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Abstract

Micro Financing Institutions (MFIs) loan provisida poor is proving as a key strategy for povertg\aation
and inadequate access to credit by the poor hasibeatified as one of the contributing factorsptoverty. To
this end, this studies aims at assessing linkagéween MF loans Provision in line with local econom
development and provide basis for policy formulatai regional and national level in regard to M&isl LED.
To attain this objective, studies from Ethiopia astther countries have been reviewed. Empirical ewsi
showed that these institutions provided opportasitfor self-employment; improved women's security;
autonomy, self confidence and status within théesp@nd household; helped in improving childreBducation.
Above all, as pro-poor program; they targeted thstnvulnerable groups in society, particularly womeho
remain confined to households with little or almnstassets. In Ethiopia, great efforts are beindar@nce last
two decades by expanding MFIs loan provision ses/to the various groups of the people specifidhiéypoor
to facilitate poverty reduction effort. Despite tinereasing reliance on MFIs as one of the instntnie reduce
poverty in Ethiopia; very little work has been urtd&en to examine the linkage of the microfinangpamsion
with local economic development (LED) strategy loé fparticular region. The studies reviewed reve#hed
there has been duplication of business undertakemrious parts of the region. This is due to laEkinkage
and synergy of the loan provision by MFIs to theDL &rategy of a given local area in particular aggions in
general. The reviewed literature indicated thatameount of decentralization of the development pian
optimize the potential of each region and mobiliesources; the local governments have been empdwere
undertake social and economic development endeavor.

It has also been found that, the Growth and Transiton Plan (GTP) (2010/11-2014/15) and LED were
closely aligned. The interconnection between GTB BED existed directly through the micro-small scal
enterprises (MSE), cooperatives and other assonmtiSince LED aims to create efficient and fumgtig local
economies as a consequence it has a direct alignabngrowth and transformation efforts. Therefdieking

the microfinance loan provision to the local depah@nt priority appeared is very critical for thessinability

of the MSE businesses to benefit from local avéglghotential resources for poverty alleviation parg.
Empirical evidences reflected that the current orpalicy, the MSE strategy and the regional develept
framework provided additional opportunities for fhglementation of LED and creating synergy betwisitis

& MSE in Ethiopia. In light of the above view, ticerrent MFIs loan provisions and local developnantrity

of various regions as very important point of engihainseen in Ethiopia. Moreover, the findingstef study
revealed that there is clearly identified lack ghergy between MFIs, MSE, Cooperatives Agency, Loca
administrative apparatus and LED in various regionSthiopia. This necessitates the stakeholdav lto set
policy that fills up the gap and create strongfdige between MFIs loan provisions to LED priorifyparticular
regions to assure the sustainability of MSE busiegsand enhances the contributions of MFIs forepggv
alleviation in Ethiopia. All in all, the researchexcommends that both Federal, regional governmedtother
concerned stakeholders to work towadifyging deeper to find keys to success.

Key words: MFIs Loan Provision, Linkages, LED strategy

1. Introduction

Ethiopia is one of the poorest countries in thelevaiith per capita GDP of only $357 (Plummer, 20&a) with
29.6% of its population starving below the natiopalerty line (US$ 0.6 per day) (Geiger and Gohl20
Enrolment in primary school has increased from 3894991 to 95% in 2007, however more than half the
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population lives in a household where nobody haspteted primary schobl Ethiopia’s GNI per capita in PPI
terms is $971 which, although is one of the fastgetving falls below average for sub-Saharan Afrithe
income gap between the financially wealthy andgber is also high with the inequality adjusted HBdex
standing at 0.247 as of 2010. It is also one ofntlest populous countries in Africa having a popalagrowth
rate 3 % per annum. The infant and child mortatityes are 118/1000 and 173/1000 children, resmytiv

Hence , as an intervention strategy, Ethiopia edafind engaged implementing Growth and Transfoomdtlan
(2011/12-2014/15) where campaign against povertjuagon are central to the government’s development
agenda. In this respect many policies, goals ardctibes are focused on targeting the most disadgal
households. To realize the plan microfinance (MFyansidered by the government to be one of theitapt
tools in fighting poverty and thus, the expansiémicro and small scale enterprise and effortsetch the poor
and expanding self employment opportunities espgcfar the youth and women are the current policy
direction. The objective of the MFIs in Ethiopia limsically poverty alleviation through the provisiof
sustainable financial services to the poor who altudo not have access to the financial servicdestber
formal financial institutions (Yigirem K, 2010). IGthiopia the sector has a strong focus on loartbdovery
poor, as indicated by the relatively small loansewltompared to neighboring countries. The govermrisen
heavily involved in the sector, and has prioritizedilitating the loan access to the urban and|rpoor
(MFTransparancy, 2011). In line with these, fivep tdiFls established which are backed by regional
governments with the view of cascading GTP planegtonal and districts levels; namely, ACSI (Amab)ar
DECSI (Dedebit), OCSICO (Oromiya), ADCSI (Addis)da@mo. In aggregate they serve about 84.7% of the
total clients of the sector; and account for mbi@nt90% of the sector’s total assets (NBE quartegprt as at
June 30, 2012) as cited in Sintayehu (2013).

However, significant efforts should be made bydbacerned stakeholders to sustain the servicesh m# and
target the pro-poor plan of the government; remlyigioverty through lessening the financial constsaof the
poor and enabling them to create job opportunitytiemselves and others youth with particular erajghan
local economic development priorities. These ramialigning with regional GTP and Local economic
development(LED) strategies which are crafted watkisting local conditions involving the concerned
stakeholders of the regions (Rodriguetzal, 2009). It is the joint-efforts of all state andmstate development
actors in urban & rural Ethiopia towards buildirge teconomic capacity & competitiveness of theipeesive
urban & rural local government entities so as teate decent jobs and improve the quality of life teeir
residents (Mathewos, 2006). But most local offwjalntil recently, do not recognize or give adeguatention
to local economic development issues. Since mastaric development constraints are found at thal llewel
such as access to land, skills development, micdosaall scale enterprise mobilization and loarvigion and
other infrastructure, the rational for LED beconiewperative {bid). These have to be closely linked to
microfinance loan provision for poverty reductiorogram of the regions as pro-poor strategy to aehibe
GTP target of the regions in particular and thentiquin general.

In the Ethiopian Scenario, even though variousaresees conducted on performance, financial prafitaland

operational viability income generation, agricutuproductivity and on the micro finance outreackas etc,
which have been accessed, in terms of significaot#se topics and the dynamic nature of the proislen the
areas a lot research gap can be observed. Morertemgply, despite the increasing reliance on MF dduce
poverty in Ethiopia there has been surprisingljelitvork under taken to link the micro finance exgian with

LED strategy of the regional states in Ethiopianéto assess the synergy and performance of MiEigwhe

framework of cascaded regional and districts GTFegions in Ethiopia. Therefore, this study tryidentify

ways through which the contribution of MFIs in &ikting poverty enhanced, the lessons to be addpteabor
nations like Ethiopia to overcome the century lamgemy i.e. poverty, to assess the link of micrafoea
expansion with LED strategies and how both servi@s to one another to harness economic developofe
the country.

2.0bjectives of the Study

The general objective of this study is to critigallscertain how micro-financing can be used asffattve
instrument to reduce poverty and development ofran@nd small scale enterprises by linking with loca
development strategies and cascaded GTP of particegion in Ethiopia, with specific objective of:

1 Human Development Report, 2010. http://www.hdr.uadpen/reports/global/hdr2010/
2 Human Development Report, 2010. http://www.hdr.uardpen/reports/global/hdr2010
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1. Assessing the contributions of microfinance insititos in poverty reduction and its alignment witical
development strategies

2. Examining the interdependence of MFI loan provisidth LED strategies and GTP in Ethiopia;

3. Examining the challenges, opportunities and thredtmicro and small scale enterprises and the link
towards LED strategies

3. Materials and Methods

To meet the objectives listed above the researgbed the available pertinent documents, partiguladrks
produced in recent years are extensively reviewkd. review includes: research reports, LED projepbrts,
studies, reports, papers, published and unpublistleduments of donors, international organizations,
government agencies, researchers and conferenceegliags; federal/regional level documents comgini
policy statements.

4. Theoretical Arguments on Microfinance and Local Ecoomic Development Strategies

In this part of the paper the researcher revievnedtheoretical perspectives of microfinance exmansis an
instrument for poverty alleviation in line with lalceconomic development potential and strategieegibns in
developing countries including Ethiopia.

4.1 Definition and Evolution of Microfinance Institutions

The emergence and evolution of the microfinancthéindevelopment discourse by policy makers, acaddami
credited back to Grameen Bank established by Moheanyfunus in Bangladesh in the late 1970s, spreading
rapidly to other developing countries. Since thelfldfand their loan provision services are maingwed as an
economic development strategy, and particularlgvent approach in countries where disadvantagedpgr
tend not to benefit from involvement in the forneglbonomy. With these rational justifications for mdhan 30
years microfinance has been portrayed as a kegypalid programme intervention for poverty reductiom
‘bottom-up’ local economic and social developmeatis in most developing countries including Ethapi

The literature reviewed showed that academiciagsgarchers and policy makers have tried to defiegdrm
from various perspectives. Lashley (2004) definmicrofinance as “lending small amounts of money for
enterprise development to achieve a sustainaldeimrisncomes above the poverty line”. However,ds lbeen
controversial issues by the researcher to cleathst partly due the difficulties of reliable amadfordable
measurement, the methodological challenge of pgogausality, and other factors (Stewart, 2010)tHeumore,
poverty alleviation effort requires understandihg tealities of local communities’ conditions andhitizing
the stakeholders toward the effort of poverty reéidimc The rational of MFIs loan provisions whichrther
reinforces the vicious cycle of poverty seems pldasto serve as vehicle through which the poor are
empowered, thereby providing a valuable tool tasaghe economic development process (Akinlo and, On
2012). Elsewhere, microfinance is seen as a csetitme that uses collateral substitutes to short-teorking
capital of micro entrepreneurs (Hubka and Zaid40 But, such definitions ignore two important esfs of
microfinance: saving services and loans for congiomppurposes. Similar to banks, saving mobilizatio
perceived important for micro lenders to ensurerépayment of non-collateral-based loans (Adamh&maand
Pischke 1984, Hulme and Mosley, 1996).

Theoretically, several literatures have been writialine with the role and contributions of MFIsrfo
development endeavor highly needed particularlyéweloping countries. However, microfinance is ppor
understood, and it remains unclear whether it dedivn its promises. In this respect the reviewtedature that
assess the effect of MFIs loan provision on povaltgviation reported mixed and disputed so fagéweloping
countries including Ethiopia. Thus, there seemdssimg element like alignment of the loan proviswith local
development strategies of communities. Studies wcted by (Taiwo, 2012; Okumadewa, 1998; Sowmyan,
2011) reported the loan provision serves as arct@feeway for poor people to increase their ecomoseicurity
and thus reduce poverty. Moreover, it enables people to manage their limited financial resourceduce the
impact of economic shocks and increase their assaisincome. In contrary Srinivas (2004) disproved
facilitate the diversion of valuable aid money framtested and non-viable microfinance programs-yawanm
vital programs on health, education that are ie dieed of such funds. Similarly, Hulme (2008) adytieat MF
has other indirect negative effects as it introdulceuseholds to a culture of debt that might chatsyevell-
being adversely. NPOWG (2006) also emphasizedalihbugh most MFIs aim to reach poor people, it has
become increasingly apparent that they rarely seevg poor people. Most MFIs reach the ‘upper paorhuch
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greater numbers than the ‘very poor’. To sum upséhconflicting views surrounding microfinance atsd
effectiveness at reducing poverty in the less dped economies (LDCs) has led to several empisicalies on
microfinance and poverty reduction in the develgpeconomies (Akinlo and Oni, 2012). Furthermore, it
requires re-visiting again and again the policied strategies of MFIs loan provisions program talsgroverty
reduction and fill the gap in line with the locabramunities realistic conditions, potential resosrce
beneficiaries and markets demands by mobilizing dbecerned stakeholders under the framework ofl loca
economic development strategies in particular agesjtregions and districts can be consideredtematives
tools to facilitate the momentum of poverty redoiti

4.2 Definition and Initiatives of Local Economic Development (LED) Strategies

The term Local economic development (LED) was oatly referred to deliberate intervention to proenot
economic development in a specific area that igm®national area-from a very small neighborhdodugh to
fairly large sub national region. A common definitiof LED refer a process in which partnershipueetn local
government, the private sector and the communiggiablished to manage local and access extesmlnees to
stimulate the economy of a well defined territokjefer, 2003). As per Boxer & Josie the strong ficsttions
for LED are that each community has unique localditions that help or hinder its economic developme
Before a community can commence with economic dgreént strategies it needs to understand the nafure
the local economy. Creating an inventory and pediy collecting data, then analyzing the data ahating the
profile and inventory, provides the factual bas@r fconomic development goal setting and strategy
development. As the success rate of any povergyiation program depends on the availability ofuaate,
reliable and up-to-date information and statisiosl thus, the community must be fully informed abibir
own town or city, their own region and their nattbeconomy (Boxer & Josie, 2007). Hence, micro small
scale enterprises mobilization effort and MFIs Igaavision should be carried out as per the road ofahe
particular regions and districts LED strategieageure the sustainability and development endeavor.

Moreover, Rodriguez-Poset al(2009) argued, while LED no panacea, may be advetimplement to
traditional top-down strategies in order to delisastainable development and in many cases masedelieater
economic efficiency by mobilizing resources thdtestvise may have remained untapped and a large erunfib
social benefits, by promoting voice, participaticemd sustainability across territories where ingtinal
conditions have been far from ideal. In connectimithese, Ethiopian government has crafted GTR1AQ@-
2014/15) which is supposed to be cascaded dowegions and districts as per the existing local dmrds to
end vicious circles of poverty. The plan envisageselerated growth in the industrial sector by tingaan
enabling environment that will make the sectorlihsis of future economic development. To this ¢émel focus
is on the development of MSEs that utilize existpugential resources of regions as competitive athge to
harness the development plan of the country. Tititete more the situations the government hasdhed MFIs
loan provision program which are backed by regiay@alernments, micro and small scale enterpriseacyge
vocational and technical schools to train manpoimeline with local development priorities of reg®nn
Ethiopia. Thus, it can be achieved by strengtherimegg MSEs in a manner that unleashes the full drowt
potential of the MSEs to grow in medium and largals domestic enterprises by properly utilizingembial
resources and addressing local development pesrifTherefore, these need mobilizing and synewgite
stakeholders concerned and engaged in povertyiatil®mv as per the local economic development desarfid
the regions which requires strong emphasis onahengy of GTP in Ethiopia.

4.3 Linkage between MFIs Loan Provisions and LED Strategies

Microfinance programs focus on expanding local ecoie activities and improving the standard of lyiof
their clients by providing loan needed to establisltro and small businesses enterprises or codpesat
(Shannongt al, 2005).Thus, it has increasingly been positioredree of the most important poverty reduction
and local economic and social development polidissappeal is based on the widespread assumgiimn t
simply ‘reaching the poor’ with microcredit will samatically establish a sustainable economic armabko
development trajectory animated by the poor theveselHowever, empirical research reveals thatgpétion

in microfinance did not result in increased housgheealth and poverty alleviation desired by depéig
countries ibid). Thus, it is clear that economic policies and strategi@sued in the past and continuing on to the
present have neither produced sustainable growtletuced poverty. These to fill the gap as onermdttives
tool pursuing and mobilizing and synergizing thghfiagainst poverty through LED strategies is esslen

The reviewed research shows that overwhelming rtgjof micro enterprises are running duplicatedibesses
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here and there copied from urban areas. The laargion is also suspected more pro-rich than prorjro most
developing countries and thus failed to exploit #wailable resource opportunities and potentigbanticular

regions in a way to benefit the majority poor. Mmrer, most economic initiatives were centrally plad and
failed to effectively mobilize local resources astductures. Hence, the very essential missing fdoton the

process was the active LED strategi€smpn, 2003). Thus, linking microenterprises establishment pdaa

hence loan provision in line with local economiwelepment strategies are very essential and pigysfisant

role for the sustainability of the institutio§Sowmyan, 2011). Similarly, Meyer-Stamer (2003)ued that LED
is also about the competitive advantage of locahdi as well as the competitive advantage of thalikyc

Through the creation of competitive conditions aspecific locality, investment may be attracted ahhi
otherwise would go elsewhere and create jobs araine in another locality.

4.4 Evolution and Performance of Microfinance Institutionsin Ethiopia

Ethiopia has taken MFIs as one of the instrumeifidsstéowards reducing hunger, famine, youth unesgpient
and overall harness the economy of the countrychvis addicted to aid and identified with a braricdeep-
rooted poverty. It is one way to shift from aid dadency to self-reliance through mobilizing and agigg
abundant labor and other resources towards developemdeavor designed by the country. These uggeedd
reaching out the poor and marginalized people biititing their financial constrains of initiatingnd running
entrepreneurial business and thus, creating empmoyrapportunities in the country. Having recognizkd
positive contributions of MF, legislations were ptal to license and supervise service providerd 986
(Adeno, 2007). However, it is found still at infastage. At its inception four MFIs owned by goveamhwere
established which plays a dominant role and manalgsetly by regional states in Ethiopia.

Key Facts : Microfinance in Ethiopia
By CGAP?! No. of MFlIs No. of Borrowers  Borrowers Borrowers/Poct
PopulatioR

22 1,420,000 2% 5%

By MIX* No. of MFIs No. of Active Gross Loan Average Balance per
reporting (2009) Borrowers Portfolio (USD) Borrower (USD)

22 2.3 million 409.4 million 140

By MFT® No. of MFIs (2011) No. of Active Gross Loan % Products with a

Borrowers Portfolio (ETB) Flat Interest Rate
31 2,470,641 6.9 billion 70%

Source: MFTransparancy, 2011

According to MFTransparancy (2011) report the nundfeViFIs has risen to thirty one with 433 branchesl
598 sub branches by end of 2011. Studies estintete this figure serves between 10-25% of the total
microfinance demand in the country. Even thougé,itistitutions have extended total credit of 6/8dn ETB

to 2,470,641 active borrowers. However, the covesagfar achieved is very insignificant relativahe existing
demand for such microfinance credit and relatedices. It is only 2% of the total population and S¥the
poor has been reached by the institutions since theeption. The sector has been showing alarming!
increasing growth trend since its establishmeritd6. The total asset of the Microfinance sectarihareased
to Birr 13.3 billion as at June 30, 2012 from BatB billion as at June, 2008; an increment of 1%0.Zhis was
mainly financed by liabilities (71.8%), of whichwsiag mobilized from the public constituted the magmrtion

of (41%). About 30.8% is contributed by borrowind@9€.2%) and other short term (15%) and long terr&%§
liabilities. The remaining 28.2% of the total assistfinanced by total capital. Gross loan grewito 9.3 billion

as at June,2012 from Birr 4.5 billion as at Jun@308; an increment by 107.6%. Total savings gmr@mfBirr
1.5 billion to Birr 5.5 billion and capital from Bi1.3 billion to Birr 3.8 billion; in the same ped (Sintayehu,
2013).

! Consultative Group to Assist the Poor (CGAP), 20ttth://www.cgap.org/m/africa.html

2 MFI borrowers as a percentage of the country'saipopulation

 MFI borrowers as a percentage of the poor pomridiased on national poverty rates

4 MIX Market, 2010. http://www.mixmarket.org/mfi/catry/Ethiopia

® This row of the table is populated with data friRTransparency’s Transparent Pricing InitiativeEithiopia
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5.Empirical Studies: Nexus of MFIs Loan Provisions ad Poverty Alleviation Program

The notional view of MF as a panacea to povertyuctdn has attracted wide empirical research arulipu
policy discourse in the past couple of decades.ughoseveral empirical studies have been conduated t
ascertain the impact of microfinance on povertg\adition worldwide; no consensus has emerged omthact

of microfinance on poverty reduction (Akinlo andiO2012). The questions of whether MFIs actuallcteand
empower the poor and/or whether MF is better tltanesother types of development project for the psarot
settled once and for all (Flore & Francois, 20IRgcently growing studies showed it has positiveadotp to
boost the ability of poor people to improve the ditions in which they live and enhance the develepim
program of the countries. Akinlo and Oni (2012)débs attest that loan empowerment has a significasitive
effect on beneficiaries’ welfare. As the accessrnedit allowed the beneficiaries take advantageafnomic
opportunities by providing a fundamental basis tanning and expanding business activiti8anilarly, in
Zimbabwe, extremely poor clients of Zambuko Trustréased their consumption of high protein foods tine
when food expenditures across the country as aemvete decreasing (Barnes 2001). Taken as a srtafisho
evaluations successively conducted in 2001 and #@lidate that the clients’ enterprises recordetebaverage
performance than enterprises without funding. Wittdynamic perspective however, the results are more
nuanced. In Ethiopia too some research conductetenarea attest this reality on the ground (Fékrancois,
2011).

In contrast to the above, many empirical studiggomed the nexus between MF loan provision and ggve
alleviation programs is insignificant and they failfind out the direct link between microfinanasdapoverty
reduction. Hence, MF loan provision did not plagrsiicant change in the livelihoods of the poor [iHe and
Mosley, 1996; Majoux , 2001; Doung and lzumela 020 Bakhtiari, 2006). Kalet al (2005) studied the
evolution, sustainability and management of tenraficance institutions (MFIs) in Gossas, Senegsing the
data over a period of three years. They found loat MFIs have helped to create some positive asnigut
that there was no clear and marked evidence ofrpoveduction and stated that the expectations loftw
microfinance can do to help lift communities out pafverty is a bit too optimistic. Essentially, tgeneral
consensus from studies that reported little or ositive impact of micro credit on poverty is thatrher is a
necessary but not sufficient condition for povesgtuction (Akinlo and Oni , 2012).

In Ethiopia Alemu (2006) reported positive impaétnoicrofinance on the poor in five different zonefsthe
Amhara region. In particular, the results repottet microfinance helped the poor to smooth theioime in the
study area. All the same, the study reported cakxn diversion. Some clients were found to hased their
loans for unintended purposes. Similarly Asemel@b03) also attest that loan provision to the pbgr
microfinance had positive impact on the poor. Sidly, the results showed that microfinance ledricreased
income for the poor. Asides, it helped to increpser people access to better schools and mediciéitiés. Nur
(2006) indicated that, microfinance beneficiaries/ér more diversified incomes than the non-benefesa
Furthermore, studies conducted on microfinanceeastr, sustainability, loan repayment performaneasar
shows that (Daba, 2004 ; Asmelash, 2003; FionaDR®erhanu, 1998), the credit provided to the pdas
brought a positive impact on the life of the cliersls compared to those who do not get access $e the
microfinance services. They showed that MF hasddrba positive impact on income, asset buildingl, access
to schools and medical facilities of the houseliolthe study area. Results show that borrowingeéddeausally
increased consumption and housing improvementdeXbfe specification that takes into account reépda
borrowings also suggests that borrowing has cutmeldbong-term effects on these outcomes, implyihgt t
short-term impact estimates may underestimate toeéfdicts (Guush and Cornelis, 2011).

Despite the prominence of MF in development polioply few rigorous impact evaluations have been
conducted to date, a large majority in Asia. Theuls of two parallel large scale randomized cdlgtdotrials
completed between 2003 and 2006 in rural Amhara @raimiya (Ethiopia) indicated that micro-credit was
overall associated with significant improvementssahnool attendance among 10-16 years old boys and (i
Ambhara only) among children of age 6-9 of eithendgr (Jaikishanet al, 2011). In contrary, Getaneh (2005)
indicated MF has brought very little impact in payeeduction and enterprise development. Moreo{&ekele
(2002) recommended that not one-fits-all, but ageeific approaches or fitting with local developinstrategy
are important for MFIs to be successful in meethar objectives. Although participants improveithacomes,

it is not clear whether these benefits accruesi¢osbciety and positively affect other people e tommunity
and national levels (Midgley, 2008). On the othaendh Tassew (2005) showed that the most importivities
that best fit into the current microcredit systemthe region are petty trading, goat fattening aodltry
development. Thus, the researcher emphasized inrgbearch that idea of working very well on local
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development priorities which vary from place togaan the country.

In Ethiopia most loan is provided for cobblestonastruction which probably good in some towns aray mot
in other towns. Therefore, in order to harnessebgsoblems there should be synergy among all istédkers in
the region to work to gather so that micro and éstwlle enterprises established here and therbedased on
the local development priorities of the region whatistain the success of their business and hellfetoate the
poverty endeavor program in the region. To substEnGetaneh (2007) argued that MF holds a gooohigmas
one key sector to poverty alleviation and microgarise development in particular, where approprfatancial
products and methodologies suited to local circantsts are available, considerable achievementsbean
registered. Hence, though MF prescribed as anteféemput to alleviate poverty through provisiohfmancial
services to those marginalized parts of the sacikyertheless it cannot be a panacea in itseH. aailability
of credit alone could not be a solution to the peots of the ultra poor and its impact on povertgucation
remains in doubt (Adeno, 2007).

In spite of theoretical concerns about bottom-upettgpment paths and skepticism about MF being over
ambitious, the sector possesses a strong goodwilhg development partners and tends to be a conpaent

of the development strategy of most developing taes (Chowdhury, 2012). Similarly, Sintayehu (2p13
argued that the impact MF on poverty would havenldggher, if the clients had been equipped withrappate
entrepreneurial skills; and thus, aligned with ptitd competitive advantages areas of regions. &fbeg, it can

be inferred as a research gap from the above emapireviews that local development strategies carab
missing element which can play a significant rofmiast poverty reduction. Thus, aligning microeptise
mobilization and microfinance loan provisions prgr with practical, actual potential resources atipalar
region can enhance the poverty alleviation progvamicrofinance institutions and facilitate the BTarget of
the country.

6.The linkages of MSEs Development, LED, MFIs Loan Rivision and Poverty Alleviation

There is consensus among policy makers, econonaists,business experts that micro and small ensepri
(MSEs) are drivers of economic growth. The sectmtcbutes prominently to the economy through éngat
more employment opportunities, generating higherdpction volumes, increasing exports and introdgicin
innovation and entrepreneurship skills. The dynamoie of MSEs in developing countries insures thasn
engines through which the growth objectives of dfgvie@g countries can be achieved (NCR, 2011). Theee
MSEs have been accepted in most developing coantrieluding Ethiopia as instrument of harnessing
development endeavor and grass root level povedyation effort. The basic justification is thattkector
could serve as catalyst in the socio-economic dgweént of any country through reaching out to the
marginalized people or communities and thus, plégnificant role for the achievement of national
macroeconomic objective in term of employment gatien at low investment cost and enhancement aflloc
innovation and entrepreneurship for poverty allgoia endeavor. Kombat al (2011) argued that MSEs
entrepreneurs who include agriculture and rurain@sses have contributed greatly to the growth efiyan
economy. The sector contributes to the nationakahje of creating employment opportunities, tnagni
entrepreneurs, generating income and providing wcsoof livelihoods for the majority of low income
households in the country accounting for 12-14%08fP (Republic of Kenya, 1982, 1989, 1992, 1994)s It
estimated that MSEs employ 22% of the adult ponain developing countries. In the same way améc
study conducted by Abor and Quartey (2010) estisntitat 91% of formal business entities in Southicafiare
MSEs, and contribute between 52 to 57% to GDP aadige about 61% to employment. Similarly, the @dit
Nations Industrial Development Organization (UNIDTR99) estimates that SMEs represent over 90% of
private business and contribute to more than 50#mgfloyment and of gross domestic product (GDRhast
African countries cited in NCR (2011).

In light of these arguments no wonder that govemtmparticularly in the developing countries hasdma
tremendous efforts and establish policies to erdhahe capacity of MSEs. However, empirical research
indicates that MSEs have fallen short of expeatstiand thus, the loan provision program towardsepgv
alleviation endeavor. Therefore, these generateduseconcern and skepticism on whether MSEs cargbr
about economic growth and national developmentdeweloping countries. SMEs are faced with significa
challenges that compromise their ability to functend to contribute optimally to the economy of eleping
countries and thus, add value towards poverty iallexn campaigning (Osotimehin, 2012). Junior (20880
argued that despite their significant importancd eantribution to economic growth, SMEs across wmele
world in general and developing countries in pafdic are still faced with numerous challenges thatbit
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entrepreneurial growth and as well as a catalyspéwerty alleviation program. The most challengfagtor is
failing to align with and capitalize on existingtpotial resources as well as lack of synergy anstakeholders
involved in training, mobilizing and finance prowis institutions of particular region. Hence itabserved that
MFIs extend loan to business ideas that have hitlao chance of success, or those that may hanegative
impact on their intended outcomes. Here below mpteseactors involved on the linkage between MSHS an
poverty reduction effort in line with local econandevelopment strategies that requires signifieamphasis by
the concerned stakeholders and policy makers ireldping countries including Ethiopia. Therefore,tlie
countries need to use MSEs as instrument for ppvetduction and development endeavor need re+wgitie
policies towards the mobilization of the sectorsamding to the concern and actual realities to esklithe
problem at hand.

Means of
livelihood Skills training/transfer

Employment
generation
—

—
~

_—Entrepreneur

SMME and — development
- Povertv

Empowerment ///V
Access to / / Non-farm

market . livelihood
Socio- opportunities
Infrastructure/ economic
service development

development

Source: Roggerson (2006)

In Ethiopia the empirical studies conducted on M&Eeswidely acknowledged to contribute towards prtom
and development of inventions, and thereby geneeatployment opportunities in the country. They are
particularly important in the context of the coyrgrpoverty-reduction strategy because they ardhss: for the
development of medium and large enterprises, anduse they absorb agriculturally under-employedraénd
diversify the sources of income for farming fansli€Tiruneh, 2011). It is natural to say that everyall
business owner starts with high hopes of successit s a usual phenomenon that each year firmguoof
businesses. Although failure is not the sole redsoenterprises to leave the business, many emgegdo fail
each year. Thus, the odds of forming a profitatdature are a critical issue for those weighing bk of
starting a business (Dennis and Fernald, 2001)uaddrstanding of why firms succeed is cruciahi stability
and health of the economy (Pompe and Bilderbedb&R0

To address these problems GTP clearly indictetat MSEs deviopment is the key industrial policyediion
contributing to the envisaged structutal trasfraamtbof the economy and hence poverty alleviatioogpam
among urban and rural poor people in the countrycdnnetion to these it was decribed that GTP tarfpe
MSEs include the following: i) Provide comprehemsisupport to micro and small scale enterpriseshab
create employment opportunities for tabout three pdople and thus, enhace citizens’ income,coritiba a
rise in domestic saving, improve the benefits omeo and youth from the sector so as to reduce uogmpnt
and poverty. ii)Provide training of trianers for,@00 professionals in the sub-sector iii)Providedity building
and basic skills training for about 3 min operatorghe areas of enterprnuerships, technical arwhtianal
skills. iv)Prepare and devlop 15,000 ha of land rarking premises, and construct shade and buiidiog
MFls.v) Provide microcredit and marketing infronaatiand work with producers to identify bottlenecksd
provide support where solutions are identified(MBFED10).

—

Sintayehu (2013) about performance of GTP from bnlprovision perspectives attest that the govenhioie
Ethiopia has given due attention to financial asaas its five years (2010/11-2014/15); specialljcrofinance
sector is expected to play its vital role in twondnsions: to contribute its part in expanding asdesfinance
from 20% as at base year (2009/10) to 67% at tHeo€G TP period and in increasing Gross Domestidriggto

GDP ratio from 5.5% as of base year to 15% aseaetid of GTP period. To this end, microfinanceitasbns

are expected to finance 50% of their gross loaouttin savings mobilization during the first two yeand 80%
at the end of the period. Savings mobilized bysetor have shown higher growth rate during thetVes years
of GTP period than before; i.e. increased by 43@%average, in the last two years. As result, #etos
financed 58.7% of its gross outstanding loans mjngs as at June 30, 2012; this was an incremetBBy from
the base year of GTP (45.6% as at June 30, 200@yerage 6.6% in the last two years, and abovpl#re(to
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finance 50% of its gross loan with savings in tist ftwo years of GTP period). During the last ty@ars of
GTP period, saving has grown by higher rate (43.2%i gross loan (26.5%); on average, but stiflatch up
gross loan (to finance 80% of gross loan with sgwiat the end of GTP period); saving needs to drpwore
rate as loan by itself shall grow by higher ratntithis to achieve GTP target.

While the practical reality in many parts of theuntry show there is a big problem of innovativenasd the
trend of business establishment is a duplicatioret#il shops. There is a pressing need to indugevation in
new businesses as per the local comparative resoare demands if we are to spur sustainable davelat in
to the economy. Nevertheless, there may not bewdcsh way to see sufficient number of innovativesibess in
the economy. However, as much as possible doirayel best effort to address the problems are aabent
assure the sustainability of MSEs and hence achieeGTP target accordingly. It seems empahsis ridsva
local economic devlopment strategies is missingneld that could have been adreesed clearly in lde @n
the other hand, Minilek & Chinnan (2012) identifigdat the compound annual growth rate of MSE in
employment aggregately were 3.86% and the entespeadd annually 0.18 workers on average. When goki
separately, the mean annual compound growth ratmadl scale and micro enterprises were 2.4 andoA%
average respectively. Small enterprises add 0.1%ex® per firm and micro enterprises add 0.14 warlaer
firm annually. Shortage of working capital and wiatk space are the most important problems. Towtrids
the Ethiopian Government has a firm belief in palotole of microfinance in poverty reduction; asuk
decentralized MFIs to regional states to easeittean€e problems of MSEs. However, the MEs mobilirest
has to be carried out with the road map of GTPlaaodl development strategies to bring satisfactesult and
overcome the complicated problems in the arena.

7. Conclusion and Policy Implications

Ethiopia crafted and engaged implementing Growith Brmansformation Plan (2011-2015) where MF senges a
pro-poor tools to facilitate access to loan andckeenhance employment for youth and women. Sinildud
regional states administrations are expected toackesthe national GTP and prepare regional planeiribcal
development priority of the regions. This is expelcto be materialized by zones and districts’ adicgty.
Within these framework the country engaged in tiwihg micro and small scale enterprises in varipags of
the regions both urban and rural parts of the eguht light of these view this research has beamied out to
evaluate loan provision by MFIs for poverty redontiand its linkages with local economic development
strategies in Ethiopia.

The empirical reviews showed that there are mixeullt on the effect of loan provision by MFIs faverty
reduction in various parts of the developing caestrincluding Ethiopia. On the basis of theoretiead
empirical discussion of relevant literatures, MBra cannot alleviate the poverty from the grass$ leeel of
society and thus, requires linking the MFIs loaavisions with potential resources and competitidgamtage
of particular regions. Though regional authoritkee putting a level best effort to address the ggveroblems
through mobilizing micro and small scale entergjg@oviding facilities including training etc., seems these
efforts are conducted without synergy among theeseary stakeholders. Furthermore, the empiricaewness
indicate there are duplications of business sesvim®vided by the MSE. MFIs should give due empghési
developing entrepreneurial skill of their clientsline with local development priority and resowoé particular
regions along with loan provisions. Thus, it reggircollaborating with necessary development stdéeh® of
regions per GTP. Thus, this study showed thatrtipact of loan provision by MFIs would have beerhkigand
the country can achieve the GTP target , if the BISfobilization work are aligned with local economic
development strategies and as well as synergy @rsi@keholders engaged in poverty reduction inllacsas

in particular and the country in general. Thesé¢hirrfacilitate the success of the MSE businesshamde it has
strong implication for MFIs sustainability and cedrches the target poor people both in rural andrugbeas of
Ethiopia. Therefore, the studies provokes polickena and development actors to revisit the loarvipian
particularly by regional government backed MFIs SB4 mobilizations and efforts to sustain the local
development endeavor, entrepreneurship and inmmsaby the concerned stakeholders to harness ¢ewelu
momentum towards GTP target in 2014/15 in Ethiopia.
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