicator when the MFI is seekirate investors.

ROE = After-tax profits

Starting (or period-average) equity

OPERATIONAL SELF-SUFFICIENCY

Operational self-sufficiency is generating enougherafing revenue to cover operating
expenses, financing costs, and the provision fan losses. Operational self-sufficiency thus
indicates whether or not enough revenue has beseddo cover the MFI's direct costs,

excluding the (adjusted) cost of capital but inahgdany actual financing costs incurred.

Operating Income

0 tional Self — § ici =
perational Self — Sufficiency Operating expense + Financing costs + provision for loan loss

L everage

Leverage refers to the extent to which an MFI besanoney relative to its amount of

equity.Capital also serves as a base for borrowimg common sources from which MFIs

borrow funds (leverage their capital base) are Haaks (commercial or central banks) and
client deposits. An MFI's leverage is measured blcwdating its debt to equity ratio. The

debt to equity ratio states how much debt an MH tedative to its equity Ledgerwood,

(1999).

Debt
Equity

Leverage (Debt Equity Ratio) =
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As Bayeh cited, Kyereboah (2007) found that hidgelxeraged microfinance institutions have
higher ability to deal with moral hazards and adeeselection than their counterparts with
lower leverage ratios. As he also cited Ganka (201®tates although how the capital has
been structured affects the financial sustaingbihiving different sources of capital do not
improve financial sustainability. He also mentioribdt Ganka also identified that equity is a

relatively cheaper source of financing and, theesfomproves financial sustainability.

2.2 .5Efficiency

According to Katsushet.al (2011), the major indicator used for measuring fihancial

performanceof MFIs is efficiency. Efficiency of Md=Is measured by the share of operating
expense to gross loan portfolio in most cases. i@ provides a broad measure of
efficiency as it assesses both administrative aedsgmnel expense with lower values

indicating more efficient operations,

As Bayeh (2012) explained, the efficiency referghi ability to produce maximum output at
a given level of input, and it is the most effeetiway of delivering small loans to the very
poor in microfinance context. This involves coshimization and income maximization at a
given level of operation, and it has an enduringpaot on financial sustainability of

microfinance institutions. Thus, efficiency canreasured by its productivity (for instance,
number of borrowers per staff) and cost managen(i@ntinstance, cost per borrower)

dimensions.

Efficiency ratios measure the cost of providingvgass (loans) to generate revenue. These
are referred to as operating costs and should decheither financing costs nor loan loss

provisions. Total operating costs can be stated psrcentage of three amounts to measure
the efficiency of the MFI: the average portfoliotstanding (or average performing assets or
total assets—if an MFlI is licensed to mobilize d&f®) it is appropriate to measure operating

costs against total assets; if the MFI only prosideedit services, operating costs are

primarily related to the administering of the lopartfolio and hence should be measured

against the average portfolio outstanding) per oihdurrency lent, or per loan made.

Ledgerwood (1999) showed that operating costs tsm [z broken down to measure the
efficiency of specific cost elements such as satagind benefits, occupational expenses such
as rent and utilities, or travel. Since salaried @enefits generally make up the largest

portion of operating costs, the ratio of salariewl denefits to the average portfolio
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outstanding is often calculated, as well as theageecredit officer salary with the country’s

per capita GDP. Some of the ratios that measui@esfty are explained hereunder.

Operating cost ratio

It allows a quick comparison between an MFI's pmitf yield with its personnel and
administrative expenses—how much it earns on le@nsus how much it spends to make

them and monitor them.

CGAP (2009) presented that operating cost ratithésmost commonly used indicator of

efficiency expresses nonfinancial expenses as@ptge of the gross loan portfolio:

personnel & Adminstrative cost
Perio — Average Loan Portfolio

Operating expense ratio (OER) =

Christenet.al (1995), explained that successful MFIs tend toehagerating cost ratios of
between 13 and 21 percent of their average loatfiotios and between 5 and 16 percent of

their average total assets. The following are camepts to determine the ratio.

CostperClient / Loan Made

Cost per loan provides an indication of the cospraividing loans based on the number of
loans made. It is difficult to compare efficien@tios among MFIs because the average loan

size and loan term are so significant in theseutations.

Operating costs for the period
Total number of loans in the period

Cost per loan =

Table 1. Summary of Financial performanceM easurements: Variables

Financia Variables Definition M easur ement
I
perform
ancelndic
ators
Number of| the number of poor loan clients Number of borrowers with loans
5 borrowers served by microfinanceoutstanding, adjusted for
=
=i institutions. standardized write-offs
g £
m O
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Gross Loan Portfolio, adjusts

dsross Loan Portfolio, adjusted f

Gross Loan for standardized write-offs standardized write-offs
Portfolio (GLP)
Average loan It is the adjusted gross loan peidjusted Gross Loan Portfolio/
balance per adjusted number of activeAdjusted Number of Active
borrower borrowers Borrowers
Average loan Is the average outstandipnédjusted Average Loan Balance
balance per balance per client or account |gger Borrower/ GNI per Capita
depositor per a proportion of Gross National
- GNI per capita | Income per capita
§ Percent of The extent of genderNumber of active women
3 female composition of women clientsborrowers/ Adjusted Number of
E Borrowers or proportion of women from Active Borrowers
§ total loan clients.
Portfolio at risk| Is the outstanding balance of alDutstanding balance, portfolio
>30 days loans that have an amounbverdue> 30 Days + restructured
overdue portfolio/ Adjusted Gross Loan
%‘ Portfolio
o Loan loss rate If a loan that was previous(Adjusted Write-offs - Value of
% written off is recovered Loans Recovered)/ Adjusted
§ Average Gross Loan Portfolio

Financial Sustainability and Profitability

Return on assets

measures and tracks M
ability to generate income bas

on its assets

KBsdjusted Net Operating Income
epdlaxes)/ Adjusted Average Tot
Assets

Return on equity

it measures the return on fun

d&Adjusted Net Operating Income

that are owned by the MFI Taxes)/ Adjusted Average Total

Equity
Operational self MFIs generating enoughFinancial Revenue/ (Financial
sufficiency operating revenue to coveExpense + Impairment Losses pn

operating expenses, financi

ngtoans + Operating Expense)
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costs, and the provision for 04

AN

losses.
Operating comparison between an MFI'®Operating expense/gross Lo
expense/  GLP portfolio  yield with its| Portfolio
ratio personnel and administratiye
expenses—how much it earps
on loans versus how much |it
spends to make them
> Cost per| the cost of providing loansAdjusted Operating Expens
g borrower based on the number of loanadjusted Average Number ¢
s made Active Borrowers
2 Borrowers  per Measures the number oAdjusted Number of Active
g staff member borrowers that got service per 8orrowers/ Number of Personne
Dsf - staff member.
Debt Equity ratio| It measures to the extent tdotal Liability/Total Equity
o which an MFI borrows money
% 5 relative to its amount of equity
;g Gross Loan It measures the portion of log Adjusted Gross Loan Portfolic
3 < Portfolio to Total| to the total asset the MFI owns.Adjusted Total Assets
§ g Asset ratio

n/

Source: Own summary from the literature review
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2.3 Empirical Review of Studies Conducted on the financial
performanceof MFls

There are some studies conducted on the finaneidbnmanceand related issues of MFIs
operated in Ethiopia. Some of the studies, whi@ faund more relevant to this particular

study, are reviewed as follows.

Relatively recent research was conducted by Leten@09) on Financial
performanceanalysis of sample MFIs in Ethiopia. Bhedy has tried to review various
criteria by comparing with MBB bench mark and fong relative ratios comparison among
them. The researcher found data from online onlylMFIs from the MIX Market website.
For data analysis, he has used one sample t testway ANOVA with Scheffe Post Hoc

Comparison tests, Kruskal-Wallis test and Pearsorelation coefficients.

The research concluded that Ethiopian MFIs in gdnare poor performers on depth of
outreach. They are not reaching the poorest optue. It was noted that the MFIs are also
poor in terms of the ratio of GLP to assets, aliocpa lower proportion of their total assets
in to loans. They are also not using their debtacap properly. The large and smaller MFIs
are allocating more loan loss provision expense ti@ industry average and the related
PAR is high for these MFIs. All the MFIs are goddoeeath of outreach, cost management,
efficiency and productivity. They also charge lomerest rates. The profitability and

sustainability of the MFI depend on their size.rfRra simple correlation analysis it is found
that there is a tradeoff between serving the podrtzeing operationally self-sufficient. MF

age correlates positively with efficiency, produitti, the use debt financing

(commercialization) and OSS. It is also found ttiet use of debt financing makes firms

more efficient and productive.

The study conducted by Adino (2007) Outreach arsteuability of the Amhara Credit and
Saving Institution (ACSI), Ethiopia by using bothmary and secondary data the operational
and the audited financial reports for the perio@2@ 2005. The field survey was conducted
with a sample size of 118 clients selected randdmdgn two sub branch offices and the
descriptive statistics was analyzed using SPSS. sty showed that ACSI has covered
77% of the Amhara region in its operation by the eh 2005. It served more than half a
million clients. Over 1.6 million loans had beershlirsed worth Birr 1.5 billion. ACSI
financed more than half of its portfolio from saysnin 2005. By the end of 2005, the
institution was operationally and financially seiffficient at 119.9% and 115.3%
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respectively. ACSI is among a few microfinance itabns which are able to achieve the
highest efficiency at the lowest cost per borrowére operating cost per Birr lent was as low
as five cents in 2005. ACSI has a high portfoli@lgy. Loans infected with delinquency
virus account only 1.9% of the portfolio in 2005heTrepayment rate was at average 98.8%
over the five year period. Such a remarkable firdnmerformanceshows the attainment of
the twin targets of institutional sustainabilitydaserving the poor who are excluded from

banking services.

Another  study conducted by Befekadu (2007) entitledutreach  and
financialperformanceanalysis of microfinance ingidns in Ethiopia. It aims to assess the
financial performanceof micro finance institutioms Ethiopia from different angles using
data obtained from primary and secondary sourcBsth secondary and primary data
(obtained from questionnaire distributed to repnésteve sample MFIs) has been employed
in the study.

The study finds that the industry's outreach mséhe period from 2003 to 2007 on average
by 22. 9%. It identified that while MFIs reach thery poor; their reach to the disadvantages
particularly to women is limited (38.4 Percent)offr financial sustainability angle, it finds
that MFIs are operational sustainable measurecetwyrr on asset and return on equity and
the industry's profit financial performanceis imgirg over time. Similarly, using
dependency ratio and Non-performing Loan (NPLs)oen outstanding ratio proxies the
study also finds that MFIs are financial sustairabBinally, it finds no evidence of trade-off
between outreach and financial sustainability famidpian case, rather positive correlation

was observed between them.

Bayeh (2007) studied on the Financial SustaingbaftMicrofinance Institutions (MFIs) in
Ethiopia, which aimed at identifying factors affegt financial sustainability of MFIs in
Ethiopia. The study followed a quantitative reshapproach using a balanced panel data set
of 126 observations from 14 MFIs over the perio@2Q2010. The researcher the researcher
used panel data model which is deemed to have taly@over cross section and time series
data methodology.

The researcher concluded that microfinance breadthoutreach, depth of outreach;
dependency ratio and cost per borrower affect th@n€ial sustainability of microfinance
institutions in Ethiopia. However, the microfinancapital structure and staff productivity

have insignificant impact on financial sustaindabidbf MFIs in Ethiopia for the study periods.
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Ebisaet.al (2012) did a research on the topic filling the dmle Microfinance with the
objective to assess the financial performancearadlesiges of micro finance institutions.
Relevant data for the study were based on secondiatgy from different Microfinance
Institutions currently operating in the country.eTmethod of analysis used in the study is

descriptive statistics and linear regression method

The researchers conclude that Microfinance ingbibst are decisive way outs from the
vicious circle of poverty particularly for the rirand urban poor segment of the society
especially in a country like Ethiopia where manyye live barely below the absolute
poverty line. The micro financing industry of Ethia is escalating in the face of the growing
deep concerns for inflation and low interest ratehe microfinance industry affecting the
financial health and viability of MFIs. The Natidridank of Ethiopia though supporting the
industry it needs to smooth out the regulations supervisions. For instance, the regulations
requiring the microfinance institutions to operatea tightened manner particularly their
capital requirements. On the other hand, upgradfrtge microfinance institutions’ scale of
operation such as graduating to the level of bankistitution should be backed by a strong

regulatory frame work from the National Bank of iGftia.

Tilahun and Dereje (2012) conducted a researchhertdpic the financial performanceand
sustainability of microfinance institutions durinlge current financial crisis: The case of
Amhara Credit and Saving Institution (ACSI) in Eipia. The objective of the research is to
assess the financial fi performanceand sustaitylmfi Ethiopian MFIs during the current

financial crisis with particular reference to Amaatredit and Saving Institution (ACSI), the
largest MFI in the country. The study employed acdgtive research design. The data is
guantitative and obtained from the MIX market wehsiFor data analysis, descriptive

statistics such as percentages and graph are used.

The researchers concluded that there was a negasivit in the financial

performanceindicators particularly in the year 2008e gross loan portfolio has declined by
15.73% in the year 2009. As a result a decline @ARand ROE had occurred due to lost
financial revenue. The portfolio at risk rose dgr2008 and 2009 indicating deterioration of
portfolio quality. The number of active borrowermuireach) declined in the year 2009 by
4.37%. However, there was an increase in numbeatadf members by 5.48% in the same

year. Thus, the firm’s productivity was poor duri2@09.
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Katsushi et.al (2011) conducted a research on Financial perfocewn Microfinance
Institutions Macroeconomic and Institutional pexgpe. The objective of the study is to
investigate the effect of both institutional ahe& macro economy on the financial financial
performanceof MFIs drawing upon the Microfinanc®tmation Exchange (MIX) as well as
cross country data macro economy, finance andtutistis. The researchers used models
three stage least square (3SLS) fixed effect veatecomposition (FVED) to take account of

the indigeneity of key explanatory variables.

The researchers conclude that institutional facedfect MFIs’ financial performance, in
particular, profitability operational expense andrtfolio quality. They also found that
macroeconomic and financial factors such as GDPshace of domestic credit to GDP, have
positive impacts on MFIs’ financial performancesashprofitability, operating expense ratio

and portfolio quality

Letenahet.al (2010) studied on Determinants of Sustainabilitgl ®utreach of Ethiopian
microfinance Institutions: The case of Operationdiaracteristics of Microfinance
Institutions. The researchers collected data frénMEIls for the year 2003-2007 was taken
from Association of Ethiopian Microfinance Instituts (AEMFI) annual reports. They used

Linear Panel data models for the analysis.

The result of the study reveals that there is ardeadeoff in serving the poor clients and
being financially self-sufficient. They also foutitht MFIs that have a poverty focus (MFIs
with small average loan size) charge high interatst, have high labor cost to asset ratio and
are small in size. The commercially oriented MAEde average loan size) charge lower

interest rate and are large in size.

Gashaw (2014) conducted a research on Loan Outreatche Poor and the Quest for
Financial Viability on Microfinance Institutions irfEthiopia, Kenya and Uganda. The
objective of the research contextualizes microfaeardepth-of-outreach and financial
viability issues in three countries; analyses depitHoan outreach and financial viability
nexus; and quantifies the path from depth to vigbhiThe methodology is Hausman-Taylor
Instrumental Variable Technique (H-T) and GeneeaiBtructural Equation Model (GSEM)
are employed on unbalanced panel dataset of 31 {@B33-t0-2012) sampled from the three

countries.
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The researcher founds out that Operating-Expenséd3m-Portfolio and Debt-to-Equity-

Ratio relate inversely with viability while ‘Reali®d’ relates directly. The GSEM revealed
positive association between lending to the poat aize of operating expenses, which
indirectly hampers viability. Support to MFIs tatge to ensuring efficiency through reduced
operational costs can reinforce a complementargeaah-viability nexus otherwise, tradeoff

would be inevitable.

2.4 Summary of Empirical Review and knowledge gap

From the above empirical reviews, the researchentified the knowledge gaps and

summarized as follows.

The study conducted by Adino (2007) dealt on fingn@erformanceof outreach and
sustainability by considering some financial parfanceindicators such as: number of
borrowers, gross loan breadth of outreach, sudigitysand efficiency for one specific MFI,
ACSI. Thus the study was limited to consider otfirancial performanceindicators like
productivity, profitability, and portfolio qualitycapital structure and asset allocation by

taking in to account for different MFIs.

Befekadu (2007) study conducted on outreach arahéial performance of MFIs, which the
financial performanceassessment was mainly focusedutreach to the poor and their
financial sustainability. The study was not consiokher financial performanceindicators like
portfolio quality, productivity, efficiency, capitastructure and other related financial

performanceindicators in comprehensive way.

Ebsaet.al2012) to assess the financial performanceandlertgds of MFIs. And the
financial performanceassessment part covers feasapé indicators mainly of breadth of
outreach: number of clients and the amount of Igeant to borrowers. However, other
financial performanceindicators such as profitépili sustainability, efficiency, and

portfolioquality capital structure and asset altamawere not get attention.

Tilahun & Dereje (2012) conducted assessment oénfiral financial performance&
sustainability of MFIs by considering one MFI: ACSdecifically at financial crisis period.
And this study was restricted on the crisis timedoe MFI.
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Katushi. Et.al(2011)deals on the effect of institutional and Ma&conomy on financial
performanceon MFIs. Similarly Gashaw (2014) studiacthe relation on Loan Outreach to
the Poor and the Quest for Financial Viability orcidfinance Institutions in three countries.
Both studies dealt on the relationship of varialdes limited to see the performances of
MFIs.

Therefore, by understanding the above mentioned,ghp researcher preferred to conduct
financial performanceanalysis by comparing with itdustry standards set by MIX Market

bulletin comprehensively.
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CHAPTER THREE
Research Design and M ethodology

This chapter sets to explain the research designrathodology. It specifically contains the
research design, target population, sampling tecteniand sample size, methods of data
collection, data analysis and techniques.

3.1 Research Design

Research design is the arrangement of conditiodsaaalysis of data in a manner that aims
to combine relevance to the research purpose wibmany in procedure, Kothari (2004).
For this particular study, a descriptive researebigh is employed. Descriptive financial
analysis to describe, compare andclassify the giahnperformanceof Ethiopian MFIs.
Descriptive information often provides a sound bdeir tracking growth and comparing
growth (Shajahan, 2004). Descriptive research ikethby prior formulation of a specific

research questions.

3.2. Population Sample and Sampling TechniquesPopulation

As the study focuses on the financial performanteefMFIs in Ethiopia, the population of
the study is the total number of MFIs operatinghie country. According to the information
obtained from the National Bank of Ethiopia (NBI®15), currently there are about 35MFIs

which are licensed and offering microfinance sesic
Sampling technique and sample size

The sampling technique employed for this specifiedg was stratified sampling. Even

though there are 35 MFIs operating in the courttrgre are only 24 Ethiopian MFIs in the

MIX market website to which | have access to tldaita. And some of these MFIs were not
submitting the data required by MIX regularly. Henit was selected 14 MFIs out of the 24
which have been consistently submitting the dattaéoMIX website.The sample size of this
study is categorized based on the standard clestsiin of MFIs in terms ofsizeas to the
Micro banking Bulletin (MBB) categorized. That ithose having a Gross Loan Portfolio
(GLP) of less than 2 million dollars are $#m#hose having GLP between 2 and 8

million dollars are medium and those abovem8lion dollar GLP are large. For the
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purpose of this study, MFIs are categorized undallissize are 4, under medium are 5 and

under large are 5.In this regard, the categorirationade as follows

Table 2: Sample of MFlIs categorized by Size

524

y

a

Category | MFIs Remark
Amhara Credit and Saving Institutio] Government backed; largest MFI; and
(ACSI), works in Amhara and Addis Ababa
Dedebit Credit and Saving Instituti¢ Government backed; works in Tigrs
(DECSI) region and Addis Ababa
Large Addis Credit and Saving InstitutioriGovernment backed; works in Addis
MFls (ADCSI) , Ababa
Oromia Credit and Saving Shar&overnment backed; works in Orom
Company (OCSSCO) region
Omo MFls Government backed MFI; works in the
SNNP region
BusaGonofaa (BG), Works on Oromia region
Poverty Eradication and Communi Initiated by NGO Works in threg
Empowerment (PEACE), region
mle:(ljsium Specialized Financial and Promotiol Focuses urban based businesses
Institution (SFPI),
WASSASSA MFI Work in Oromia region
Vision Fund MFI Formerly called wisdom MFI
Metemamen, Works in different regions
Gasha,
Small Africa Village Financial Service (AVES)|; Works inddis Ababa and Oromia
MFIs region

Eshet MFI

Initiated by a local NGO; works |in

Oromia region

3.3Sour ces of Data and Type

The data used for this specific study is purelyosdary taken from the MIX Market

Inc.Website www.themixmarket.comm The MIX Market is a global non-profit company

that works to support the growth and developmera béalthy microfinance sector.Although

some MFIs have data since 2009, the data was laegs there is missing of data. Due to the
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missing data by most MFIs, the data reported fro@032 onwards is relatively
consistent;except for the year 2010 majority oéstedd MFIs did not submit their data. The
researcher has used all the data available til0203or the data that have missing points, it is
left as it is because an averaging SPSS will take of the missed data (Morina, 2013).

The data were down-loaded from the mentioned wéb &nd analyzed. The web site
provides the MIX market standard bench mark and plovides the detail data for the
selected sample MFIs based on the criteria reqdcethis study.As per the researcher, the
standard bench mark issued by MBB isonly up to 20b0ecent standard bench markwasn’t
uploaded and unable to find latest standard a2@tOon the website of the MIX
Market.Therefore for the sake of getting consistelata to do reasonable and fair
computation against the bench mark issued closkeet@eriod, the researcher used the 2010
standard and the data for selected MFIs from 2@2G10 to analyzing of the MFIs

performance.

3.4 Data Analysis

For data analysis the researcher has used sample t tests, for comparing each
category of MFIs with the MBB benchmark, AN@Vtest for comparing each
category of MFIs. For conducting the t tesbrmality of data waschecked using
Kolmogorov-Smirnova and Shapiro-Wilktest. The testrun for each category of MFIs:

large, medium and small sized MFIs.

For the ANOVA, the assumption of normality arlbmogeneity of variance are
checked at the total data set including lrge, midsized and small MFIs. And all was

found normal.
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CHAPTER FOUR
Result and Discussion

The Micro Banking Bulletin (MBB) issued by the MIMarket set MFIs financial
performancestandards. The standard used for tiily sbomparison purpose is the one which
was set in 2010. The standard includes differerdrpaters’ benchmarks on the basis of age
of the MFI, Charter type, the level of finaalicintermediation, lending methodology,
outreach, profit status, region, scale, snoatality and target market. However, for this
particular study, the researcher has used the é&xal@l, medium and Large) as a criteria to

compare financial performanceanalysis as per th& Mé&ch mark.

The following discussion explains the varioimahcial | performancemeasures of the selected
MFIs by comparing their financial performancewithe MBB benchmark in each category of MFls
in terms of size. The details of the tests are gldicated in different tables and the annexexch#d

at the end of this research report.
4. 1 Breadth of Outreach: Number of clients served

As mentioned earlier in chapter 2, breadth of @dineis measured by number of borrowers
and Gross Loan Portfolio (GLP).As indicated in #@msuing table, the research revealed that
Ethiopian MFIs of all categories covered in thigdst (Small , Medium and Large MFIs)
have large number of borrowers compared toMB& bench mark.This means that based
on this indicator (number of clients), the EthiopMFIs are performing well. The same result
was indicated in Letenah’s study.

When we analyze the level of financial performamceag the different size of the sample
MFIs, Large MFIs are performing better than oth&mall and Medium MFIs. Because
large MFIs are older than the two and this helpgdaFIs develop customer relationships to

maintain them and being preferred by new ones.
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Table 3:Result on Breadth of outreach

Breadth Outreach

Indicators Mean MBB t Sig. (2-tailed)
Large MFIs

Gross Loan Portfolio 54,765,681.91 82,543,145.83 -3.634 0.001
Number of active borrowers 311,701 72,070 6.907 0.000
Medium

Gross Loan Portfolio 2,605,314 3,995,224 -4.153 .000
Number of active borrowers 22.883 13,222 3.918 .000
Small

Gross Loan Portfolio 1,163,267 641,597 2.700 012
Number of active borrowers 10977 3701 4,959 .000

Note that bold signs. shows values significant at 5%
Source: Spssomputation based on data from MIX market website

Regarding Gross Loan Portfolio (GLP)performance$miae MFIs have greater portfolio
compared to the industry average, whereas LargeMetlum sized MFIs have less GLP
compared to the industry average as indicated deTa But Letenah (2009) was found that
Large MFIs had more GLP value than the industryraye. In this study especially Large
MFIs have big difference from the industry benchriniEhat is the bench mark is USD82,
543,146 and the average is USD54,765,682 and ieroviby USD 27,777,464.This is
probably large MFI provide big size of loan witmtploan term for its clients, as borrowers
stayed in the MFI, the loan size and loan termaased and this reduces the loan cycle and
frequency, thus results that the loan fund willystathe hands of borrowers for prolonged
time which may have impact on loan size of LargeldMAnd small sized MFIs can provide
small size of loan for large number of people anheytperform better than the industry

average. In general Ethiopian MFIs have poor firemperformancein their GLP.
4.3Depth of Outreach: Client poverty level

Depth of outreach is measured by average Isiae, average loan size per GNI per
capita for cross country comparisons and fecentage of women borrowers. The
lower value for the two variables, i.e. agg loan size and average loan size per
GNI per capita,indicates that MFIs are good athéng the poor and a larger value for
percentage of women borrowers indicate a gapth of outreach as women are

considered to be poorer than men.
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As indicated in the following table, the one samiglest run on the sample MFIs shows that
the sample MFIs are generally performing well img of average loan balance per borrower
andaverage loan balance per GNI per capita. HowéwemMFIs are less performing in terms
of percentage of women borrowers whereby the aeevagmen borrowers percentage for
large, medium and small MFIs is computed to be 3B.4versus 53.73% of MBB), 60.65%
(versus 61.41% for the MBB), and 50.29% (versu$B%. for the MBB), respectively. When
we compare the financial performanceof MFIs regagdihe percent of women borrowers
among the MFIs, the medium size MFIs are perfornbeger than the other two and the

medium size MFIs are almost in par with the MBBueal

Table 4. Result of Depth of outreach indicators

Mean MBB t Sig. (2-
Depth Outreach Indicators tailed)
Large MFIs
Average loan balance per borrower 163.03 1177.7®.849 0.000
Average loan balance per depositor / GNI per82.36 233.32 - 0.000
capita 2784.85
Percent of female borrowers 38.49 53.72 -5.122 0.000
Medium MFls
Average loan balance per borrower 110.28 616.26 .07&4 0.000
Average loan balance per depositor / GNI pei55. 16 100.53| -12.545 0.000
capita
Percent of female borrowers 60.65 61.41 -.270 .789
Small MFls
Average loan balance per borrower 102.38  538.07 .8623 .000
Average loan balance per depositor / GNI per53.26 59.38 -1.151 .261
capita
Percent of female borrowers 50.29 66.61 3.743 .001

Bold signs. Shows values significant at 5%
Source: Spss Computationbased on data from MIX ebatkndard report

In this regard, generally we can say that Ethiopifis have good financial performanceat
reaching the poor as they have lower average l@@nasnd average loan size per GNI per
capita compared to the industry average. Mostly iidue to the fact that Ethiopia is one of
the world poorest country and has large numbeioof wiith the poverty level is high so that

MFIs provided the intended aim to reach and saxgel number of poor.
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4.4 Portfolio Quality

Portfolio quality is measured by portfolio at #sBO days and Loan loss rate. The lower
value for the two parameters is an indication thls are maintaining good portfolio
guality. As presented in the table, the medium $itktds have lower values of portfolio at
risk (PAR) compared to the industry average bugéaand Small sized MFIs have higher

values.

Large MFIs’ average PAR was 8.57 and the industrgrage was 6.32 which is a big
difference as indicated. This is an indication tteatge and Small MFIs need to give attention

to manage their portfolio risk.

Table 5: Result of Portfolio quality

Sig. (2-

Portfolio Quality Indicators Mean MBB t tailed)
LargeMFIs
Portfolio at risk>=30 days 8.57 6.32 0.913 0.370
Loan loss rate .1064 1.97 -49.479 0.000
Medium MFIs
Portfolio at risk>=30 days 3.17 5.60 5.670 | .000
Loan loss rate 1.39 2.70 -2.683 | .011
Small MFIS
Portfolio at risk>=30 days 12.69% 11.41 590 561
Loan loss rate .5627% 3.25 -3.754 | .001

Bold signs.Shows values significant at 5%
Source: Spss Computation based on data from MDketavebsite

Regarding the loan loss rate,all MFIs under thiglgthave lower loan loss rate than the
industry average as shown above on Table 5. PliglSmall MFIs have an average of
0.563% where as the industry standard is 3.25% lwhieans that Small MFIs are best
performers among the category as the differenbggis. This was due to the MFIs are better
in providing their loan because they might havedysoreening mechanism and good credit
management practices or stringent credit policydMe say that Ethiopia’s MFIs are in good

condition of their loan loss management.
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4.5 Financial Sustainability and Profitability

As explained earlier in chapter 2, financial susdhility and profitability of MFIs is
measured by the Return on Asset (ROA), Return onit{EROE), and operational self-
sufficiency (OSS). The analysis on the indicatdrsves that all MFIs under this assessment
have higher value of ROA and ROE compared to tleistry average bench mark. This
results from that MFIs are earning interest incom®shey charge higher interest rates from
the loan they provided. There is also good savimgilization from the community which
helps the organization as source of fund for loath wmall cost of capital. Regarding
operational self-sufficiency (OSS), Large and Medisized MFIs have greater value
compared to the industry average while the sma#dksiMFIs are at par with the industry
average. This shows that the MFIs can cover thieect costs from the revenue they
earned.Since MFIs are performing good in reachimegpoor as they have higher number of
borrowers than the MBB average Ethiopian MFIs agt their intended objectivio help
poor people who are financial constrained and valole, with financial servicesFrom
these we can conclude that Ethiopia’'s MFIs are @odgposition of maintaining their
profitability and sustainability.

Table 6: Result of Financial sustainability and profitability I ndicators

Financial
sustainability/profitability

Indicators Mean MBB t Sig. (2-tailed)
LargeMFIs
Return on assets 4.53% -0.854 10.6600.000
Return on equity 15.69% -8.75 12.789 0.000
Operational self sufficiency 167.85% 109.33 7.424G 0.000
Medium MFIs
Return on assets 2.84% -2.80 7.578 .000
Return on equity 4.70% 2.32 629 |.534
Operational self sufficiency 123.24% 101.16 4.024 .000
SmallMFIs
Return on assets -2.99% -9.24 3.128 .005
Return on equity -1.20% -326.21 117.597000
Operational self sufficiency 94.05% 98.64 -3.754 .001

Bold signs. Shows values significant at 5%

Source: Spss Computation based on data from MDkebavebsite
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4.6 Efficiency

Efficiency is measured in terms of operatisgpense to GLP ratio and cost per borrower.
MFIs under this study have lower value of operagmgense to GLP ratio compared to the industry
bench markas stated on the below table . Partiguleedium sized have high difference (17.21 MFI
and 187.11 MBB) followed by Small (27.66 MFI, 63.88BB) and Large with (5.85 MFI,
31.34MBB)..

Large and Small MFIs have lower value cost perdwer, where Large MFIs with 7.67 MFI and
303.24 MBB and Small MFIswith 18.95 MFIs and 362/@BB. However, Medium MFIs have
higher value than the MBB benchmark. From theseltg it is conclude that Ethiopia’'s MFls are
efficient enough in their cost management.Thisragbpbly MFIs in Ethiopia are operated mostly in
rural areas, costs like office rent is very lowitles the major cost of MFIs is salary and it is éow

compared to other countries.

Table 7: Result of Efficiency Indicators

Efficiency indicators Mean MBB T Sig. (2-tailed)
Large MFIs

Operating expense/ GLPratio 5.85% 31.34| -51.346 0.000
Cost per borrower 7.67 303.24| -718.814 0.000
MediumMFIs

Operating expense/ GLPratio 17.21 187.11, -195.013 .000
Cost per borrower 165.88 143.51 2.519 .017
SmallMFIs

Operating expense/ GLPratio 27.66% 63.86 -4.731 .000
Cost per borrower 18.95 362.32| -165.726 .000

Bold signs. Shows values significant at 5%

Source: Spss Computation based on data from MDkebavebsite
4.7 Productivity

Productivity is measured in terms of number of baers per staff member. All MFIs under
this assessment have higher value of borrower tadlr member compared to the industry
average bench mark as indicated on the followildetarhis is an indication that all MFIs

are productive in the sense that large number obl@rs are served with a staff. However
this may show that the quality of service renddoethe borrower is lower as a staff provides
service for large number of borrower. Thereforeecaeed to give to improve customer

service in adjacent to the number of borrowers.
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Table 8: Result of Productivity I ndicatorsusing one - samplet test

Large
Productivity Indicators Mean MBB t Sig. (2-tailed)
Borrowers per staff member 291.30 94.28 3.196 0.003
Medium
‘ Borrowers per staff member 165.88 143.51 2.519 017
Small
‘ Borrowers per staff member 152.30 106.75 3.876 .001

Bold signs. Shows values significant at 5%

Source: Spss Computation based on data from MDkebtatandard report

4.8 Capital structure and asset allocation

As mentioned in Chapter 2, Capital structure of 8K measured by Debt to equity ratio
(leverage). It is indicated also highly leverageidrofinance institutions have higher ability
to deal with moral hazards and adverse selectian their counterparts with lower leverage
ratiosAll MFIs have a lower debt equity rattban the industry average. The result
shows that MFIs are not properly levered when caeth#o their industry standard. So we
can say that Ethiopia’s MFIs are not properly usitiggir debt capacity. This might be

due to the fear of commercial sources of capitahsas commercial banks in lending to

MFIs or due to leverage limits imposed Hne tNational Bank of Ethiopia.

Table 9: Result of Capital structureIndicatorsusing one - samplet test

Capital structure and Asset allocation

indicators Mean MBB T Sig. (2-tailed)
LargeMFIs
Debt to equity ratio 2.70 5.23 -6.708 0.000
Gross loan portfolio to total assets 74.40% 66.82 6.356 0.000
Medium MFIs
Debt to equity ratio 1.44 2.32 -4.427 .000
Gross loan portfolio to total assets 73.89% 63.50 5.134 .000
Small MFIs
Debt to equity ratio 1.28 6.87 -27.351 .000
Gross loan portfolio to total assets 68.46% -49.77 40.962 .000

Bold signs.Shows values significant at 5%

Source: Spss Computation based on data from MDkebavebsite
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All MFIs under this study have greater value of GbRasset compared to the industry average. This
indicates they are productively using tlasisets to generate more interest income and arhigh
proportion of loan portfolios in the total asswhich is good for financial sustainabilitys

interest are earned from loans and providirmmdoto the poorfor better outreach. These results

show that MFls are performing well in their capg&iucture and asset allocation.
4.9 Cost management

Cost management is measured in terms of total eepetio, operating expense and financial expense
ratio. For this study the result shows as perftflewing table is total expense ratio finaalci
expense and operating expense ratio of MFIs ruthile consideration have lower value than the
industry average. This is an indication of betteiggenance. This indicates good cost management

practices are followed by MFIs.

Table 10: Result of Cost management Indicatorsusing one - samplet test

Cost Management indicators Mean MBB t Sig. (2-tailed)

LargeMFls

Financial expense/ assets 1.88 4.90 -19.065 0.000

Operating expense/ assets 4.24 20.06 -47.588 0.000

Total expense/ assets 6.73 27.53 -69.295 0.000

Medium MFIS

Financial expense/ assets 12.68 23.90 13.832 000

Operating expense/ assets 18.06 38.97 -14.833 .000

Total expense/ assets 16.15 30.56 -16.370 .000
Small MFIS

Financial expense/ assets 2.43 7.21 -8.225 .000

Operating expense/ assets 14.48 33.60 -11.326 .000

Total expense/ assets 19.43 41.83 -15.385 .000

Bold signs.Shows values significant at 5%

Source: Spss Computation based on data from MDkebavebsite
4.10 Revenue performance

From the result shown below Large MFIs have beteenue to Asset ratio compared to the
standard whereas Medium and Small MFIs have lovaérevof revenue to asset ratio. The
result of yield on gross portfolio is much lowemnggared to the industry average for all MFls

40



considered to this particular study. From the itethe MFIs are not performing well in

revenue generation. This is due to the fact thattrivt=Is mainly operatein rural and semi-
urban areas, often in remote areas, where riskstramdaction costs are very high even
ifMFIs lending interest rates (12 per cent to 24 gent per year) areobviously higher than the

formal market rate (7.5 percent to 14 per cent).

Table 11: Result of Revenue performancelndicators using one - sample t test

Large

Revenue perfor mancel ndicator s Mean MBB t Sig. (2-tailed)
Financial revenue/ assets 11.2046% 27.05| 38.960 0.000
Yield on gross portfolio -1.16 29.12| -12.277 0.000
Medium
Financial revenue/ assets 19/07 27.86 -10.399 .000
Yield on gross portfolio (real) 7.70 29.19 -9.165 .000
Small
Financial revenue/ assets 16/44 33.18| -18.923 .000
Yield on gross portfolio 6.64 35.51| -13.617 .000

Bold signs.Shows values significant at 5%

Source: Spss Computation based on data from MDkebavebsite
4.11Comparison among the Different Size of MFIs

The large size MFIs are better than other MFIs &yt @quity ratio, return on asset , return on
equity loan loss provision, cost per borrower, lt@goense to asset ratio , efficiency and
productivity. They are better in the use of comnarcapital sources. Besides they are the
leader in ROA, ROE and OSS. This is clearly theafbf size of MFIs on the profitability

and sustainability of MFIs and the effect of ecoresrof scale.

The midsized MFIs are better than the other MFIseinms of percent of female borrower,
financial revenue ratio and portfolio at risk ra{iBAR). Thus, serving large number of
female seems to relate with low PAR, as femaledveegrs are good in returning loan on time
than men.

The small sized MFIs are better than the other MRIserms of average loan size and
average loan size per GNI. It is thought that sriviiils are serving more of female clients
because loan to women borrowers are small in Sa@amen considered poorer than men.
Therefore Small MFIs are reaching the poor in Ibettay than the large and medium sized
ones.
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Table 12: Comparison Mean of MFIsusing ANOVA for Mean Ranking

Variables Mean / Mean Ranks
Gross Loan Portfolio Small 1163266.96
Medium 2605314.19
Large 54765681.91
Debt to equity ratio Small 1.35
Medium 1.38
Large 2.63
Average loan balance per | Small 102.38
borrower Medium 110.28
Large 163.03
Average loan balance per | Small 53.26
depositor / GNI per capita | Medium 55.15
Large 82.36%
Return on assets Small -2.99%
Medium 2.84%
Large 4.53%
Return on equity Small -1.20%
Medium 4.70%
Large 15.69%
Financial revenue/ assets Small 16.44%
Medium 19.07%
Large 11.20%
Financial expense/ assets Small 2.43%
Medium 2.11%
Large 1.88%
Operating expense/ assets Small 14.48%
Medium 12.68%
Large 4.24%
Operating expense/ loan Small 27.66%
portfolio Medium 18.06%
Large 5.85%
Cost per borrower Small 18.95
Medium 17.21
Large 71.67
Borrowers per staff member|  Small 152.30
Medium 165.88
Large 291.30
Portfolio at risk> 30 days Small 12.69%
Medium | 3.17%
Large 8.57%
Number of active borrowers Small 10,977
Medium 22,883
Large 311,701
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Gross loan portfolio to total Small 68.46%
assets Medium 73.89%
Large 74.40%
Loan loss rate Small 0.56%
Medium 1.39%
Large 0.11%
Operational self sufficiency Small 94.05%
Medium 123.24%
Large 167.85%
Percent of female borrowerg ~ Small 50.29%
Medium | 60.65%
Large 38.49%
Total expense/ assets Small 19.43%
Medium 16.15%
Large 6.73%
Yield on gross portfolio Small 6.64%
Medium 7.70%
Large -1.16%

Bold signs. Shows values significant at 5%

Source: Spss Computation based on data from MDkebtatandard report
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CHAPTER FIVE

CONCULUSION, FINDING & RECOMMENDATION

5.1 Conclusion

Ethiopian MFIs are allocating more proportion oketsto loans which has dual
benefit as it helps to earn more interest revemaketa allocate the resource to more
clients which helps for better outreach

MFIs are generally performing well in terms of aage loan balance per borrower
and average loan balance per GNI per capita wkiam iindication for better depth of
outreach. However, the MFIs are less performingenms of percentage of women
borrowers.

Ethiopian MFIs are good performers on financial tawmsbility and profitability,
efficiency and productivity

Large and small MFIs are poor performers in serviognen borrowers but medium
sized have better financial performanceas servimgenwomen also relates with
poverty alleviation mission indicated by low avezagan size and NGO form of
structure and less commercialization of the MF stdu

All MFIs serve large number of borrowers than thedustry average as breadth of
outreach measured by number of borrowers. Thishat whould be encouraged.

All MFIs are good at cost management as they haweelkpense ratios as compared
to their industry benchmarks. Between them the elaldFIs have best cost

management strategy and the same is true in |@amplovision.
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5.2 Finding

Large and Small MFIs have higher PAR value than Itidustry average which

indicates that they are at risk especially the eayges with a big difference from the
Industry average.

All MFIs are efficient as measured by operatingpense to GLP and cost per
borrower ratio and also productive measured bydvegr per staff which is an

encouraging performance.

Although Large MFlIs are better levered than Medamd Small MFIs, it is concluded

that Ethiopian MFIs are not levered properly conspao the industry standard.

5.3 Recommendation

» Large and Medium sized MFIs are encouraged to eedieir average loansize in

order to serve large poor borrowers especiallyeofdles.

Large and Small sized MFIs need to give attentianage their portfolio risk by

designing different mechanisms. And also adviseddjast their loan loss provision
accordinglywith PAR.

Large and small sized MFIs served lower percerfeofale borrowers compared to
the industry average, therefore they need to gitention to increase the number of
female borrowers as women are poorer than menhasdhé¢lps to meet the objective
of poverty alleviation by reaching more females.

The researcher recommends further studies focusedadvancing performance

evaluation framework in the context of Ethiopiarcrafinance industry.
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Annex 1: LargeMFIs: ACSI, DECSI, ADECSI, OCSSCO, & OMO

Sig. (2-

Indicators Mean MBB t tailed)
Gross Loan Portfolio 54765681.91 82543144 -3.638| 0.001
Debt to equity ratio 2.699688 5.23 -6.708 | 0.000
Average loan balance per borrower 163.03 1177.70 6.849 0.000
Average loan balance per depositor / GN| 82.3597%

per capita 233.317 -27.848 | 0.000
Return on assets 4.5263% | -.0.854 10.660 0.000
Return on equity 15.6863% | -8.75 12.789 0.000
Financial revenue/ assets 11.2046% 27.05 38.9600.000
Financial expense/ assets 1.8783% 4.90 -19.0650.000
Operating expense/ assets 4.2413% 20.06 -47.588.000
Operating expense/ loan portfolio 5.8480% 31.34 1.386 0.000
Cost per borrower 7.67 303.24 -718.8140.000
Borrowers per staff member 291.30 94.28 3.196 | 0.003
Portfolio at risk> 30 days 8.5708% 6.32 0.913 0.370
Number of active borrowers 311701.35| 72069.84 6.907 0.000
Gross loan portfolio to total assets 74.3966% 56.8 6.356 0.000
Loan loss rate .1064% 1.97 -49.479| 0.000
Operational self-sufficiency 167.8537%| 109.33 7.426 0.000
Percent of female borrowers 38.4948% 53.72 -5.122 0.000
Total expense/ assets 6.7275% 27.53 -69.2950.000
Yield on gross portfolio (real) -1.1583% 29.12 A7 0.000

Bold signs.Shows values significant at 5%

Annex 2: Medium MFIs: BussaGonofa, PEACE, SFPI, Wassasa, and vision fund

Sig.(2-
Indicators Mean MBB t tailed)
Gross Loan Portfolio 2605314.193995224 | -4.153 .000
Debt to equity ratio 1.444865 | 2 .32 -4.427 .000
Average loan balance per borrower 110.28 616.26 0724 | .000
Average loan balance per depositor / GNI per55.1592% -12.545 .000
capita 100.53
Return on assets 2.8391% | 5 gp 7.578 .000
Return on equity 4.6976% 2.32 .629 534
Financial revenue/ assets 19.0670% 27.86 -10.399 .000
Financial expense/ assets 2.1085%| 4.47 -15.349 .000
Operating expense/ assets 12.6782%23.90 -13.832 .000
Operating expense/ loan portfolio 18.05709 38.97 | 14.833 .000
Cost per borrower 17.21 187.11 -195.013 | .000
Borrowers per staff member 165.88 143.51 2.519 .017
Portfolio at risk &amp;gt; 30 days 3.1674% 5.60 670 .000
Number of active borrowers 22883.39 | 13222 27 | 3.918 .000
Gross loan portfolio to total assets 73.8856% ®3.5 | 5.134 .000
Loan loss rate 1.3945% | 2.70 -2.683 011
Operational self-sufficiency 123.2403% 101.16 4.024 .000
Percent of female borrowers 60.6509% 61.41 -.270 .789
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Total expense/ assets 16.1509% 30.56 -16.370 .000
Yield on gross portfolio (Real) 7.6959% | 29 19 -9.165 .000
Bold signs.Shows values significant at 5%
Annex 3: Small MFIs: Metemamen, Gasha, AVFS, andEshet
Sig.(2-
Indicators Mean MBB t tailed)
Gross Loan Portfolio 1163266.96 641597 2.700 .012
Debt to equity ratio 1.2777 6.87 -27.351 | .000
Average loan balance per borrower 102.38 538.07 .8623 | .000
Average loan balance per depositor / GNI per caphd.2627% -1.151 .261
59.38
Return on assets -2.9887% | g 24 3.128 .005
Return on equity -1.1991% | _306.21 117.597 | .000
Financial revenue/ assets 16.4404% 33.18 -18.923 | .000
Financial expense/ assets 2.4309%)| 7.21 -8.225 .000
Operating expense/ assets 14.4804%33 g0 -11.326 | .000
Operating expense/ loan portfolio 27.66359 63.86 4.731 .000
Cost per borrower 18.95 362.32 -165.726 | .000
Borrowers per staff member 152.30 106.75 3.876 .001
Portfolio at risk &amp;gt; 30 days 12.6895% 11.41 .590 .561
Number of active borrowers 10976.81 | 3701.16 4.959 .000
Gross loan portfolio to total assets 68.4619%  7A9. 40.962 | .000
Loan loss rate .5627% 3.25 -3.754 .001
Operational self-sufficiency 94.0539% | 98.64 -3.754 .001
Percent of female borrowers 50.2852% 66.61 3.743 .001
Total expense/ assets 19.4300% 41 83 -15.385 | .000
Yield on gross portfolio (real) 6.6396% 35.51 a1y | .000
Bold signs.Shows values significant at 5%
Annex 4: Oneway ANOVA
Sum of Squares df Mean Square F Sig.
Debt to Between 37.62 2 18.808 7.852 .001
equity ratio | Groups
Within 220.38 92 2.395
Groups
Total 258.00 94
Average Between 69953.64 2 34976.821 11.769 .000
loan Groups
balance per Within 276400.35 93 2972.047
borrower | Groups
Total 346353.99 95
Average Between 16672.24 2 8336.122 11.811 .000
loan Groups

51




balance per Within 64933.80 92 705.802
depositor / | Groups
GNI per Total 81606.04 94
capita
Return on | Between 740.08 2 370.039 10.378 .000
assets Groups

Within 2745.63 77 35.658

Groups

Total 3485.71 79
Return on | Between 3492.63 2 1746.313 6.415 .003
equity Groups

Within 20961.95 77 272.233

Groups

Total 24454.58 79
Financial | Between 866.60 2 433.299 25.749 .000
revenue/ | Groups
assets Within 1295.76 77 16.828

Groups

Total 2162.36 79
Financial | Between 3.62 2 1.808 .664 .518
expense/ | Groups
assets Within 209.70 77 2.723

Groups

Total 213.31 79
Operating | Between 1458.92 2 729.459 25.555 .000
expense/ | Groups
assets Within 2197.97 77 28.545

Groups

Total 3656.88 79
Operating | Between 5761.35 2 2880.674 7.051 .002
expense/ | Groups
loan Within 31868.59 78 408.572
portfolio Groups

Total 37629.94 80
Cost per Between 1775.07 2 887.535 24.674 .000
borrower | Groups

Within 2697.80 75 35.971

Groups

Total 4472.87 77
Borrowers | Between 337717.32 2 168858.658 4.051 .021
per staff Groups
member Within 3459758.68 83 41683.840

Groups

Total 3797476.00 85
Portfolio at | Between 1258.90 2 629.449 8.151 .001
risk >30 | Groups
days Within 6023.15 78 77.220

Groups
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Total 7282.04 80
Number of | Between 1,897,691,830,230 2 948,845,915,11564.902| .000
active Groups
borrowers | Within 1,359,635,854,766 93 14,619,740,374

Groups

Total 3,257,327,684,997 95
Gross loan | Between 624.47 2 312.234 2.314 105
portfolio to | Groups
total assets| Within 12413.56 92 134.930

Groups

Total 13038.03 94
Loan loss | Between 24.82 2 12411 1.96d0 .148
rate Groups

Within 487.50 77 6.331

Groups

Total 512.32 79
Operational Between 69946.55 2 34973.273 27.083 .000
self Groups
sufficiency | Within 104599.17 81 1291.348

Groups

Total 174545.72 83
Percent of | Between 7468.45 2 3734.227 12.490 .000
female Groups
borrowers | Within 23620.10 79 298.989

Groups

Total 31088.55 81
Total Between 2094.48 2 1047.240 41.555 .000
expense/ | Groups
assets Within 1940.49 77 25.201

Groups

Total 4034.97 79
Yield on Between 974.70 2 487.348 3.557 .034
gross Groups
portfolio Within 9591.37 70 137.020

Groups

Total 10566.07 72

Bold signs.Shows values significant at 5%
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Annex 5: Normality Test

Testsof Normality

scale K olmogor ov-Smirnov? Shapiro-Wilk
Statistic df Sig. | Statistic df Sig.
5 aft large 0.223 16| 0.032| 0.884 16| 0.045
m%rrfb"("jrs per sta medium|  0.145 29| 0.122] 0.941 29| 0.103
small 0.115 21| .200 0.98 21| 0.924
Portiolio at risk &af: large 0.259 16| 0.005| 0.806 16| 0.003
sgrd;’;;’a NSK &gl Fhedium|  0.15 29| 0.096] 091 29| 0017
small 0.211 21| 0.016/ 0.889 21| 0.021
Nummber of act large 0.092 16| .200 0.97 16| 0.839
bgrrr':)ﬁerrz active medium|  0.149 29| 0.101] 0.927 29| 0.046
small 0.198 21 0.03| 0.833 21| 0.002
Gross loan portfolio to large 0.154 16| .200 | 0.948 16| 0.459
total assets medium 0.142 29| 0.142 0.925 29| 0.041
small 0.164 21| 0.147| 0.889 21| 0.021
large 0.298 16 0 0.744 16| 0.001
Loan loss rate medium 0.309 29 0 0.78 29 0
small 0.336 21 0 0.692 21 0
Oberational self large 0.172 16| .200 0.91 16| 0.118
Su‘ﬁg‘?‘e‘rﬁ’é‘; S€ medium| 0.136 29| 0.183] 0.929 29| 0.051
small 0.112 21| .200 0.975 21| 0.835
5 ¢ of femal large 0.209 16 0.06| 0.917 16| 0.153
bg:rcoevCer.; emaie medium| 0.128 29| 200 | 0.932 29| 0.06
small 0.109 21| .200 0.983 21| 0.966
large 0.133 16| .200 0.958 16| 0.624
Total expense/ assets| medium 0.131 29 .200 0.914 29| 0.022
small 0.211 21| 0.015 0.82 21| 0.001
Vield on aross large 0.185 16| 0.148/ 0.908 16| 0.109
portfolio (greal) medium| 0.122 29| .200 0.951 29 0.2
small 0.213 21| 0.014| 0.885 21| 0.018

*, This is a lower bound of the true significance.
a. Lilliefors Significance Correction
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