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ABSTRACT

One of the main challenges of economic development of Ethiopia for decades is poverty. Though different economic
policies have been formulated by development researchers to minimize severity of poverty in the country, poverty has
continued to be the challenges of economic development of Ethiopia. The study is carried out in Jimma rare Woreda
Horro Guduru Zone in Oromia Regional State aimed to estimate determinants of microfinance participation and its
impact on poverty of rural households. The study undertook cross-sectional household survey collecting primary data
from 326 sample rural households’ using simple random sampling method in the 2019/2020 production season. The
collected data was analyzed using descriptive statistics and econometric approaches. Binary Logit was used for sake of
analyzing determinants of microfinance participation. Additionally, Propensity Score matching model was applied to
estimate the impact of microfinance participation on rural household poverty in the study area. The descriptive analysis
revealed that the microfinance participation decision differ among participant and non participant on the basis of socio-
economic characteristics such as age, marital status, education, family size and religion. The result of logit model
indicated that marital status, education, nonfarm participation, family size, frequency of extension contact, and cultivated
land size affect microfinance participation decision of the household positively whereas age of household, distance from
the market, and estimated value of asset have negative and significant effect on the participation decision of households
in the OCSSCO microfinancing services. Additionally, the study found that microfinance participation has positive and
significant effect on rural household poverty. It is recommended that importance of microfinance in poverty reduction is
of enormous benefit to the participant households in Jimma rare Woreda
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1. INTRODUCTION

The division of the ‘haves’ and the ‘have-nots’ characterize the world. While the former lead a
luxurious life, the latter suffer from lack of decent, healthful and productive life. The inequality
between the rich and the poor is widening apart, which resembles the trend of opening a scissor.
Besides, the number of the poor is getting higher and higher as the years go by. Poverty is generally
considered as a situation in which the underprivileged do not have adequate food and shelter, lack
access to education and health services, are exposed to violence, and find themselves in a state of
unemployment, vulnerability and powerlessness. Poverty is multi-dimensional and has to be looked
at through a variety of indicators such as levels of income and consumption, social indicators and
indicators of vulnerability to risks and socio-political access and participation. The estimated number
of undernourished people increased to 815 million in 2016, up from 777 million in 2015(FAO, 2017).
This has been largely driven by the world food price hike of 2008 and the food riots that raged in a
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number of countries in Africa and South Asia, where more than half of the world's population and
two-thirds of the world’s poor live, many going to bed hungry.

Poverty remains highly concentrated in rural areas. Given persistent inequality, current trends
indicate that the goal of eradicating hunger by 2030 will not be achieved. Globally extreme poverty is
decreasing, but in sub-Saharan Africa there are now more extremely poor people than in the 1990s.
Extreme poverty, measured in terms of the number of people living below the recently updated
poverty line of US$1.90 a day (valued in ‘purchasing power parity’, or PPP), has significantly
declined since 1990, when almost 2 billion people, or more than 37 percent of the world’s population,
were extremely poor. In 2012, the global prevalence of extreme poverty was put at 12.7 percent, and
was projected to fall to 9.6 percent by 2015. The decline in extreme poverty has been especially
pronounced in East Asia and the Pacific, and South Asia (World Bank, 2015). However, poverty still
affects more than 700 million people worldwide. Extreme poverty is persistent in sub-Saharan Africa;
where in 2015 close to 350 million people were considered extremely poor, 60 million more than in
1990. In developing countries, however, the issue of poverty is a primary concern.

Ethiopia is located in SSA; in particular, with over 110 million people and 1.12 million Km2 areas
and it can at best be described as a large country. Agriculture is the backbone of the country’s
economy. The fact that approximately 78.9% of the country's population lives in the rural areas and
derives its livelihood from agriculture proves the sector’s outstanding importance (Worldometers,
2019). According to World Bank Group (2018), the share of population living below the national
poverty line decreased from 30% in 2011 to 24% in 2016. According to the 2015’s UNDP Human
Development Report, Ethiopia’s human development index (HDI) value was 0.448 putting it in the
low human development category and ranked 174th position out of 188 countries. The HDI value
increased from 0.283 in 2000 to 0.448 in 2015 indicating 58.2 percent increase over the past 15 years.
Between 1990 and 2015, life expectancy at birth increased by 17.5 years to 64.6 years, mean years of
schooling increased by 1.1 years to 2.6 years, expected years of schooling increased by 5.3 years to
8.4 years and national income per capita increased by 134.7 percent to $1523 (2011 PPP$). The 2010
UNDP Human Development Report acknowledged Ethiopia as one of the top movers of human
development in the world. In recent years, however, progress remains flat mainly due to sluggish
performance in education particularly in mean years of schooling. According to UNDP (2018), the
multidimensional poverty index which identifies multiple overlapping deprivations in three
dimensions namely health, education and standard of living computed based on the 2011 household
consumption expenditure survey indicated that 88.2 percent of the population is multidimensional
poor.

Over the past fifteen years, the headcount poverty rate declined by about 93 percent from 45.5
percent in 2000 to 23.5 percent in 2016. According to the recent Household Consumption
Expenditure Survey report, between 2010/11 and 2015/16 about 5.3 million people are lifted out of
poverty. Poverty gap and poverty severity indices have respectively declined from 10.1 percent and
3.9 percent in 2000 to 3.7 percent and 1.4 percent in 2016. Nonetheless poverty is still a challenge in
Ethiopia as over 22 million people are living below the national poverty line. Poverty is
predominantly rural phenomenon in Ethiopia. While urban headcount poverty declined from 36.9
percent in 2000 to 14.8 percent in 2016, rural poverty only declined from 45.4 percent to 25.6 percent
in the same period. (UNDP, 2018).

It has been a long-held belief among policymakers that poor households in developing countries lack
access to adequate financial services for efficient intertemporal transfers of resources and risk coping,
and that without well-functioning financial markets, these households do not have much prospect for
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increasing in any significant and sustainable way their productivity and living standards. Because of
these reasons, and the fact that traditional commercial banks typically have no interest in lending to
poor rural households due to their lack of viable collateral and the high transaction costs associated
with the small loans that suit them, most developing-country governments and donors have set up
during the past three decades credit programs aimed at improving rural household access to formal
credit. The vast majority of these credit programs, especially the so-called “agricultural development
banks,” which provided credit at subsidized interest rates, have failed to achieve their objectives both
to serve the rural poor and be sustainable credit institutions (Adams...et al). Both in response to these
failures and in recognition of the critical role that credit can play in alleviating rural poverty in a
sustainable way, innovative credit delivery systems are being promoted throughout the developing
world as a more efficient way of improving rural households’ access to formal credit with no or
minimal government involvement (Diagne, 1999). According to Parker (2000), poverty has always
been a concern of microfinance; and some microfinance institutions use methodologies that target the
very poor as a separate client groups, while others are based on non-targeted financial services for all
those who lack access to formal credit institutions.

1.2. Statement of the Problem

The main challenge of economic development of Ethiopia for more than two decades is poverty.
Poverty is a multi-dimensional phenomenon related to the lack of social, economic, cultural, and
political entitlements. The wide-spread poverty, with all the problems that comes with it, is the
greatest challenge of our time so that poverty reduction has been an important development challenge
over decades. One of the identified constraints facing the poor is lack of access to credit to enable
them to take advantage of economic opportunities to increase their level of productivity and income,
hence move out of poverty (Sophia, 2012).

The large number of population in Ethiopia is rural households, and they have a low level of
literacy. Majority of the farm community comprised of subsistence farmers who are not in a position
to use high-quality seeds, sufficient fertilizers and improved farm land and limited access to credit.
Because of this, small farmers generally characterized by low income, less saving and low capital
formation. In line with this, the rural development is hindered due to lack of credits, weak
infrastructure, and poor transport systems (Wolday and David, 2010; cited in Simon, 2016).
Different economic policies formulated by development practitioners and researchers to minimize
effect of poverty in the country, poverty has been continued to be challenges of economic
development of Ethiopia. Poverty reduction strategy and different poverty intervention programmes
of the government and other development practitioners in rural areas are some of the testimonies of
this. Microfinance institutions were one of the strategies that help to reduce poverty
(Abduselam,2017). An important tool in fighting poverty is microfinance which has gain prominence
over the last few decades in countries hardly hit by the menace. Feleke (2011) finding result showed
that the household’s income is positively related to participation in microfinance services.
Households participate in microfinance institutions in the expectation that borrowing will increase
their earnings, smooth consumption, enhance their food security, sustain self-employment, reduce the
risk of vulnerability and increase savings to strengthen the basis for human capital formation.
Microfinance also enables households to mobilize and harness their resources and optimally exploit
the opportunities available to them. Moreover, microfinance services contribute for the improvement
of agricultural productivity by adopting productivity-enhancing inputs and modern farming
techniques (Ziaul, 2014).

However, in Ethiopia, the poor households in the country remain with limited access to formal
financial services. The majority of rural people and the poor farmers lack access to credit from
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modern financial institutions. Besides, formal financial institutions are inefficient and inaccessible in
providing credit facilities to the poor (Sileshi, 2014).

The prevailing operation of the formal or conventional financial institutions in many low income
countries such as Ethiopia is inefficient in providing sustainable credit facilities to the poor. Access to
institutional credit, which contributes to the increase in investment, is very limited in Ethiopia. The
majority of the poor access financial services through informal channels, money lenders, Iqub, Iddir,
friends, relatives, traders, etc. (Wolday, 2002). Most micro-credit services delivered through NGOs
and government initiated projects in Ethiopia did not consider savings as one of most important
product both to the client and institution.

Moreover, even though there have been many studies conducted concerning the impact of
microfinance at the country level, a high proportion of them have been focusing on contributions to
children’s education, improving health outcomes for women and children, poverty reduction and
empowering women by participation in microfinance services. Moreover, these studies have
compared microfinance beneficiaries against non-beneficiaries on outcome variables of interest using
descriptive statistics and observable characteristics without addressing the key methodological issues
such as selectivity bias and sensitivity analysis. Further, these studies didn’t address impact of
microfinance on household poverty in rural areas where majority of the people rural households
based subsistence farming system.

Importantly, in Jimma rare woreda where this study is conducted, no studies have been conducted
related to microfinance institutions in the area. Therefore, to fill these gaps, the researchers motivated
to conduct a study which focused on assessing determinants of the rural households’ participation in
OCSSCO microfinancing and its impact on rural household poverty in case of Jimma rare Woreda,
Horro Guduru Wollega of Oromia Regional State using binary logit and Propensity Score Matching
model which is applicable for impact assessment.

1.3. Objectives of the Study
1.3.1. General Objective

The general objective is to study major determinants of microfinance participation and estimate the
impact of OCSSCO microfinance on poverty of rural households in Jimma Rare woreda
1.3.2. Specific Objective of the Study

The specific objectives of the study are:
1.  To examine the extent of rural household poverty in the study area
2. To investigate the major determinants of microfinance participation of rural households in
the study area
3. To estimate the impact of microfinance participation on rural household poverty in the study
area

2.METHODOLOGY OF THE STUDY

2.1. Sample Size Determination and Sampling Techniques

The study was conducted in Horro Guduru Wollega Zone of Oromia Regional State. The survey was
conducted on respective sample of respondents from Jimma Rare Woreda. The target population of
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the study was the households in the study area and sample was taken from 3732 households in the
sampled kebeles of the Woreda. The selection was conducted randomly. Multistages stages sample
design procedure was adopted for the survey. The first stage was the selection of sample branch (Odo
Wayu branch) of the OCSSCO from thirteen branches in the zone based on the time spent in the
program i.e. branch of long duration. In the second stage, using purposive sampling method, three
kebeles was selected based on the existed agro-ecological condition of the study area and a single
kebele was selected from each three agro ecological area of lowland (kola), midland (woina-Dega)
and highland (Dega) respectively. Thirdly, sample respondents was selected through simple random
sampling as participant and non participant and the selection of sample respondents from three
kebeles and distinction of sample households as participant and non-participant is on the basis of
proportion to size. The total sample size is 326 of which 203 will from non-participant who make up
the control group. Finally, probability proportional to the size was employed to select 123 households
from participant and 203 households from non-participants which totally constitute the size of the
sample to 326 from selected kebeles.

The required sample respondents was determined based on the Cochran (1977)’s formula of
proportion given by

Z°pq
g — o2 P i |

Where, n,is the sample size, Z is the selected critical value of desired confidence level, p is the

estimated proportion of an attribute that is present in the population, = 1 — p and e is the desired
level of precision level. In this study, it is observed that maximum variability is equal to 63% (p =
0.63), 95% confidence level with 5% precision level. Then the required sample size will be as follow

P=0.63and henceq=1-0.63=0.37;e=0.05;z=1.96

Z’pq _ (1.96)%(0.63)(0.37) _
ng = = =

el {0.05)%

B 3.2

To calculate the final sample size, the correction formula of Cochran (1977) which is suggested for
finite population which reduces sample size slightly is given below:

n= FHF ................................................................. 3.3
358 358 358
n=—32%_= = = 326

T 1+0.0956594  1.0956594
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Table 1 Sample Size Allocation of the Selected Kebele

Selected Number of | Participant | Non Sample selected from kebele
Kebeles households  in | households | participant
the kebele households

Beda Worke | 1146 (30.7% ) 380=34% | 766 = 66% 100 | 34 from client

66 from non-client
Bebel’a 1153(30.9%) 425 =38% | 728 = 62% 101 | 38 from client

63 from non-client
Dile kolba 1433 (38.4%) 566 = 41% | 867 = 59% 125 | 51 from client

74 from non-client
Total 3732 (100%) 1371 2361 326 326

Source: Own computation of proportion to size

A total number of households in 22 kebele are about 27215 and 3732 households are the target
population of the selected three kebeles in the district. Accordingly, a total of 326 sample households
were randomly sellected from three kebeles. Three kebeles were purposively selected due to their
duration with the services of OCSSCO and their relative greater number of clients. Then the
respondents were selected using simple random sampling method within each stratum.

2.3. Sources and Types of Data

Both primary and secondary data was used for this study. The primary data needed for the study was
obtained from randomly selected rural households of Odo shakiso woreda. The types of data which
was generated through the various data collection instruments from these sources are quantitative and
qualitative data. Secondary sources of data are government policy documents and reports, poverty
research reports from the research journals, books and magazine, policy documents and working and
discussion papers of various institutions and from the zonal and woreda administration offices, and
woreda microfinance.

Then after, a structured household questionnaire was administered to 326 sample households of
participant and non-participant in the selected kebeles. In doing so, training was given to enumerators
about the questionnaire and follow up was made to ensure that the process of data collection was
smooth. The survey questionnaire was pre-tested before full scale data collection in order to clarify
issues in the questionnaire.

2.4. Method of Data Analysis

2.4.2. Econometric Analysis

Data analysis followed upon completion of data coding and organizing. The STATA 13 version is the
statistical software which was used for analyzing the data. The Logit and PSM models were used for
the sake of microfinance participation determinants and evaluation of impact of microfinance on rural
household poverty respectively in this study. The following methodologies are employed in analyzing
the extent of poverty, participation determinants of microfinance and impact assessment of OCSSCO
microfinancing scheme on poverty of rural households.
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3. RESULTS AND DISCUSSIONS

This chapter is subdivided into three sub-sections. The first part presents the descriptive statistics on
the demographic and socio-economic characteristics of the sampled households. The second section
presents the results and discussion on the extent of poverty of sampled households of the study area
and finally, the third section deals with the discussion and results on determinants of Microfinance
participation and impact of microfinance participation on rural household poverty of sampled
households in the study area.

3.3.2. Estimation of Determinants of Microfinance Participation in Odo Shakiso Woreda

The binary logit model was used to estimate the determinants of rural poverty in Odo Shakiso
woreda. The estimation result of the model is presented in the following table:

Table 2: Binary Logit Estimation of Determinants of Microfinance Participation

Microfinance Coef. Std. Err | Z P>|Z| [95% conf.
participation interval]
Age of HH -.0496844 | .023872 |-2.08 | 0.037** -.0964727 -.002896
Gender of HH .0566539 | .6779217 | 0.08 | 0.933 -1.272048 1.385356
Marital Status 2.558408 |.9481698 | 2.70 | 0.007*** 7000289 4.416786
Religion -1.258832 | .7400296 | -1.70 | 0.089* -2.709264 .191599
Education 1949058 | .1099155 | 1.77 | 0.076* -.0205246 .4103361
Nonfarm activities 1.895605 |.6714493 | 2.82 | 0.005*** 5795884 3.211621
Family size .6681807 | .1509714 | 4.43 | 0.000*** 3722823 9640791
Dependency ratio -.2372544 | 1741751 | -1.36 | 0.173 -5786313 .1041225
Extension contact 1.63216 3387716 | 4.82 | 0.000*** 9681803 2.296141
Distance from market -.7127277 | .1148765 | -6.20 | 0.000*** -.9378816 -.4875738
Estimated value of Asset | -.0000121 | 3.72e-06 | -3.26 | 0.001*** -.0000194 -4.82e-06
Attitude towards risk -.0080636 | .6524425 | -0.01 | 0.990 -1.286827  1.2707
Cultivated land size 3272271 | 1056922 | 3.10 | 0.002*** 1200743  .53438
_cons -4.883993 | 2.005162 | -2.44 | 0.015 -8.814039 -.953948
Number of Observation = 326 Source: Own computation from survey data (2019)
LRchi2 (13) = 347.53
Prob > chi2 = 0.0000
Pseudo R2 = 0.8043
Log likelihood =-42.284637

Note: *** ** and * denotes level of significance at 1%, 5% and 10% respectively.

In the table 6 above out of 13 explanatory variables, 10 of the variables of which 7 of them are
continuous and the remaining 3 significant variables are dummies : Age of the household, Marital
status of household, religion of household head, years of education, household Nonfarm participation,
size of family members, times of extension contact, distance from the market, estimated value of the
Asset and Total size of cultivated land have a significant effect on the rural households participation
to microfinance at the significance level at 1%, and 10%. The negative values of explanatory
variables in the table above indicate that when the unit change in independent variable lead to
decrease in probability of being participant. The positive values of explanatory variables in the table
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above indicate that when the unit change in independent variable lead to increase in probability of
being participant. Among the significant explanatory variables, marital status, years of education,
nonfarm activities participation, family size, extension contact and cultivated land size were affect the
dependent variable (microfinance participation) positively whereas the remaining four variables
namely age of household head, religion, distance from the market and estimated value of asset were
affect the participation decision negatively.

3.3.2.1. Marginal Effect for Logit regression

In view of the fact that the logit model we are using for regression analysis is not linear, the marginal
effect of each independent variable on the dependant variable is not constant but it depends on the
value of the independent variables. Thus, marginal effects can be a means for summarizing how
change in a response is related to change in a covariate. For categorical variables, the effects of
discrete changes are computed, i.e., the marginal effects for discrete variables show how P(Y = 1) is
predicted to change as Xk changes from 0 to 1 holding all other Xs equal. Whereas for continuous
independent variables, the marginal effect measures the instantaneous rate of change, i.e. we compute
them for a variable while all other variables are held variables constant .That means in this study
change in the probability of being participant with a unit change in continuous independent variable
(Greene, 1993).Thus, opposed to linear regression case, it is not possible to interpret the estimated
parameters as the effect of the independent variable up on being participant. However, it is possible
to compute the marginal effects at some interesting values of the significant explanatory variables.
We can see in table 5 below

Table 3: Marginal Effect of Logit Model

Variable dy/dx Std. Err Z P>|Z| [95% conf. interval] X
Age of HH -.0040721 .00218 -1.87 0.061 -.008339 .000194 42.6779
Gender of HH .0046034 .05462 0.08 0.933 -.102448 .111655 .687117
Marital Status .1450882 .05149 2.82 0.005 .044178 .245998 .745399
Religion of HH -.0764704 .04102 -1.86 0.062 -.156865 .003925 .180982
Education .0160157 .01038 1.54 0.124 -.004364 .036312 4.4908

Nonfarm activities .1701909 .07948 2.14 0.032 .014414 .325968 484663
Family size .0547636 .01931 2.84 0.005 .016912 .092615 7.44479
Dependency Ratio -.0194452 .01622 -1.20 0.231 -.051236 .012346 3.69325
Extension contact 1337707 .04299 3.11 0.002 .049518 .218023 1.62883
Distance from market -.0584146 .01786 -3.27 0.001 -.093414 -.023416 8.01733
Estimated value of asset -9.93 .00000 -2.62 0.009 -1.7e-06 -2.5e-07 63839.3
Attitude of risk -.0006609 .05348 -0.01 0.990 -.10548 .104159 .506135
Cultivated land size .0268193 .00987 2.72 0.007 .007476 .046162 2.79525

Source: Stata output computation from survey data (2019)

4.3.2.2. Interpretation of Significant Explanatory Variables

The logistic regression model shows that from the total of thirteen explanatory variables hypothesized
to influence household’s microfinance participation some of them; namely marital status of
household, nonfarm activities, Family size,estimated asset value of the household, cultivated land
size, frequency of extension contact and distance from the market are significant at 1% probability
level whereas age of household head, religion and years of education were significant at less than
10%. The coefficients of three variables were not statistically significant at the conventional
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probability levels implying that they were less important in explaining the variability in household’s
participation decision in the woreda.

These variables are sex of household head, attitude of the household head towards risk and
dependency ratio. Thus in what follows, the estimation result of the binary logit model and its
interpretations of the significant explanatory variables will be discussed.

Age of household head: The age of a household head was negatively and significantly affected
microfinance participation decision of households at less than 10% probability level showing an
inverse relationship with household participation. It shows that a one year increase in age of the
respondent would result in a 0.4% decrease in the probability of being participant in Microfinance.
The possible explanation could be as rural farmers households get aged, their access to information
decreases because of decrease in their mobility especially to run income generating activities. Asset
accumulation also diminishes as the household’s productivity decreases. Moreover, their achievement
motivation and level of aspiration diminishes with age. The result is consistent with the findings of
Roman (2010).

Marital Status: Household head marital status coefficient results of the study revealed that the
variable under consideration is positively related and significant at 10% probability level with the
probability of being participant. The coefficient of marginal effect of logit model interpretation could
be married household has the probability of 14.5% to be participant compared to others status (single,
divorced, and widowed), assuming other things remain constant. The meaning of the result suggests
that married couples have greater liquidity needs due to increased financial needs of more persons in the
household. Different studies suggested different results regarding how marital status affects household
microfinance participation. For example, Forah (2011) conducted study on factors affecting microfinance
participation and with regard to marital status of the household head; the coefficient of the married
household head was positive and statistically significant at one percent level.

Religion of household: religion of the household head seems to make a significant difference in the
demand for credit. The variable was hypothesized as dummy 1 for Muslim and 0 for other religions.
The result of the coefficient shows that the Islamic religion has negative effect on the microfinance
participation of the house household. The interpretation would be assuming all other thing remain
constant being Muslim decreases the probability of being participant in microfinance by 7.65
percents compared to other religions. In an area where the social ties and religion contributes to
attitudes and beliefs of individuals, religion affects the credit behavior of the society (Getaneh, 2005).
In Muslim religion, credit or saving is not allowed since paying or receiving interest is considered as
haram (Getaneh, 2005) and hence people refuse to take credit even though they are unable to finance
themselves. This can be witnessed from the study of Ageba & Amha (2006) who found that 1.8
percent of the respondents in their sample did not apply for credit due to religious reason. In addition,
Getaneh (2005) reported that in certain areas of Ethiopia such as in the Oromia and in the Amhara
region, earning of money by the act of loan is haram.

Education of the household head: education affects positively and significantly rural household
decision in participation of microfinance service at less than 10% probability level. The model result
shows that when a years of education level increase by one year result in 1.6% increase in the
participation probability in microfinance, citrus paribus condition. The implication in that literate
household more easily demand and protect his/her right and so education increases the knowledge
and skill of the people in a society Hinzen, (2004). Therefore, the more education to a society means
the more intervention in different economical and social activities by that society. A household head
is relatively better educated; he/she can have relatively better motivation to do income generating
activities. The result of this finding is consistent with the results of Sharma and Zeller (2005)
Non-Farm activities: The marginal effect coefficient of logistic regression suggested that nonfarm
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activities participation of the households has positive and significant effect on the rural household
microfinance participation so that the variable is significant at 1% probability level. The model
marginal effect result shows that when the household participate in nonfarm activities, his/her
microfinance participation probability increases by 17 percent compared to household who did not
participate in nonfarm activities. The meaning of this result is that households who are involved in
non-farm activities have higher demand for credit since these activities requiring them huge capital.
This is in line with finding in India which suggested skill, opportunities from non-farm investments
and occupation of the individuals are key factors influencing borrowers to get a loan from the
microfinance (Chaudhuri, 2011).

Family Size: Family size affects positively and significantly women decision in participation of
microfinance service at less than one per cent probability level. The model result shows that when the
family size increases in one person, the level of household chance of participation decision in
microfinance services increase by 5.4%, while the other variables held constant. This might be
attributed to large families which are more likely to exert consumption stress on the household
borrowing than those in a smaller family as the larger family is more likely to have a higher
dependency ratio, which is reflected through an increased probability of microfinance participation
(Tekle and Eshetu 2017). This may mean that households with larger families cannot invest in farm
capitalization since the large portion of their farm output is used to maintain their family. Oluwasola
& Alimi (2008) also found similar result in Nigeria that big family size (11 averagely) increased
agricultural credit demand. And also Bendig et al.(2009) reported from Ghana that larger households
are more exposed to shock (e.g., illness) because of higher number of household members which
ultimately caused them to have participate in microfinance.

Extension contact: The result of logistic regression indicated that the frequency of extension contact
had a positive effect on rural households’ participation in microfinance services, and was significant
at the 5% significance level. This means that those households getting more extension service have a
high probability to participate in microfinance services. The marginal effect of the frequency of
extension contact was 0.1337707. The computed marginal effect result shows that a unit increases in
the frequency of extension contact increases the probability of households participation in
microfinance services by 13.38% keeping other variables constant at their means. The explanation
would be the extension service was to increase the crop production by using modern agricultural
technologies like chemical fertilizer, irrigation etc and had more participated in agriculture
intensification activities than the counterparts as a result farmers who have a frequent contact with
extension agents are expected to have more information that will influence farm household’s demand
for credit from the formal sources (Ambachew & Ermiyas, 2016; Titay, 2013). On the other hand, the
propensity of households to participate in farm activities is positively influenced by their extent of
contact with that since they are better in farm income relatively and it leads them to participate in
farm activities (Yishak, 2017).

Distance from the Market (market proxy): Distance from market affects negatively and
significantly household decision in participation of microfinance services at 1% probability level.
The interpretation of could be a one kilometer increase in distance from the nearest market, the
probability of participation declines by 5.8 percent. The most possible explanation is that households
living far from market places have less access to valuable information which could have helped them
to make advantage of opportunities. Besides, microfinance institutions members get income
generating activities selection, planning and management training from the responsible organization.
This training helps them to better process and use the information they get as a result of their
nearness to the market. Moreover, households those has better access to market has higher chance of
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engaging in different income generating activities. As a result, rural households who are close to
market have better possibility to be relatively better empowered than those who are far from market
and the result of this study was consistent with the study of Ebrahim, (2006); Daniel and Yirgalem
(2016).

Estimated Value of Asset: The estimated value of asset that the household own is one variable in
this study and the variable is significant at less than one percent affecting the microfinance
participation decision of the household negatively. The coefficient of marginal effect in logistic
regression shows that as the asset of the household increases the microfinance participation
probability of the household can be decreases. This is because when endowment grows, households
can automatically finance a greater share of their desire consumption and their demand for credit may
decrease. Asset of the household is an important element households take in to consideration when
borrowing decision is made. To this respect, the study by (Duflo et al., 2008) indicated that the
amount of asset owned has a negative influence on demanding credit as households need no more
capital. But the findings of (Mpuga , 2004) and (Mpuga, 2008) contend that it is not the number of
the assets rather the value of assets (e.g., building, land) owned by household and other dwelling that
strongly influence demand for credit.

Cultivated Land Size: Another important variable is cultivated land size which had a positive effect
on the rural households’ participation in microfinance services and statistically significant at 5%
significance level. The marginal effect result of the study shows that a one hectare increase in
cultivated land size increases households’ participation in microfinance by 2.68%, keeping other
variables in the model constant. The finding of the study coincides with Asfaw (2013), who found
that cultivated land size has a positive and significant effect on households’ microfinance
participation decision. The possible implication is that as household cultivated additional hectare of
land, he/she needs more financial resources to fulfill inputs for the production and this could
increases the probability of microfinance participation. Similarly, the results of the study by Daniel
and Yirgalem (2016) had also revealed that farmers with the cultivated land can be engaged on
fertilizer credit. This statement supports the economic logic of the substitutability of fertilizer for
land. Rural households facing the problem of low level of production due to shortage of farmland and
limited use of modern farm technologies would increase their productivity through the use of
fertilizer and other improved farm inputs. This forces farmers for searching credits and saving
institutions or individuals and groups. This result is also consistent with studies carried out by Daniel
and Yirgalem (2016).

5.1. Conclusion

The study used cost of basic needs method to measure consumption expenditure (per adult equivalent) of
the rural household and compared their expenditure with predetermined national poverty line of 5220 birr
per adult equivalent expenditure per year. The poverty measure approach revealed that the poverty
incidence, poverty gap and poverty severity were found 36, 26 and 8 percent respectively. Headcount
index shows that 36% of the households were poor and 64% were not poor, poverty gap result implies
26% consumption shortfall from the poverty line and severity result indicate 8% variation among poor
households.

In the study area even though there is significant number of households who participate in
microfinance services, the extent or degree of participation was low and suggests that still the study
area rural households were not benefiting from the services as such. The descriptive analysis result
showed that the mean difference between the two groups regarding the sex of household head
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implying female headed household less participated in to microfinance services compared to male
headed households in the study area. Again, marital status, education level, cultivated land size; and
frequency of extension contact were statistically significant. However, the two groups have shown a
statistically insignificant mean difference regarding a dependency ratio.

The estimation result of the logit model indicated that among 13 explanatory variables, which were
hypothesized to influence the household heads participation in microfinance services, ten variables
were statistically significant while the remaining three variables were statistically insignificant. The
significant variables in the model were age of household head, marital status, education level,
religion, family size, nonfarm activities, cultivated land size, distance from the market, frequency of
extension contact and estimated value of asset are significantly influenced households’ participation
in microfinance services while dependency ratio, gender of household head and attitude of household
head towards risk were the three insignificant explanatory variables.

It can be concluded that rural households who are better educated, contacted more frequently by
extension more, married household, large family member, has large cultivated land, male headed,
and participate in nonfarm activities not Muslim not tend to engaged in microfinance than others.
Additionally, the finding of the study showed household with large asset value, far from market,
Muslim in religion and higher aged were less inclined to the microfinance participation.

5.2. Recommendation

»  The study, Indicates the poverty magnitude and dimension (poverty incidence, gap and
severity) were found to be high relative to national poverty situation. Thus due attention by
different stakeholders by searching different opportunities i.e. for example giving credit
services, which will increase the well being of rural household in general and in the study area
in particular.

»  The study Revealed that education was found to have positive contribution in increasing the
microfinance participation and this has its role in decreasing rural household poverty.
Therefore, expanding both formal and informal education for rural households, creating
awareness about importance of education will improve their skill to use farm inputs
effectively as well as help to benefit from existing microfinance services appropriately and
this can improve the well being of the rural household.

»  Family size is found to be one of the key factors that contribute for increase in demand
towards microfinance usage. Hence, the government and NGOs, particularly operating at the
local levels should design sound implementation programs to put the already endorsed and
existing population policy in to effect. To this end, two side actions can be possible. One, a
focus on family planning and integrated health service and education provisions must catch
the attention of decision-making bodies. Second, the existing microfinance institution
(OCSSCO) should facilitate and expand its services for rural household farmers to help them
with this high family size and respective financial problems.

»  Extension contact is one important variable influencing microfinance participation
significantly and positively. This indicates that frequently contacted household has the
advantage of improving awareness regarding how to use loan economically, how to manage
his/her farm inputs and resources and also come out with skill and experiences to cope with
existing situation in life. Therefore, the concerned body both government and non government
should due attention to those rural households through creating different training opportunities
on issues such as farm related training, advantages and usage of microfinance services,
family planning etc so as to improve their living standard.
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»  The positive impact of OCSSCO MFIs in improving expenditure implying that OCSSCO
microfinance is important in reducing poverty and enhancing social welfare at Odo Shakiso
woreda. Therefore, all necessary support should be provided to the industry from the
government and other funding organizations in order to improve their performance and
outreach as well as to improve the magnitude and type of impacts towards poverty alleviation.
Hence, the importance of microfinance in poverty reduction is of immense benefit to the
participant households in Odo Shakiso woreda. There is, therefore the need to help and
sustain it and help its growth as its role to the development of the Odo Shakiso woreda and
the country at large is very good.
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