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Editorial Note

JADS iy consistently carvving on publishing isswes that thoroughly discuss scholarly
aut puis in Africa. This volume hos fowr articles that capture the interest of scholars,
practicing mamagers and poldicy makers,

The first article ix written by Ambachew Mekonnen, which criticollv analvzes xome
descriptive focts on the Sub-Saharan Africa Economic Stagnation. The economic
stagnation is signified hy a trend of de-industrialization and agrarian pre-dominaace
on one side, and the unabated popularion growth on the other side are the rwo main
facets of an average Sub-Saharan Africa (88A) ecomomy. indicative of the deprived
fiving comditions of citizens af the reglon. He further explained that these
fongstanding and unpleasant socio-econvmie features are happening in the era of
globalization when 554 economivs are exposed io fiercer compelition than any other
time. This article, finally, proposes that such tangled proflems indicare the need for a
research attention fo be deploved to idemify the roor causes of the probiems and a
practicalsusiainable remedicd action io be enocted

Zigigu Samuel. in the second article of this Volume, evalvates the role of micro-credit
programs in poverty alleviation In Addis Ababa City by comparing two micro-credit
institutions: Addis Credir and Saving Institution (ADCSI) and Africa Village
Financial Service (AVFS). He collected data from primary sources through
guestionnaire and interview. Questionnaire was distributed ond collected from 50
clients af both institures. In addition, 4 officials of the two institutes were contacted
throwugh interview. Supplementary to primary data, secondary data from diffevent
sources were also collected. This study found that ADCSE and AVFS failed to
alleviate paverty in Addis Ababa, for very different reasons: ADCS! has effectively
excluded the poor, and AVFS has fuiled to improve the situation of the poor. The
resull of this study alvo implies that both ADCS! and AVFS have berefited men than
wamen.

AK Vashishr, Karamjeet Singh amd Letenah Efigu have discusved the financial
decisions, the sustainability and owtreach performances of Ethiopian Microfinance
Institutions (MFis) This stucly, using o relatively balanced panel data of 13 MFls
Srom the peviod 2003-2008, reled to identify the financial decision variables that have
an impact vn the sustainability and outreach performance of Ethiopian MFIs. Data
was collecied from the Microfinance Information exchange (MIX), a platform
dedicated to the worldwide dissemination of quality microfinance dara. Resules
indicated that all the included capital siructure variables {capital to asses, deposit to
assel and commercial debt to gross loan portfolin) have negative impact on



Operational Seff Sufficiency (OSS). Like Rinvne and Ovevo's (1002} sty i &5 ferid
thae MF I thet mobilize pubiic sovingy amd access commerviol debt con increase their
member of horvowers o oo steificomt rove. M phe charge high baferext rafe
increwsed  sistainability significantly probably bocanse foan denwmed i inferesi-
inelostlc. MR fad have sociod mission femal? fogn sice and proere pariaprartien i
wionnen clienis) charge higher inferest vore, seemingly paradoxica! ar the onvel bt
they do i possibly fo cover their high cost of recching marginalized povr peopfe.
MFis with high cost sienctire, o8 expected. hove fower OS85 and finolly socical
arignted MFLy hove poor povifolio gualin.

fn the fowth avticle of thiv Volume, Amabchew Mekonmnen Ty investigated  the
dvmamic finks hetween Tavestmeny, Trade Openness and Growth in 854, Some studies
are skeprical whether further investment is prodictive and seade heralization i
pramising for S84 economic growth. Hovwever, the skepticisms are mosily veliont on
simgle equation extinuifions of confenporanenus effects Bt may nof accownt for
simultanelty and dvamic imeractions, Tackling these econcmetric problems, this
stucly Tnvestigenes dhwe dvnamic Tinky berween imvesiment,, frade and income crowil in
B854 eoononies forgeling of adifvessing he guestion: Tune The impaciys amonest itheye
evomanic forces fow? The sty estimaies o svsicer of dvsooeric soenalicnerms
equertiony model with SURE wxing ponel deta from 32 584 couneies over [96 1= 2003
The extimated resulis foinny reveal the existenve of o fill cvele of impact fows from
irmvestment-GOP-trade openness-imiesiment hesides the nvin feedhacks between GOP
prometh o gevneths of imeestmend & frockes. The posinive iapract of fracy ilerodizoiion
an 8854 economic growth iz forund lageing for two vears amd persisting oo Hhe
subsequent year, fix growth gffect is twofold it enhances ecomommic growth diveoily
and indirectly through investment whife the fatter is also found growth spurring.
Hence, deepening trade  Nheralization  pedicies. encopraging  invesiment i i
exporfing secfor Meonpeh incenfive schemes fovouring the impor!? of fechnology
embadying capited goods amd  enhancing  their  synergetic  links  hove  been
recommended for better economic performance of the region.

Fimafly, { wonld like to extend my grotitude fa the Ethivpian Civil Service University
for e fimancied suppart, and scholars. reviewers and editors for their valuable
conteibution fo moke this insie of the highess possible gulity.

Editor-in-chigl
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Abstract: The economic stagnaiion signified by a trend of de-industriolization and agrarian
pre-dominance on one side, and the wabared population growih on the other side are the two
main focels of an average Sub-Saharan Africa (554) economy, indicative of the deprived
livimg conaittons of cifizens of the region, Thexe longstanding and mapleasam socio-ecomamic
Jeatures are hoppening in the era of globalizalion when 554 economies are exposed o fisrcer
competition thun ary offer tine. Swch tongled problems indicate the need for a research
affention fo be deplayed to identifv the root causes of the problems and a procrical/sustainable
remedial action fo be enacied, '
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1.1 Introduction

The prevailing world incorporates a
disarrayed wide spectrum of nations in
that people living in different parts of
the world are in different living
circumstances. Some are in a safer and
brighter situation while some are at an
extreme edge of the dark end. It is
customary to classify countries of the
world as rich and poor, or developed
and under developed depending on
their  corresponding  development
achievements, Based on  their
performances, some are classified as
growth miracles while some are
termed as growth di:némﬂd:haclea,
for their respective astonishing and
successive down ward  growths
{Charles Jones, 1998 P, 4-10).
MNonetheless, all corners of the globe
are networked with various economic

ties by means of international trade
and cross-horder investments,
International trade economisis have
long established that a liberal and
outward-oriented trade regime  is the
best strategy for a small open
ccomomy that takes international
prices a8 given. The main channels
through which an outward trade policy
affects growth include the following.
The first is the channel of investment
in that trade motivates investment and
the latter bolsters growth. The second
is the productivity channel in that
trade facilitates the transfer of
knowledge that could provide
opportunities to faster growth. The
third channel is the impact of trade on

increaging government commitment
and policies to be intact with growth.
objectives (Waczarg, 2001, P. 395-308,

" Ethiopian Civil Service University
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Yanikkayva, 2003, P. 73, Andersen and
Babulal, 2008, P. 9, World Capital
Forum, 2008, P. 1% The unlimited
market access or dermand could also be
considered as the fourth mechanism
through  which  intermational  trade
contributes to growth,

Hence, many countrics have been
imitiating trade reforms  either by
themselves or the pressure of Bretton
Woods  institutions, via  Structural
Adjustment Programs (SAP) and their
conditicmality. They wre peared Lo
produce what they can produce and
sell wherever they like based on their
prafit orientation. The key issue is the
ability 1o produce and sell, profitably;
which in twrm depends on the actual
investment and allocation of resources
that could ensure fechnical and
ECOTATIES efficiencies, Hence,
countries are playing a trade-game in a
wiave of escalating competition. Based
on the game results, a fist of countries
all over the world 15 fonmed; in that,
every country has its own position in
the list starting with winners at the top
and ending with senously affected
losers at the botiom. Cooameies,
therefowe, are frving o improve their
position dexpine. wide paps w0
development stages.

1.2. Globalization: Episodes and
Evidences

Over the past few years, the world has
witnegsed a deepening integration of
economies worldwide, irrespective of
countries’  geographic  location.
Referring to the contemporaneous
global issues, the World Bank (2006)
siys “In an era of uncertain alliances
and global fears, it is striking that the
world economy continues o become
me  integrated™ (P. 1) The
integration 15 most notably illustrated
by lorge scale Aows of capital, goods
and services {Fofack, 2009, P. 2). This
intermational
economic integration is propelled by
inmovative  factors  like  fasi
transportation,

communicatio,

phenomenon of

information  and
and  comtinuous
technical progress; and by i
behavioral factors such as fewer or
lower trade barriers, better economic
management and fierce competition
based on the technical and economic
efficiency of not only a producing
industry but also an economy as a
whole that contribute to static and
dyvnamic  gmins. These factors and
strong economic ties have shrunk the
world in which dwellers are working
together to improve their income and
living standards continuously. This
overwhelming phenomenon has given

Ethioplon Ciwil Service University
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the current time period to be known as
“the era of globalization™.

Monctheless, globalization is not a
gingle process. It proceeds as people
and institutions seek profits and
competitive  advantage  through
expanding trade in goods and services
and cross-border flows of Tinancial
resources and people (The Warld
Bank, 2006, P. 1}. Globalization, with
its distinct elements including transfer
of knowledge, trade liberalization,
labor flow, movement of capital (FDI
and portfolio investment) and capital
markel liberalization, is argued o
affect growth adversely in developing
countries. As Stiglitz (2003) noted,
there are eight broad and intertwining
channels through which globalization
can  excrcise  adverse effects on
growth,  According to  him,
globalization affects adversely the
pace of job creation, the risks a
country faces, MACTO-2CONOmic
stability— uncontrolled flow of capital,
provision of capital they need to grow,
independence of monetary  policy,
national financial institutions, the
domestic political equilibrium and
social capital. Under  these
circumstances, countries that have
managed the globalization process
well have shown that globalization can
be a powerful force for economic

growth (as in the West and South East
Asia), But more
globalization has not been so0 well
Consequently, many
developing countries are becoming
logers and exposed to crises. In fact, it
i well known that not everyone

commanly,

managed.

benefita, There are losers. Ewen
poverty can increase, for example in
Africa (P. 505-522), The World Bank
(2006) also reinstates this ides as
®onnot all people have shared in the
benefits of an  expanding global
economy, Compared with  other
developing country regions, Sub-
Saharan Africa lags in this integration
process and has not yet been able o
ke Mull advantage of opporiunities
brought by globalization™ (P. 2).

A contrast between Southeast Asia
(SEA) and Sub-Saharan Africa growth
performance is mentioned as a striking
one. A number of analysts believe that
it is due to the differences in openness
to international trade, specifically, the
growth of exports and the growth of
GDP appear to be highly correlated;
and, on average, couniries with a more
open trade orientation appear to do
better through time (Greenaway ef of
1998, P. I, Reiss, 2007, P. 94),

However, others argue that a high
foreign trade share alone does not
guarantee & good growth performance

“Ethlopian Crvil Service University
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{Reiss, 2007, P. 94). The structural
composition az well as the types and
natire of commodities maded also
matier, The structural composion of
trade particularly export of a country
reflects the structure of the whole
economy. Hence, as the Afncan
economies in general and thal of Sub-
Saharan African in  particular are
highly dependent on agriculture, it is
justifiable to anticipate their exports to
be dosminuted by primary
Whereas, SEA
cconomics have been industrializing

commmaodities.

rapidly with a spectacularly agpressive
export promotion move (o the extent
that different metaphoric names such
as  “Growth  Miracles’,  “High-
performing economies’, “Tigers' or
‘Dragons’ (South Korea, Taiwan,
Hong Kong and Singapore) and
"MICs" (Malaysia, Indonesia and
Thailand) are attached to them. We
should also note that Japan s at the
conre of the suceess story of that region
while China has been recently
emerging in unprecedented mome -
ntum, flooding the world with
manufactured exports and playing a
huge additive role in reinforcimg the
economic power of that sub-region.

A recent World Development Report
of the World Bank explains China’s
rapid trade cxpansion has not only

Same Descriptive Focts on the Sub-Saharon Africa Economic Stagnation

been a driving force of its continuous
high growth, but has also helped its
trading partners in East Asia and the
Pacific to integrate faster mto the
global manufacturing sector (2006, P.
311}, Another study has also noted the
outstanding growth of the Chinese and
the Philippines’ supply capacities in
the period 1992-99 (UNCTAD, 2005,
P. 57} Vietnam is moving to join the
group. Vietnam is ome of the five
fastest prowing economies i Lhe
world from 1990 1o 2004 measured by
GDP per capita in that all experienced
double-digit annuai growth in trade
(World Bank, 2006, P. 311). Hence,
the question ‘what factors cause such
an exireme deviation between 53A
and SEA growth performances?” is
worthy of close scrutiny. Furthermore,
investigating the growth and trading
experiences of these well-performing
SEA economies with an intention of
learning from their success stories
woniild have high pay-off if the lessons
are properly identified and apphed
consistent 1o the existing/peculiar
nature of the economies where they
are exercised,

13.  Unpleasant Demographic
& Economic Situations of S55A:
International Comparison

Sub-Saharan  Africa (SSA) is the
largest portion of the continent

Ethiopian Civil Service University
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comprising 4% out of the 54
independent  nation-states of Africa
(UNCTAD. 2008, P. 66). Indeed, the
number of countries varies over lime
due to the separation of some off-
shooting other independent nations &
varying counting criteria. S3A faces
unpleasant geographic, demographic,
histoncal & economic circumsiances.
Tropical climate & land-locked
borders  (ubouwt  one-third  of  the
population) are among the geographic
obstacles while high fertility, ever-
prowing  populabion,  low  life-
expeciancy i ethno-linguistic
fractionalisation are among the
demographic challenges complicating
the task of policy making.

Sub-Saharan Africa displays more
ethnic diversity than anywhere else in
the world, Ome-sixth ol the wordd's
total languages (~ 1000 languages) are
in Africa; of which about 80 (8%) are
in Cthiopia (Wikipedia, the free
encyclopedia, 2010). Easterly and
Levine (1997) argue that ethnic
diversity leads 10 social and political
divisions that divert attention from
sound policy making and harms
growth since it leads to poorer policy
choices. Swdies also mention that
policy distortions are partly the
consequences of colomalism. In the
| 960, the newly-independent
countries rmoed  state-led  devel-

opment & closed economic policies as
a reaction to the colonial past &
against fear of foreign domination {in
Sachs & Warmner, 1997, P. 351-352).

The demographic situation of S5A is
unpleasant. Its population is increasing
faster than the world average. In 1960,
the whole population of 55A was
about 7 percent of the world and 56
percenl of the low income portion.
Attributing to its faster prowth, the
proportion of S5A population rises by
one percentage point in a decade. As
an illustration of this inference, it
increased from 7 percent in 1960 to 8
percent in 1970, 9 percent in 1980, 10
percent in 1990, 11 percent in 2000
and 12 percent in 2005-2007, The
same increasing pattern is also shown
when we look al its ratio to that of
East Asian and Pacific countries
(EAP), as presented in the appendix
table. Population growth of S5A as a
region has never been below the
world, low income group and EAP
averages, It has also never been below
2.3 percent, until recently. In fact, up
to 2006, rate of population growth in
S85A was above 2.4 percent peaking at
31 percent m 1980, among the
selected years. Whereas, that of the
EAP has shown a sharp decline from
its highest 2.72 percent in 1970 to
below | percent since 2000; and, that

“Ethioplon Chil Service University
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of the world average also has followed
a declining trend from 2.53 percent in
1960 w113 percent in 2007,

The striking [eature of 554 15 not only
its fost population growth pattern but it
is also accompanied by the lowest
economic growth, compared to other
parts of the world. Contrarily, in EAP,
the lowest population growth pace is
pocompanied by  ropid  economic
growth, as illustrated in sppendix
figures 1.1 and 1.2. The situation
becomes worse when it comes to
Ethiopia with a population growth
EVET highet than the 55A average
gince 1981 and wvery emmatic GOP

growih,

The outcome of fast population growth
coupled with low GDP growth in SSA
and the reverse situation in EAP is
divergence in growth of per capita
income and the resulting living
standards between these regions. In
S8A, one can easily observe from
appendix figure [.2 that there are
many episodes of negative per capita
income growth as there are rates of
GDF growth below zero and below the
comesponding  population  growth
while GDP growth has been ever-
positive in EAP except the pre-1968
period. This fact is also supported by
the relative per capita income figures
presented in the appendix table.

According to the evidences, the ratio
of per capita income of S5A to that of
EAP region has been declining
considerably from above 2 in 1980 to
below 0.5 in 2005.

Due to the down tum of its economic
situation, S55A became & major
destination of aid and jeopardized for
deepening indebtedness. Its share in
official development assistance of the
world total and low income group is
increasing  overtime. However, s
ghare of the total debt flow o low
income group seems stable at arouwnd
%) percent. |n fact, the ratio of debt of
55A tw that of EAF has shown a
drastic decline from equality in 1980
o below 0.3 certainly by 2006, partly
indicating creditors” loss of confidence
on the credit worthiness of S5A viy- 4-
vis EAP (refer the appendix table).

The primary education rate and health
coverage  proxied by measles
immunity of the relevant age group
also show the inferior social service
provision of 58A 1o all the groups n
the comparison in all of the vears
considered, If we look at  the
respective  achiévements in 2005,
education and health coverage had
remained below 60 percent and 70
percent in S5A  while the world
gverages reached 86.2 percent and 78
percent and they also reached 97.8

Ethiopian Ciwil Service intversity
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percent and B4.5 percent in EAP.
Despite its relative low performance
far below the world average and that
of EAP achievements, the average
education and health coverage even in
the low income group are above that
of 55A.

The other macro performance
indicator that we pay ollention is the
structural  transformation  of  the
BCOMOMIEs.
postulates that changes in structural
coimposition  of  economics  from
activities which are subject
diminishing returns 1o factor inputs -
agriculture, primary activities and
services sectors - lowards a sector
which has unbounded productivity
possibilities - industry particularly the
manufacturing sub-sector - is a pre-

Economic theory

requisite for sustainable prosperity and
continuous improvements in  living
standards. For this reason, many
developing nations have been trying to
industrialize their economies and some
gre emerging as advanced economic

POYETS,

Unfortunately, the situstion m 5SA
reveals the opposite, eurly stage de-
industrialization. Appendix figure 1.3
illustrates the structural ransformation
of the economies of SSA, the world as
a whaole, low income group, EAP and
the case of Ethiopia. For almost 43
years since (965, the structural

composition of the 85A economy does
not show & significant change except
some transitory fluctuations, the slight
decline of the agriculture share to a
litthe below 20 percent and the slight
rise of the share of the service sector
to a little above 50 percent. The
gloomy feature of the economy of the
region is indicated by the negatively
sloping line fitting the trend of the
share of the industrial sector
particularly tor the post-1980. During
the post- 1980, agriculture and industry
have been graduslly losing their
shares. Basically, the service sector,
with exceptions of some of its
constitwents, s the other activity
subject to  diminishing marginal
retumns. The second drawback of the
service sector is that much of s
products are non-tradable. Hence, the
SSA economy is tending to transform
from one dimimshing to another
diminishing plus none-tradable sector
bypassing the stage of industrialization
while, in the modern global
integration, producing for export is a
way to rapid growth.

The Ethiopian economy represents the
worst scenario in that the industrial
share has been stagnant at about | 1 to
12 percent since 1981, Agriculture has
been the main scurce of GDP. lis
decline is nearly fully captured by the
service sector and their subsequent
bounce back of one from the other
give an impression as one is

“Ethiopian Civl Service University
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inverted image of the other. In fact, the
dominance of the service sector is also
reflected in the world average and that
of low income group. The world
average shows ‘econontic
servicization' sccompanicd by the fall
in the importance of agriculure
Strong deviation is boldly revealed by
the structural transformation of the
EAP  economy. The share of
agriculure is sharply falling. The
industrial  followed by the service
seclor 15 msing (see appendix fgure
1.3). This 15 a typical illustration of
‘healthy econamic iransformation’,

14. Summary
In sum, the whole situation of 55A

econamies with many awful outcomes,
such as unabated population growth,
slow growth, lethargic transformation,
high dependency on aid & debt, low
human capital {less educated & less
healthy) and early stage  de-
industrialization, all contrary to the
features of the EAP economy,
indicates as there must be something
wrong and malfunctioning systems in
the region resulting in a vicious circle
of low-economic performance. In a
normative sense, these outcomes also
would have been retarding growth and
adversely causing the external sector
and the productive capacity of the
economies to be constrained to that

extent. But, it is a question of
empirical test as the above infuition
involves a certain degree of wvalue
judgments. Hence. a focused rescarch
on the causes of such dowmward turns
should get due attention for Agorous
investigation that could indicate future
paths fior
improved  twrade  and
performances of the region.

re-industrialization,
growth
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Appendix figure 1.1, Population Growih of $5A Compared to Different Uroups of Countries
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Appendix figure 1.2. GDP Growth of S84 Compared to Different Groups of Couniries
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Appendix figure 1.3, Structural Transformation of 85A, International Comparison (% GDP)
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The Role of Microcredit in Urban Poverty Alleviation in Ethiopia: A
Comparative Analysis of Addis Credit and Saving Institution and
Africa Village Financial Service

Zigiju Samuel=

Abaract: thiv pvyper evedieies e rale of wicro-credil peogirams in geeveriy alleviation in
Addix Ababa City by comparing fweo rfero-credli iastitintions. Adkfis Credit and Soaving
frxiitticnn (ASCSE) wind Afitea Villuge Financial Service (AVFS) Data frone prinary 5olirces
were eollectod throngh guestimnaive ond Gverview, Onestinnmmire was disiributed ond
cenfeteed frome 50 olimns of bl institetes. T aakfithen, 4 officiols of the two insiifates sere
pennererad throngll infervar, Supniententar fo peimary dotg, secoskary data from diffevens
soprces were oive colfecfed, Ir i fovnd tedt AdCET and AVES failed s alleviate poveriy in
Adddly Ababe, for very differens recsons; ADCST by effecively exelvded the pour, and AVFS
b failed to fnprove the situavion of the poor. The result also implies that Boil AGCST awnd
AFFS have benciited mun than tveimen,

Key words — Micro-credil, poverty, the poor, argeting, urban poverty alleviation

Secmrer omd  Head,  Depariment’ of Develogwnent Mowogemens,  Tistinute  of  Puhblic
Managemens wnd Development Studies, Ethiopion Civil Serviee University,

Adelis Abeelr, enraif: reqdhziavahoo comdreqdizll i pmoil com
1. Introduction sweeping  program  of  economic
1.1 Background reforms aimed al macroeconomic
The socio-economic predicament in HEahiI'tz.at'mn a"d_ poverty m'd”':“":fﬂ
Ethiopia is deep rooted and a result of since 199293, This reform resulted in

devaluation of currency /the Ethiopian
Birr (ETB), commodity market
liberalization and a reduction in urhan

the interplay of many factors.
Mismanagement of the economy on
the part of successive governments

and three decades of civil war have subsidies as part. In addition, the
greatly contributed to the present poor government also laid out a ten-year
state of the country’s economy, development  strategy,  called
Monetheless, there have been some Agriculiural Development-Led
encouraging developments since 1991 Industriglization {ADLI), It envisages
with the end of the civil war and 2 fostering economic growth with the
change of government. aim of reducing poverty (FDRE 2000).

- Indeed, a recurring theme in these
The existing  government, with programs is the reduction of poverty
infernational organizations, launched a amongst the population.
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The preoccupation  with  poventy
reduction 15 warmanted since a sizable
proportion of Ethiopia’s population
lives in extremwe poverly. The Human
Development Report, for  instance,
reports  that 813 percent of the
population survives on less than SUS|
g dav (UNDP 2003). Although this

may lend toooversiate the incidence of

poverty since the 31 poverty threshold
ized by the LML i mieh larger Lhan
the amount ol expenditure needed 1o
purchase the absolute minimum basket
in Ethiopia. it i5 still the case that
poverty is @ widespread problem m
Ethiopia. Recent estimates sugeest thal
about 31 million people (44%) live
below the local poverty line, which 1z
equivalent o US 45 cenls or 3
Ethiopian Birr (ETB) per person a day
(MoFED 2005} Although poverty is
higher in rural Ethiopia, it remains a
problem tn urhan areas as most of the
countey s wrban  centres  including
Adcis  Ababn are currently  Tcing
different  social  and  economic
challenges.

In it effort to fght against urban and
rural areas. the government recognized
micro-credil scryvices as one ol the
major poverly reduction strategies and
set & legal  framework for
establishment and operation of Micro-
credit |nstitutions (MCls) to provide
financial services to micro and small
enterprises (MSEs) and poor rural and
urban houssholds. Currently, there are
30 licensed MCIs  operating in
Ethicpia (Kereta 2007} including the
two institutions which are operating in
Addis Ababa and the focus of this

studv, nomely: Addis Credit  and
Savings [nstitution (ADCSD)
established in 2000 as a share
company and legally registered by the
Mational Bank of Ethiopia (NBE). and
Africa  Village Financial Service
{ANFS) which established in 1998 and
legally registercd.

1.2 Problem Statement

Although poverly reduction s
remained the declared core ohjective
in  the government’'s  Sustainable
Development and Poverty Reduction
Program (SDPRP), it has been giving
inadequate cmphasis o the problems
of urban dwellers. The zovernment's
efforts  to  improve the living
conditions of the rural population have
besrun to bear fruit, whercas  the
ineidence and sevenity of poverty hove
intensified in the urban areas 1 the
recent past. Recent résearches supggest
that e income gap between the
wedlthy and  the poor has  been
widening in urban centres. Certainly,
some wiork has been going on in the
country o oimprove the lives of the
urban  population, especially i the
recent past. However, most of the
country’s  urban  cenfres  including
Addis Ababa ore still facing various
social ond economic problems. Addis
Ababa has become the largest and
most populous cily m Ethiopia being
maore than 14 times bigger than that of
the sccond larger city Dire-Dawa in
the country (MWUD 2006). It
contsins about 26% of the otal urban
population. However, Addis Ababa is
ong of the least developed cities in
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Africa fecing a major challenge of
urban poverty and slum proliferation
{Haregewoin 2007:4). Like any other
major city of Africa, Addis Ababa is
presently suffering from a host of
social and economic  problems
including widening income dispsrity,
deepening poverty, rising
unemployment, SEVEre housing
shortage, poorly developed physical
amdd  sociel  infrasireciure sl the
proliferation of slum and squatter
settlements (LIN-HABTAT 2007 [).

Addis Ababa is growing at a rate of
over five percent a year, Rapid
urbamization has been accompanied by
growing numbers of poor people and a
parallel increase in the social and
ecopomic needs of local communities.
Limemploviment remains high whilst
nearly hall the population earns less
than what is needed to buy enough
food for basic subsistence. A fifth of
the city’s population has no access 1o
safe water while many people lack
adequate toilet facilities and waste
disposal systems {Gebremedhin 2006).
Differemt studies indicate that the
economy of the cily is service sector
dominant and the private; especially
the informal economic activity has a
greater contrbution, So, 30% of the
city s dwellers eam very low income
of less than 745 USD per month
(ORAAMP 2002: 24). On top of this,
according  to  Bihon, the high
unemployment rate of the city that is
more than 40% aggravates the poverty
situation of the residents. Hence, most
of the households spent more than
50% of their income on food ( Bihon
2006; 3).

MC therefore is recognized by the
governments and MNGOs as one of an
effective tool to fight against poverty
in Addis Ababa by providing financial
services to those who do not have
pecess o or  neglected by the
commercial banks and  financial
institutions. It is believed that it helps
in reducing poverly by providing the
poor with credit facility to start a small
business  and  creale  employment
oppertunities. It also regarded as a tool
for supporting the cconomic and social
conditions of the poor and women by
allowing access 1o education and
health facilities and improves their
living standards sustainahly.

1.3 Research Objective

The objective of this research is to
analyze the role of MCI in wrban
poverty alleviation in Addis Ababa
city by comparing AdCSI and AVFS,

1.4 Research Questions

1} How do AJCSI and AVFS target
the poor? What lending modalities
do they employ?

2} To what extent do AdJCSI and
AVFS micro-credit schemes help
beneficiaries fo create
employment opportunities,
generate income and help them
meel their basic social needs?

3) Do women benefit more from
AJCE[ and AVFS micro-credit
programs than men do?

1.5 Methodological Notes

In order to analyse the role of MC in
poverty alleviation in Addis Abaha,
this study focuses on a comparative
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studv of two MCls cases: AdCSI1 and
AVFS. These two institutions are
selected because of such variation in
terms of access to subsidy, ownership
and performance, Primary data was
collected through questionnaire and
imerview. Closed ended as well as
open-cnicded  questionmaires were
prepared and distribuied 1o chents af
both institutions. Office managers of
AdCS] and AVFS were interviewed
for qualitative input.

To gather data through questionnaine,
30 respondents (25 chients from each
institute}  were  selected.  These
institutions are operating in 10 sub-
cities in Addis Ababa. Two sub-cities
namely Aeka and Kirkos wers
purposively selected because many of
the clients are concentroted in these
two  sub-cities. In both sub cities,
around 300 chents of esch institute
exist and the researcher selected 5% of
the total clients of each institute
existing in both sub-cities trough
apphication of systemaotic  random
sampling techmigque, In addition, two
offictals from each nstitufe were
contacted through inferview
inlerviewed,

Secondary data like performance
report and other relevant information
were collected from the Institutions”
head quarter as well as branch offices
al sub-city level. Moreover, MC and
poverly  related  websites  like
http:/fwww. themix.com/, World Bank
urban poverty assessment  repors,
country poverty related assessments,
AdCS] and AVFS strategic plan and

performance report, Association of
Ethiopian Microfinance Institution

reports were used as @ secondary data
SOUFGES,

2 Review of Related Literature
2.1 Concept and Definition of
(Urban) Poverty

The definition and meassurement of
poverty s vague and fluid Many
authors define poverty in different
ways by considering different criteria
and indicators of poverty. Some
researchers have defined poverty as
inability to meet the basic nutritional
needs. Others viewed poverty as a
functinn of educatinn andfor  health
using the measurement of life
expectancy, child mortality, etc, Lewvel
of expenditure and consumption are
other criteria used 1o define poverty.

In Development az Freedom, Sen
(1999: B7) defines poverty as the
deprivation of basic capabilities that
provide a person with the freedom to
choose the lite s/he has reason 1o
value. From this perspective, poverty
is a condition with  many
interdependent and closely  related
dimensions which can be categorised
as (a} lack of regular mcome and
employment, productive assets (such
as land and housing), access to social
safety nets, and command over
economic resources: (b) lack of access
to services such as education, health
care, information, credit, water supply
and sanitation; and (¢) influence on
decision-making that affects one’s life,
It generally seems accepted that
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poverty should be understood in a
holistic way including economic.
social, and political dimensions.

Urban  poverty  has  various
manifestations and characienstics such
a% inakhility 1o peguire adeguate ineome
and productive assels, poor access to
basic services. homelessness  and
inadeguate  housing, lock of suppaort
from  the - socil  networks,  sovial
discriminaticn and exclusion, and poor
scoess 1o decision making { Wekwete
1999: 43: Dube 19949 2),

In idemtifying the characteristics of
urban  poverty from that of rumal
poverty, Moser  describes  urhan
poverty based on wha she called
“‘commoditization’ By
commoditization, she refers 1o the fact
that wrhan howscholds are For the most
part obliged to pay for their food,
shelter, tronsport and education than
rural dweliers. Moreover, employment
is frequently unavailable, insufficien
of insecure while shelter is frequently
illegal ond insceure. The urban poor
are  affected by  environmenmal
prohiems il udings lack of
environmentul services (Le. sanitation,
water, deainage, and solid waste
management), poor quality  housing,
overcrowding, and settlement  on
marginal, which increase health risk to
the poor {Moser 1994: 24).

2.2 Debates on MC and Poverty
Alleviation

Discourses an MC have presented it as
a universal remedy  for  poverty
alleviation. However, when ane goes

throvgh the literature of  impact

aszsesziment studies, one can fAnd guite
different resulis,

Om the one hand, MC 1= said to have
brought positive impacts on the life of
chents. A growing datsbase of
empirical studies shows that MC has
puosilive impacts o boost the ability of
poor people to improve the conditions
in which they bve. It allows poor
people 1o incresse their income by
SLFTING new enlerpnses or expanding
existing one. Research works indiciate
that the poor have taken advantage of
increased  earnings 0 improve
consumption levels (Pitt and Khandker
1998}, send their children to school
and obtain better healthcare services
(Morduch [998), and build assets. In
Indomesia  90% of BRI clients
surveved on the Island of Lombok had
moved above the poverty line, with
income  increases averaging 1 12%
[Panjaitan-Dricadisorve and  Cloud
1999}, In Zimbabwe, extremely poor
clicniz of Zambuko Trust, a local
MCI, imereased their consumption of
high protein foods of o tme when food
cxpenditures ocross the country as 2
whole were decreasing {(Bames 2001),
In Tanzania/Zanzibar, the income and
assel values of borrowers are almost
Iwice  that of  non-homrowers
(Mohamed 2003). In India, in addition
to increased economic wellbeing,
SHARE clients have shown a striking
shift from iregular, low paid daily
labour to more diversified sources of
income, with 8 strong reliance on
small businesses (Simanowitz 2003
Studies of two separate MCls in
Bangladesh documented a similar shift
from informal labowr to self-
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employment among MCIL clients. As o
result, overall wage rotes in  the
villapes zerved by the MC prograims
alzo increased (Khandker, M. [99E;
Zaman 19995  In other words, MC
programs are able to alleviate poverty
throwgh  increasing  individual and
household income levels, as well as
improving HUEFiLi,
education, and helping Lo empower
women (Khandker, 5, 2005).

lealtheare,

O the other handd, npact assessiment
studies.  have  challenged  the
conventional wisdom of the poveny
mmpact of MO, MC @5 said o play
imsignificant role toavards mutigating
the problems of the poor, Kan, Olds,
and Kah®{2005) studied the evolution,
sustainability ond manogement of ten
MCIz in Gossas, Senepgal, uwsing the
data over a period of three years. They
found out that MCls have helpsd to
create some positive changes. but that
there was no clear and  marked
evidence of poverty reduction and
stated that the expectation: of whal
MC can do to help Iifi communities
ouf of poverly is a kil too optimistic
{p. 146}, On the basis of a stwedy on
DECSI (one of MCls in Tigray region
of Ethiopia), Borchgrevink et al.
{2005) concluded that although the
program was able o improve living
conditions of the households who
spent the loan on the intended
activitdes and did not spend it om
consumption to some extent; the youth
in the age of 1B-30 years, female-
headed households, the landiess, and
the extremely poor were marginalized
(P. 58) Moreover, considerable

number of credit — Ananced ventures
fails with a possible effect on
indebtedness and asset depletion of
clients. In addition, a high level of
school  dropout  rates  of  chents’
children was registered.

Morris and Barmes (2005) provided an
overall  assessment of the impact of
ML programs n Lganda {FINCA,
FOCCAS, and PRIDE). The
researcher did mot find that MC
programs help we alleviale poverly in
program areas, though results from
this study indicated positive impacts.
Based on the siudy conducted on
Ambara Credit and Saving Institution
(ACSI) in Ethiopia, Getaneh (20035)
found out that it has brought & very
little impact im poverty reduction and
enterprize development and that the
putreach performance i3 also minimal,

Thus, despite the many posillive
findings that are reported in some
leazibility and impact studies. many
studies report the mmpact of MO
programs s insignificant.  Many
siudies also fail 1w find out the direct
link between MC  and poverty
reduction,

23 Subsidy: An Essential
Ingredient for MC

If MClg are supposed to reach the
poor, they have . be heavily
subsidized. Some  argues  that
subsidized interest rates pgenerally
benefit only a small number of
borrowers for a short period; and
interest  rate  subsidies  are  an
mappropriate  wse of donors or
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government funds because they distort
markets and lead o low repayment
rates. Yet, from the practice, il s
known that even large MCIs need
subsidies in a continuous basis, For
instance, Morduch indicated that the
well-known MCls  like Gromeen,
despite reporting profit, are in fact
subsidized on o continuing  basis.
There is a little 1o indicate that
Grummeen  will be wuble 1w survive
without subsidics while continuing to
serve clients as it does now, Added 1o
thiz, he mentioned that even when the
credit market is functioning perfectly,
subsidies might bhe justifiable on
grounds of equity: if raising interest
rate means losing clients or decreasing
social impacts, subsidy may be
Justifiable, provided social benefits are
commensurate  and  institutional
efficiency can be  maintained
(Morduch 199%9a).

Mallick (2002) also indicated that MC
programmes aimed at the poor have,
almost without exception, a substantial
subsidv provided by povernments or
their aid agencies. Without this, the
interest rates would be too high o be
viable and the programmes would
therefore be unsustainable, Subsidy
enables 1o lower interest rate, which
obviously results in some ‘income
transfer’ to loun recipients.

The study conducted over 1991-93 by
Mosley and Hulme (1998: 784) shows
that subsidy is an important ingredient
for performance of MCls aiming at
poverty reduction. They measured the
financial performance of 13 MCls in
seven countries using two indicators:

the proportion of loans more than six
months in omrears and the subsidy
dependence index, which measures the
extent to which interest rates would
have o be raised o breakeven in an
environment free of all subsidy. They
found that the higher they {measures)
are, the harder it is for the lender to
continue in business without subsidy,
Clarke and Dercon (2008) also offer
support o subsidies [or MC programs,
In their view, providing subsidies to
MCls may be a cost effictive means of
reaching the poor and improving their
lives.

I subsidy is 1o work well apd
contributing towards poverty
alleviation, we need to know whom 1o
subsidize. In these regard, the ffirst
siep is to look at what share of the
benefits go to an income group. With
respect o this Littlefield in his work
on financial intermediation,  level
applies four categories of income
groups:  lower middle mcome,
economically active poor, very poor
and destitute correspondingly financial
intermediation of state and
commercial banks, credit unions,
fimancial MNGOs  and  subsidized
poverty programs respectively
{Littlefield 2002). In other words, for
the destitute catepory of income
groups, subsidized poverty programs
{including microcredit program) are
feasible, From this, one can
understand that in order to elevate the
living standard of those impoverished
segment of society (like majority of
the population of many developing
nations including Ethiopia who live far
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below poverly line) subsidy 15 an
essential ingredient.

2.4 Approaches of MC Lending
There are two major approaches on
MC lending — the fimancial svstem
approach and the poverty  lending
approoch (Gulli 1998), The financial
systemn  approach emphoasizes  large-
scale outreach to the borrowers — both
borrowers who can repay  micrologns
from household and enterprise income
streams, and to savers, I focuses on
imstitutional =elf — sulficiency and
financial sustainability as & pre-
condition for greater outreach and
implies transition to for-profit mode.
Proponents of this school argue that
there is np justification for subsidies as
future outreach critically hinges upon
achieving financial sustainability of
the MCls (Robinson 2001). According
to them, the over all poals of MC are
W provide  susininable  Mnancial
gervices to low income people. Bul it
does nol necessanly mean 1o tanget the
poorest.  Furthermore, MC  should
proliferate  in the context of
compeliton because competition will
insure  high- quality and low-cost
services. Thus, for them, the impact
evaluation of MCls should focus on
fimamcial indicators and efficiency.
They also state that NGOs do not have
an important role in MC. This is
because NGOs may deliver subsidized
credits and may undermine the
development of competitive financial
system. They emphasize that MC
should not be integrated with other
development services |, because

specialization is nccossary to reach

Alleviation in Ethi

financial sustainability and large-scale
outreach. In addition, luck of
institutional capacity is perceived as a
more  binding constraint on  the
outreach of MC than availability of
flunds.

The poverty lending approach
concentrales  on  neducing poverly
through credit, oficn provided together
with complementary service such as
skill training and teaching of literacy
andd numersey, health, nuintion, Gamily
planning and the like. Under this
approach  donor-and  government-
funded credit iz prowvided poor
borrowers typically at below market
interest rates. The goal is to reach the
poor, especially the extremely poar -
the poorest of the poor with credit to
help overcome poverty and gain
empowerment {Ibid}. 1t believes that
this commitment will be affected if
stress is given to profit motive, The
proponents of this approach claim that
the goal of MC is improving the
livelihoods and empowerment of the
poor. Because of this, subsidies for
ingtitutional innovation and expansion
are justified. For them, assessing the
impact of MCls should be their effcct
of the livelihoods and income
generating activities of the poor.

2.5 Microcredit Modalities
Individual wvs. Group Credit
Model

Mozt  individual MClz  provide
financial Services only to
entreprencurs who are able to pledge
collateral. Collateral - covering as a
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general both the loan amount and the
mterest payment - signals  the
borrower's willingness o fully repay
the loan. Therefore, it is seen as the
main mechanism tackling -all typical
problems of a loan contract: adverse
selection,  moral huzard,  and
repayment  enforcement.  Borrowers
with satisfactory  repayment  records
may receive access to further loans of
increasing  volume,  This  gives
sufficient incentives to all
enfrepreneurs  who  expect positive
utility out of [ulure investments
{fimanced by fumure loans) to ropay
their current loan ag scheduled. One of
the most serious wesknesses of the
individual micro-lending contract is
that in a high competitive environment
the incentives created by progressive
lending perspectives receive a severc
limitation. As shown in Armendariz
and Morduch (2000}, “the greater the
likelihood of refinancing by a second
lender, the wesker will be the
incerdive to repay the first lender”™.
Group lending model works in such a
way that instead of lending directly to
individual borrowers, the lenders lend
to groups of homrowers, who are
jointly liable for a single loan. It
minimizes administrative and
ransaction costs for lenders by
replacing credit checks and collateral
processing  with selfselection of
groups by homrowers, Bomowers, who
were jointly liable for the loans of
their group, had o stake in choosing
trustworthy partners. The theoretical
enalysis of the group lending
mechanism shows that the access to
further loans as well as the access to

The Role of Microcredit i Urbay Poverty Alleviation in Ethiopia:

higher loans, which iz made
conditional on the repayment of all
borrowers in the group, creates an
incentive for peer monitoring, peer
support, peer pressure, and discourage
default among the borrowers (Stiglitz
1990; Hulme and Mosley 1996).

Progressive Lending vs. Frequent
Repayment Model

Progressive lending refers to the
swvastem by which borrowers obtain
increasingly larger loans if repayment
is moade prompily. As long os the
svstem is credible and altermative
sources of finance arc less atiractive,
this type of incentive can enhance
repayments {Murdoch 1999b).
Frequent repaymeni schedules are also
seen to act as an pdded mechanism 1o
secure repayment. As most MCls
collect repayments before invesiments
bear fruit, they are in fact lending
against the borrower’s steady income
stream and, hence, securing part of the
loan repayment even il projects [fail
{Missanke 2002: 5).

2.6 The Analytical Framework

Creneral  Assembly of the United
Mations (Report on the Asia/Pacific
Region Microcredit Summit Meeting
in 2004} has recognized the positive
impact of microcredit in  poverty
reduction. Microcredit impact studies
have demonstrated that microcredit
helps poor houwscholds meet basic
needs and profects them agamst nsks.
The use of financial services by low-
meome  households  leads 1w
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improvements in  household socio-
economic welfare,

According to Latifee, most of the
praciitioners believe that credit plays a
vital role as  an  instrument  of
intervention for a poor person o
dizcover her potential and w stride for
better living. How micro-credit can
reduce  poverly may  betler  be
understood by understunding concep-

Alleviation in Ethi g

tualty the mechanisms by which
financial services can affect the lives
of the poaor, [t is important to consider
the [ulfilment of basic needs {food,
clothing, shelter, health, education and
psvchological well-being), the means
to achieve welfare at present and in the
future, social netwarks and
empowerment and o risk (Latifes

2003).

Figure 1; Dviagrammatic presentation of the analytical Iramework
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Microcredit (the independent variable
in this case) helps in reducing poverty
(the dependent varmable) by providing
the pnor with credit facilities tn atar
small businesses. |t nol only supports
the ecomomic condition of the poor

people but also has positive impacts
on their social life through better
standard of living with greater access
o education and health facilities. The
major indicators used to measure the
independent variable {(microcredit) is
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targeting and  gender sensitivily
whereas level of income, access to
education, health, housing services are
used as an indicator to measure the
dependent variable.

3. Results and Analysis
3.1 Targeting the Poor

MCls need to determine where there is
unmet demand for MO services and
which ntarget groups match their
objectives and deserve their services
most  (Ledperwood  1999:  34).
Experience shows that unless there is
an appropriate targeting tool, the
poorest will be missed or tend to
exclude themselves because they do
not see the programs as being for
them. The majority of poverty-focused

MC  programs  incorporate  client.

selection ¢ritenia, which attempt to
limit participation of  non-target
growps, This method relies upon feld
workers o screen  prospeclive
members, usually applying objectively
measurable eligibility criteria such as
income level, asset values and housing
conditions  (Hickson 1996}, Maost
programs fail, however, to maintain a
focus on the poor, Targeting failure
occurs when non-target groups are
included and when appropriate target

groups who deserve the credit service
are excluded,

a) How Does AdCSI Target its
Beneficiaries?

The major objective of AdCS] as one
of MCls is making the low-income
segment of the community {with
especial  attention to women and

making unemployed and new husiness
starf-ups itz ultimate target cliens)
beneficiary of reasonable loan amd
saving service. = The loan
product/services, . . lending
methodology, target  groups, and
selection criteria applied by AdCS1 1o
achieve this objective are discussed
here below.

Loan Product/Service Design

The service provided by AdCSI
include loan, saving, consultancy, and
managing third party money. The loan
service is given for different activities
such as weaving and tailoring, metal
and woodworks, food procéssing,
hairdressing, production of
construction materials, small trade
activifies, consiruction, leather works,
urban agriculiure, etc. The amount of
loan varies depending on the period of
rephvment-short term, medium rerm,
and long term. Clients  shall  be
residents in Addis Ababa and must be
at least 1B vears old.

There are differemt types of  loan
products/service. These are (a) micro-
buzinezs loan somebimes called
general loan which has a nature of
instalment repayment and disbursed
for high tum over sctivities; (b) a
small business loan which is disbursed
for technical and wvocational school
graduate studeniz who want to inker in
to productive venture and the size of
the loan is wsually. greater than Birr
A000 to 50.000 for each entrepreneur;
{e) micro lease loan in which clients
choose  the machines for  their
operations and AJCS1 purchases these
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machines and hand it over o them.
The operators assume ownership after
completion of payment. This type of
loan is rendered mostly to people who
are organized into cooperatives; and
{d) housing loan product, which aims
to enable chients o construct a new
houge or complete a construction in
progress. The maximum loan size is
Birr 50,000 with loan term of &0
months and payable monthly; (&)
consumer loan product which targets
government and related employees
that have fixed monthly salary; the
loan is guaranteed by employers and
deducted from  pavroll on monthly
basis. The loan size depends on the
borrower’s salary and loan term is up
to 24 months; and (f) short-term loan,
which is repayable with in a maximum
of six months. It wargets clients that
face very urgenl financial problem or
working capital shortage to do some
urgent businesses.

The saving service rendered by the
AJCS] includes two major types:
voluntary and compulsory. The first
one is saving made by clients and non-
clients while the second one is for
clisnts only who are required to save
until  the loan repavment is
successfully completed. The amount
of interest rate for saving ranges from
4 to 5% based on the type of saving.
The institution charges an interest rate
on loan, which ranges from 10%% to
15% and additional 3% service charge.

Lending Modalities
Since its establishment, AdCSI has
been using solidarity group lending

model, which relies on  group
vollateral. Although, such approach is
an advantageous hecause of the group
collateral, Borchgreving et al (2005)
and others pointed out that group
formation is one of the factors that
contributed (o the marginalization of
the vouth, the landless, the women and
generally the poor. The lact that the
youth and the landless are mobile
would mean that they would be
regarded as high risk by those with
land. family and settled life.

The group lending used by AdCSI for
delivery of loans itself, has become a
barrier and source of marginalization
of the poor, and has left them at the
mercy of the moneylenders. It turns
against the MCls main objectives
because group members and  the
community level Credit and Saving
Committee tend to exclude and screen
out individuals with limited asset and
perceived to be of high risk, bul able
o generale income. This leads o the
perpetuation of marginalization of the
poor and the practice born out is that
properties including land are serving
as implicit collateral although groups
were  meant o replace  property
collateralization as a condition for loan
granting. An imporiant  group of
people-the poor would therefore be
outside the service of AdCS1.

AdCSI also employs individual
lending model. which depends on
personal guarantee and‘or collateral
basis. The collateral includes property
guarantee, which involves land, house,
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vehicles, machineries. regular job
salary, ete. It has this swong
instrument of collateral with too strict
requirements  which is  obvicusly
difficult  for the poor particularly
women clients  because  they are
usually  umable 1w meet the
requirements. Such practice certainly
leads to screening oul the poor, as they
do not have capacity to meet the
el lateral reqguimerneints,

Moreover.  AJCSL emplovs a2
frequentrepular  repayment  model,
Thizs 15 seen by AdCS] 1o act as an
added mechonism 1o secure repayment
and it 15 seheduled on o weekly basis,
which begins soon afler loan receipl,
As most MC organizations collect
repavments before investments  bear
fruit, they are in fact lending against
the poor borrower's steady  income
strgaim and, hence, securing part of the
loun repwyviment even if projects ol
(Missanke 20020 31 Such mechanism
obviously works against the poor and
fuvour the non-poor since (he poor,
especially wormcn, cannol pay the loan
before  they  properly  starl  their
businesses. In such eases, if the poor
have to benethi from the eredit, a grace
period is needed (o be given to let the
poor  properiy  start  their  business
without  frustration  and  proceed
conflidently. titherwise, the non-poor
will continue 10 be the favoured
beneficiary ol the credit program
while the poor remains marginalized,
Target Groups

Unemploved and new business start-
ups are the ultimate wrget clients of
the mstitution, With the mentioned

lending models. AdCS] targets to
reach MEE operatos and potential
operators, These include unemploved
yvouth and women, legally registered
co-operatives, local CBOs. and new
business start-ups  such as  fresh
graduates of high school, college, or
even  universities.  Such  borrowers
shall be recruited or selected by the
Credil and Savings Commitiee of their
respaclive [l whmimistration
(Woveda). AACSI reoches its target
groups through the 10 branch offices
gstablished wl sub-city  level  and
service Delivery Posiz established in
Wiweels, Added to this. there are
Credit snd Saving Committees to
select chents,

Selection Criteria and
Requirements

The requirement to access the loan
includes:  letter of approval from
Woveda which shows that they are
residents in Addis Ababwi, certification
letter for cooperatives and CBOs from
the Trade and Indusiry Bureau of
Addis Ababa City Admumstration,
license  and  rewmstrabon for  joiml
ventures, the activity should be
implemented in Addis Ababa Ciry
only, Toan wken from the mstitution or
similar institubions should be seitled
before hand., and preparation  and
submission of business plan/proposal.
Moreover, comments and decisions by
the Credit and Saving Committee at
Waoreda Administration level is one of
the major requirements,

Letter of approval from Woreds 1s ane
of the major requirements needed by
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AdCSl to ensure that the poor
(applicants) are residents ‘in Addis
Ababa. This requirement creates a
space for marginalization of the poor
through different malpractices in the
process of uﬁ'v.rirﬁ this evidence. For
the poor people to get this evidence, it
takes a long way for different reasons.
The poor in Addis Ababa live either
dependently in some ways or in rented
substandard rooms. The Woreda needs
the address where the applicant stays
in order to give this letter. In this case,
the owner of the house with whom the
applicant lives is required to sign
proofing that the person is living with
him'er either as a dependent
individuak or as a renter/paying guest
depending on the situation. However,
the owners of the house are usually
unwilling to sign for the poor living

with them because not only they do .

not want to add external person as a
member of the family but also with the
intention to conceal that, they rent a
substandard rooms.

The issue of obtining certification
letter as a cooperative, and license 55 a
joint wventure from the Trade and
Indusiry Bureau of Addis Ababa City
Government are also very complicated
task, which is far beyond the access

and capacity of the poos, In a situstion -
where the poor pdﬁ:l.ﬂ have no -

sufficient awareness and exposure
gbout the bureaucratic system and
where favoritism and patronage
networks work more dominantly, it is

very unlikely that the poor people can
get easy access to obtain the required
certification letter and license,

AdCSI also reguires the clients to
submit business plan/proposal in order
to approve the credit for the clients.
This is a bit complicated for poor
people who are uneducated and mostly
lack the required skill to prepare
business proposal and obviously, such
practice discourages the poor from
applying for the loan, Morcover,
AdCSl mainly works in line with
guaranteeing repayment of the loan
and hence gives emphasis to the better
off. The Wareda level Service
Delivery Posts and community level
Credit and Saving Committee tend to
ignore the poor simply assuming that
they do not guarantee loan repayment
and this practice apparently leads to
the perpetuation of marginalization of
the poor.

Exclusion of the appropriate target
groups from accessing MC services
may result from a simple failure to
identify thém bul very often, it is also
the result of deliberate efforts to
impede the poor. As largely owned by
the Addis Ababa City Government,
AdCSI uses the existing bureancratic
structure and works with officials at
different hierarchies of the City
Government  (especially  Woreda
Administration) for activities like
selection of clients. The fact that the
comments and decisions of the Credit
and Saving Committee of the Waoreda
Administration is needed as one of the
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major criteria for selection, wiltnesses
that the body of the City Govemnment
particularly Woredo  Administration
has a big say in deciding who should
be the recipients of the credit. This
creates a kind of plat form for the
government 1o intervene in credit
service of the institution indirectly in
order to use it for a political game.
This  siuation may  create  and
exacerhate, as angued by Gibbons and
Mecham {2002), the patromige sysiem
and  bigsness  that  makes  the
distribution of credit hased on better
conmeclions andd in Favour of the better
off.

b) How does AVFS Target its

Beneficiaries?

The objective of AVFS is providing
credit lor creating a sustainable
financial base and emplovment
opportunity lor the poor or the low-
income eroups and thereby reducing
poverty. Givinge priorily 1o womnen, os
they are the most vulnerable groups to
poverty, is also one of the major
elements of the objective of  the
imstitution. In order 1o reach its target
groups and achieve these objectives,
AVFS has emploved different loan
productsfservice, lending modalities.
and sclection criteria  which are
discussed helow.

Loan Product/service Design

The services provided by AVFS
include saving and credit. It provides
three types of loan products to meet

the various needs of clients. The first
is productive loan, which may be used

by  the  groups, cooperatives,
associations or individuals. Productive
lpan  mcludes  such  sectors  as
manufacturing (i.e. metal and wood
works), processing (i.e. foods and
drinks), textile (i.e. spinning, weaving,
and dress making), retailing (i.e. kiosk
and shops), transporl [i.e.
donkey/'horse drawn cart and three
wheel molors), service  (small
restauranis  amd  hair  saloons),  and
construction (rooms and barns). The
second  vpe  of  lean called
consumplion loan is a loan provided
for purposes like buving food supply.
school unmiform and lee payments,
buying furniture, medicine ... etc. The
equipmeni-leasing loan iz the third
tvpe, which may be  used by
individuals, groups. associations, and
cooperatives who want to  acquire
equipment or machinery to start their
businesses,  The  equipment s
purchased in the name of AVFS, and
when the borrower makes hismer full
payment, the ownership of the
equipment 15 passed on.  These
equipments'machines  may  include
building  materials  input  making
machines, waler pump, beehive, milk
churner.  baking oven, sewing
machine.. etc.

AVFS has four types of savings i.e.
compulsory savings, voluntary
savings, non-client saving, and loan
insurance fund (LIF). Voluntary
saving is payable during collects and
may be withdrawn only at the time
clients leave the program after making
all payments while LIF is payable
before the loan 15 disbursed. [t 15 kept
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with AVFS until the time clients have
made full payment and withdrew from
the program. Savings earn interest rate
of 4% to 5% per annum based on the
type of saving. The institution charges
an imterest rate 16% on loan and
additional 3-4% service charge.

Lending Modalities

AVFS wses solidarity group lending
model. This solidarity groug model
requires that services are delivered to
participants after they form a group
and are willing to gusrantee each
other's loans. It provides loan to
groups, which are called Budin with 5-
7 individuals who have mutual respect
and n-um‘. In order o give loans (o
Budin it always works with local CBO
called Jdefir from which the Budin is
formed. The lddir acts as an umbrella
organization for the solidarity groups
and assign  social | pressure o
rehabilitate/correct  members  when
there is deviation.

However, when the clients in the
group reach 4th cyele of loans and are
credit worthy the mstitution starts to
provide individual loan on personal
guaraniee and/or collateral basis. In
other words, in order to get individual
loan, one should .not only organized
but also stay as a group until the 4"
cycle. Thiz approach i3 a good
mechanism to include the poor and
exclude the better — offfthe non-poor
from the program. The non-poor are

Alleviation in Ethi

notl  attracted with this kind of
approach because they go for large
individual loan based on personal
guarantee/collateral  right from  the
beginning,

AWFS applics progressive lending or
successive higher credit as an added
mechanism, which refers 1o the svstem
by which borrowers obtain
increasingly larger loans if repavment
is made promptly. This feature serves
as an incentive for the clients to repay
the loan on time. Moreover, the
institution also provides business and
entrepreneurial skill development and
other trainings in collaboration with
Centre fr Enterprise and
Entreprensurship Development
{(CEEDM to help clients know how o
manage and use the loan for the
intended purposes. This indicates that
the institution applies the credit -
plusfintegrated lending which is a
comprehensive  approach in which
loans are combined with training,
cducation, and ither social
mobilizations so as to maximise the
income and opportunities.

Target Groups

The target groups of AVFS arc low-
income community members who do
not have access to financial services to
start theirr enterprises. This target
groups are classified in W wo
categories: group, cooperatives, and
associabion as  one  calegory  amd
mdividual clients as another. The
proup, cooperative. and  association
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category of clients is provided loans
based on group collateral. Individual
target groups are the people who able
to fulfill the collateral and guarantor
requirements and can graduate to take
individual loans. AVFS reaches these
target groups mainly through /ddir and
Woreda to some extent. However, as
privately owned MCIL, AVFS is
unlikely o acquire the required
support from Woreda Administrative.

Selection Criteria and
Requirements

The criterion that potential clients
expected to meet is that they must
belong 1o the ldifir Iddir usually
constitutes a large number of people
joined together on voluntarily basis for
different social purposes. AVFS
provides loan to the groups formed out
of this lddir by the members. [ddir
generally plays a supervisory role
towards their members and s
responsible for taking care of smooth
functioning of the whole system. In
most cases, [ddir are established by
the people with common goals,
established  leadership,  undertake
specific activities, and are sustainable
over the long-term. These features
make it effective instrument in
reaching and seclecting clients and
maintaining a smooth operational
system.

A person to be selected as a member
of the group should bring a valid lddir
membership card that can, of course,
easily obtained from their respective
fddir without many difficulties.

The potential borrowers then reguired
to submit a simple loan application
format prepared by the institution. The
format has to be filled by applicants
with the assistance of the institution’s
loan officers and then signed by the
clieni and the spouse in order to
receive the loan.

Getting the approval and signature of
the spouse on the loan agreement form
is considered as one of the essential
criteria for clients o get the loan from
AVFS. This may of course
exacerbates the possibility that loans
barrowed by women clients spend by
their husbands unnecessarily. It is
common  that some  imesponsible
individuals,  particularly  young
husbands, use the credit obtained by
their women for drinking alcohols,
chewing Chat (a green leaf with
stimulating  characteristics), and
smoking purposes.

Agreement of the clients to the regular
maonitoring of histher business by loan
officer and group/Budin members in
order to follow up how the loan is
being used is also ome of the
requirements. This follow up is mainly
to the benefit of the clients because it
helps them to get important guidance,
comments, and feedbacks to improve
their performances and utilization of
the loan.

3.2 Previous Business
Background and Income Sour-
ces of the Respondents

The respondents of both institutions
were asked if they had their own
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sources of ncome or any business
activities that helped them generate
ingome  and  create  employment
opportunity before joining the credit
program. As shown in Figure 1, only
8% of the respondents of AVFS had
their own business and income sources
previously. On the other hand, 92% of
the respondents of AdCS! had their
own  business  [rom which  they
gencrate  income  and  creating
mpluj'ment opportunity before
joining the credit program, This may
be a good indicator that AdDCSI is
mainly targeting to the better off and
non- poor segment of the society in its
credit service provision. For instance,
AdCSl provides  what b calls
“consumer loan product” which is
based on emplover guaranies and'or
asset collateral. This is a service
provided to monthly paid employees
of different organizations.  Their
employers get involved by providing
writhen comments to AJCS] that they
will deduct from the monthly salary of
the employee and submit the required
monthly  payment to  AdCSIL
According to the interview conducted
with the officer of AdCSI, this is
working out wvery well as the
repayment iz guaranieed and the cost
per credit is less.

Hnwever..mmje focus to the well-to-do

segment of the cnmmunit:.r simply by
considering that they will be able to

pay the loan back may lead to implicit
exclusion of the poor. Despite the
various positive impact and strengths
of MC, some researchers have found
the problems and negative impacts
produced by the implementation of
ML programs. As argued by Morduch
(1998), Copestake et al, (2001), and
Dugger (2004), MC programs benefit
the moderately poor more than the
very poor or destitute, and thus impact
can vary by income group (better off
benefit more from MC). This found to
be true from the primary data collected
for this research as the data clearly
signify and supports it. One of the
respondents from AdCS! for instance
mentioned that he is working for
government and earning a monthly
salary of more than Birr 1500. This
reveals that AdCSI1 is serving maore of
the better off and non-poor who are
living far above the local poverty line,
which 15, according to MoFED, 0.45
dollar a day (equals to 3 Ethiopian
Birr). If the credit service is meant to
serve the poor, it should be delivered
to those people living along the
mentioned local poverty line.
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Figure 2
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Both institutions have set in their
objective that they contribute to
poverty alleviation by giving credit
and creating a sustainable financial
base and employment opportunity for
the poor or the low-income groups,
Choudhri (2002) found that the main
issues [...] confronting almost all MC
programs aim at poverty alleviation in
varying degrees, arc identification of
the poor [...] nature and causes of
poverty, identification of appropriate
income generating  activities, and
appropriate  institutional  support
mechanism. Although the cliens
business background and experience is
important for proper utilization of the
credit and of course for guaranteeing
repayment, more focus to the better off
and well-to-do segments of the society
who have their own business but in
need of more money 1o further expand

their business may lead to implicitly

neglecting the poor people who can

work but unable 1o start their own
business  bocause of  financial
consiraints.

3.3 Improvements in Clients’
Income, Savings, Employment
Opportunities, Housing Cond-
ions, and Basic Social
Services

The major objective of MC is to create
income among poor households and
thereby alleviate poverty. The increase
or decrease in the level of income may
have an implication on the living
standard of individuals. An increase in
income, for instance, can pave the
opportunity  to  open  business,
employment, entrepreneurship, access
to health services, edocation, and
house ownership.
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In her Assel Vulnerability Framework
(AVF), Mozer emphazised thai the
development of human capital — one
of the element of her framework, is
closely linked to the economic and
social infrastructure provision. Social
services such as education, according
to her, ensure that people gained skills
and knowledge, while economic
infrastructure such as water, transpaort,
and electricity — together with health
care — ensure that they used their skills
and knowledge productively (Moser
1998: 31). There is now a growing
evidence that social capital can have
significant impact on  development
processes and outcome, in helping
build human capital (Colman 1990,
and contrfbuting to household welfare
(Marayan and Pritchest 19973, In this
regard, both institutions contributed to
the formation of social capital because
they encourage, work with, and
approach  borrower groups and
individuals through different CROs.

Critical to the issue of MC services is
also s employment creation among
the poor sociely where many can use
their “labour = commonly identified as
the most important asset of the poor™
(Muoser 1998: 25) lo generale income.
It has been noted that in many
countries of the world, MC programs,
provides access to small amount of
start-up capital for entreprencurial
projects which will then presumably
help individual to create employment
opporiunitics.

Apart from serving people as shelter, a
house iz the most wvaluable asset
people should have. In urban area
when the house is improved, its valug
boosts and can be used for rental or
enterprise  purposes for penerating
income and therchy increases an
mdividual and household’s matenal
wealth, In line with this, Moser found
housing ownership as  the most
important  productive asset of the
urban pour thal cushions households
against severe poverty (1hid: 32).
Table 1 clearly shows that there is a
noticeable difference between the two
programs  and  their  clients.
Improvement for AdCSI participants
is remarkable, As shown in Table |,
the income has increased for almost all
of them and that led to improvement in
the overall quality of living as
indicated by improved access to
education, health care, housing,
employment opportunitics, clothing,
and nutritional foods. Similarly, in
terms of their ability to afford different
expenses like clothing, nutritional
foods, and basic social services
compared to before, they indicated
that they have gaincd more ability to
afford after joining the credit program.
This is because as clearly shown in
Figure 1, AACSI is providing credit to
non-poor or the better off people who
are doing paid jobs, have their own
business, and have additional source
of income even before joining the
credit program.
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Emﬂmiﬁ
In terms of improvement in housing
conditions,  #4%  of AdCsl's
respondents gave positive response.
Among other issues asked to AdCSI
participants, this figure is the only one,
which is relatively less perhaps
because the housing issue is a very
critical problem in urban areas even
for the better off as il is related to the
issue of land and different complicated

legal aspects,

On the contrary, only 40% of the
respondents of AVFS indicated that
their income has increased.
Consequently, majority of the
respondents reported that their overall
quality of life is not improved. This
clearly shows that the institution is not
go successful in improving the living
condition of the poor.

Although, the responses of AVFS
clients to the improvement in income
and overall quality of their life is less
than 50% in ecach  cases, the
discrepancies predominantly in terms
of savings and to some extent in ferms
of improvement in housing conditions,
and ability to pav for nutritional foods
is high.

The discrepancy in terms of savings is
clearly higher than all the other
factors. It is revealed in Table | that
for only 24% of AVFS participants,
the programs has improved their
savings, bul for the majority of the
people it has even become worse.

This shows that the poor are unable to
start savings. They are in trouble to
maintain the actual standard of
expense and are not in @ position to
think of starting savings. Moreover,
the compulsory saving mechanism
used by the institution poses additional
burden especially in the already

" limited capacity of beginner clients.

In addition, the divergence in terms of
housing condition is relatively higher
compared to others. Only 36% of
respondents reported that their housing
condition has increased. The fact that
housing issue, as indicated by Moser,
iz always attached to complicated
process of formal legal title (Moser
1998), makes it procedurally more
difficult for the poor people who have
no exposure and knowledge 10 pass
related complex legal and bureaucratic
COnstrainis,

Similarly. in terms of ability to buy
variety of dietary foods, only 32% of
the respondents reported that they
have got better ability after joining the
credit program. This may be related to
the reality of the existing living
situations and increasing prices of
food items. As many respondents
indicated, the price of almost all food
items is tripled and increasing from
tme to ome. As a result, they said,
“we never eal such kinds of foods as
butter, meat, epg, fish and the like,
since our capacity 1o buy is limited”.
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Table 1
Improvement in economic and social factors of clients and benefit by gender

AdCS

AVFS

M % F

% ‘otalin % M % F

% Cotal in %

Income has increaased 13 10 n ) o g 46 4 MW 40
Zavings have incraasad 13 100 12 100 1on 5 aa 1 i 24
Aoosss o educafion has

| j 13 100 1" a2 85 T o4 5 42 43
fcoegs o heallhcare has

I 1 13 100 11 a2 =3 T 54 4 33 44
Employment oopporiunities have

I i 13 100 i az a8 B B2 2 17 40
Housing , condiione  have

I g - 12 94 B TS g4 T 54 2 17 ig
Ahilty fo  afford  medical

expenses (belber afber joining the 13 100 ] TS 1] T 54 3 2B 41
credit program)

Abikty o afford school axpanses

(batter afler joining the oredit 13 100 10 a3 g2 oM 4 33 44
program}

Ahilty o buy clothing (beller

after jolning the credit p m) 13 100 10 ai a2 E 48 4 33 44
Abilty 1o pay for varieties of

focds (beler afer joining the 13 100 10 a3 a2 B 44 2 17 12

credil pragram)

Source: survey data (2010

The discrepancies mertioned above in
AVFS may attribute to the interest
rate. As it is not subsidized, AVFS
charges a relatively high interest rate,
which seems a bit difficult for clients.
One of the respondents said, “You do
not believe how headache the interest

rate is. For instance if you bormow
J000 Birr, you must pay 3480 Birr.
480 Birr is, therefore, interest rate,
which is an additional burden to the
loan taker. In this environment how
cin the poor are helped to reduce their
poverty?” Many respondents indicated
that they sold their tools and properties
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to pay the loan. One woman for
instance mentioned that she sold the
{gold chain) neck omament she got
when her mother passed away just o
pay her loan. This in general can be a
good indication that unsubsidized
credits programs hardly contribute to
improving the living conditions of the

poor people.

Generally, in all cases the situation is
always good for AdCIS"s respondents
and had for AVFS clients and this
makes clear that there is a difference
between the two institutions along the
line of poor and non-poor. In other
words, AACS] addresses the non-poor
while AVFS addresses the poor.

3.4 The Benefit of AdCSI and
AVFS Credit Programs by
Gender

In just three decades & series of

breakthroughs has shown that women

— especially poor women — are

creditworthy and make excellent

consumers of financial products.

Today the majority of MC clients
worldwide are women. Mot only is
MC good for wormen, but it also tums
out that women are good for MC.
Women are highly motivated savers

and repay their loans at a higher rate
than men.

In many cases, however, hushands to
access the benefit of credit may use
women as a mechanism and hence the
benefit of most credit program does not
reach women. As argued by Goetz and
Gupta for instance most MC programs

targel women (due o higher repayment
rates]), which may result in men
requiring wife to get loans for them
(Goetz and Gupta 1995). Debiz are
therefore registered in the women's
names, which leaves them vulnerable
in case of death, 1llness or separation

MC is supposed to safeguarding
women's equal access to healthcare,
employment, housing, and education.
Women are typically targeted for MC
initiatives around the globe because
studies indicate that involving women
in the benefit of MC often plavs a role
in increasing  gender equality.  As
compared to men, providing women
more access to financial resources and
enabling them benefit from the
outcome of MC program  helps
increase the stability of the family unit
[(Cheston & Kuhn 2002).

According to Mayoux (2001), Women
need to be targeted w benefil from the
outcome of MC programs because of
their characteristically high levels of

poverty  and  responsibility  for
maintaining and running the family unit.

Cheston and Kuhn (2002), argue that
while women typically contribute all of
their financial resources to  their
families, men rarely do so. According
to Mavoux (2001), when women are
given decision-making power, they
generally make decisions that will be
optimal for their families. As a result,
women will tend to make financial
decisions that will promote nutrition,
health and literacy within their families,
whereas men may allocate some of
their resources towards activities that are
not helpful (and sometimes harmful) o
the family. Given the consideration that
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35



Zigiju Sarmiiel _The Role of Microcredit in Urban Poverty Alleviation in Ethiopia:

women are poorer than men, they are

expected to benefit more then men
from MC programs. In other words, if
MC programs are supposed to
contribute  to  poverty  alleviation,
warnen have to benefit more than men
do from the outcome of the credit

programs.

It is revealed in Table | that there is no
difference between the two institutions
in their ability to benefit women
bevause in both cases men benefil
more than women from the outcome
of the credit programs, But the
difference is quit massive in the case
of AVFS as indicated in the Table.
The reason why such discrepancy is
deeper in AVFS than AdCSI is
attributed to the fact that AVFS lacks
subsidy as an essential ingredient. As
addressed else where in this paper,
subsidy is an important ingredient for
MCls to help the poor (especially
women as they wvsuslly constitute
larger part of the poor) benefit from
I services,  Unsubsidized MO
rograms - contribute less in terms of
helping the poor to benefit from the
out come of the credit program.

The Table also reveals the difference
between men and women within the
respective institution in  terms of
benefit from the outcome of the
program. Compared to men clients,
especially im AVFS, considerably
smaller percentage of women clients
accepled that there is an improvement
in their situations in ferms of all
factors. More importantly, thers is a
great discrepancy with respect to

saving, employment opportunities,
housing, ability to afford medical care,
and ability to buy varieties of foods.
As regarding to savings, 39% of male
and only &% of female clients of
AVFS accepted that their savings have
improved. This  huge difference
between men and women clients
occurred because women usually pay
high attention to household matters
than men and spend the money for
maintaining and running the family
unit. Moreover, their money is usually
spent unnecessarily by their husbands
far nen-productive activities.

When paying jobs are available, they
usually tend to go to men. Therefore,
for poor women to eam money, they
often must rely on self-employment,
which is supposed to be achieved
through MC. In these particular cases,
however, this did not work out, since
the difference between men  and
women respondents in Eerms  of
benefiting from employment
opporfunity is  very  significant
especially in the case of AVFS. Table
| reveals that employment opportunity
has improved only for 17% of female
respondents while this remaims true for
67% of male respondents. This is
highly related w the socio-cultural
barriers that limit women to household
works only. In that sense, though the
loan is taken in their name, women are
not the direct beneficiary of self-
employment.

House is the most ecssential asse
women should have. As Moser argued
house ownership is the most important
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productive assel i’ the urban poor that
cushions them ngainsl severe poverty
{Maoser 1998: 312}, The daia in Table |
shows that women benclit less than
men in terms of housing in both
programs though the problem is more
severe in the case ol AVFS, While
54% of male clients accepted that they
gnined benclit in terms of housing,
only 17% of female clients do benefit
in thut regard. Despite the Twct thal
women are guite happy to be able to
avail the housing loans in their names,
the benefit goes to the fomilies. as they
do not have the land title. In case aof
separation of & woman [rom  her
family and hushand, the house remains
with the Family and the woman ends
up with nothing.

The discrepuncies between men and
wamen in terms of ability o afford
medical care expenses and ability to
buy  wariethes . of  foods are  also
significant particularly in the case of
AVFS. Regarding the ability to afford
medical expenses, 54 % of male and
only 23% ol [omale  respondents
agreed that they gained more ability
after joining the credit progeam.
Although the heslth care problem in
Addis  Ababa  City is  genemally
attributed 10 both men and women, the
latter are the primary victims al the
problem. They are more often expased
o  health problems  because  of
pregnancy and lack of nutritional food
that may lead 1o discases like
pneumonia and maloria.  This s
because. among other things. in case
when there is inadequate food ot o
time. they usaally give priority 10 their

husband and children,

The number of women clients wha
reported that they have gained bener
ability of buving and coting diciory
[oods is 17%. while men are 46%, The
lead of keeping house, feeding and
taking care of children is remained o
be the responzibility of women. In
addition tes taking these
responsibilities, the expensiveness of
the living conditions and imcrease in
prices of all food items in the recem
yeors  poses odditional burden  on
women and constrain them to merease
their benefil from MO as compared to
men,

4, Conclusion

Poverty has remained to be a daunting
ehallenge o developing couniries. 1Ly
a praoblem  for all the  countrics
irespective ol thewr  level of
development and can be observed in
many [orms. |8 has hoth meome and
non — income dimensions. 1t may be a
lack of income or resources, a lack of
coping capacily. a lack of basic human
capabilities, a lack of mstiutional
defences or in extrome cases a lack of
all of these. In a wider sense, it may be
a combination of economic, social and
political deprivations.

To address this problem, developing
implemented  dillTeren
strategies Uepending on their existing
situgtions, Recently MO has  been
given due weight as one of the means
lo fight against poverly. MC Programs
extend small loans to poor people
aiming @&t  enhancing  self -
employment projects that penerate
meome o improve  the  living

Countries
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conditions of the poor and alleviate
poverty.

Ethiopia as part of the developing
countries has adopted MC programs
where many MCls are delivering
credit services to the poor in erder to
mitigate the effects of poverty among
the poor sections of the society, This
study examines the role of MCls in
urban poverty alleviation in Addis
Ababa by taking two institutions as &
case: ADCS! and AVFS. I 13 [ound
that AdCSl and AVFS are
tfundamentally different programmes,
with almost no overlaps in the actual
targel groups. They both failled to
alleviate urben poverty, for very
different  reasons: , AACSI  has
effectively excluded the poor, and
AVFS has failed 1w improve the
situation of the poor.

41 How does AdCSI keep the
poor people out?

AdCSI effectively exclude the poor
using different ways. First, it has
strong instrument — oo strict collateral
requirements, which enable to screen
out the poor and bring the non-poor in.
This collateral includes property
guarantee, which imvolves land, house,
vehicles, machinerits, regular job
salary ...etc. Collateral iz obviously
difficult for the poor particularly
women clients because they are
usually wunable to meet the
requirements. If credit is only to
people who have capacity to meet
these strict collateral requirements, it

in Uirban in

is all fine but we cannot call it helping
the poor out of poverty trap.

Second, the group lending used by
AdCSI for delivery of loans itself, has
become a bamer and source of
marginalization of the poor, and has
left them at the mercy of the
moneylenders. The group members
and the community level credit and
saving commilice lend to exclude
individuals with limited asset In
addition, properties including land are
serving as implicit collateral although
groups were meant to replace property
collatéralization as a condition for loan
granting.

Third, AdCSl starts collecting
repayments before business activities
of the borrowers bear fruit to secure
part of ite loan repayment. This
mechanism in fact works against the
poor  borrowers. The  frequent
repeyment schedule begins soon after
loan receipt before the bommowers
properly - stari their businesses and
does not allow a grace period.

Fourth, AdCS] requires the clients to
submit business plan/proposal  to
approve the credit for the clients,
which is a bit complicated for poor
people why are uneducated and mostly
lack the required skill to prepare
business proposal. This discouraging
criterion implicitly blocks the poor
people from applying for the loan.
Moreover, AdCS] mainly works in
line with guaranteeing repayment of
the loan and hence gives emphasis to
the better off. It provides credit to the
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non-poor people who are doing paid
jobs, have their own business, and
have additional source of income even
before joining the credit program.
Finally, the institution implicitly
decided to stay away from the cost of
providing small loans to the poor
clients and hence provides credit to the
non — poor clients by setting such
requirements as certification letter for
cooperatives; license and registration
for joimt ventures which 15 a more
comphicated task and Far beyond the
access and capacity of the poor.

42 Why AVFS is unable to
effectively improve the
life of the poor?

AVFS actually reaches and addresses
the poor people in its credit service.
This is because the groups 1o which il
provides credit is formed out of the
local CBO colled [fdifir which iz
formed by low-income group people
having common goals. AVFS works
with this ffdir in order o reach the
growp, ffdir serves as a smooth object
for both the institution and the poor
because it is familiar with all situations
of the poor and plavs a role to assien
social pressure to rehabilitate/cormect
members when there s deviation, It
also plays a role in handling the
problems of cxclusion arise through
self-selection,

Moreover, the institution has a wood
mechanism to exclude the non - poor
from the credit. The credit is provided
based on personal guargniee andior
collateral basis as an individual loan
only when the clients in the group
reach 4™ cycie of loan and are credit

Tl BEoli of Microeredit in Uriaen Poverty Alleviafion in Ethigpis:

warthy and able to fulfil the collateral
and guaraniee requirements. The non-
poor, as they do not want (o join the
group, are nod atiracted with this kind
of approach because they go for large
individual loans based on personal
gunrantee/collateral right from the
beginning.

In addition, the selection criteria and
requirements are not so complicated
for the poor to pass through and get
credit access. The poor also get all the
necessary suppons required from the
officers as well as faidlis in the process
of fulfilling the requirements.

However, AVFS is unsucceessful in
effectively improving the over all life
of the poor it serves. One of the main
reasons related fo this problem s the
absence of subsidy, MCls need to be
subsidized if the poor are supposed to
benefit. from the credit services. Even
when the credit market 15 functioning
perfectly, subsidy may be justohable
on grounds of equity. Plenty of
theoretical approaches support that if
MCls are suppesed to reach the poor,
they have to be heavily subsidized
Even large MCls need continuous
subsidies. The well-known MCls like
Craimeen are m fact subsidized on a
continuing basis. Without this, the
interest rates would be too high o be
viable and the programmes would
therefors be unsustamable.

Based on the data in this research, it is
impassible to say that AVFS 15 worse
in design because with its target group
{the poor) the ineffectiveness in
performance is not unexpected. This is
because its performance is in line with
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the expectation from theory ie. AVFS
is a8 non-subsidized credit program and
it is clear from theories  that
unsubsidized credit programs are not
able to help the poor. Hence, the fact
that AVFS lacks subsidy has highly
contributed to its failure in changing
the life of the poor cliems it serves, In
sOIme - cases, of course, il pets funds
from different organizations but these
funds are required to be repaid al
around 5% rate. The problem of high
interest rate poses burden in already
limited capacity of the clients, As it
lacks subsidy, AVFS charges a
relatively high mterest rate that mosi
clients complain it posing &n exira
burden.

Cietting the approval and signature of
the spouse on the loan agreement
form is considered as one of the
essential criteria for clients to get the
loan from AVFS. This has
exacerbated the possibility that loans
borrowed by women clients spent by
their husbands unnecessarnly.

Given the consideration that women
are poorer than men, 1o contribute
more to poverty alleviation, MC
services are supposed 1o be provided
to women. From the analysis and
result of the impact of the two
programs by gender, however, it is
found that both AJCSI and AVFS
have benefited men more than women,
AdCSI does not benefit women, but
if it does, that is only for the non-
poor. AVFS, the program for the

poor, if it does something positive
for the poor, that is only for the men.
Therefore, women, specifically poor
women, are marginalized from the
benefit of the credit programs. This
clearly shows that if one 15 a poor,
s’he is unlikely 1o get the benefit of
the credit program; if one is a
woman, she is less likely o get the
benefit of the credit program; but if
one is a poor women then it is really
impossible and woublesome for her
o get the benefit of the credit

PrOgram.

Just to revisit the theory slightly, it is
imporiant to leok at the nature of the
bwo institutions (the cases) in line
with some of the theories that have
been discussed earlier. As discussed
in chapter twa, the term MC is an
umbrella for ar least two very
different approaches: One of them is
a wvery simple business approach.
Many organizations use MC simply
as an income source. They give
credit to people who bring collateral
and who are not poor. They offer
regular  commercial  credit  for
productive use  at bank-like
conditions ‘including requiremem of
business plan, collaternl andfor
regular employment, and succeed
because incompetent and corrupt
{often state-owned) banks offer little
competition. It has characteristics of
attracting even those with a good
business. They do make a profit bt
behave like a goodfan approschable
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bank. In this case indeed, we do nol
have to subsidize credit. The second
type is subsidized MC to groups (of
women) for consumption and micro-
business, using peer pressure and/or
successive higher credit as incentives 1o
repay. As plenty of theoretical
approaches support, if it is supposed to
reach the poor, then this type of MC has
to be heavily subsidized.

The nature and performance of the two
cases pretty much go with these
theories. AACSI seems to run the former
approach disguised as the later; while
AVFS runs the latter approach but lacks
subgidies as an cssential ingredient, This
is inline with the finding that ASCS1 has
effectively excluded the poor and
gucceeds in giving credit to the non-poor
who can prepare business plan and fulfil
collateral requirements; and AVFS has
reached the poor by providing micro-
business through peer pressure and
progressive lending, though incffective
in improving their situation because of
the absence of subsidy.
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I. Introduction
Microfinance is defined as fnancial
services to  low  income clients

fraction of the world's poor {Christen
et al., 2004). Ethiopian microfinance
has made remarkable progress over the

Although the industry has a long
history, formal microfinance can be
traced back to the prior works of
Grameen Bank in  Bangladesh
{Ledgerwood, 199497, Although
microfinance has recorded impressive
growth over the years (Woller and
Schreiner, 2006), still it reaches only a

past decade, reaching almost two
million clients in 4 counmiry of 80
million  people.  However, the
Microfinance Institutions (MFIs) have
still limited outreach high transaction
costs for clients and weak governance
structures (Phister et al, 2008).
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As microfinance get the atiention of
donors, developrrent pariners,
practitioners and academics as an
inmowative method of fghting poverty,
g number of studies begin 1o srise
about the industry. In a synthesized
manner these studies can be classified
into three broad arcas as impact,
outreach and sustainability  studies.
Impact studies address the issue of
whether the provision of finamcial
service {usually credit and saving) has
improved the lives of the poor in terms
of economic, social and political
indicators of poverty. This is not the
focus of the current research as the
data collection efforts are intensive,
Outreach studies focus on the issue of
whether microfinance reaches the
many poor people of the world.
Although outreach is 8
multidimensional concept {(Schreiner,
998, most empirical researches use
two dimensions: breadth of outreach
and depth of outreach, Conning {1999
defined breadth of outreach as the
efforts by microfinance organizntions
to extend loans and financial services
to an ever wider audience and depih of
outreach as financial services targeted
toward the poarest of the poor. In the
current research, like other authors
(Cull et al, 2007 Mersland and Storm.,
2007 the number of borrowers served
by the MFIs 15 used as a measure of
breadth of outreach. Depth of outreach
is measured by the average loan size
iboth unndjusted and adjusted Ffor
gross national income (GNI) per
capita) and the percentage of women
barrowers served by MFIs,

mcial jsinns, the Suslainalbili

Ledgerwood and White  (2006)
ohserves that aithough the
microfinance  industry  has  shown
impressive growth for longer than a
decade, it still reaches only a small
percentage of its potential market
worldwide, Financial exclusion is the
rule rather than the exception. Such
kind of problem needs identification of
bottlenecks in expanding breadth of
outreach, MFIs are also hlamed for nod
reaching  the economically active
poarest of the poor who is in need of
finencial  services  (Hashemi  and
Rozenberg;, 2006). Most MFls also
have no clear rules and criterion to
target the poorest of the poor
{Hizhigsuren, 2004}, Such findings are
warning signals for the industry as the
issue Is regarded as mission doifi,

Sustminability  studies  focuz  on
whether MFlg can cover their cost of
operation by themselves without
relying on government subsidies and
donor funds (Conning, 1999). In the
current research, like Cull et al (2007}
sustamability 13 measured by
Operational Self Sufficiency (085),
and Adjusted Relum on Assels
{ROAY, The other frequently used
measure of sustainability i.e. Financial
Self Sufficiency (F85) 15 not used as
data iz not available from the datz
gource used ie the Microfinance
Information eXchange (MIX) website.

Historically MFIs started operation
with donor funds and now the industry
has aged more than 30 vears. Despite
high repayment rates, many MFls
cannot be sustainable worldwide. They
still require the hands of donors (Cull
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et al, 2007}, Some factors (like the
high cost of doing the microfinance
business and others) may create the
disconnection between high repayment
rates and the challenge of achieving
sustainability. Because of such
sustainability challenge and continued
subsidization of the  industry,
economists become divided in o two
camps, welfarists favoring and
institutionalists rejecting subsidization
of the microfinance industry (Brau and
Woller, 2004).

One of the widely studied factors that
affect the sustainability and outreach
performance of MFIs is the various
financial decisions made by the
management, Hoard, and owners.
These  include capital - structure
decision, assets allocation
{investment) decisions, interest rale
policies, cost management practices,
productive use of human resource and
efforts made to maintain  portfolio
guality. The studies by (Cull et al,
2001; Okumu, 2007, Makame, 2008)
addressed the impact of such variables
on  sustainability and  ouwtreach
perfarmance of MFls.

In Ethiopia, although some studies
addressed the  sustainability and
outreach  performance of MFls
(Kereta, 2006; Ejigu, 2009, Amha,
2007, no study addressed the impact
of various fimancial decisions on the
sustainability and outreach
performance. Thers is a greater need
for econometrically rigorous study that
addresses such gap. The current study
is attempted to fill such kind of gap by

using data from 13 MFls over 2003-
2008 and a panel data econometric
framework.

The result of the research is useful for
stakeholders like MFls management,
boards and regulators like Mational
Bank of Ethiopia by indicating the
financial decizion that nffect the
sustainability and outreach
performance of the MFls. The smedy
also provide valunble insights to
researchers by showing the application
of panel data models to performance
studies i the financial service

indusiry,

The rest of the study is organized as
follows, Section two discusses the
refevant  literafure; section  three
addresses the data and methodology.
Resilts of the study are discussed in
section four and the last section five
concludes.

Review of Related Literature

21.The Effect of Financial
Decisions

The financial decisions made by the
MF1s management and boards that are
presumed to  affect the MFls
sustainability and outreach include
capital structure variables, asset
allocation  decisions, interest  rate
charged, cost efficiency,  staff
productivity and porifolio  guality
MEASLUTES,

Capital Structure Variables

A significant amount of literature on
microfinance has  placed much
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emphazis on the sources of funds
(capital structure) as a major
determinant of sustainability and
outreach {Christen, 1997; Ledgerwood
and White, 2006)., Rhyne and Otero
(1992) argues that extensive outreach
by the MFls can be achieved and
sustained through saving mobilization
ond  access fo commercial  loans.
However a recent study by Bogan
(2008) dudn’i  foumd  such  claims.
Rather he found that share capital to
asset is negatively related to OS5,

The source of capital for MFls can be
deposits mobilized from voluntary and
compulsory savers, commercial deb,
share capital, domor subsidies and
retaimed profits.  Daie 1o lack of data
and absent literature the effect of
donor subsidy and retained earmings
are not covered in the present study,
Hence the following ratios are used as
measure of capital structure variables:
capital to asset ratio. deposit to nsset
ratio and commercial debt to GLP
ratic.

Asset Allocation

The use of funds by MFIs for their
major activity i.e. lending to poor
borrowers 15 presumed o have a
positive effect on breadth of outreach
as more borrowers are served. The
usual proxy for use of funds is the Gross
Loan Portfolio (GLP) to assets rafio
{Okumu, 20071 The effect of use of
funds on sustainability can be mixed as
follows: an increase in GLP to assets
results in higher operating revenue and
improves sustainability. However, an
increase in GLP could also leads 1o a
decrease in operating revenue if more

Fipanctal Declsiois, the Sustaiualelity

loans disbursed are lefi uncollected.
Coming to the empirical literature,
Oheumu (2007) study in Ugandan MFls
shows GLP to assels is negatively
related with OS5 indicating increased
repayment problems and positively to
breadth of outreach.

Lending Interest Rate

Lending interest rate, measured by
yield on porttolio, affects
sustainability and outreach through
three broad channels (Okumu, 2007}
First, am increase in interest  rafe
affects sustminability directly through
increazed FEVETILE, Higher
sustainability is expected to result in
higher breath of outreach assuming the
profit from increased sustainability is
invested in expanding breadth of
outreach, The second channel through
which interest rate affect sustainability
and outreach is through the repayment
rate. At higher interest rate borrowers
with good projects are unlikely to
borrow and mainly bad borrowers may
be attracted. This can exacerbate the
defelt rate and cause the flow of
revenue 10 the instilution tw neduce.
The third channel through which
interest rates affect sustainability and
outreach is through the demand for
loan. Lending rates are negatively
related to the demand for loans, Lower
demand for credit leads to a reduction
in breadth of outrsach and revenus
generated by the institulions.

Empirically, the swudy by Okumu
{2007), Crombrugghe et al (2008) and
Cull et al (2007) shows real effective
lending rate  positively  affects
sustainability through the direct
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channel. Okumo (2007 also found
that lending rate is not 4 significant
determinant of breadth of outreach
partly because the demand for credit in
Uganda, with a large number of the
poputlation served by the informal
sector, is inelestic or highly inelusic,

Cost Efficiency

Cost affects 055 both directly and
indirectly. For instance, an increase in
costs leads 1o a decrease in operational
self sufficiency and by extension it
leads to a decrease in breadth of
outreach. Costs can  also  affect
sustainability and outreach through
their effects on the demand for loans.
As cost increase, interest rate increascs
{assuming cost-plug  pricing) then
demand for loan decrease which in
turn reduces sustainability and breadth
of outreach. {Okumu, 2007)

A study by Okumu (2007) reveals that
unit cost of loan disbursed s
negatively related with sustainability
and breadth of ouwtreach. In a similar
study by Cull et al (2007), they found
that capital costs to assets negatively
affect profitability, whereas labor cost
1 assel s insignificant. These awthors
measure capital cost as the sum of
renf, [ransportation,  depreciation,
office and other expense. Makame
(2008 shows that a higher cost per
borrower, another measure of cost
efficiency in  the microfinance
literature, result in larger loan size. In
the current research, like Cull et al,
{2007), cost efficiency is measured by
two factors: capital cost to asset and
labor cost to azset ratios.

Borrowers per Staff

Borrower per staff is a productivity
measure in the microfinance literature.
A higher borrower per staff member
can have both negative and positive
impacts on sustainability, On the
negative side large number of
borrowers for a given staff member
means, hefshe can't  effectively
educate, select and monitor borrowers
which in fwn may reduce the
repayment rate and sustainability,
Positively a larger number of
borrowers per stalf can contribute o
profit making through lower salary
cosgis W the MFIs. Crombrugghe et al,
{2008) and Mersiand and Storm
(20077 found that bomrower per tield
officer is positively and significantly
related to financial self sufficiency

Repayment Eate

Empirical research has underlined the
contribution of high repeyment
performance in the success or failure
of MFls. Chaves and Gonzalez-Vega
{1996) attribute the soccess of a
significant number of MFIz in
Indonesia to high repayment or low
However as  the
experience of Grameen Bank shows
high repayvment are only a necessary
but not sufficient condition for
sustainability {Okumu, 2007,
Portfolio at Risk (PAR), an inverse
measure of the repayment rate, was
used by Bogan (2008) study, but no
significant impact iz found on
sustainability and outreach. For the
cirrent research like Bogan (2008),

arrears rates.
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the PAR ratio 15 used as a measure of
the repayment rate,

2.2, Control Variables

Some control  varisbles, that  are
presumed to have an effect on the
sustainability and outreach of MFls,
are included in the modeling process.
This mcludes lending method {(group
vs. individual lending approaches),
age of the MF1 and zize of the MFls,
The swmdy by Okumu (2007) and
Mersland and Storm (20077 show
negative relationship between group
lending and O35, This s partly
because group lending  increase
transaction cost. On the impact of
lending method on depth of outreach,
Mersland and Stosm (2007} shows that
g lender thal doesn't need physical
collateral to judge credit worthiness
could serve poorer clients and achieve
deeper outreach, cetries paribus, than a
lender that require physical collateral.
With respect to breadth of outreach,
Mersland and  Storm  (2007)
established that group lending
methodology was a major factor in
increasing the breadth of outreach,
Contrary o this Ckumuo (20074 found
no celation belween proup lending and
breadth of outreach.

On the impact of MFLg age, Cull 21 al,
(2007} found positive relation berween
financial performance and age of MFL
However, Mersland and Storm (2007)
found negative relationship between age
of MFI and ROA. Hence the findings
are mixed, On outreach, Mersland and
Storm (2007) found positive effect of
age on breadth of owtreach and loan
SIZE.

Finally, the study by Bogan (2001),
Mersland and Storm (2007) and Cull
et ol (2008) shows that log of assets (a
firm size measure) is positively and
significantly  related w0 financial
performance. Allied with this Bogan
(2008) found that log of assets is
positively related to  number of
borrowers which 15 unsurprising as the
number of borrowers can be another
size menpsure, On the relationzhip
between loan size and size of the
MFls, Hudon and Traca (2006) have
found & negative relationship implying
that larger MFls are pro-poor whereas
Cull et al (2007) found positive
relationship implyving the reverse,
Hence the impact of size on depth of
outreach is somewhat mixed.

IIL Data and Methodology

Data

Az of 2010, there are 30 MFIs m
Ethiopia registered and licensed by the
Wational Bank of Ethiopia (NBE).
However, not much time serics data is
available from many of the MFls. So
only |3 MFIs which have six years
daty {lrom 2003-2008) sre used ws a
sample for the study. All the data are
taken from the  Microfinance
Information eXchange (MIX) data
base, & platform that works to
disseminate microfinance mformation
to the worldwide community. For
conformity with the study period of
2003-2008, benchmark figures of
variables are taken from the MIX from
2004-2008. A benchmark figure for
2003 is not available. The data
collected 15 & bit unbalanced as many
mature MFIs reported the full six
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vears data whereas Tew new MFIs
have only two years data. But the
average number of years for the whole
sample is around 5.3, making it a
reasonably balanced dota with  less
missing observations.

The Econometric Model

Like Cull et al, {2007) and Obcuwmu,
(2007) the model used to reveal the
impact of financial decisions of MFls
on their sustainability and outreach s
static panel data model and the choico
of fixed versus random effect model 15
done by usging the Hausman test.

[0 the Hleratuce, & mix of level amd log
specification of the dependent variable
iz observed (Cull el al, 2007; Okumi,
2007). The normality of the dependent
variables in different forms {level and
log) is used as a criterion to come up
with an acceptable specification.

The basic two-way panel data model
looks like as follows (Cameroum &
Trivedi, 2009);

S& O, =+ flFD, + Ry + i +
¥ t& fl)

Where, § & O, refers to sustainability
and oulreach indicator for MFI 7 in
period r. This includes OS85, the log of
number of borowers, the log of
average loan size and the log of
percentage of women borrowers. S0
is wvector for financial decisions
variables of MFI / in period f This
includes capital to assets, deposit to
assets, commercial debt to GLP, GLP
to assets, interest rate, capital costs 1o
assets, labor costs 1o assels, borrowers
per staff, and Portfolio at Risk (PAR)

ratios. O, s wector for coatrol
variables for MF1 / in period . This
includes, the proportion of loans
disbursed through group lending
scheme, the MFI size measured by log
of assets, and the MF1 age measured in
log of age. 4 I8 Ome-invarieod
unobserved heterogeneity for MFI i »
i fime dummies 1o check the
dynamics in  sustainability and
outreach, the base period being 2003.
Ey 15 time varying error term for MFT
in period ¢ which 5 assumed to be
identically and independently
distributed (i.i.d.) with a zero mean
under both the random and fixed effect
models. In addition the, g, is also
assumed to be ii.d in the random
effect model.

Some relevanl  assumptions  of
Ordinary Least Square (OLS), drewn
from the econometrics literature, are
checked using pre and post estimation
tests, This includes multicollinearity of
regressors and Hausman test for the
selection of fixed v random effect
from pre-tests and hetrosedasticity and
sutocorrelation of the emor terms from
the post tests.

Multicollineairty is checked using the
Variance Inflation Factor  (VIF)
criterion with a VIF value greater than
10 cause for concern. It is found that
capital to assets, labor cost to assets
and assets have high VIF values. To
solve such multicollineairty problem,
three alternative models are estimated
by dropping two wvariables at a time.
Model | retains capital to asset and
drop labor cost to assets and asset
variables. Model 2 retains labor cost o
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pssets and drops capital to assets and
assets, Model 3 refains assets and
drops capital 1o asseis and labor cost
asgels,

Hauzman test [or the selection of fixed
and random effect resull in many Lype
of zpecification, For (5 specification
the fixed effect model is appropriate in
model | and mode]l 2 whercas pooled
OLS is appropriate in madel 3. Faor
borrowers® specification, all the three
models resulted in fixed effect model,
For average loan size specification, the
fixed effect model works for model |,
and pooled OLS works for model 2
and 3. The fixed effect is the proper
specification i model 1 and model 3
of the women recression  whersns
pooled OLS works for model 2.
Cenerally  the fioed effect model
seetns proper in all specification. This
indicates the model suffers from time
invariant MFIs specific unobserved
variahles and  these  unobserved
variahles o um are comrelated with
the explanatory variables of the model.
But fxed elfect gives solution 1o these
unobserved wvariables by  removing
thern wsing within transfommation,

Hetrosedasticity and intraclass (across
time} autocorrelation of the emor term,
B, 2re expected to exist in the model.
Howewver, it is not possible 1o check
these two assumptions formally using
the software wuwsed (Stala 9) as
commands are not svailable in this
version. Hemce as suggested by
Cameroun and Trivedi, (2008} cluster
robust standard emrors erée used to
solve both problems.

Although couldn't be checked,
endogenity of  regressors  was
suspected. So it 18 recommended for
future researchers (o use panel
instrumental variable estimators like
Arellano-Bond  difference GMM
estimator  or  another model  in
estimating models introduced in this
research. Bul a waming 1% in order, To
use such type of advanced estimators
e Inerature should be Nirst developed
and give enough puidance on which
variable 15 endopgenous,  predete-
rmined, and exogenous, Besides to
make a more precise instrumental
variable estimation, the literature in
this area  should  recommend
appropriate external  instrumental
variables for the endogenous and
predetermined covariates.

Finally, the resqooesy command  in
Stata is used to check whether the time
dummies are jointly significant
Results of this test indicate the time
dummies are jontly  significant
substantiating the superiority of two-
wiy models cather than one-way panel
data models.

IV. Results
4.1. Summary
Univariate tests

Statistics and

The summary stalistics, one sample t
test (with MIX comparson) of the
variables of the study are presented in
Table 1,

[Refer to Table 1]

Ethiopian MFIs in general are better
than the MIX average in terms of the
number of borrowers, a result
UNSUrprising in & country with so
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many poor people. They are also better
in average loan size per GN1 per capita
(extend small loan per GNI per
capita). However, the percentage of
women borrowers served 13 less than
MIX standard, contradicting with the
sverage loan  size  mesull  This
contradiction needs further probe as
the average loan size and the
percentage of women borrowers are
frequently used as a measure of depth
of outreach, Finally the MFls are at
par with the MIX in terms of
operational sell sufficiency.

The averape capital (o asset ratio for
the MFls is 53% whereas the MIX
average ia 3% indicating heavy use
of equity finance #y Ethiopian MFIis
a5 opposed to debt. This is due to
weakness in the debt markets of
Ethiopia to serve as a viable source of
finance for the economy as a whole.
Heavy reliance in equity has the
drawback of limited funds coming ofT
to finance cxpansion. The deposit to
asset ratio of the MFIs is 22% and the
globa]l benchmark s 20% which are
quite similar. The two pgroups are
equally placed in the rate of saving
mobilization. This is pood news for
Ethiopian MFls as they mobilize
savings at par with the global standard.
However, as a standalone figure it is
low and has to be improved. The
commercial debt o GLP ratio of the
MFIs is 35% whereas the MIX
benchmark s 65%  indicating
Ethiopian MFIs lageging behind the
global average in the use of

commercial debt as a major source of
finance, This, as said above, is due to
under developmient of debt markets in
the country.

The average GLP 1o aszels ratio in the
sample MFIs is 71% indicating
profound portfolic buildups in the
asset structure. The MIX benchmark is
T4%, which is significantly higher that
the Ethiopian nverage. Although as o
standalone  the figure s pgood,
Ethiopian MFis anllocate & smaller
proportion of their assels in to GLP as
compared to the global standard. This
further implies some assets are held in
the form of cash and fts equivalents
{that don’t generate returns) or in Nixed
assels which are considered as perks.
The average interest rote charged by
the MFI is 21% whereas the global
rate is 33% indicating low interest
rates in Ethiopia. This practice,
although may endanger institutional
sustoimability, is pood as it deepens
depth of outreach. The World Bank
and s microfinance arm (CGAP)
were constantly recommending going
for mereased imterest rates, But the
MFls resisted such policy advice ull
today because of many undisclosed
reasons.

Ethiopian MFls have an average
capital cost to asset rotio of B%
whereas MFIs represented in MIX
have 18% capital cost efficiency. This
difference is statistically significant
indicating the superior capital cost
efficiency of Ethiopian MFls as
compared o international benchmarks.
The resull of labor cost to asseis
figures also tells the same story like
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capital cost to assets although the
magnitude of difference narrows down
here. The Ethiopian MFIs labor cost to
assels ratio is 6% whereas the global
standard is 10%. Still Ethiopian MFls
are better positioned in terms of labor
cost to asset than the MIX benchmark.
The average number of borrowers
served by staff members of the MFls
is 216 clients and the M1X overage is
139. Hence Ethiopian MFls can be
considered more productive than their
global standards. But the higher figure
15 also indicative of low service
quality as the staft handles many
clients. This may create client drop out
and repayment problems which further
endanger institutional variability in the
face of increasing competition among
microfinance service providers. The
average Portfolio at Risk (PAR) of the
MFls is 6% and the M1X figure is 4%,
Statistically there is no significant
difference  between the two PAR
fipures. This is good and eéncouraging
result as Ethiopian MFIs are at par
with global standards,

The sample MFls has mean assets of
526, 700,000 whereas MFls
represented in MIX have a mean asset
of 341945130 indicating Ethiopian
MFls are significantly smaller in size
85 compared to the  worldwide
benchmarks, This is o reflection of the
small size of the Ethiopian economy.
The sample MFls has an average age
of 7 years in 2008 whereas the average
age of MFIs réepresented in MIX
benchmark is |1 years. S0 Ethiopian
MFIs are comparatively vounger than
the worldwide benchmark. In the
MFIs B5% of the loan is dishursed

Decisions, ihe Sust

through the  group  lending
methodology., MIX  benchmark for
lending methods is not available and
hence cannot comment of the position
on Ethiopian MFIs lending methods.
However, it can be said that group
lending 15 the dominant lending
methodology used by the MFls.

4.2. Fanel Data Results

In this section the main results of the
panel dala sre  presented and
interpreted.  The impact of each
explanatory varinhle on all dependent
variables 15 presented and interpreted
in a synthesized manner by drawing
insights from the Iicrature. Table 2 up
to 5 present the regression results of
all the dependent variables,

[Refer to Table 2-5]
Capital Structure Variables

The capital structure variables whose
effect on sustainability and outreach
studicd include capital to assets ratio,
depogils [ assels  ratio,  and
commercial debl o GLP ratio,
Consistent with Bogan (2008) copital
o azsel negatively affect 055, This
implies that equity financed MFIs are
in a difficull position to gencrate
positive retuns. This seems in line
with some capital structure theones,
Equity finance is associated with high
agency costs (moral hazard) as
opposed lo debt finance which has a
disciplining  effect. Mo gignificant
impact is found on the use of equity
finance on any of the outreach
indicators. Like Rhyne and Otero
(1992) study it is found that saving
mobilization and access o commercial
loans increase breadth of outreach.
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The result seems plausible as these
two sources of Mnance strengthen the
financial muscle of MFIs besides
equity finance, thercby helping to
reach more borzowers. It 1s also found
that these two sources of finance
reduce 083, This might be because of
their cost implication ic. interest is
paid on deposit accounts and
commercial debis, Lastly, thess two
commercial sources of finance have no
significant fmpact on  depth  of
outreach indicators,

The amazing issue is all the three
source of fnance, 1.e. capital Lo assels,
deposits 1o assets and commercial debd
o GLP ranos Elrc.ncg.nri\rcl}l reelated to
O35, The plaugible question to ask is
which source of finance will posttively
affect O8S? This is an empirical
question. 11 has to be underscored that
the current research, due to lack of
data and relevant literature, don®t
include all capital structure variables.
Variables like subsidy and retained
eamings are not included. So, further
research is encouraged in investigating
the impact of such omitted variables.

Aszet Allocation

Consistent with Okumu (2007) study it
is found that a higher GLP to assets
ratio imply that more borrowers are
reached. This SECMS quite
straightforward. Besides MFIs  that
have large number of borrowers also
have large loan size. So MFDs with &
large GLP to asset ratio extend large
loan size, a result consistent with
expectations, In general, it can be said
that large GLP to asset ratios MF1s are

the commercially onented ones and
the reverse hold for the social oriented
MFIs. Finally GLP to asset ratio has
no significant impact on 085. When
expanding the loan portfolio, an exact
set off effect may arnse between
incressed revenue and incressed loan

losses resulting in a nil bottom line
effect.

Lending Interest Rate

Congistent wilth many authors Anding
(Okumu, 2007; Crombrugghe et al,
2008, Cull et al, 2007, it is found that
a higher interest rate incresse O55
positively. Higher interest rate directly
increases the revenue of the MF1s and
contributes towards imcreased
sustainability. Mo significant
relationship iz found between nterest
rates snd the number of bomowers,
This tells the demand for credit is
interest inelastic in Ethiopia which
seems plausible in a poor country
where  borrowers  have  limited
financing choices, Surprisingly it is
found that higher interest rate is
charged by MFIis that have a poverty
alleviation mission (small loan size
MFIs and MFIs that heavily tarpst
women borrowers). This is probably
because the MFls are not  cost
efficient. The cost inefficiency arises
due to small scale of operation, more
use of the costly group lending method
and other factors,

Cost Efficiency

In the current study, cost s
dichotomized into two parts: capital
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cost o assets and labor cost to assefs.
Consistent with {Okumu, 2007; Cull et
al, 2007y, it is found that cost
iparticularly capital cost o asset)
negatively affect 055, However a
senseless and contradictory finding to
O, (2007} alzo resulied i.e. MFls
with o lower cost to asset ratio (the
cost efficient ones) has small nomber
of borrowers. Such finding s
surprising becaese il s fell that the
efficient MFIs are large MFls, not
small MFIs. Efficiency in the use of
respurces 15 reloted (o the use of
professional  management  structure
and it is the larme MFls that are
deemed to have such formal working
system, Finally Makame (2008)
propogition that high cost MF1s extend
farge losn size is not found. From
simple correlation analysis (results not
repoarted), it is found that the high cost
per asset MFls are small MFls and
they extend small loan size. So his
Proposilion Seems unconyincing.

Borrower per Staff

In the current study the claims made
by Crombrogghe ef al, (2008) and
Mersland and Stocm (2007) are nol
foumd. Mo significant relationship exists
between borrower per staff and (OS85,
This may be due to the set off effect
between repayments problems and
zalary cost  savings available  Fromm
serving large number of borrowers with
small staff. Rather the straightforeand
finding is that MFis with a productive
staff can increase breadth of outreach.
A senseless fnding is also seen that
indicates MFIs having a productive
staff extend small loan size. Simple
correlation  statisties  (results  not

Fimancial Decisions, the Sustainability

reported) shows that MFis that have
productive staff are more commercial
oriented and hence extend large loan
size. So it is difficult 10 believe the
regression results.

Repayment Rate

Like Bogan (2008) no significant
impact of PAR is found en OS5 and
breadth of outreach. Especially the
OS5 result 15 surprising. MFis that
have higher repayment should show
higher (85, cetries paribus. Now the
question i3 what factors inhibit the
MFIs to be sustainable despite high
repaviment? The answer lies in the
high cost nature of doing microfinance
business. Another reason may be those
MFls that have an aggressive policy
towards loan repayments may have
low demand for loan and incur huge
costs 1o collect the disbursed loan.
Low loan demand with high cost
structure can lead to unsustainable
institutinns  despite  high repayment
rate. On the impact of PAR on depth
of outreach it is found that MFIs that
have a poverty focus (low average
loan size) have high PAR figure, This
seems plausible because the very poor
may consume the money rather than
use it for productive purpose therchy
exacerbating the  problem  of
repayment.  Actually one of the
challenges for microfinance to bring
positive poverty impact is the fact that
most loans made to the poor are used
for consumplion smoothing rather than
financing the business (Bateman,
2010},
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Control Variables

On the impact of control variables
some surprising findings have begy
ohserved, To begin with size measured
by mssets, consistent with the studies
(Bogan, 2008; Mersland and Storm,
20077, Cull et al, 2008,) it is found tha
large MFls have bener OS5, bul they
have mo better breadih amd depth of
cutreach. Especially the no impact on
breadth of outreach 15 a senseless and
surprising finding. With respect 1o
MFls age, Consistent with Mersland
and Storm (2007} 1t 15 found that over
the vears MFIs serve larpge number of
borrowers, bul thiey don’l extend large
loan size. Besides the MFls become
less sustainable may be because of
inefficiencies  and  rent seeking
behaviors. Mo impact of group lending
15 found on both sustainability and
putreach. This s also a senseless and
surprising finding. The vear dummies
included have showed that only the
average loan size and the percentage
of women borrowers served imcreased
between 2003 and 2008. But such
contradiction between the two depth of
outreach indicators is surprising.

V. Concluding Remarks

This study has tried to show the
impact of financial decision vanables
on the sustainability and outresch
performance of Ethiopian MFls by
collecting data from 13 MFls over 6
years (2003-2008). Although the short
period nature of the panel data may
cast shadow on the findings of the
study, an atempl 15 made o extend
some important earlier studies such as

Cull et al (2007} and Okumu (2007} in
a country where there is significant
research gap.

Coming to the main results of the
study the following piciure has
emerged. More equity finance reduces
058 possibly because of high agency
cost (moral hazard) associated with the
use of equity finance. No significant
impact of equity finance has heen
found on breadth and depth of
outrench  indicators. Commercial
source of finance (saving and debt)
kelps 1o reach more borrowers. But
they have negative impact on 055
probably due o their high coslt of
capital. Mo impsct of commercial
source of finance has been found on
depth of outreach. It 15 also found that
MF1s that have more loan portfolio in
their assels structure resch larpe
number of borrowers and extend large
loan stze bul this doesn’t leads them to
be more operationally self sufficient as
compared (o those MFls having less
loan portfolio to assets ratio. This
miight be due to the fact that increased
revenue from more loen portfolio is
set off by repayment problem
associated with large number of
borrowers.

O the impact of interést rates it has
been found that an increase in interest
rate helps to boost OS85, s result
expected nm a4 credit constramed
society, Losn demand is  interest
melastic a8 increass in intercst rate
doesn’t Teduce the number of
borrowers, It has been further
pbderved that higher interest rates are

charged by MFls that have a poverty
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alleviation migsion. This result seems
paradoxical on the part of the MFls
but these MFIs do it because they are
cost  inefficient. As expected cost
efficiency impact O85 ic. inefficient
MFls have lower 055, A senseless
finding is observed that cost inefficient
MFls reach large number of
borrowers. Mo significant impact of
cost efficiency has been found on
losns stee.

Om the impact of stafl productivity, no
significant impact has found on OSS.
This might be due 1o the set of 7 effec
between repayments problems and
salary cost savings available from
larger borrower  per  slafl  rabo.
Expectedly, productive staff reaches
large number of borrowers, A
senseless finding also arises that MFls
with a productive staff extend small
loan size. Portfolio guality measured
by PAR has no mmpact on 055 and
breath of outreach, Especially the no
mmpact on 055 is surprising. This may
be due to the fact that MFls that have
an nggressive loan collection policy
may have lower demand for loans.
Somewhat expectedly, MFis that have
a poverty focus has higher PAR
figures indicating moral  hazard
problems by the poor. Finally on
control variables, some surprising and
realistic findings ane observed,

From the findings of the study some
useful recommendations to various
stakeholders such as MFls  mana-
gement, bhoards, owners, donors,
policy makers like Mational Bank of
Ethiopia and, MFls  network
association ke the Association of

Fimanicinl Decis

the Snstainabili

Ethiopian Microfinance Institulions
(AEMFI) can be made, The following
points can be taken seriously by those
concemed with microfinance
development in Ethiopia as a viahle
business and as a way to eradicate
poverty,

The MFIs should work to push for
miore borrowers because the demand
for MFls credit sl exceeds the
supply. The key to push for more
borrowers 15 tapping  commercial
source of finance like saving and debt
finance. Saving mobilization and
efforts that facilitate it have 10 be
studied by the MFIs. The industry
should be savings led rather than
credit led microfinance. On tapping
commercial source of debt, the
netwark  between banks  and
microfinance has to incregse. Industry
association like AEMFIs has 1o be the
voice of the MFlzs i creating such
links. Oiher international foundation
and MGOs that guarantee MFIs loans
from commercial banks should also
participate i such  endeavor,
Commercial banks also have 1o wake
ip. Instead of keeping idle cash they
have to downscale by lending to MFIs.
Much research  has  shown  that
financial development is a key o
economic growth, so National Bank
of Ethiopia also has to think
developing debt and even sécunties
market in Ethiopia so that firms can
access  financing cheaply and

conveniently.

To be more pro-poor MFIs should
monitor the growth rate of average
loan size over the vears inm light of
inflationary pressures and repeat loans
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made to clients. Trend analysis can
help in doing this. Besides, women
targeting should be an explicit policy
of each MFIs as Ethiopian MFIs are
lagging behind wocld avernpges.
Women movement and pender
mainstresming are slogans in many
policy circles with no clear resulis
registered to date. Women bear the
burden of poverty. So  gender
mainstreaming in microfinance also
has to be seriously thought of.

To increase their operational self-
sufficiency, MFIs should increase
interest rates, Thiz is boldly argued
because if the industry has to be
segmented across  commercial  and
social lines, the commercial MFIs
have to increase their small interest
rate to be more sustainable and reach
more poor borrowers, Actually many
international developmenl agencies
also advise Ethiopian MF1s to increase
interest rate as it is low when
compared to MIX averages. They are
rightt The social oriented MFis
paradoxically charge higher rates.
They in reverse should charge low
rate. They seem to be confused.
Besides, they have to be cost effective.
Clearly cost management impact 085,
Cost management doesn't mean
reducing costs boldly by downsizing,
curtailing investment in fixed assets
and like that. Rather cost management
means expending necessary resources
which are only needed for the proper
conduct of the business of
microfmance. 5o the MFIs have o
study how much to expend given the
size of borrowers and implement the

recommendations of such studies
accordingly.
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The Dynamic Links between Investment, Trade Openness and
Growth in S5A

Ambachew Mekonnen Sisay*

Abstracs: Some siudies ore skeptical wherther firther investment iy proghuctive amd froce
liberalization is promising for SSA coonomic growith, However. the skepticlsms are mostly
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are classified as prowth miracles while
some @are lermed as  growth
disasters/debacles (Jones, 1998, P. 4-
10}, -

1. Introduction

The prevailing world ncorporates a
wide spectrum of nations in tha
people living in different parts of the
world are in different living

MNonetheless, all parts of the globe are
circumsiances. Some arc in a safer and

networked with various economic Hes

brighter situation while some are at an
extreme edge of the dark end It is
customary to classify countries as rich
and poor, or developed and under
developed depending on  their
socineconomic  achievements.  For
their respective astomishing and
successive downward growths, some

by means of international trade and
cross-border investments. International
trade economists have long claimed
that a liberal and outward-oriented
trade regime is the best strategy for a
small open economy that takes
international prices as given. The maim
channels through which an outward
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trade policy affects prowth include:
the channel of investment in that trade
motivites investment and the latier
bolsters  prowth; the productivicy
channel in that trade facilitates the
transter of knowledpe that could
prowvide opporiunities (o faster growth;
and, the impact of rade on increasing
govermment commitment and policies
fp be intact with growth objectives
(Wacziarg, 2001, P. 395-39§,
Yanikkaya, 2002, P. 73, Andersen and
Babula, 2008, P. 9. Growth
tacilitating improvements in
institutional efficiency and
governance, and vanishing rent-
secking behaviors are also the likeby
putcomes  of  enhanced  trade,
encapsulated ir povernment
commitment. The unlimited market
seoess/demand iz the fourth
mechanism through which
international trade contribufes [

growth.

Based on these premises, many
countries have been initiaging trade
reforms either by themselves or the
pressure of Bretton Woods Institutions
{(BWls), via Structural Adjustment
Programs (SAP) and their
copditionality {see Edwards, 1993, P,
1359}, Countries are peared o produece
what they can and sell wherever they
like based on their profit orientation.
The key issue is the ability o produce
and sell, profitably, which in tum
depends on the actual investment and
utilization of resources that could
Ensure technical and
ecotomiciallocative efficiencies,
However, historically, the distribution

of the benefits of trade has never been
uniform across countries. Some are
benefiting particularly thoss in the
industrialized world, newly
indusirializing and  emerging
economies, even o the extent, serving
as imternational ftrade centers like
Singapore, Homg Kong  and
Luxemburg (Jones, 2002, P. 17) while
some others are either not gaining or
losing from the global integration.
Sub-Saharan Africa (SSA) is the part
of the world often stated as extremely
marginalized from benefiting (World
Bank, 2006, P. 2 & 311). So, the
question ‘why S84 or a region iy
marginalized from benefiting out of
the global infegration? deserves close
serutiny.

The answer to the above guestion
partly hinges on the competitive
particularly the productive capacity of
the economies, Competitive capacity
is meant o meel the global quality
standards set by the world market and
offer attractive price incentives (o
buyers; which, in tumn, is a resultant
outcome of the efficiency stance of the
domestic ECONOMmY, However,
UNCTAD (2005) states that the
African countries mostly experienced
negative growth in  their supply
capacities up to the mid 1990s in spite
of the observed high growth rates
since then (P. 58), According to
UNCTAD, the difference in supply
side capacity is one of the causes for
the divergent $5A and South East
Asia  (SEA) trade performances.
Improved supply capacity has been the
driving force behind the export
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perfarmance  of  successful  Asian
countries while it appears to have
limited the export performance in
African, Middle Eastern and Latin
American countries (P. 63). Beferning
to 53A, Sachs (2005) argues
“Targeted investment can trump a
region's geographic disadvantage” (P.
2730 Thus, investment could be a key
solution to build the supply capacity of
the region.

The core essence of supply capacity is
corded with the extent and quality of
investments on physical and homan
capital, and technologies, Studies also
claim to identify the determinants of
supply  capacity and recommend
IMproyYements o domestic
infrastructure, FDI, and the efficiency
of institutions, sdministrations and
regulations (Redding and Venables,
2003, P. 424, UNCTAD, 2005, P, 60-
61). Policy instruments employed by
successful countries included selective
measures like exemptions from faxes
and duties, controls over interest rates
and credit allocation, managed
competition, phazed liberalization,
managed exchange rates, facilitating
local B & D and flexible intermational
cooperation (Fugaza, 2004, P 41-42),
However, there are counter arguments
on the effectiveness of investment and
rade liberalization in Africa. Some
shudies argue that investment in Afcica
is too high; itz relationship with
growth in the region is insignificant;
and report no evidence supporting that
private and public capitals are
productive in  Africa (Devarajan,
Swarcop and Zou, 1996, P, 338-330,

The Dynawvic Links befuween il'nnrsm.m& Trade EE!EE

Dollar and Easterly, 1999, p, 552,
Devarajan, Easterly and Pack, 2001, P
B1). Others also explain that the
existing owverall evidence on the
contribution of trade openness 1o
growth is mixed. According Szirmai
(2008}, the most successful developing
countries like those in SEA are
characterized as open to the world and
engaged in intermational trade while
trade liberalization in Africa initially
led to further economic decline,
deindustrialization and stagnation as
the non-competilive enlerprises were
exposed 10 international competition
(P. 25-26).

In general, the economic significances
of investment and openness (o rade in
S5A have not come nto grips, and
need [urther empirical study. Some
researchers have tried to examine the
contemporancous links among pairs of
them. Yet, modelling the dynamic
internction amongst the three variables
is a rare practice. Hence, with the
pUrpose of advancing our
understanding on the pattems and
strengths  of  causations  amongst
investment, ftrade and economic
growth in 55A and drawing policy
lessons, this article investigates the
dynamic  links  berween  these
economic forces,

2. Literature Review

In the process of economic growth,
there are three forces emphasized by
economists.  Investment (UNCTAD,
2002, P. | and Wade, 1989, P, 71),
trade (Edwards, 1993, P, |, Thirlwall,
2000, P. 7, 2003, P. 632) and
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technology (Grossman and Helpman,
1994, P. 24-25) have been regarded as

engines funchioning simullaneously in
moving the whole growth machinery.
For a sustainable growth performance
of an economy, the classical growth
theory proposes the idea ‘“fef e
marke! governs the economic order’,
the neoclassical model focuses on
proximate facfory specially on the
importance of capital occumulation
and  toval  foctor  productivity
improvemenis;, theones of catch up
stress the advaniages af
backwardness, implying a poorer is a
country, a faster 5 iz growth
opportunity; and the Schumpeterian
creative destngction emphasis  on
innovation, diffusion and transfer of
technology  succeeding  into  the
adherence of endogenous growth
theory on the importance of
continuous technological progress and
the resulting non-diminishing returns
to capital accumulation (see Szirmai,
2008, 17-20). From these growth
theories, we leamm the economic
gignificance of: (i) investment as a
way of capital accumulation and
building productive capacity; (ii) trade
as a conduit for knowledge-technology
transference and a vent of surplus
products enabling the exploitation of
economies of scale; and, (iii) market
mechamsms a5 the main goveming
forces imposing  disciplines on  the
efficiency of institutions, all favoring
growth. Conversely, the investment
and trade performances are also highly
tangled to and influenced by economic
growth. A further discussion on the

likely channels how one affecis the
other would be helpful 10 unravel the
possible intertwined interactions and
understand the vessels of the links.

Thus, the subsequent sub-sections
highlight some of the possible
interactions amongst these economic
forces, briefly. The views of
cconomists on the gquestion ‘are they
equally impartant and independent of
each other?* have also been reflected.
The article emphasizes the three
expected  feedback  links; e,
investment-trade,  investment-growth
and trade-growth finks.

21 The Investment-Trade Link

Investment s am act of cuwrent
spending for expected future retumn.
Trade is a profit seeking activity
involving cross-border shipment of
goods and services. Profit is the main
motive of trade and investment
decigions made b private
entreprencurs.  Driven by  profit
motives, business firms  invest
resources in  capital goods and
procurefinvent new techniques of
production. Grossman and Helpman
(1994) stressed the importance of
technological progress as the real force
behind the perpetunlly rising standards
of living. However, technological
progress  requires  an  intentional
mvestment of resources by profit
secking firms. Profit  secking
investment  in  knowledge plays a
critical role in the long run growth
process (P, 24). As technological
improvement reduces per unit cost of
production, it gives an incentive o
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entreprencurs to spend resources on
innovative activities. The possession
of cost effective technolopy that could
be acquired through investment gives
the owning firm a competitive
advantage in the product market.
Hence, involvement in  mternational
trade induces more investment with an
expectation that it would result in
strong competitive advantages and
ample relums o invesiors.

Increasing emphasize has been given
to the critical roles plaved by openness
to international trade, investment and
ideas  in  encouraging  domestic
producers 1o cul costs by introducing
new technologies and developing new
and better products (World Bank,
1993, P, B5). Economic theory teaches
us to think of feedback hinks between
trade and investment. Tracde allows the
importation of investment yoods and
thereby leads to greater investment
particularly, if the o ‘v i
developing. Imporis oo imLiise
owing to two reasons  Cirstly, the

demand from  the wrting  firms
could be high. ¥ .sndly, foreign
exchange earnir from exports
enable firms to .ort (Krishina ef al,

2003, P. a4 Specially, if the
investment _mand iz from the

.tor, the process would
fellow a0 self-generating  circular
causation. The exporting sector could
facilitate the import of capital goods
that are likely to enibody state-of-the-
art technologies and lead into more
exports. IF the economy is oulward-
oriented, domestic firms  are
encouraged 4] produce for

The Dynawnic Links betroecn lnmnmﬁ Trade an_nm.i

international market. This lifts the
demand constraint that would have
been in effect if an economy pursues
inward-looking  sirategies.  Thus,
production and further investment
would not be demand constrained. The
learning  effects (imitation  from
foreign practices) could also spark
ideas to start a pew  veniure or
reinvigorate the existing ones. The
acguisilion  of  new  ideas and
technologies 15 inevitable as far as
frade involves impors and business
trips. On top of that, if there is a
conscious aclion 1o bolster imifation,
foreign  trade  provides  greater
opportunities for the ascquisition of
new technologies and ideas (see
“hirlweall, 20001,

rce it the reverse effect enables

srasp some of the mechanisms

gh which investment would

er trade. As invesiment Increases,

# volume and quality of products
would be improved conferring
competitive  capability to  the
producing firm and  positive
externalities to the economy. If tue
economy s outward-oriented, the
hypothesis would be more realistic as
more of the investment is supposed to
be in the exporting sector which is not
constrained by demand limits. This
improves the satus of foreign
exchange earnings relaxing an
obstruction to imports (3¢ Knshina ef
al, 2003, P. 480). Therefore,
investment fosters both exports and
imports or total intemnatioral trade.
The other channel is that investment
increases domestic demand which s
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one of the stimuli to greater domestic
investment, and attractions for FDI
and imports, In this sense, domestic
investment iNCreases exports
production, attracts imports and FDI.
If this arpument is convincing, it is
sensible for developing countries (o
begin with the promotion of domestic
investment  specifically  targeting
production for  imternationalfexport
markets.

2.1. The Investment - Growth
Link

Investment has been regarded as the
engine of growth since the formal
onset of economics by the classical
cconomist Adam Smith (1776) not
only through trade but also directly by
building the productive capacity of a
nation. According to Thirlwall (2003),
the essence of Smith's model is that
the growth of output and living
standards depends primarily on
investment and capital accumulation
{P. 127 The wiews of classical
optimists and peszimists (Thomas
Malthws, 1798, David Ricardo, 1817,
and Karl Marx, 1847), Kecynesian,
neoclassical and endogenous growth
theorists have been consistently
similar in that investment and capital
sccumulation determine the level of
living standards of nations.

Despite the fact that the neoclassical
model predicts that the long run steady
state growth does not depend on the
rates of saving and investment, one of
itz predictions emphasizes on the
mmportance of saving and investment

in determining the level of per capita
income and living standards in the
long run [(Romer, 2006, P. [8-19,
Sorensen and Whitta-Jacobsen, 20035,
P. 77, Jones, 2002, P. 32, Thirlwall,
2003, P. 143). Besides, Sorensen and
Whitta-Jacobsen (2005) elaborate the
implication of the Solow model that
policies to make a nation richer should
be policies thar can increase the
investment share of GDP or policies to
improvie  technology  (P. a7},
Endogenous growth theory, on the
other hand, argues that in the long run
savings and investment ratios spur
growth. According to this school of
thought, socictics that save and invest
more would grow faster in the long
nm {(Barro, 1991, P. 429, Plosser,
1992, P. 67). The effects of investment
on economic prowth are two-fold.
Firstly, it generates part of aggregate
demand stimulating production of
investment goods which in turn leads
o  high economic growth and
development.  Secondly,  capital
formation improves the productive
capacity enabling an economy to
produce more outpul. [nvestment m
new plant and machinery raises
productivity by introducing new
technology which could also lead to
fastgr economic growth (Shiimi and
Kadhikwsa, 1999, P. 4).

Thus, albeit in varying approaches and
degrees of emphasis, all growth
maodels extending from the classical 1o
the contemporaneous neociassical and
endogencus growth atiach a crucial
role to investment in determining the
level of per capita income and
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standard of living or the rate of growth
of output and living standarcs.

22 The Trade - Growth Link

Trade iz the other engine of economic
growth proposed for its static gains
from its role of resource reallocation
and dvnamic gainz that have many
links in improving productivity and
other channels that it works through.
However, the net effect of trade
OPETIEss On SConemic growth remains
controversial, Trade theories
hypothesize many channels through
which trade contributes 1o growth. The
Ricardian or Heckscher-Ohlin models
emphasize the static efficiency gains
from resource reallocation oulcomes
of speculizatnon, and dyvnamic gains
from the continuous decline of unil
costs of production anainable [from
operating towards the minimum
efficient scale,
competition, knowledge-technology
transfer, international nvestment and
changes in attitudes and institutions;
these collectively shilt the whole
production possibility frontier
outwards (Thirbeeall, 2000, P. 9). New
trade theory due o Krugman and
Helpman (1985) takes monopolistic
competitive practices through product
differentiation as motives of exploiting
the advantages of economies of scale
and  the consequent  conmtinuous
productivity improvenents. In
accordance o endogenous growth
models, trade openness serves as a
condult for the transmission of results
of R & D, technologies, etc and

induces productivity growth.

l=arming  and,

The Dyriautie Links betreen Investurent, Trade Openness

Trade enhances growth by enlarging
the availability of capital eguipment,
intermediate inputs and access 1o
improved fechnology and  poiential
markets for domestic producers. It
allows  countries to  specialize
sccording to their  comparative
advantage and greater exploitation of
economies of scale. Trade can also
affect economic performance through
s impasd on the political process,
kKrueper (1974) arpues that trade
restrictions encourage lobbving and
other rent-seeking activities at  the
expense of productive activities. Trade
can also affect countries’ Bccess o
technalogies through sub-channels of
direct investment by foreign  firms
with proprietary knowledge and
increase  contact  with  foreigners
(Franke| and Romer, 1996, P, 32-33)
Hallack and Levinsahn (2004) propose
some other chennels linked o the
efficiency and innovative pgains of
competition. According to them, trade
policy might affect the degree of
product-market competition, firm's
incentives Lo innovate,  increase
efficiency and therchy mark-ups.
Trade policy influences the volume of
trade and thus the extent of learning
that might occur in  intemational
transactions. [t also stimulates the
expansion of efficient sectors that have
the ability to pgenerate positive
externalities and the coniraction of
seclon where FESOUICES are
inefficiently allocated (P. 11-12). For
these premises, trade liberalization has
been one of the policy prescriptions 1o
the lagging ecconomies for its
multifarious contribution to growth.
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However, the sxisting views 1o the
growth atiributes of trade do not give
equal weight to exports and imports,
Often, exports are sesn as causing
growth and the growth process is
export-led. The hig push or halanced
growth  doctrine  cxplains  the
oceurrence of 8 vicious cirele, where
firms do not industrialize because
there s no macket for their goods, and
the lafter in tum happens because
income is low. Income is also low
becaus: ECONOMIES do il
industrialize. Hence, it was argued that
this kind of low level eqguilibriom
could be broken by the simultaneous
expaort-led industrialization of a large
part of the economy. The prbalanced
growdl camp argues that exports,
especially in leading sectors, could
break the ‘fowr incowme-fow demang-
fow growth” vicious circle and jump-
start the industrialization process.
Exports enable the importation of
technology embodying capital goods.
Exporting firms learn from exporting
and provide externalities to  the
economy by disseminating technology
to  domestically oriented  firms
(Krishna er of, 2003, P, 480).

However, there are counter arguments
on the role of export in particular and
trade openness in general, linked to the
development stages and the nature of
exports of economies. For instance, as
g conclusive end of his modeling on
trade and economic growth, Stdersten
{1983) says “if a country is faced with
sluggish demand in her export market,
if her growth is confined o the export

sector, and 1f her adaptability 15 low,
growth by means of rade might be a
fruttless  wvenmture™ (P. 122}, Some
theories also suggest that opening up
to trade might actually reduce long-run
growth when a pattern of comparative
advantage leads a country to specialize
in goods where technological
mnovations or leaming by doing are
exhausted (Wacziarg, 2001, P. 394,
Astorga, 2000, P. 15). Besides, from
the empirical side, Yamwvakidis (1999)
says “Based on  cross  country
regressions for the (9705 and 19805,
gtudies have found that economies
with low trade barriers grow faster.
However, this is not a robust result,
Other  studies  have found  that
openness variobles are not significant
in prowth regressions that include
investment over GDP as  an
independent  variable. MNonetheless,
openness i significant in regressions
that have the investment share as the
dependent verinble™ Then, he twists
the argument as faster growth may be
causing more trade and not the other
way around; openness variables may
be proxies for other country specific
charactenistics like policy reforms in
fiscal and monetary policies, capital
flows, financial regulations, and labos
markets that have very little to do with
trade (P, 43); see also Lall {1995},

Conversely, growth is expected to
have positive effects on trade through
increased demand for imports and
imereased supply of exports apart from
its  indirect  facilitation  through
immprovements m efficiency due to
moTe social and physical
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infrastructure. However, this would
not be the end of the story. There
could be counter arguments from
intuition or the other end of the theory.
Economic growth could reduce trade
in cases when domestic production
replaces the demand for importables.
Particularly, if the expansion is in the
import-competing  sector,  import
substitution is the likely outcome of
growth, Besides, if a growing
economy induces domestic demand
for exportables, there is no reason for
profit oriented privately-owned firms
to export while that requires high
transportation, transaction, fime, ec
costs, Studies have forwarded this
possibility &8 & country . becomes
larger, internal exchange replaces
external trade (Gylfason, 1999, P.
1048, Barro, 2003, P. 240).

Taking a synopsis of the review and
recalling the implications of different
theoretical models shed light om: (i)
the interactive link  between
investment and income, as in flexibie
accelerator  investment theory and
Keynesian income multiplier; (ii) the
interdependence between investment
and trade performances, as in Redding
and Venables® (2003) model of trade
determination depicting the
importance of investment on export
supply capacity and demand for
imports; the reverse imporance of
trade to investment directly by
for foreign supply in meeting the
demand  for investment goods, and
indirectly through its impact on output
growth as a mechanism of technology

transference;  amd,  (iti)  the
interdependence between trade and
aggregate economic performances.

From the review of the existing
empirical studies, we leamt also that
the existing evidence obtained from
different samples of countries 15 hardly
conclusive. Moreover, 55A economies
have seldom been examined in this
context. Further investigation on the
simultaneous link among these three
macroeconomic  variables in 55A
seems 8 worthwhile research agenda.
Thus, this research is designed to cast
some empirical evidence to the debate,
exclusively focusing om  S55A
ECOnOMies,

3. The Research Question,
Objective, Hypothesis  and
Approach of the study

Targeting at addressing a question
how the impacts amongsi investment,
trade and income growth flow?*, this
study investigates the dynamic links
between these sconomic forces in the
S8A economies, as its main objective,
In doing sa, the research hypothesizes
three bi-directional dynamic feedback
links between investment, trade and
economic growth,

Relying on theoretical highlights and
the exisiing wviews, aimed al
addressing the research question and
meeting the objective of the study, the
next section attempts to test the
expected investment-trade-growth
dynamic links empirically using a long
panel data set comstructed from 32
SSA countries for a period of 43 years,
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The data set is estimated with
Zellner's (1962) Seemingly Unrelated
Regresxions (SUR), The econometric
estimations follow the work of
Krishna ¢/ al (2003} in variables set up
and Konya (2006) in estimation
methodologies.  However, i s
different from ecither of them as it
considers trade openness in aggregate,
employs panel data approaches and
exclusively focuses on 35A. The
details of the employed data and
estimation methodology have been
elaborated in the following empirical
section.

4. Empirical Investigation: A
System of Equations Approach

This empirical exercize is o focused
extension of our efforts to estimate the
extents w that investment influences
trade and the latter influences growth
in 58A economics and vice wversa
{ forthcoming), rather in 8 dynamic set
up. However, the study employs a
different data set and a different
estimator, SUR. Since the data sel
involves a long cross-sectional time
series which iz likely to hold a
memory of the past, the form of the
variables and the optimum lag length
in the dynamic specification are
determined based on panel Unit Root
tests and lag structure analysis
conducted in the following sub-
sections,

4.1. Model Specification and
Estimation Methodology

In using a set of time series or long
cross-sectional time-series data that

could have strong memory of the past,
i crucidl concern is the realization of
stationary processes. Paying attention
to the concem, different panel data
siationarity fests, Le., Multivarione
Augmented Dickey Fuller (MADF)
and FPeraran’s Covarioie-Augmented
Dickey Fuller {CADF) tests have been
employed on the absolure and
logarithmic levels and the first-
differences of each data series on the
panels a5 4 group and on each panel
unit of the sample using varying lag
lengths.

Following the stationarity test resulis,
the form of the data series to base the
analysis has been decided. Since the
primary intention of this section is to
estimate the dynamic links of the
variables of interest, a natural
estimator is Zellner's SUR method,
which is a form of feagible GLS
(Asteriou and Hall, 2007, P. 361}. The
lurge sumple approximation of the
SUR estimator requires larger T and
smaller ™. Thus, the data set
constructed meets this requirement
involving a relatively long time
dimenzion, Considered as a multiple
time-series estimator, the SUR method
is appropriate for our data structure
with smaller N than T. The use of
SUR estimator (SURE) is justified for
its efficiency gains when residuals are
contemporaneously correlated across-
equations; i.e_,lsﬁskj=n'ﬁ., t = s
According 1o Baum, the higher those
comelations, the greater the gains

would be (2006, P. 236-237). The
SUR model can also accommodate
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heteroscedasticity as  well as The SUR model o be estimated
autocorrelation  problems  (Grecne, should be thought of as & system of
2003, P. 361). It is also used to impose Vector Autoregressive of order p
and test cross-equation constraints or equations for a panel of N countries in
to estimate equations with constrainis the sample. The system of equations
in place (Bawm, 2000, P, 241 can be reprezented in vector notations

as:
W=+ Byus + Mzt t i + 8 (n

Where y is a vector af left-hand side (LHS) or dependent variables;
Fiw i3 o vector of pre-determined right-framd side (RHS) variables
o lag m fm = [.2,...pk
£ ix a vector of rondom dixturhances;
@ {5 o vector of constant ferma;

Bow. .

respect In

. amd § are moirices of porameters to e extimated with

the vectors of the pre-determined variables; ond

{and | oare Individual parel weilr and Hime fdentifiers, § = 1,0

= o T

¥

In the estimation, the vectors of RHS variables include / up to p lags of trade
openness, investment and real GDP. The expanded form of the above vector

form notation of the model can
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Huwever, the forms of the variabbes and the Tengih of the lags 1o be included in the
regressions should be determined by the stationarity test results and the optimum lag
length analysis to that the following section is devoted,

4.2, The Data and Some Observed
FPatterns

The wvariahles selected to work with
gre gross investment, trade openncss
and real GDP. The data for all the

variables are taken from Summers and
Heston Pen World Tables Version 6.2
for a peried 1961-2003. The
underlying data include Vamvakidis’
Trade opemness mensure  fexport +
import to GDP rovin), share of

—_—
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irmvasiment 0 real GDP and reall GOP
in 2000 constant dollar prices. The
mvestment data series i5 given s
percentage shares of GOP which have
been regenerated into the annual gross
investment in 2000 constant dollar
values that could be employed into the
analysis (i.e., multiplying the annual
percentape shares of investment in
GDP by the respective real GDP
values and dividing by 100) while the
others are taken as given. The number
of countries in the sample and the time
horizon covered are dictoted by the
availability of the reguired data (the
Appendix Figure and Appendix Table
| display the average overtime trends
of the data series while Appendix
Table 2 shows the full list of the
countries in the sample).

The Appendix Figure and Appendix
Table | provide a clue on the positive
associations of the average growth
patterns of investment, trade openness
and GDP of the 32 55A (zample)
economies prevailed dunng the study
period that could be classified into 3
concomitant segments; ie, fhe fO6]-
1974 errotic  but  offen  positive
prowthy, the [975-1993 recossed oo-
movements ard e posi-T 993 dibiomps
but offen positfve pefferny, But, the
identification of the cause-effect
retasionships, the quantification of the
average magnitude of effects and the

statistical  significance of  the
hypothesized links  reguire an
appropriate empirical test.

Comszequently, the subscquent sections

try to deal with these concerns passing
through steps of panel unit root test of
statiomarity,  specification  issues,
estimation of parameters, and

imposing &  testing  anabytic
restrictions,

43.  Stationary Test and
Descriptive Statistics

The constructed panel data have been
tested for panel Unit Root firstly using
Multivariate Augmented Dickey Fuller
{MADF) test (Sarno and Taylor, 1998)
that is claimed as ‘very much maore
powerful than ADF test® and gives the
test results only at 5% critical values.
The MADF joint siationarity fest
follows  Taylor  and Sarmo’s
specification:

dy =H +Z==Fﬁu_,r U, for i
= f..Nand v = [..T, where N
denotes the number of series (cross-
sectional units} in the panel and T is
the number of observations in each
panel unit. The vector of disturbances
My = iy o0y) are assumed to be
independently normally  distributed
with a possibly non-scalar covariance
matrix. Taylor & Samo (1998) apply
ZLellner's (1962) SURE estimator to
estimate their specification on N
equations defined for N units of the
panel taking account of
contemporaneous correlations among
the disturbances, and to test jointly the
W npull equations specified as
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Hﬁ:2d=ph,—1=ﬂ,"lﬁ='|,...ﬂi

mplving non-stationarity, taking the
resulting Wald statistics as the MADF
statistics (P. 287} The results from
MADF Unit Root test on our panel
data are displayed in Table |I.
According to the test results, all the

The Dymamric

Irettoeei I Trade

calculated MADF statistics are wvery
large and greater than  the
corresponding 5 percent critical values
for all forms of the variables. The test
results reject the null hypotheses stated
as ‘all rhe seriex are mon-stationary ',

Table |. MADF Stationarity Test on Esch Variable series of the Panel, /96/-2003
Hi: all the rime series in the panel are I{1) or non-stationary processes

[~ | OnAbsolue Levels | Onloglevels | On First-Diflerences

Variables Lags | Obs| MADF |0 | Obs | MADF | 5% CV Obs| MADE 5% CV
| | R |
Inves 11 (42 |270016 [y [42 1440.767 | 41 [2016.580 |,
tade |1 42 475768 =~ 42 57788 (¥ 41 30e5782 |G
g (1|42 |26774 [N |4z [atezes |§  [41 [2142384 |H
grodppe (1 42 12441.502 T o Pl
inves |2 |41 (377635 o (41 1393721 | 40 1442481 [
tode [2 141 |eaz08 |5 |41 [ss2em0 |2 [40 [1esios |§
mdp 241 323547 'R 41 320328 o 40 1220897 @
grgdppe [2 | 41 !|1221.922 - - i - ko g
ives |3 | 4D (453901 | |40  |489.664 [38 1231482 [
trade |3 |40 lﬁim T |40 |Ma620 |® 1200381 | ¥
mip |3 |40 [304164 |H |40 [297578 |  [39 [e7TS071_|R
gpdppc |3 40 (562014 R 2 - - i
imes |4 30 1365424 1 (30 973560 33 | THMT .-
rade |4 133 |280841 < |30 (305148 | 3 [mzal |=
mdp 4 39 330840 iﬁ '35 314890 = 38 582578 R
gpdppe (4 39 |E¢um4 - - ' = -
Note: MADF statistics grecater than the critical value sigaifies the -'a_.ruﬂ'fm q.rrﬁ# rarall
: hyporieses,
However, the MADF test is a roof process' with the altemative

joint test. It does not identify each
series. On the other hand, the null, i.e,
ah'mk.rm!ﬂ}prmii‘nﬂdtﬁ:r
rejection. If one series is stationary
while the others are not, the null
would * be rejected. That is why
Johansen's Liklihood ratio test applies
the opposite hypothesis that: “af leasr
one of the series in the panel is a unit-

being that ‘all series in the panel are
starionary processes’ (Delcoure ef al,
2003, P. 88). Furthermore, the
calculated MADF  statistics  are
unexpectedly large for all the variable
series at all forms. These situations do
not make us comfortable about the
adequacy of the test. Hence, the test
has been extended to a couniry-fy-
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counfry MADF test, The resulis are
summarised in Appendix Table 2.
According (o (he comeiry-Or-comiry
test results, the caloulated MADF
statistics are less than the 5 percent
critical values for all the variables in
absolute and log levels. However,
nearly all of its values on the firsi-
difference series of all the variables
considered and the growth rates of per
copila income ace greater than the 5
percent  critical  values, with the
exceptions of Alminves in Nigeria,
Alnopen in  Ghana, Tanzania and
Zimbabwe and Alnrgdp in Comoros,
Thus, the tests generally have not
rejected the ‘wom-srarionarity’ mull
hypotheses for all the absolute and log
levels in all countries while thev do on
first-differences. Even, many of the
exceptional failures  hold MADF
statistics slightly below the 5 percent
eritical values,

Due to the observed contradictions
between the joint and panel level
stationarity test results, the scrutiny
haz also  been extended wsing
Pesaran's Covariate-Augmented
Dickey Fuller (CADF) stationarity
test, ‘PESCADF. Assuming that the
stochastic process, v, is generated by
the first-order autoregressive process:

e A4+ PA

i=l.. N;t=[. . T where inital
values, vy, are given. PESCADF test,
g3 elaborated in Pesaran er al (2003},

runs the i-test for unit rool fest in
heterogeneous panels in the presence
of cross-section dependence to test the
null hypothesis of unit roots @ = [ for
all .

Defining a; = (I- @Jdu. B = -(1- &),
Ayy = ¥y - Vir, and subtracting yu.s
from both  sides of the main
specification yield Ay, = a + fip— +

2PV e, The  null

hypothesiz of the 231 then becomes
Hy fii = 0 for all i, against the
allernative, H,- =0, i= 1 2. ... N
E=0 Il=N + L MN=+2. .. N
(Pezaran ¢f af, 2003, P. 55). This test
has been conducted on our data. In
conducting stationary ies,
considering lags equal to the number
of series plus one (for ez, 3 + 1 in
this case) is a standard practice, Table
2 displays the test results up to the
fourth lag.

As dizplaved in the upper and middic
panels of the table. except per capita
GDP growth (grgdppe) and the 1 lag
of openness measure, the results show
that all the levels series hold unit root
processes. It is signified by the |-
statistics] that are less than the
comesponding |critical values| and the
p-vilues that do not reject the “non-
stationarity” null hypotheses.
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Table 2. Pesaran’s Stationarity Test, PESCADF with Consfamt
H: Al Series are non-stationary

T variabies |l.m|||:_.'l:| | Obs | bbar ﬂmw [ Zvtar] | Povalue
H 1 “ | “
_.’E._ T 1‘| [32_4_::_| Amz 704 T ‘I 3 0.396 0654
|mh i 1i_;_3.z4:13 132 | -2.239 | :g . " .;ml 0002
Fogdp 1| (3343) 1312 | 781 la | 9 o0s4 | oEZ
Fomieee | 1 [ (e @R L B85 0000
L ! i P NPT 4 L
inves 2 (3243 1280  -1ES4 ossE 0758
2 trade 2 (3243) 1280 1833 & - 0,380 0382
Cpap 2| (3243 120 [ 68 o o | e 0457 | DET4
g II ggdape | @ | (d243) 1280 | -338A J ; 2787 0,000
5 | ves '3[ (32A3); 1248 | -1.881 : | [ osm 07a
3 |fade | 3 | (3243) 1348 | -17EB g . = | g AATE | GAM
e 3| (3245 1B ATH & | | g | o2 | Dk
& prodnpe 3 [324%) | 1248 -3.062 | L ¥ 3T 0.000
inves L ;T:z‘.'ﬁ]' "1‘21&'; 17aaT 0.160 | 0 584
T irade 4 [ (EiA3) . 1298 | 710 5 B 0382 | LR
'_..--..-..._i R I— | o i ﬁ e sama
Tt 4 AR 28 s o o o 0187 0.428
~ rodnpc 4 [(Aza% 126 -2618 E110 0000
| inkves 1 @2aF | w2 | ez | |  aves [FIER
e |t (2| 92| 2EFE = = |8 3078 B0
inrgdip _j 1 | A 132 157 J T 7
L, | RSy P : [ L
" Inios 2 [324%) 1 1280  -1.BOZ | GRE-Y 0.424
iniraca :r| @243 20| 988 & [ = (8§ 1990 | 0129
————— — i - -—| k x ':'i‘ | ¥ ] e — i
'g g | 2| (3243 | 1280 | -1.540 1.383 087
— | o7 i e
5 iz 3 (3243 148  -LTTE -0.057 0477
& | intmde 3 (3243)7 12487 1,906 E g | f gRiy|  ozof
R mﬂ aamr | | |“’ . 1saz | o8O
Inirvas P ] {3243) | 1298 7% | I | _'r‘_ni 0.580
infrade 4 (3243 | 1216 | -1828 S E i E ;' .0a83 . 0962
v |~ 4 r[uﬂm 1489 | b | " 1893 [ 0955
[ Almimees | 1 | @243y | 7280 | 4734 i aATgTe 0000
gg wosw 1@ o a8 F lg | sz osw
T8 magep i T 3TAZ) um T ER ABHT 0000
& )
AR . . -
[ dimnves 2 | (3242 | 1248 A7 | cd 11829 | 0.000
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| avtrace | 2 | {32.42) | 13«!1 4.?19]’ | -11.786 1,000
!'E.irwﬁ' ' 2 (347} 148 -3350 I 0,000
[albives | 3| (X4 a8 AT | -B.164 0.000
e _: 3! (@32 a2ie | 2007 8 B tams” a.0ac
abigdp 3 {343 1218 -2.888 N £550 0.000

[ Adnitvas | 4 | (3243 [ 1164 | 2580 1 | [ 77T as7fa| — nood
Adntrads 4 (3242)| 1ied | 2658 | B | T | w3 oooe

| e Ry | e

Adargn £ (3242) | 1B4 | 2480 | i ki ¥ 4274 0.000
Contrarily. in addition ta the growth of use of too few lags may cause

per capita GDP (gradppe), all the first-
differences of all the variables series
are found stationary at all significance
levels at least up to the fourth lag.
Compared o the MADF test, the
PESCADF i(est resuliz sound as
expected. The rejection of the ‘non-
stationarity” null by the panel MADF
test for all the series is a practical
demonstration of the incapability of
the test to identify non-stationary
geries with the inclusion of a
stationary series while the others are
not. Hence, according to the MADF
unit rool test results on each country
and the Pesaran’s panel unit root test
results, estimating equations using the
level values would lead into spurious
regressions.  Hence, the dynamic
system of “mvestmeni-trade-growth’
equations 15 estimated with the first-
differences {prowths) of the variabies.

The next step that needs cautious
andlvsis prior o the estimation 15 to
specify the number of lags. Causality
test results may depend on the lag
structure and, hoth too few and foo
many lags may cauwse problems. The

specification error while too many lags
waste many observations, increase
standard errors making the results less
precise (Komya, 2006, P. 982), Noting
the absence of simple rule to decide on
the maximum lag (Ibid), we follow the
advice of Davidson and Mackinnon in
the spirit top-down
approach starting from large lag length
snd seeing whether the fit of the model
deteriorates significantly when @t 13
reduced, as discussed in Gujarat
{1995). According to Gujarati, if there
is some true lag length, choosing
fewer lags will lead to the omission of
relevant  vanable whose
consequences can be very serious. On
the other hand, chonsing more lags
than necessary will lead to  the
inclusion of irrelevant variable bias
whoge consequences are less serious;
the coefficients can be cstimated
consistently although their variances
may be less efficient (P. 615).

of Hendry's

bias,

Hence, our optimal lag length
determination exercise beging from
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considering longer (up to the 4%) Jags,
checking the significance of the
estimated coefficients and taking the
one where al least one coefficient is
sigmificantly different from zern, From
this exercise, significamt coefficients
are found only in the specifications
that consider up to the third lags

I‘hm:' Links betroeen Investiment, Trzde Openness

the insignificance of all the fourth lags
in all of the equations in the system
while no considerable change on the
fit of the estimation and significance
of the other lags iz observed. Hence,
the first 3 lags are supgested 1o be
included in the specification for the
intended estimation.

following our regression that indicate

Briefly, the results from the stationary test and lag-length analysis suggest to specify
the model in first-differences of the variables with the inclusion of 1-3 lags'. Thus,
the ultimate model to be estimated becomes the following enabling to obtain the
dynamic growth-effect coefficients.

LE]

Alntrade By A By
[.ﬁ.r-'l'li'ﬂb'l-‘i = F:] ¥ |8 3o F
o

Aintrad.
Alnin :'u:(‘ e
Alnrgdp ] 3

Alnrgdp ir=2

Alntrade ‘11 Tam Tay
&Jmmm’] + [ 2 'n ":a]
pd nun

L Anrgdp ],

. (3

zag | |Alninces
Alnrgdp

[ Adntrode
l +
ir=1

o
5

The statistical summary and correlation matrix of the variables have been
organised i Table 3. According to the descriptive summary of the data from
32 SSA, in the period 1961-2003, real GDP had been growing at a low average
rate of about 0.7 percent annually while investment did at an average of 1.2
percent. Relatively, investment followed by trade ratio growths show more
variability than real GDP growth. From the correlation matrix, we observe that
there seems a modest significant positive association between investment and
real GDP growths but a negative association between growths in trade
openness and GDP while that between trade ratio and investment growths is
positive but weak despite statistically significantly different from zero.

! The ke of the lag makes sense economically as this is a longer-rerm effect. It also makes
the regressor  pre-defermrined, avoiding porential probients of endogeneine™ (Axtonga, 2009,
P. 1),
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Table 3. Statistical Summary and Correlation Matrix of the data, /96/-2003

Variakis Descriptive Stadstcs Cofrelation Matrx
“Obe  Mesn 51 hin Max Alninvas  Anbrade | Alnngop
Dv.
TAninves 1344 0012 D248 1477 1814 | alninves  1.000
slnirade 1344 0005 0458 1110 1381 | Alnvede  0.055 1.000
0,044
prgdp 1344 0007 0082 0548 0357 | Alrpdp  0.250 L4161 1.000
- 0.300 0000

Note: Bold faced mumbers beneath the correlation cogfficients are significance P-

4.4, Estimation Results

The parameter estimation and
diagnosis test for the system of three
equations have been undertaken
followme the above  specification,
equation (3). The system of equations
is estimated wsing SURE with the
simultaneous inclusion of the first
three lags of the Omsi-differences of
trade openness (Alntrade), investment
(Alminves) and real GOP (Alnrgdp). In
gpite of the consideration of the
growwth of real per capita GDF in the
stafionarity f(est a5 an  optional
indicator of economic growth, we
prefer the use of real GDP growth to
see the impact of aggregate economic
growth on trade and gross investment
growths and vice versa. Five cross-
equation and within-equation
constraints have also been imposed
and tested. The estimates and the test
results on the imposed constraints
have been reported in Tables 4 and 5,
respectively, Before discussing the
results, evaluating the appropriateness
of the SURE for the data would be
helpful.

verfiees,

The walidity of SUR estimation
requires the explanatory variables to
be orthogonal to the residuals. With
the application of OLS regression and
pair-wise comrelation of the residuals
ontofwith the pre-determined
variables, we find that no one of the
pre-determined variables is correlated
with the residuals from each equation
in the system. It ensures that the pre-
determined variables &re exogenous,
Besides, the efficiency gain from the
application of SURE over the use of
single ecquation OLS estimations
depends  whether the residuais are
contemporancously correlated or not.
The results from Breusch-Pagan y2
joint-test of independence also show
the existence of sizable
confemporaneous  correlation of
resduals across equations ensuring the
gain from and justifying the use of
SURE for our estimation and the
results for the analysis. The y2 tests
have well rejected the null
‘independent residuals’ at | percent
significance level in the system of
equations (see Appendix Table 3).
These conditions justify the use of
SURE for its efMiciency gain over its
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OLS & GLS counterparis (Baum,
20006, P, 237 Thus, the results are
dizcussed as follows,

Table 4 presents the parameter
estimation and  significance  test
results. Signifying the omission of
mmpotant  varables, the estimated
models penerally have lonw
explanatory power az revealed by the
extremely low R although all are
significantty  different  from  zero.
However, the models could give
important information on the dynamic
link between the variables of interest,

According 1o the results, the effect of
frade on nvestment is positive and
persistent. The estimated cocfficients
on the first and second lags of growth
in trade ratio are closer in magnitude
while the third lag holds small and
insignificant coefficient. The imposed
equality constraint on  the positive
effects of the first and the second lags
of trade openness on investment is far
from rejection (see Tahle 5). Hence,
we find the lagging and persistent
impact of trade openness on
investment. The impact of one period
lagged  ccomomit  growth  om
investment 15 Tound o be positive with
relatively  higher magnitude (048]
relative to that on trade while both the
gsecond  and  the  third lags  fumn
insignificant.  According 10 the
gignificant coeffcient, current
investment grows faster by about half
of the preceding growth rate of real
GDP.

As displayed in the third column of
Table 4, the parameters cstimated for

The Dhynanic Links betiveen limestinent, Trade Openness

trade openness equation support the
one period lagged positive role of real
GDP growth to trade in SSA {0.2)
while all the other lags of GDP growth
and all the lags of investment growth
are estimated insignificant at all
comventional  significance  lewvels,
According to the significant cstimate
on the first lag of real GDP growth, a
| percent increase in real GDP brings
aboul 8 0.2 pereeni posilive growth off
irade ratio in the subsequent year,
Hence, the lagging influence of
coconomic growth on frade openness is
supporied. The results may justify the
increase in appetite for imports and the
pressure  of domestic production
towards more export (owtward
pressure  of growth) when 554
economies grow. The test result on the
equality constraint of the impact of
real GDP growth on both trade ratio
and investment growths has been
rejected at | percent significance level
{Table 5). Hence, in 55A, on average,
the lagging investment boosting
impact of economic growth is stronger
than that on trade openness.

The last column of Table 4 presenis
the estimation of GDP growth
equation. The estimation comes out
with positive but relatively small and
insignificant coefficient for the first
lag, significantly positive coefficient
with the highest magnitude for the
second lag and positive and significant
with & middle magnitude for the third
lag of trade openness varable
supporting  our  hypothesis  that
proposes & lapging role of trade
openness in the 55A economic growth
process {see Table 4 and Appendix 4
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for the joint significance of the
estimated effects). This pattern of
coefficients was  revealed in
Greenaway er o (1998) where they
draw a “Jcurve” type effect of trade
liberalization on income growth
despite the different trade measures
they use (Sachs and Wamer, 1995,
Dean er af, 1994, World Bank, 1993).
In their growth equations, the lag

coefficients  fwm  negative  but
insignificant for the first year, positive
but msignificant in the second year,
and, positive & significant in the third
vear, Implying the frst impact of
liberalization is negative and its
positive effect starts a vear after; Le.,
its positive effect lags (Greenaway of
al, 1998, P. 1556).

Table 4, SUR Estimation on the Link between Trade, Investment and Growth

Pre-Determined Investment Fquation ©  Trade Equation Girowth Equation
Variables fAdmimves) '\ (Alntrade) fisdargdp)
Coel. P-Value . Coel. P-Value Coel.  P-Value

Alntrade_| [ 0157 o000 | 0064 0030 | 0 0023 0016
Alntrade 2 L opadl 0002 | -0083 0077 D046 0.002
Alntrade_3 i 0043 0345 © 0010  0.749 0,632 0039
Alninves | 0,199 0.000 | 0005 0805 0.005 0.593
Alninves 2 -0.D66 0025 | -0.010 0622 0.014 0.148
Alminves 3 0022 0467 | 0.005 0_ROE 0023 0024
Alnrgdp | 0.478 0.000 | 0281 0.000 0,043 0.149
Alnrgdp 2 0.056 0528  0.041 0490 | 0076 0,012
Alnrgdp_3 0.036 0,686 | -0.030 0615 0.029 0.334
Constant 0.00% 0191 | (006 0203 0,004 0.074
Mo. Obs 1248 L1248
R? 0054 0.000 0.027 0,000
Root MSE | 0240 0.081

Enveatuast Trade

whonth i pemmes

According o our estimation, the
growth impact of investment in 55A is
also found lagging for two years
Despite the coefficients on the first
and second lags are estimated
positively, their magnitudes are small

and more imporantly they are not
significant at all conventional levels

while the third lag fturns with
positively the highest and significant
coefficient at 5 percent significance
level. Consistent to its weakness and
small magnitude revealed in our single
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equation growth estimations
(forthcoming)  albeit  employing
different data sets with varying
measurement units and time horizons,
the magnitude 5 small (0.023).
However, the apparent  small
magritude could be because of the
distribution of its growth effects into
several lags. Hence, the other part of
the hypothesis is also supported as the
growwth impact of investment is found
lagging to the third year. Thus, the
presumption ‘investment spurs growth
and growth spurs investment’ 15 also
verified. Besides, the idea that states
trade openness fosters prowth and
growth favours trade is witnessed in
55A. Moreover, consisient [0 our
findings from Three Stape Least-
Squares (3I5LS8) estimation
(forthcoming), the impact of growth
on both investment and trade growths
is greatér in magnitude than the
respective reverse effects (compare the
coefficients in Table 4).

Shortly, from the investment-trade-
growth nexus analysis based on the
SURE results, we claim two positive
dynamic feedbacks and a uni-
directional positive link: ie., (i) a bi-
directional positive feedback between
investment growth and GDP growth,
similar to the finding from the 35LS
results (forthcoming); (ii) a bi-
directional positive feedback between
trade openness and GDP  growth,
ensuring the positive growth effect of
trade; and, (jii) a uni-directional direct
positive causal effect of trade openness
to nvestment growth. In a nut shell, In
this class of analysis, a full cycle of
dynamic causal growth flows from

The Dhynasmic Links betieen fnmnm:g Trade w

investment-GDP-trade Openness-
investment is supported regardiess of
where il starts, consistenl to the full
cycle identified from 3505 estimation in
our forthcoming work on the same
guestion (see the diagram next to Table
4).

In this analysis, we have also tried to
impose and test five main restrictions
on the statistical differences between
the magnitudes of the significantly
estimated dynamic nfluences of one
variable over the other. The set up of the
restrictions and the test results have been
reported in Table 5. Firstly, the investment’
spurring positive role of tmde openness
after a period or two periods is equal
which is not rejected by the test. Secondly,
the one-period lag positive effects of GDP
growth on growths of investment and
trade matio are restricted to be equal
However, it has been mejected st 99
percent confidence level. Hence, in 554,
on average, the results suggest thal the
investment spurring impact of - lagged
economic growth is greater than its impact
on irade openness. Thirdly, the- growth
effect of trade, two or three vewrs latter is
constriined to be the same which in turn is
constrained to be equal o the third-lag
positive growth impact of investment, The
iest results do nol reject the imposed
restrictions. Bul, the sum of the growth
effects of the first three consecutive lags
of trade is found 1o outweigh the third-lag
growth offect of investment (see sub-
constriints 3.1-3.4),

Ethiaplan Civil service University
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Table 5. Tested Restrictions on the Parumeters of the Estimated Equations
H: the cwraspﬂndinﬂ;ﬁm are equal

Canssrainta: [Effect|Cause 0l P-valus
[1) [Alnirreasiaintraca 1 = [Alrdrvesjaintraca_2 0.5 0.823
{2) |AlnireealAlnngop 1 =  [Alntragejalnrgdp 1 T 0.007
(3) [alnrgadpliintrade @ = [Alnrgdplalnirade 3 = [Alnegdplalninees_3 1.88 0.437
{3.9) [airvpdojaintrade 2 = [Anrgeoiaintrede 3 054 0462
(3.2 [aigdpfalntrade 2 = [nirsdsiiinéves 3 1685 G109
{33 [aivgdpjainirade 3 = [Anrgdejadmnvas 3 §22  GEW
{44 [aipdolainirade 2 + [Angopfainimede 3 = nmgonfaivves_ 3 482 DO
{4} |alnrgdplnirade_2 + [Alngdplainirade_ 3 = [alnirade]aingda 1 . 0,081
[ainrpapfaintrade_1 + [anrpapiinlrade_2 + 278 o131
[adnrgdpdainirads_3={dintredelanrpde_ 1
[5) [Alnrgdplaininves 3 = [Alnirves}inegdp 1 2832  0.000

The fourth test is on the imposed
equality of the sum of the significant
lagged growth effects of @ rade
openness and the reverse significant
effect of GDP growth (lag-1) on trade
growth, This restriction has been
rejected at (LOS] significance level
implyving the effect of GDP growth on
trade is greater than the sum of the
growth effects of trade openness
lagging for two & three years.
However, the difference disappears
when the insignificant positive effect
of the first-lag of trade is taken into
account. The last test 18 a comparison
on the significant fesdback between
investment and GOP prowths, The test
rejects the imposed equality constraing
at 1 percent significance level
supporting the stronger impact of GDP
growth on investment growth than the
reverse cffect.

5. Conclusion

The evidence from the investments
trade-income growth link analyses,
employving SURE on a long panel data
set from 32 58A economies over 43
years, 1961-2003, suggests the

existence of a full cycle of growth
flows  (route) running  from
investment-GDP-trade  openness  and
then back to investment. The lagging
positive effects of one over the other
have been supported except the non-
exisient dynamic effect of investment
on trade openness.

Based on the findings, we suggest that
African  growth  strategies  should
bolster the circular positive growth
flows. Trade liberalization 15 a
beneficial policy option for SSA
economies for s growth enhancing
role directly, and indirectly through
imvestment as fhe latter iz also
supported o be growth spurming.
According to the estimated dynamic
model, the economic significance of
openness to trade is twofold. Firstly, it
contributes positively to the growth
process  of the region directly,
attributable to its role in transmitting
productive technologies and providing
nceess for export markets such that the
growth process would not be demand
constrained. Secondly, while
investment in S8A is growth spurring,
the effect of trade openness on

mm@:ﬂhm
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investment is also found to be positive,
persisient and  fasier. The positive
growth impact of trade liberalizalion
policy lags for two years while its
effect on investment stiacls u vear alter
and persisis up to the second year from
its: adoplion. Hence, a  irede
fiberalization  policy  tergeted  al
promoling investment in  productive
particularly exporting sectors through
the import of techmalopy embodying
capital  poods 15 among  the
recommended policy directions so that
growth in e region would benefit
from investment expansion and would
not be demand constriined.
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Appemdix Figure: The Crvertime Trends of the Vanables, Anmual Averapes of the 32 554
Ecewewnivs {196 ]-2003)
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Appendix Table |. Overtime Trends of Investment, Openness 1o Trade and Growth
Performances,
Amin! Averages af 32 584 Economies {1961-2003)

Irvesiment  Grawth of
Raal GDP Bhara of Investment Trade
Year  (BBS, westmeniin  (Biion$, Openness | °M GOF  Growih  Trade

2000 GOP (%) 2000 eope) SEwhR) () ﬂ":’;;"“
1961 1531723 11397 211 880 53.340 i . z
1962 1579.310 5484 180,810 51 638 3258 3058  -10.488
1983 1668052 BB 180,608 51,111 4025 5467 -5 384
1084  1707.884 BOST 167.602 52 587 2866 2347 -7 465
1885 1707583 10857 225255 52.062 4022 0008 20448
1088 1708.800 10116 218.426 51.758 0585 0039 28
1867 1758,383 10307 224 384 51,678 0,157 3028 2728
1888 1748893 10254 219912 52.323 1242 0588 -2.008
1069 1613478 8,832 201787 53,062 1,401 3678 5258
1GT0 1686017 11.603 271 448 53,400 0820 4081 15,786
1071 1025629 12.050 270182 53.937 0.B17 1,820 0.484
1072 1808.556 11.442 258.813 56,062 363 -0.838 5079
1673 1663665 11,588 264,363 55,303 -1.362 2.785 2 908
W4 2008378 12.087 285710 62.240 11.816 2300 7.754
1875 1B35.754 11.387 236388 62.227 0030 -ATIY 1094
WTE 2010585 10.026 207391 #1.622 08768 ATE3 12088
17T 2017.783 10818 212468 80,225 2202 0.357 2418
1676 1850 444 10680 204 748 57, 854 4018 3304 A.701
1976 1680458 2927 198,891 62.274 7,304 0,481 -2.802
1980 1666765 10801 208718 B4 287 3188 0.372 4823
AT 1048181 10.668 216.458 62.421 2082 0040 2858
1982 1682.051 9.962 208,942 60,625 -2.918 1.723 4,513
1983 B005.867 8.552 162.341 58,177 4122 1384 126854
1984 2027311 8.560 186.000 0,550 4.000 b.AT4 2.035
1985 2047845 B.456 178,100 50,433 -1.883 1.008 -3.828
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1984 2013950 a.248 1T 458 57 190 -3 B 1858 -3.779
1887 2008.510 7889 161, 7A@ it gl 1.T80 =0.321 -5. 385
1868  20046.183 2019 1EEES 5,032 -0.318 -0.185 4143
1688  20T2.867 7.0 165 Gh4 87576 -0.788 3.7 -1.764
1680 2073100 8308 178748 E7. o84 0671 0164 6464
1881 DOED 550 B.138 1reria 58.043 0138 40.311 -5AT
1962 2014830 8443 1TET2 GE.AX0 1328 -2 BB 2.688
1983 224 5637 ¥.180 184 353 50443 1.054 I 486 -6.688
1964 2034741 B34 186 T80 TOL448 16835 0498 12. 787
1995  205BE 834 H.458 181.0495 01 -0i494 1.187 -3.086
1906  2147.890 8,350 183336 Bl G -B. 104 i 244 1219
1997  2175.540 a.da7 202 586 G5 o 1822 1,378 10162
1068  23)2.823 8.2 205,061 B6 458 1,148 1.246 1.037
1988 2304 285 7614 158, 750 88,118 0813 0086 «3.128
2000 2323350 T.354 197928 67 .B55 2.593 5 256 S
2001 2556645 8430 168645 58 684 1.218 1.436 036
2002 2375152 B.012 240,560 8,950 0,305 0.774 10465
2003 2433.783 H.581 2¥3.689 67 008 -2.B6T 24389 1413

Appendix Table 2. Multivariate Augmented Dickey-Fuller (MADF) Stationarity Test,

with

I lag

He: rhe time series in the Ponel ix i1} Pricess

MADF-Statistics

Cauntry 3 Absohube Levels (42 Oba.) Log Levals (42 Obs.) | Growtn Rates (41 Oos.)

Vimves | rade | mpdp  grpdpec | ninves indrade | inrpdp Alninves | Alrirade | ainrgdp
Rani |1 6323 788 187 4803 | 651 0636 215 4768 6382 5452
Bum Fass | 2 | 541 285 089 6337 | 609 252 008 SB77 | 494 4685
o l..... I TR i |- B, Pl S
Burundi 3 Hn! S7T3| TOT | 8560 | 437 542| 765 i08E3 | 10025 | 7187

i ! i

Cameron | 4 | 440| 505( 007 | 1361 | 648 434 104 354 | 4790 | 4909
Cape Verde | 5 'Inul 790 | 568 | 4082 145 | 818 022| 8511 | 4428 | 2883
Chad B luu';l 531 481 | 2004 | 213 573 | 476 4264 | BOM1 | 4255
Ethiaplan Chel Service Undversity [+ Th ]
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e ity i -

Comoros | 7 | 864 881 03 3514 826 896 | 018 5522 ' a3z 2147
o . IRCE,
Conge, Rap. | 8 | 349 | 1159 | 395 | 3253 | 218 1018 | 61e
Cole d lvor | 5 | 238 446| 818 4633 | 696 | 415| 2,08
| | | |
Fthiopa | 10 | 245 | 008 225 8481 278 080 3,
Gabion 11 742 178 1188 3848 C1B.08 1510
Gambis, The | 12 | 432 729 1| 7280 Hﬁl 852 | 1331 30958 | 18525 | 5541
ey i} . . | IFSESse AR
Ghana | 13 mTr 0Ez2 | 21 i 1214 | 5,18 | 13-9 272 | 6863 | 2250 | 3473
! 1 |
| . - K J— | e SN
Gunea | 14 i4m:|| 12.42 I 4473 | 345 | 1028 | 215 | 6739 | 4255 | 5308
| |
1 | o 1 e -
Guines-Biss | 15 |421 3.9 153' BT | 233 | 394 1863 | 7788 | 7250 | 6Am
e L g S sl gy
Kanya 18 | 482 110 | 523 | 575 | 42571002 532 | 4407 | 8443 | 7079
J { Mk hal ! o Pt AL fol 3
Legedho 17 080 237 038 G387 BSE 27T D31 4448 IT29 824
Madegascar 18 285 TST 005 S19% 322 AT 002 WM ST E2Ed
Makarai 18 {1060 1538 130 3336 562 1538 | 238 | 10923 | 7154 | 62680
Mat |20 f1ams! 33z | oozo; erve | 177s| 325! oar |_:'1.n::| 6472 | T480
Mauritius | 21 | 004 | 373 | 527 404 | 22| 381 | 008 | 8823 | 4588 | 1572
v —— o - ;___| I t
Moesmblgue | 22 | 092 183 | 007 | 2487 | n23| 284 | 1.20 I[_a.z.su 2580 | 4042
Migger |23 | 307 6a8| 176! 3mT | a7 | B2 i 1.63 I 5293 | 6711 | 3847
—_— . i SR SN (LN Y| M TR B
Mageria 24 227 2068 517 2338 345 235 467 XEI 0725 325
Frwanda 25  TOB 1448 485 84851  S5e2 T4, 553 B30 TABE  B4Md
Senegsl | 26 | 322 | 408 733 | ?1¢z| 653| 324 670 G852 | 5386 | 4734
2 | i : _|—_. P S 2—
South Aliica | 27 | 813 | 518 | 147 | 288 | 742| 4mv 387 | 3 | 2085 | 2o
1 ]
| ! . G R
Tanzania 28 | G12| 347 | 002! 4121 842 313 028 | 47IT | TG4 3133
: E | i i
Togo 29 4420 188 | zml sa3e | mn! 257 128| 289 | sree |1z
i P [FTe S——— P F——— —
Ugenda | 30 225! 361 085 | 2582 | 223 572 098 | 40983 | 6909 | 278
i 1 ko Bk e
Zambia 1M 414 310 DB EIE2 112 208 046 0 3812 8197  3aT4
Zimbebwe 32 BOT 037 4323 3222 819 1321 381 4008 000 385
5% Coilicsl Value 22.744 | 72,744 22074
1
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Appandix Table 3. Exogenelty Check of the RHS Pre-Determined Variables (SURE)
(Correlation of Residuals with the Regressors)
(H: Residuals are uncorratated with the regresszes)

‘darighle {8} OS5 Ragrassion of Resduals b} Pair wise Coredalion of Residuats
Equations Eguations
Adntrads J}r:l'l_uﬂl alnrdp Alntrade Alnirnees Ir-gd?
adnbrade_1 {000 D000 0.000 . -0.000 I:I{il'.'r_D ; 0.000
1.000 1.000 1.000 1,000 1000 1,040
Alntrade_2 0000 0.000 0.000 a.000 0, can oLpon
1,000 1.000 1.000 1.000 1.000 1.000
Alntrade_3 0000 mikini] <0000 0.000 <0000 ={ GO0
1.000 1.000 1.000 1,000 1.000 1.000
Minirivas_1 [l ] 0000 <0000 -0. 000 0.0a0 0000
1.000 1.000 1.000 1.000 1,000 1.0
Alnirees 2 [rXi o] 0000 DU 0,000 0000 0,000
’ 1.000 1.000 1000 1.008 1.0400 110060
dlnireas 3 K] -0.poo -0u800 40,000 -0uonn -0.oao
1.000 1000 1000 1000 1.000 1.008
alnrgdp_1 «0.000 0.000 D000 =000 0.000 LHI ]
1000 1,004 1.00d 1005 1.000 1.000
Alrrgdp_2 =0L000 =0.000 -0L000 -0LG00 -0.000 0,000
1.000 1,000 1.0040 1060 1,000 1.000
Alrrgdp 3 0.000 0000 -0.000 fo000  -0.000 -0.000
1,000 1.000 1.000 1000 1.00:0 1000
Constant 0,000 0.000 -0.000 t‘.‘m&mlﬁhﬁ NMR
1000 1000 1000 shirade  Alnimves  Abgdp
st : o : i 1
M 1348 1248 1240 | Admipves 0054 1080
R 0,000 0,000 0.000 0,084
R'a 0,007 L0007 -0.007 | Abrgdp -0.159 02re 1000
RMSE 0,180 0241 0.081 02,000 0000
m-;u:r;:;nuufumpmm o :E-E_! 0131 B Vale = 0,000

Nower | Numbors bewecth regression onrrefmtion cegflicirsiy ore v cormesponatee sigreiicance P-valmes of the

raeificiealy,
wre o SLRE

4 T atzerhle cowmbvmg

el

it aceoee epanTians Ty e effladerrcy i i the
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Appendix Table 4. Tests on the joint significance of the effects of the three lags
H: No causal Influence (Rejlechion of the null reveals the exisfence of causality)

Censtraints: [EffectiCause %2 Value
(1. 1) [Alninves}Lalninves + [Alninves}L2Alninves + (Alninv)L3AIninves = 0 24,35 0.000
{ 1.2} [Alninves]Laintrade + [Alninves]L2Alntrade + [Alninves]L3sintrade = 0 1564 0.000
[ 1.3) [aninvesiLalndgdp + [Alninves]L2Ainmgdp + [Alninves|L3aslnrgdp = 0 12.15 0.000
{ 2.1) [Alntrade]Lalntrade + [Alntrade]L2Antrade + [Alnrade]L3Alntrade = 0 3.54 0.080
{ 2.2} [Alnfrade]Lalninves + [Alntrade]L2Alninves + [Alntrade]L3Alninves = 0 0.00 0.998
(2.3) [AnradelLalnrgdp ¢ [Anirade]l24knrgdp = [Alnfrade]lL3Alnrgdp = O 3.80 0.051
{ 2.1) [Alnrgdp]Laintrade + [Alnrgdpll2Alntrade + [AlnngdpL3Alntrade = 0 12.22 0.000
{ 2.2) [Alnrgdpllaininves + [Alnrgdp]l2aininves + [Alnrgdpll3aininves = 0 4.88 0.031
{2.3) [alnrgdpilainrgdp = [Alnrgdpll2alnrgdp + [Alnrgdp]l3alnrgdp = 0 2.63 0,105

Note: A represents the change in variables; L, L2 and L3 represent the 1, 2™ and 3™ lags,
respeciively.
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on the comments of the referees, the
Editor—in-Chief makes the final decision
o5 to whether a paper will be published,
refumed o the guthor for revision and
resubmission, or declined. Prospeciive
contributars should nore that the review
process for -:rpeer:rmismed article may
be lemgthy. Initial responses from
referees are normally not available for a
minimum  of  eight  weeks  affter
submission.
® All manuscripts must be original
works net  previously published
elsewhere in any format including
electronic procduction nor be under
consideration  for  publication
elsewhere. AJDS does not publish
reprints, or articles contaming larps

passages  of material  published

elsewhere.
& Sivle:  Hefereed  Articles will
ordinarily not exceed 6000 words in

length, subject o the discretion of
the Principal Editor.

» Mamuscripts should be typed,
double spaced, on 34" x 11™ white
beond, with a 1™ margin on all sides,
Adticles in either French or English
are acceptshle. Double Spacing:
Drouble space betwesn all lnes of

the manuscript including headings,
notes, references, quotations, and
figure captions. Single spacing is
acceptable oaly on tables.
Permission to Reprint [ you are
using material from a copyrighted
work  [eg., lables,  lengthy
quotations, fgures), vou will need
wrillen  permission  from  the
copyright holder {in most cases the
publisher) to use this material. [t is
the author's responsibility to obtain
the reprint permission. A copy of
the  permission  letter  must
accompany the manuscript,

Tite Page: The title page includes &
elements; (1} title and subtitie, if
any; (2) author(s); (3) abbreviated
title to be used ns 8 running head
consisting of a maximum of 70
characiers, which includes all
lotiers, punchoation, and spaces; (4)
complete mailing -address. phone,
fax numbers, and e-mail of the
authaor sk (5] list  of
acknowledgments and grants; and
(6) the total word count of the
MANUECTipL.

Abstract Page: Provide an abstract
of about 150 words. Include 4 or 5
kevwords,

Texl: Begin the text on & new page
headed by the title only, Headings
and subheadings in the text indicate
the organization of the comtent.
Keep the text of your manuscript
anomymous for peer reviewers.
References: References cited i the
text must appear in the reference
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list; conversely, each entry in the
reference list must be cited in text It
is the author's responsibility to be
sure that the text citation and
reference  list are  sdentical.
Beferences should use The Chicago
Marrizad of Stple.

#  Appendices: Begin each Appendix
on & separate page. with the word
“Appendix™ and an identifying lotter
in capital (A, B C, ...} centered at
the top of the page. If there is only
one Appendix, it is not necessary to
use an identifving leter,

»  Acknowledgmenis: Place
acknowledgments at the end of the
text, immediately preceding the
notes and'or references.,
Acknowledpements should not
exceed 100 words in length.

# Tables: There iz a limit of four fo
five tables per article. Table size
must be no longer than one 4 x 6*
page. Tables are  numbered
consecutively in the order in which
they are GOrst mentioned in fexi

Begin each table on a separate page.
D mot write “table above/below™ or
“the table on pJ32" becavse the
position and page number of a iable
cannot be determined until the page
is fypeset.

* Figures: Figures are also numbered
consecutively in the order in which
they are first mentioned in the text,
All figures must be sobmitted in &
form suitable for reproduction by
commercial  printers  without
redrawing, resizing or retouching,

Mote:  Poor  quality or
unacceptable tables, maps, graphics or
any other type of illustration will be
returned to the author for revision to
conform to JADS requirements. Please,

do not use bitmaps or nonstandard fonts.

Other article specifications:

(1) Authors should use gender-inclusive
language.

{2} Cameras-ready  black-and-whitz
graphs, tables and figures, and
photographs, should accom- pany a
MEAUSCTipL

(3}  Awthors  should submilt one
electronic copy along with two
hardcopies of manuscripts  to:
Editor-in-Chief, Jowrnal of African
Developmemt  Studies,  Ethiopian
Civil Bervice University, P. 0. Box
5648, Addis Ababa Ethiopia.

(4) Articles accepted for publication will
be published on & “first-come, first-
served” basis,

(3) Prior tw publication, authors . of
refereed articles will be sent a copy
of their articles for proofreading,
These must be reviewed and
returned ax soon ar possible, Proofs
not retumed within o reasonable
time period (to be determined by the
Editor-in-Chief on a case-by-case
basis) may not be published in the
issue anticipated,

Disk Preparation Guidelines

(1) Use a word processing program that
is able to create an [BM compatible
file on 4 windows platform. ECSU
does not use the Macintosh system
and does not accept Macintosh files.

(2} Use 3% inch high density disks or
CD ROM.

(3} Structure the manuscript acconding
to the Guidelines. Print one (1) copy
for copy-editing and . styling
purposes. . Be sure to double space
this copy, including the notes and
references.

(4) The entire text of the paper should be
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m one {1} file. Do not make separate
files for text, notes, and references.

(5} All manuseripts must have numbered
pages.

{6) Submit the word processing file with
vour printed copy. Please indicate
on the disk or CD ROM which word
processing prograsm and version you
have wused (ep M5 Word,
WordPerfect 6.0, 7.0, etc.)

{73 All text files must be spell checked.

{B) Please send praphics separately as
TIFFs or JPEGs, no larger than 4
inches x 6 inches and 300 dpi at the
right file zsize. Figures must be black
and white or grey scale—we do not
print in color, Indicate which format
has been used on the disk. We will
still require camera-ready copy.
whethtr or not material is also
supplied in electronic format,

{9) The general text format should be in
Times Mew Roman, regular-type,
1 2-point font,

{10) Please be sure that the manuscript
and disk submitted match. IF the
matenial on the disk has been
updated, please print out a new copy
of the manuscript to be sure that you
are submitting the correel version,

(117 It is the responsibility of authors to
submit their final paper and
clectronic  copies  free  of
grammatical and typographical
EITOrS.

Book Reviews

JADS  publishes reviews of books

relevant to the development of Africa. If

g scminal work iz decmed o merit

special attention, Book Review Essays

will be considerad but must be approved
by the Book Review Editor. A list of

Books Received is published in each
issue of the journal, and those interesied
in reviewing specific ttles should
condact the Book Review Editor to
ensure  their  availability, Review
suggestions are encouraged and may be
forwanded for consideration.

Format

Book reviews should cover three major
themes—a description of the contents
and organization, o substantive analvsis
of the work and they should endeavor o
provide a critique. If considered
relevant, reviews may note applicability
for academic use in the classroom. Book
reviews should not contain references or
lengthy direct quotstions. Citations are
permissible in Review Eszoys. Book
reviews will not be retummed to the
author for proofing, however, they may
be subject to editing for style, clarity and
length., Suggestions and titles can be
forwarded to the Book Review Editor.
Submizsions should be 250-500 words,
Mote

All material printed in JADS is subject
to minor changes in spelling. grammar,
syntax and format. Authors are advised
tn make every effort to ensure that the
manuscripls they submit conform w0
these guidelines and are m their final
fiwrmm.
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